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1.
PURPOSE OF THE REPORT


This report provides an update of the Medium Term Financial Plan which is a 3 year projection of the Council’s overall expenditure and income forecasts. The report also considers future key influences on financial policy issues.
2.
RECOMMENDATIONS

The Council is recommended to:-

2.1
note the revised Medium-Term Financial Plan and the associated financial projections and revised assumptions detailed in this report, and consider the forecasts contained within the Plan when approving the 2007/08 budget proposals and discussing the level of Council Tax; and
2.2
note the potential courses of action which will need to be considered to balance the budget in 2008/09 and 2009/10 as set out in section 5 of the report.

3.
BACKGROUND

3.1
The Medium-Term Financial Plan sets out a three-year timeframe for the various elements of the Council’s Performance-Based Financial Strategy.  It establishes financial policies and provides a basis for the annual budget.  The Plan also includes resources and expenditure forecasts for the next three years based on current information and informed assumptions.  There are a significant number of factors which can affect these forecasts, particularly in the latter years, but they do provide a planning backdrop on which budget policy decisions can be based.
3.2
On 1 March 2006, the Council considered a report on the Medium-Term Financial Plan which forecast deficit positions for 2007/08 and 2008/09 of £5m and £12m respectively. Updates have been provided during the year including the latest position discussed at the Policy Studies event in January 2007. The projections for future years have now been updated to take account of the latest information and developments, including:-
· The finalised Local Government Finance Settlement;

· The outcomes of the recent Portfolio Holder meetings to agree individual Portfolio 2007/08 budget proposals;

· Details on future legislative and demographic changes; and
· Further clarification on the assumptions used in the Plan, including:-

· Levy Estimates;

· Portfolio efficiencies;

· Council Tax Base Projections;

· Superannuation Contributions; and,

· Treatment of Pay, Price and Contract Inflation.

3.3
As a result of the above information, the three-year financial projections have been amended and are presented for Member consideration at 4.1 below.  The future year projections should be taken into account when 2007/08 budget proposals are considered, as decisions on the mix of permanent and temporary funding will have a significant impact of the ability to balance future years’ budgets.

3.4
The plan also recognises other unfunded pressures which are still to be quantified. Such pressures are not included in the figures in the table at 4.1 below, however it is prudent to take stock of these issues and address the detailed financial implications as part of the ongoing budget process. 
4
MEDIUM TERM FINANCIAL PLAN
4.1
A summary of the Medium Term Financial plan is contained in the table overleaf. A list of the assumptions which have been included in the forecast projections is attached at Appendix A. The illustrative Plan contains 2007/08 proposals for levels of cash limits and other expenditure budgets, savings and efficiencies and investments in permanent and temporary pressures – all of which are addressed in the 2007/08 Revenue Budget report elsewhere on this agenda. All of these assumptions are for indicative planning purposes only and are subject to formal Council approval. The key factors contained in the figures are explored below in the remainder of section 4 of the report.
	PROJECTIONS
	2007/08

£m
	2008/09

£m
	2009/10

£m

	Portfolio Cash Limits (Note 1)
	117.717
	115.969
	115.969

	Non Cash Limit Budgets
	12.365
	12.659
	12.959

	Levies
	17.923
	19.605
	21.782

	Inflation and other Contingencies(Note 1)
	11.158
	15.147
	22.675

	Contributions from Reserves (Note 1)
	(4.689)
	0.000
	0.000

	
	
	
	

	Forecast Expenditure
	154.474
	163.380
	173.385

	
	
	
	

	Forecast Resources (Note 2)
	(154.474)
	(158.372)
	(162.383)

	
	
	
	

	Projected Deficit / (Surplus)
	0.000
	5.008
	11.002


Note 1 – Figures include proposed efficiencies, pressures, savings and use of reserves as per Cabinet’s 2007/08 Revenue Budget proposals. This is subject to Council approval;

Note 2 – For planning purposes Council Tax is assumed at 4%. The 2007/08 Council tax level

is subject to Council approval.
4.2
The Cabinet proposals contained in the 2007/08 Revenue Budget report elsewhere on this agenda would provide a balanced budget position in 2007/08. These proposals show permanent pressures being funded using permanent resources and the use of one-off resources being restricted to temporary pressures. This approach avoids increasing the deficit position in future years.
4.3
The projections suggest that the Council will need to address a deficit in 2008/09 of £5.008m with a cumulative deficit in 2009/10 of £11.002m. In essence these deficits are due mainly to the simple fact that Government funding and Council Tax projections are not expected to keep pace with expenditure inflation. It is therefore critical that the Council adopts a robust budget strategy identifying permanent solutions to the deficit positions in each year. 

