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REPORT OF THE LEAD MEMBER FOR CUSTOMER AND SUPPORT SERVICES


TO CABINET MEETING

13th DECEMBER, 2005 


TITLE : 
MEDIUM-TERM FINANCIAL STRATEGY 2006/07 TO 2008/09


RECOMMENDATION : 
That the proposed strategy is approved by Cabinet.


EXECUTIVE SUMMARY : 
This report sets out a proposed financial strategy for how the Council proposes to ensure that the necessary resources are available over the next 3 years  to ensure that the Council’s vision for the city can be delivered.


BACKGROUND DOCUMENTS :  
None

(Available for public inspection)


ASSESSMENT OF RISK: 
Risk assessment will be an integral part of development of the financial strategy.

	


SOURCE OF FUNDING: 
The production of this report has no financial implications but the strategy will apply to the revenue budget, HRA and capital programme. A financial strategy for schools will be developed following clarification of funding changes for 2006/07.

	


COMMENTS OF THE STRATEGIC DIRECTOR OF CUSTOMER AND SUPPORT SERVICES (or his representative):

1. LEGAL IMPLICATIONS
Not applicable 

2. FINANCIAL IMPLICATIONS
This report has been prepared by the Head of Finance and covers the financial implications of the strategy
3. PROPERTY
None immediately, but implementation of the strategy will have property implications 

4. HUMAN RESOURCES



As per property above

	


CONTACT OFFICER : John Spink
Tel : 793 3230

E-mail : john.spink@salford.gov.uk

WARD(S) TO WHICH REPORT RELATE(S): 
None immediately, but potentially all


KEY COUNCIL POLICIES: 

Budget Strategy


DETAILS

Cabinet will recall that in the 2004 CPA corporate assessment comment was made by Inspectors that :

“The corporate and service plans and medium-term financial strategy do not articulate the processes and criteria underlying the planned and actual resource allocations” 

The attached document sets out to address this comment by setting out a proposed medium-term financial strategy for the next 3 years.

It is recommended that the proposed strategy is approved by Cabinet.

ALAN WESTWOOD

Strategic Director of Customer and Support Services

MEDIUM-TERM FINANCIAL STRATEGY 2006/07 TO 2008/09

INTRODUCTION

The purpose of this paper is to set down comprehensively in a single document the proposed medium-term financial strategy for the Council.

It will set down what the Council is doing currently and how it is looking to improve its financial processes in order to ensure that it achieves its vision for the City as set down in the community plan, the pledges and the Cabinet workplan.

This paper sets out for the medium-term financial strategy its :-

· Key objectives

· Key principles to be followed

· Key processes, roles and responsibilities.

Many aspects of this strategy are already in place, but others will need to be developed and introduced during the period of this strategy.

The structure of this paper is that key statements of principle are set out in bold with explanatory comments and sub-principles following each key statement.

KEY OBJECTIVES

The Council’s vision is to make Salford a magnificient city and is driven by its 7 pledges to the people of Salford :-

· To improve health

· To reduce crime

· To encourage learning, leisure and creativity

· To invest in young people

· To promote inclusion

· To create prosperity

· To enhance life.

The Cabinet workplan identifies its priorities for how that vision will be delivered.

The over-arching objective of this strategy is therefore to ensure that financial resources are utilised efficiently, economically and effectively to enable the Council’s vision for the City to be delivered and sustained.

The Council is moving towards a priority-led budgeting process so that the budget transparently reflects the Council’s policies and priorities, and any changes to them. 

Underpinning this objective must always be a process of ensuring value for money is obtained, or striving for better value for money, so that the best outcomes can be secured from the resources available. 

More specific objectives are :-

· To allocate resources on a policy-led basis so that higher priorities receive additional resources whilst lesser priorities receive fewer resources.

Financial planning will be integrated with, and driven by, service planning. Service planning through the balanced scorecard will identify the priorities for service delivery and improvement consistent with the pledges and Cabinet workplan, and so influence how the budget needs to be structured.

Higher priorities will inevitably require additional resource at times, and decisions will on occasions be necessary as to whether this is found by seeking (additional) efficiencies from, or disinvesting partially or totally in, lesser priorities.

· To empower sustainable service delivery and management and promote a culture of performance improvement.

The financial strategy will maintain a longer-term perspective to ensure that there is sufficient financial capacity to enable services to be sustained, developed and improved without short-term disruption and fluctuation.

To this end, proposals for grant-funded schemes will only be considered where there is an agreed exit strategy.

· To promote more cost effective services by setting annual efficiency targets

Minimum annual efficiency targets in line with Gershon will be set for each directorate to promote greater consciousness of value for money from services.