Cash Limits
4.4
The Cash Limit figures are an amalgamation of the details contained in the individual Portfolio Budget proposals. Cash Limits are a useful control total mechanism for budgeting purposes, and the budgets contained within the remit of cash limits are considered to be within the control of individual Portfolios.  The projected Portfolio cash limit figures have been revised to take account of the 2007/08 Illustrative Spending Plan, previous approvals, temporary adjustments, grant transfers, and approved demographic and statutory changes.  Inflationary increases and potential pressures are reflected in inflation and contingency figures.
Efficiencies and Savings 
4.5
The plan contains permanent Portfolio efficiencies of £3.332m in 2007/08, thus contributing to reducing future year deficits. Efficiencies have been netted-off the Cash Limit figures in the table above. These have been identified through a combination of Scrutiny Committees and proposals from individual Portfolio Holders. 
4.6
In line with the Cabinet 2007/08 budget proposal, the Plan includes £0.051m permanent savings proposed by Portfolios and Cabinet’s additional identified efficiencies and savings totalling £0.600m that will impact on cash limits during 2007/08.
4.7
The Council will continue to meet the challenges of the Gershon agenda in future years through its Annual Efficiency Statements. These statements require cashable and non-cashable efficiencies to be identified annually. In December 2006, the Chancellor of the Exchequer announced in his Pre-Budget Report, an increase in the level of cashable efficiencies to be achieved by individual local authorities. The new level will rise to 3% of the Council’s net revenue budget requirement which equates to approximately £5m for Knowsley. As the Council has been making significant efficiencies for a number of years it will be difficult to continue making efficiencies of this magnitude. There is also a risk that future revenue support grant settlements may be reduced to take account of Gershon Savings, although no formal statement has been made. As efficiencies are already required to balance annual budgets any further reduction in Government grant would cause future deficits to increase. Lobbying will continue, to ensure that the Council’s concerns are known. Although the forecast deficits set out within this plan will require a mix of efficiencies, savings and income generation to allow a balanced budget to be set, some aspects will not count towards the Gershon target. Further details are awaited on the new targets. 

Non-Cash Limit Budgets
4.8
Non-cash limit budgets deal mainly with the capital financing costs of the Council and those areas outside Portfolios’ direct control.  The forecasts in the revised Plan have been updated based on the 2007/08 budget process and future borrowing predictions.  The projections in the revised Plan show year-on-year increases, which reflect the annual increase in borrowing. Any future Council decisions on funding unsupported borrowing through the prudential borrowing system would impact on these costs.

Levies
4.9
The Council pays levies to a number of third party bodies.  Unlike precepts (which are paid to the Police Authority, the Fire and Civil Defence Authority, and the Parish Councils), the costs of levies must be funded from within the Council’s own resources.  Although the Revenue Support Grant includes an element for levy payments, levies are set locally and are therefore based on local circumstances and needs.  Knowsley has faced above inflation increases in levies over the last few years, and the projections in the revised Plan show that this is likely to continue.  The two main levies are from the Waste Disposal Authority (confirmed at £6.057m in 2007/08) and the Passenger Transport Authority (forecast at £11.610m in 2007/08).

4.10
The waste disposal levy is forecast to increase as a result of the investment required to improve the performance of the Merseyside sub-region, to achieve government waste targets. Merseyside authorities are developing Waste Minimisation Strategies, but the cost reductions arising from the Strategies are likely to impact only over the medium to long-term, whereas the cost increases will have to be met over the next few years. The table below demonstrates the estimated waste disposal levy charge over the next three years:-
	Financial

Year
	Expected % Change
	Amount payable

£m

	2007/08
	21.4%
	6.057

	2008/09
	20.0%
	7.268

	2009/10
	23.3%
	8.962


4.11
These significant increases have been identified via the procurement process that Merseyside Waste Disposal Authority is currently undertaking on behalf of all the Merseyside Authorities. The procurement process is now expected to be completed in early 2009. 

Inflation and Contingencies
4.12
The detailed analysis of pay, contract and specific inflationary pressures has been revised to take account of the latest information, and projections have been made on the best available data.  

4.13
In line with the approach taken in 2006/07 it is proposed that no general price inflation is included in the budget projections.  Analysis has shown that when pay, contract and exceptional items (which currently include fuel and energy costs) are covered in full, other price inflation has a neutral impact on the Council when taken alongside improved framework contracts and joint purchasing agreements, which are driving the price of everyday consumables down. 
4.14
A number of key contingency items have been taken into account within the three-year projections.  Details are included in Appendix A and in summary include:-
· The ongoing impact of legislative, statutory demand and demographic pressures arising over the period;

· Pay and contract inflation to maintain current service standards;

· Superannuation increases due to the actuarial review and nationally proposed pension scheme changes; and,

· Above inflation energy price increases.