Greater efficiencies may be targeted at lower priority services than higher priority services.

· To promote flexibility, accountability and a longer-term perspective in the financial management by services. 

The tradition of the annual Government grant system has inevitably created much short-term thinking in financial planning. The introduction of 3-year grant allocations from 2006/07 will help to develop a longer-term perspective at directorate and service level.

Within the Council a scheme of carrying forward under and over-spent balances at year-end has been in operation for a few years, but this has not been embraced consistently by directorates as a means of managing budgets in a flexible manner, and too often directorates react to a potential overspending in a service by seeking funding corporately.

The development of longer-term financial planning at a service level consistent with the financial strategy and Government plans will promote greater flexibility, accountability and longer-term planning.

· To ensure that balanced, integrated and sustainable medium-term revenue budgets and capital programmes are set.

Revenue budgets and capital programmes will always need to be set within the resources available, and the financial strategy will have regard to the likely level of resources available, take account of Government ring-fencing of resources and set spending plans accordingly.

Also, the capital programme plans will have regard to what is affordable in revenue terms, in accordance with the Prudential Code, and equally revenue budgets reflect the capital financing costs of capital programmes.  

There will be no “cliff-edges” involving assumptions about one-off funding which creates an unsustainable burden in subsequent years.

· To ensure that financial resources are managed and monitored effectively.

Robust processes will be in place and periodically reviewed to ensure that once resources are allocated to services they are managed and monitored effectively. 

The current financial monitoring process in place involving service managers, accountants, strategic directors, lead members, Budget and Audit Scrutiny Committee and Cabinet forms a sound basis for effective management and monitoring.

The balanced scorecard has identified a desire to devolve budget management further and the practicalities are being explored for future development. 

· To plan for levels of Council Tax that are affordable whilst delivering the Council’s vision.

In determining available resources, the aim will be to set a level of Council Tax that will be acceptable and affordable to local residents, having regard to the need to meet local and national policies and priorities.

Regard will also be given to what is acceptable to Government based upon their expectations from revenue support grant settlements, as well as Salford’s regional positioning on comparative Council Tax levels.

· To ensure the long-term financial health and viability of the Council is sound.

Underpinning the financial planning process will be a presumption that high-risk financial strategies that could place the long-term financial health and viability of the Council in jeopardy shall be avoided.

KEY PRINCIPLES

Revenue

· A sustainable budget will be set that, subject to policy-led changes, meets continuing commitments from available resources.

Budget planning will be built upon developing spending requirements on the presumption of maintaining continuation of the same level of service as the preceding year.  

Exceptions to this will be :

· policy-led changes where investment in higher priorities or disinvestment in lower priorities has been determined in the planning process

· where service or best value reviews lead to changes to spending plans that are consistent with the policy-led approach

· where the planning process identifies a need to adopt a different approach to budget setting, eg zero-based budgeting

Assessments of spending requirements will be based upon best estimates of pay and price inflation and known service changes, eg as a consequence of changes to Government policy or funding, or local demographic changes. 

· Budgets will be developed at both the corporate and directorate level over a 3-year planning timescale that will match the Government’s timescales for 3-year grant allocations. 

Budgets are currently planned over a 3-year timescale at a corporate level, but not at a directorate (or service) level.

From 2006/07, budgets at directorate level will be developed at both a corporate and directorate level to promote a longer-term approach to financial management at directorate level.

Where directorates wish to develop this further to specific service areas this will be supported. 

· Annual efficiency savings will be sought in line with Gershon principles, ie 2.5% per annum, of which a minimum of half must be cashable. Service plans will demonstrate how this overall target will be achieved, and service or best value reviews will adopt this as a minimum financial outcome. Corporate procurement arrangements will be followed or adopted wherever possible in seeking to deliver efficiencies.

The Gershon report in 2004 led to the introduction by the Government of a target of 7.5% efficiency gains over the 3 years from 2005/06 to 2007/08, with annual efficiency targets of no less than 2.5% per annum for the public sector. This now establishes minimum efficiency targets which local authorities are expected to deliver. 

Initial returns to Government for 2004/05 and 2005/06 indicate that both nationally and in Salford these targets should be achieved.

Directorate service plans will contain their own specific targets and demonstrate how they will be achieved in contributing towards the overall 2.5% per annum target. 

A minimum of 1.25% per annum overall will be cashable and will contribute to budget planning.

Service/best value reviews will adopt target improvements in efficiency consistent with the Gershon targets.

Non-cashable efficiencies will not impact on the budget but will need to be delivered to meet Gershon efficiency targets. 