Expenditure Growth Areas
4.15
As part of the budget process, a number of permanent pressures have been identified in 2007/08 and future years. Some of the most significant items are mentioned above. In line with current Council policy, the revised Plan only includes those known corporate pressures and quantifiable Portfolio pressures, which fit into the following four areas:-

· Demographic Changes – the effect of population changes in terms of age profile and overall numbers on service demands;

· Legislative Changes – where new statutory responsibilities have been placed on the Authority; 

· Statutory Pressures – where service demand has increased and the Council has a statutory obligation to meet the increased demand; and,

· Grant Transfers – where specific grants are being transferred to and from the Revenue Support Grant.

4.16
In terms of demographic pressures, Knowsley faces a continuing decline in its population. This leads to reduced grant support from Government and therefore an overall reduction in available resources to the Authority. The main specific demographic service pressure in 2007/08 resides within the remit of the Health and Social Care Portfolio, particularly in relation to adult services. Demand for services is compounded by growing complexity of need and rising unit costs. Over the period 2008/09 to 2010/11 national projections show the number of adults over 85 increasing by 7% and the adults over 65 increasing by 5.6%. When taken in comparison to the projected 1.5% increase in the adults of working age over the same period, the demographic challenge can be clearly seen. This national problem will have to be addressed as part of the Government’s 2007 Comprehensive Spending Review. 
4.17
A number of legislative changes are included in the 2007/08 Budget proposals. In addition changes included in the White Paper and associated reviews may impact on future year budgets. Changes arising from new legislative burdens were intended to be separately funded by Government Departments. To date this funding has not been allocated. Lobbying continues on this issue. 
4.18
A number of specific permanent pressures have been identified during the budget process totalling £1.106m which are contained in the overall budget proposals for 2007/08 (see 2007/08 Revenue Budget report elsewhere on the agenda). 

4.19
The delivery and implementation of the Building Schools for the future is a key strand in the educational and regeneration transformation of the Borough’s neighbourhoods and communities. The overall construction and operating costs are being considered as part of the negotiations with preferred bidders. There is likely to be an affordability gap on the programme that will require permanent resources when the learning centres are up and running. This will begin to impact on the Council from 2009/10 onwards. An estimated 1st phase pressure of £0.750m is included in the 2009/10 projections. The full impact will be reported to Members on completion of the negotiations.
Other emerging pressures not contained in the Plan

4.20
There are a number of other known emerging budget pressures on the horizon in addition to those already identified above.  These will be considered as part of the ongoing budget process, including consultation with Scrutiny Committees. A key process in helping to alleviate budget pressures will be setting priorities and potentially diverting resources from one service area to another.

4.21
In particular, the Equal Pay agenda will result in a significant future pressure for local government nationally, both in terms of the ongoing pay bill and potential backdated pay claims. The Council is currently working towards achieving the target deadline of April 2007 to implement a revised pay and grading structure.  The Authority is applying the National Joint Council Job Evaluation scheme to evaluate posts.

4.22
The Government have indicated that some £200m will be made available nationally for “capitalisation” of backdated salaries. This is felt to be enough for only several large authorities across the Country and will not be sufficient to meet the national demand.  This is a key factor on which the Council is actively lobbying, and continued efforts will be made to express Council concerns as part of the Comprehensive Spending Review consultation process.
One off Pressures

4.23
In addition to permanent pressures in future years the Council will also be embarking on a number of major projects and initiatives which will require temporary pump priming investment and set up costs. Examples of such investment needs relate to development and advisory costs for legal, finance, technical and project management expertise. Projects which are likely to require support include:-

· Building Schools for the Future;

· Development of new Primary Schools;

· Kirkby Town centre Development;

· Regeneration of North Huyton & Tower Hill; and

· Renewal of Street Lighting stock.
Financial Support from Government and the Comprehensive Spending Review 2007 
4.24
In December 2005, the Government announced a two year settlement relating to the financial years 2006/07 and 2007/08. Knowsley’s allocation amounted to £108.595m in 2007/08. The term “settlement” refers to the amount of grant which the Council will receive from a combination of Revenue Support Grant and the pooled National Non-Domestic rates. The grant settlement system has a “floor” mechanism that protects councils from data and/or formula changes in the settlement by ensuring that every council receives at least a minimum increase in grant. For Metropolitan Councils this was set at 2.7% in 2007/08. Although arguments will be had on what the minimum increase should be, it is an effective damping mechanism. Without the floor level Knowsley would have received £7.5m less grant for 2007/08.

4.25
The next settlement announcement is anticipated in December 2007. This will contain details of three year grant settlements from 2008/09 to 2010/11. Whilst this change provides certainty for planning purposes, it is essential that the Council achieves an equitable allocation of the amount available nationally from the start of the period, as it will be difficult to change any inequities or anomalies once the settlement has been announced. In addition, the government will expect local authorities to produce 3 year budgets and set indicative Council Tax levels for the period.
4.26
A fundamental change to the process of allocation of Revenue Support Grant (RSG) and National Non-Domestic Rates (NNDR) has occurred since last year. RSG has reduced significantly due to the exclusion of the Dedicated Schools Grant which is now ring fenced. This has left very little RSG to be allocated through the grant distribution formula, and the government have now amalgamated NNDR funds alongside RSG funds. Both funds are now allocated based on the RSG formula. In effect, NNDR is no longer allocated based on population, but is distributed using the same complex method as RSG. The underlying aim of the government is to ensure that no unmanageable swings in year on year resources occur for local authorities. 
4.27
The Government is conducting a fundamental appraisal of public sector funding in the form of the Comprehensive Spending Review 2007 (CSR07). This will inform macro-economic policy for funding different agendas nationally and could lead to a revision to national priorities, which could have a significant impact on the ways in which the public sector is funded. The CSR07 will take account of current developments such as the Lyons Inquiry which is looking at the Balance of Funding Review and other potential reforms of local government. The Council’s views have been communicated through various consultation exercises, and through lobbying of MPs, the LGA, SIGOMA and joint Merseyside responses. Knowsley currently leads on the Merseyside financial lobbying and continued efforts will be made to lobby through all available channels during the period up to the publication of the review currently expected in October 2007. The White Paper on local government will also be a key policy driver which will have implications for financial support from the government.      

4.28
The CSR07 will also undertake a review of the formulae for allocation of resources to local government. This will include a review of the Area Cost Adjustment which weights resource allocation in line with perceived differential cost pressures. This currently benefits areas of the South East to the detriment of areas such as Merseyside. 
4.29
Lobbying of government during the consultation period for the CSR07 will place particular emphasis on the following areas:-

· Resource equalisation; 
· Continuation of the floor mechanism;

· Consistency and fairness of the grant formula. e.g. removal of damping in children’s social services and area cost adjustments;
· Cost pressures relating to Equal Pay and Job Evaluation;
· Cost pressures on the Waste Disposal Agenda;
· Support for Capital Spending; 
· Continuation of Neighbourhood Renewal Funding; and
· Gershon Efficiency increases (possible reduction in grant).

Council Tax

4.30
The Plan now contains a planning assumption increase in Council Tax of 4% in line with the Cabinet’s 2007/08 budget proposal and the consistent rises over the last few years. The government capping limit allows an increase of up to 5% in Council Tax.
4.31
Knowsley made a strategic decision in the late 1980s to proactively minimise the increase in the Council Tax rate within the Borough, as, at that time, Knowsley was charging a relatively high Tax compared to national averages and was one of the highest charging local authorities within Merseyside.  Knowsley now has the lowest Council tax in Merseyside and compares favourably with National averages. Knowsley has continued to apply a consistent approach to Council Tax increases, which has allowed a steady increase over the period. For the last two financial years (2005/06 and 2006/07) the Council Tax level has been set at 4% linked to investment in key priorities.  This longer-term view has enabled the Authority to avoid volatile movements in Council Tax, which can occur from making increases on a purely annual basis. 
4.32
Maintaining low Council Tax levels has to be balanced with the continuing need for the Council to increase ongoing funding for key priorities, maintenance of current service standards and growth in key services.  Continually low increases in Council Tax also make it difficult to argue that more Government and external funding is needed in Knowsley, as the opportunity to raise resources locally is not being maximised.  A 1% increase in Council Tax currently equates to c.£0.440m in permanent annual resources.
4.33
The total amount of Council Tax receipts is dependant upon the number of properties in the Borough.  Knowsley’s Council Tax Base for 2007/08 has increased by 242 Band D equivalent properties – largely due to the impact of positive renovation and regeneration programmes within the Borough.  This equates to an increase in annual resources of £0.249m.  The Council’s regeneration and population stabilisation policies will be key to the ability to maintain and increase the Council Tax base level and therefore improve the ability to raise funding at the local level.
Specific Grants

4.34
The Council receives a significant proportion of its funding from a number of specific grants, which come in directly to Portfolios from Central Government.  In addition to the transfers in and out of the Grant formula, there are numerous changes each year to the amount of funding received via such grants – indeed, there are numerous changes every year to the range of grant regimes in existence.

4.35
The Government has a clearly stated policy to seek to ‘un-fence’ some of the grants, which theoretically allows the funding to be used more generally.  The Council’s inspection results also influence the extent of local discretion over the use of specific grants.  However, as the original intended expenditure pressures often still exist, the flexibility to use these resources in other areas can be minimal in a practical sense.

4.36
Some specific grants are given on a temporary basis.  Therefore, as with other time-limited funding, it is important to ensure that permanent priority service areas are not dependent on this funding without forward strategies being in place.

4.37
Specific grants are given directly to Portfolios. Therefore, both the specific grant income and the associated expenditure are included within the net cash limit figures.  Specific grant income is therefore not shown separately in the Medium-Term Financial Plan.

Reserves, Provisions and Balances

4.38
The Council maintains a number of provisions and reserves, which earmark resources to cover future known or likely expenditure.  Examples include the Insurance Fund and Bad Debt Provisions.  In addition, individual Portfolios have set aside resources for future commitments.

4.39

The Council also holds unearmarked general balances, which provide a ‘financial safety net’ should the Authority be faced with unforeseen expenditure pressures or unplanned budget overspends. The Council’s current policy is to ensure that these general balances equate to 3% of the net budget requirement.  As the budget increases year on year, the balances should keep pace to ensure an appropriate financial ‘buffer’.

4.40
The 2007/08 contribution to General Balances contained in the Plan is £0.150m to maintain balances at 3% of the net revenue budget requirement. It is considered that this level of balances is still necessary to guard against potential overspends or unforeseen pressures. 
4.41
Provisions and Reserves are reported on a monthly basis as part of the approach towards Portfolio budget monitoring. As part of a robust framework of governance and accountability, statements of provisions and reserves are also reported to Cabinet on a quarterly basis.

Capital Resources

4.42
Capital expenditure and resources are not included in the Medium Term Financial Plan, which focuses predominantly on revenue expenditure and income. The exception to this are any revenue contributions to capital expenditure. A report elsewhere on the agenda, 2007/08 Capital Programme contains details of the expenditure and resources associated with capital. 
4.43
Some major Council pressures relating to medium term projects will have to be addressed through significant investment of capital resources in the future, including the following:-

· School Improvement Programme;

· The Neighbourhood Delivery Agenda;

· Regeneration of Neighbourhoods and Town Centres;

· Estates Strategy and Rationalisation of Administrative Buildings;

· Waste Disposal Facilities; and,

· Sports and Leisure Facilities.

4.44
A significant funding source of such capital pressures are capital receipts (income from sale of assets). Current government policy contained in Unitary Development Planning regulations limits the amount of houses which can be built in local authority areas. Consequently, this reduces the private sector interest from developers in purchasing land. This has restricted the opportunities to sell land to raise capital receipts and current estimates continue to be low. A review of the housing constraint policy is due during 2007 which may improve the forecasted receipts in future years.

4.45
Another major obstacle potentially facing the Council relates to the way in which government support for capital spending is funded. The relationship between funding and expenditure is hindered by the complication of the “floor” mechanism used by government in resource allocation. In essence Councils below the floor level may not benefit from increases in supported borrowing given through the grant settlement. Only where support is given through capital grant or PFI credits can floor authorities be sure that capital allocations are properly funded. Lobbying continues to be employed to address this fundamental flaw in the transparency of capital funding.  


Neighbourhood Renewal Fund and External Funding
4.46
The Council’s allocation for Neighbourhood Renewal is not included in the forecast figures above, which deals with the mainstream funded expenditure only. External funding schemes are treated as “in and out” time limited items which are netted off to have a nil impact on the overall budget position.  The resources available in 2007/08 for the Neighbourhood Renewal Fund equate to £11.664m including the Safer and Stronger Communities Fund. This is a real terms reduction of £0.954m approximately 7.5% compared to 2006/07.

4.47
Neighbourhood Renewal Funding is due to expire at the end of 2007/08. It is anticipated that some form of announcement may be made as part of the Comprehensive Spending Review 2007 to address the issues of continuation funding. This is not guaranteed and lobbying of government continues to stress the importance of this source of funding to deprived areas, including Knowsley. It is therefore essential that services currently funded by this means should have exit strategies in place for April 2008, with a view to developing forward strategies to mainstream such services. This may require de-prioritisation of other services to redirect resources to enable any mainstreaming proposals to happen.

4.48
A proportion of the Council’s service expenditure is funded through other time-limited external funding sources, such as Sure Start, the Children’s Fund, the European Social Fund, Job Centre Plus, and Objective one programmes.  Although, in most cases, the corresponding expenditure is also time-limited through arrangements for fixed-term staffing contracts or temporary pilot projects, Portfolios should review their use of these funding sources to ensure that key ongoing services are not dependent on these sources of funding.  As with Neighbourhood Renewal Fund schemes, forward strategies should be developed alongside the prioritisation of existing services.


Schools Funding (Dedicated Schools Grant)

4.49
Schools are now funded directly from the Dedicated Schools Grant (DSG). Schools funding is no longer financed through the Revenue Support Grant mechanism but remains ring-fenced. Consequently, the amount receivable through Revenue Support Grant has reduced considerably for local authorities. For Knowsley, the amount of DSG receivable in 2007/08 is £95.088m compared to £91.218m in 2006/07 (an overall increase of £3.870m or 4.2%).   

4.50
The anticipated guaranteed increase per pupil for 2007/08 was 3.7% for all schools. The funding per pupil in 2006/07 was £3,737; the funding per pupil in 2007/08 is guaranteed at £4.038m; this equates to an uplift of £301 or 8.05% per pupil. This projection is based on best intelligence on pupil numbers as at September 2006. The actual accurate numbers of pupils for 2007/08 purposes will not be known until mid-February 2007.   

4.51
Although some of these funding increases will be earmarked for particular purposes, it is individual local authorities in consultation with their Schools Forums to decide on the distribution of the Grant locally subject to the minimum funding guarantee and the Government’s priorities.  The full amount of the Dedicated Schools Grant is not included in the Medium-Term Financial Plan projections from 2007/08, although it will be crucial for the Council to continue to work closely with Governing Bodies and Headteachers in ensuring that a partnership approach continues on the use of education resources in the Borough.  This will be fundamental to the success of the Building Schools for the Future Programme and the Statement of Implementation for primary schools.


Local Area Agreement

4.52
The Council is due to receive Performance Reward Grant in 2007/08 and 2008/09 relating to the Local Public Service Agreement which ended in March 2006. This is intended for use against one-off pressures. In total the grant is estimated to be approximately £2.6m, half of which will be usable for revenue and half usable for capital purposes.   

4.53
The new Local Area Agreement also has a Reward Element attached to the programme. In summary, approximately £0.900m will be made available as pump priming in 2007/08 to the Knowsley Partnership. Future Reward Grant could be up to a maximum of £6m depending on performance outturn at the end of the programme, around 2010/11. 

4.54
The Local Area Agreement is also developing the idea of pooled funding from central government into a single pot. This is a welcome initiative as it leads to less bureaucracy and financial administration. 

Other Influencing factors on the Medium Term Financial Plan

4.55
The details in this section have examined many of the components which contribute towards building the overall three year projection plan of expenditure and income. Some wider areas for consideration have also been highlighted which are not included in the plan, but are relevant to the overall planning framework e.g. equal pay, one off pressures, capital resources and external funding, and direct funding to schools.

5
FUNDING OPTIONS – BUDGET STRATEGY AND SOLUTIONS

Financial Challenges ahead – 2007/08 and future year deficits

5.1
The Council has identified significant efficiency savings over the last two years to help balance the annual budget. This was a difficult task and is an activity which is becoming increasingly difficult in terms of the law of diminishing marginal returns i.e. efficiencies are more difficult to find over time as the organisation becomes “leaner and smarter” with its finances.   

5.2
The future financial forecasts show increasing deficit positions. This is mainly due to the simple reason that funding increases from government are not in line with inflationary cost pressures. The 2007/08 settlement included growth in government grant support of 2.7% compared to an average spending pressure increase of approximately 8% to meet service and inflationary pressures e.g. waste disposal, energy costs, pay and contracts. The balance of limited resources with increasing demands necessitates a strong financial planning process which includes modelling scenarios to help Members make the increasingly difficult decisions that may lie ahead in future years.  


Comprehensive Spending Review 2007 

5.3
The key message relating to the Comprehensive Spending Review 2007(CSR07), which are informally surrounding the local government community, is that the Review will focus on slower growth (lower grant increases than in previous years) and provide far greater emphasis on the need for local government to deliver better Value for Money. The increased Gershon cashable efficiencies at 3% of net revenue budget are one means by which the government are exerting this pressure.  The Review will also consider the future of Neighbourhood Renewal Fund (NRF) which has already been reduced in 2007/08 by approximately 10%; the expectations is that this fund will become subject to more prescriptive and targeted usage thus reducing freedoms on areas where it can be spent. In addition the CSR07 will introduce three year capital and revenue budgeting with associated Council Tax levels.  

5.4
As stated in section 4 above, a lobbying strategy with a wide range of communication options will be actively pursued to ensure that the Council’s views are heard by government Ministers. 

  
Medium Term Budget Strategy Solutions
5.5
Against the backdrop of projected increasing deficits over the medium term, a range of funding options will have to be considered to balance the budgets in future years. These include the following:-

5.6
Service Review Programme
The Council has developed a comprehensive Service Review Model which analyses and compares all the Council’s services using over 20 common factors. The Model provides:

· A Prioritised Service Review Programme;
· Pre-determined outcomes for reviews;
· A prioritised list of services for investment and disinvestment;

· A Value for money assessment of all Council services.
Targeted service reviews with predetermined outcomes will allow the Council to focus its effort in the areas that are most likely to release efficiencies and savings. The planned approach to reviews should ensure that reactive service cuts are avoided and the significant re-allocation of resources can occur in 2008/09. The draft timetable has been established to allow budget implications of the first year’s reviews to be reported in December 2007 with recommendations being implemented by 31 March 2008.   
5.7
De-prioritisation of Services

A key function of the service review model is to provide information to help Members make decisions on the relative priority of services. Savings from de-prioritisation of some services will be critical to enable the re-direction of resources to priority areas requiring investment. There are likely to be a number of difficult decisions over the coming years as new demands compete for funding at the expense of historical spending areas.

5.8
Increased Fees and Charges

The possibility of increasing income from fees and charges is a further option for consideration in reducing future year forecast deficits. Any proposals must be accompanied by a robust business case which considers pump priming and ongoing revenue costs, and the resultant net income position. All proposals should align with the Council’s Corporate Charging Policy. Wider considerations also have to be taken into account to assess the knock on effect on other areas of business, as well as the consequences on the demand for the service being considered. In addition, consideration should also be given to entering into partnership with companies which specialise in helping local authorities to raise income. There are current examples where private sector firms raise income for local authorities under profit-sharing arrangements. Common examples could include advertising at roundabouts or on street lighting columns.    

5.9
Additional Portfolio Efficiencies and Savings
The Council will also have to continue to pursue increased efficiencies and savings from Portfolios. This has worked very well over the last two years particularly due to the role of Scrutiny Committees in partnership with Portfolio Holders. It is becoming more difficult to identify and achieve such savings and efficiencies over time as the mainstream budget becomes “leaner”. In addition, the Council will have to continue with this agenda as part of the government’s Gershon agenda, which will require 3% cashable efficiencies, equating to approximately £5m per annum. The Council’s efficiency plan will aim to continue to identify Council-wide efficiencies such as procurement framework contract savings and reduced insurance premiums, however the scale of these savings will reduce as optimum levels are reached.
5.10
Use of Available One-Off Resources

Where appropriate use of available capital and other one-off resources should be considered to offset single year deficit peaks. The priority for the mainstream budget is to secure permanent funding to meet future expenditure commitments. However, where temporary investment needs have been identified these should be financed by temporary resources. This policy of funding accords with good accounting practice ensuring that the “matching” principle is adopted in practice, linking a like for like relationship between spending and financing.

5.11
Invest to Save
Adopting an “invest to save” approach to investment is another opportunity to generate future year savings and efficiencies. This would involve pump priming investment at the start of a project, to change how a service is delivered, resulting in reduced revenue operating costs in future years. The financing of such proposals could be enabled through the use of Prudential Borrowing. Any proposals would have to be accompanied by a robust business case, to ensure that repayments would be affordable. 

5.12
Investment in Preventative Services
As with “invest to save” investment, in many cases additional funding of preventative services reduces the more expensive resultant services needed further down the line. Specific examples included investment in recycling which reduces land fill waste costs and within Social services investment in independent living and aids and adaptations are shown to reduce the need for more expensive complex care packages in later years. The financial benefit is clearly a by product of the more important life improving impact these services can have. 
5.13
Asset Management and Rationalisation
The successful implementation of the emerging Estates Strategy and resultant asset management plan will be key to reducing the high premises costs of the Council. Prioritising buildings, co-locating services and closing redundant premises will be key to releasing resources across the Council. The Council will have to work alongside its Partners throughout the Borough to maximise the economies of scale in this area. In addition new ways of flexible working need to be explored to reduce the current demand for office space. 

5.14
Partnership Working and Integrated Service Delivery
In addition to working with partners on sharing premises, integrating service delivery to ensure reduced duplication, economies of scale and joined-up public services will be a key priority for the coming years. Working in partnership will play an integral role in generating more effective and efficient means of working. Various forms of service delivery will be necessary to ensure the optimum value for money. Future service delivery of Council services is likely to be a “mixed economy” where a mix of in-house and private, public, voluntary and community sector providers are used. 
5.15
Shared Services
The Shared-Service agenda is another theme which the government is heavily promoting via the current White Paper. The Council is currently exploring opportunities to work with other partners to deliver common services. This will include leading on some areas but also considering others leading on the provision of current in-house services. Service review outcomes will consider the best delivery model for services which are likely to be a mix of in-house, shared and outsourced services. 
5.16
Council Tax Increases
Council Tax levels will continue to be a key strand of balancing future year’s budgets and providing permanent funding for ongoing pressures and investment needs. A balance has to be struck between the burden of tax rises on Knowsley residents and the need for investment in key areas to maintain and improve priority services. The Council needs to ensure and be able to demonstrate that it is providing value for money for the taxes it levies. A successful mix of the of the solutions outlined in this section will enable the Council to maintain its planned consistent approach to Council Tax increases whilst clearly demonstrating high quality value for money services.
6.
RESOURCE IMPLICATIONS 

Financial

6.1
The body of the report deals wholly with financial implications.

Human

6.2
The report has no direct impact on human resources, but decisions on the use of resources could have an impact on services and in turn may impact on employees.

Information Technology

6.3
The report has no direct impact on information technology, but decisions on the use of resources could have an impact on the future use of technology within the Council.

Physical Assets 

6.4
The report has no direct impact on physical assets, but decisions on the use of capital resources may have an impact on the Council’s physical assets.

7.
RISK ASSESSMENT 

7.1
The Council faces clear financial challenges in future years and there is a risk that future deficits may not be resolved resulting in a need for reactive service cuts. In order to mitigate this risk, the Medium Term Budget Strategy must identify and implement ways in which the balance of spending and resources will be equalised. The key options are outlined at section 5 above. 


7.2
The information contained in this report is based on the latest information available but depends greatly on a number of assumptions.  The position could therefore alter significantly as additional information becomes available as key factors change.

7.3
This report highlights the dependency that the Council has on time-limited and one-off funding.  This funding has bought the Council some time to prioritise its services and seek areas of efficiency and savings.  Portfolios must use this time to undertake detailed analysis of their spending and performance.  Prioritisation and de-prioritisation will be key to enabling the re-allocation of scarce resources from low priority services to key areas.  The development of the Councils service review model and implementation of the service review programme is a key strand in this work. 

7.4
The longer-term view of funding and expenditure pressures should be taken into account when making decisions on the Council’s annual budget and spending commitments.  This report outlines the potential deficits in 2008/09 and 2009/10 and proposes strategies to minimise the impact.
8.
IMPACT ON POPULATION GROUPS


This report has no direct impact on any particular population group.  However, the decisions on budget and funding issues may impact on performance and the delivery of services to the public.

9.
COMMUNICATIONS ISSUES

The information in this report will also form the basis for the 2008/09 budget process and will be updated and reported to Members as additional information becomes available and as assumptions are clarified.

10.
CONCLUSIONS

10.1
The report outlines the revisions to the Council’s Medium-Term Financial Plan for the next three years based on the Cabinet’s 2007/08 budget proposals and the latest future spending and resource assumptions.  The projections anticipate significant deficits in both 2008/09 and 2009/10, in the main because Government funding and Council Tax projections are not expected to keep pace with inflation. 

10.2
The projections are based on a number of assumptions and should be viewed as indicative at this time. These assumptions will change over time as the various influencing factors are clarified.

10.3
The position could become worse, if priority services currently funded by time-limited funding (such as the Neighbourhood Renewal Fund) are not switched to more permanent funding sources during the next few years.  It will be important to identify areas of efficiency, savings and service reductions if additional pressures are to be contained and Council Tax levels are to remain stable over the coming years.

10.4
The report offers some approaches towards dealing with these forecast deficits as part of the overall Budget Strategy in future years. There will be difficult decisions ahead as some services will have to be de-prioritised to enable investment in and maintenance of priority service standards. 

James Duncan

ACTING BOROUGH TREASURER

Contact Officer:  

Tony Quail (ext. 3671) 

Background Documents:

None 

Appendices:

Appendix A – Assumptions used in Medium Term Financial Projections
Appendix A
Assumptions used in Medium Term Financial Projections

	Key Funding Pressures
	
	
	2007-08
	2008-09
	2009-10

	
	
	
	
	
	

	Council Tax Increase (working assumption)
	
	4.00%
	4.00%
	4.00%

	Formula Grant
	
	
	2.70%
	1.90%
	1.90%

	
	
	
	
	
	

	Assumed inflation increases
	
	
	
	
	

	Pay Inflation
	
	
	3.00%
	2.50%
	2.50%

	Superannuation increases
	
	
	3.25%
	3.25%
	3.25%

	General price inflation
	
	
	0.00%
	0.00%
	0.00%

	Contract inflation
	
	
	as per individual contract terms

	Waste Levy
	
	
	21.40%
	20.00%
	23.30%

	Merseytravel
	
	
	4.00%
	4.00%
	4.00%

	Other Levies
	
	
	3.00%
	3.00%
	3.00%

	
	
	
	
	
	

	
	
	
	
	
	

	Major Contingency Items - to fund likely expenditure pressures
	
	
	£m
	£m
	£m

	
	
	
	
	
	

	Increasing Demand for Health and Social Care services due to Demographic Changes
	
	
	2.403
	3.122
	3.968

	Building Schools for the Future – Affordability Gap (part effect)
	
	
	0.000
	0.000
	0.750

	Building Safer Communities
	
	
	0.000
	0.262
	0.262

	Cessation of Recycling Credits / Grant Funding
	
	
	n/a
	0.692
	0.692

	
	
	
	
	
	

	
	
	
	
	
	