The purchasing power of corporate procurement arrangements, including participation in consortium and joint working arrangements with other authorities and providers, and other appropriate supply and service delivery models, will be used wherever efficiencies can be made from the use of such arrangements without detriment to service delivery.

· Additional savings, through efficiency or otherwise, may be necessary if budget shortfalls are identified or where resources to fund service developments in line with the policy-led approach are required.

Subject to the Council’s overall financial position, ie if a shortfall in resource is predicted or resources are required to fund service developments, additional savings may be sought.

In such circumstances, further efficiencies where they are achievable may be sought and it may be necessary to examine non-cashable efficiencies to determine whether such efficiencies should be converted to cashable at the expense of performance improvement.

As a last resort, cuts in service may be necessary, but these will be determined where possible by the policy-led approach, ie from areas of lesser priority. 

· Council tax increases will be planned at 3% per annum, although will aim to be no more than the expected national average increase should this planning level prove not to be sustainable.

The Council has committed itself to below average increases in Council Tax and this has led successfully to it no longer having the highest Band D tax in Greater Manchester and moving down the list of the highest band D taxes nationally. The average tax has remained in the lower quartile for several years.

The Council will aim to continue with this commitment by planning for no more than a 3% increase for Salford’s services. The final increase in the tax bill may differ according to the level of Police and Fire precepts.

If this planning level proves unsustainable, then the absolute limit will be to aim for an increase no higher than the expected national average increase, which tends to be indicated by the Government in its assumed Council Tax increase for RSG purposes or in public announcements.

This principle may need to be reviewed during the course of this strategy period as a result of the Government’s planned changes to the RSG system, schools funding and Council Tax valuations.

(NB. This presumes that the national average increase is higher than 3%, but if the national average increase is projected to be below 3% then the Council will keep to the national average.) 

· Income budgets will be reviewed annually to ensure income is maximised.

The balanced scorecard analysis has identified the need to maximise income.

Whilst increases in income other than by volume changes do not rank against the Gershon efficiency target they can contribute towards budget efficiencies, and so income budgets will be reviewed annually to ensure income is maximised. 

As a general rule, income budgets should be increased annually in line with inflation, but where this is considered by a directorate to be not viable, directorates will be required to report to Budget and Efficiency Group on why this is not possible, setting out the implications which an increase would have upon delivery of the Council’s pledges.

· Reserves will not be used in general for continuing support of the revenue budget and only for one-off measures which support future revenue savings, invest to save proposals, external funding bids, pump prime new initiatives or exceptional unforeseen circumstances, subject always to the level of reserves not falling below the minimum required based upon a risk assessment.

Reserves will be maintained at no less than the minimum required based upon a risk assessment. Should reserves fall below the minimum level, a plan of how they will be restored shall be prepared and incorporated into future budget plans.

Where the level of reserves exceeds the minimum requirement they will not be used in general and continuing support of the revenue budget, but for specific one-off purposes such as :

–    where they can generate future revenue savings, possibly on an invest to save basis

· to support external funding bids or pump prime new initiatives

· in meeting exceptional circumstances,

where it is not possible for directorate budgets to meet such costs over a medium-term perspective. 

· A risk assessment of key budget assumptions and the level of reserves will be undertaken at least annually.

Risk assessments of key budget assumptions and the level of reserves will be incorporated into the annual budget setting report and on a quarterly basis on current spending plans into budget monitoring reports to Budget and Audit Scrutiny Committee.

· A scheme of carry forward of under and over-spends will operate to allow directorates to manage a balanced budget over the life of the strategy.

The current scheme whereby directorates can carry forward underspends and overspends will continue to operate. This provides that :

Underspends 

· the first 25% is retained corporately

· a directorate keeps the remaining 75% for carrying forward, subject to a ceiling of £250,000 or 2% of gross expenditure, whichever is the lesser (for the Childrens and Community, Health and Social Care directorates the cash limited figure is £500,000 in view of the size of their budgets) ;

Overspends

· will be expected to be made good from the following year's revenue budget for that directorate or, where this is not possible, over the following year plus the next two succeeding years by agreement of the Lead Member for Customer and Support Services.

· These principles shall, where applicable, apply equally to the HRA.

· The financial strategy towards schools will be reviewed in the light of changes proposed by the Government to schools funding through the introduction of the Dedicated Schools Grant from 2006/07.

Capital 

· An annually reviewed 5-year Capital Investment Strategy and Asset Management Plan will set out the Council’s priorities and objectives for capital investment, consistent with the Council’s vision.

The Government requirement to produce annual capital investment strategies and asset management plans no longer exists, but good practice requires that they should be produced and the Council will continue to produce them.

The 5-year Capital Investment Strategy and Asset Management Plan will be policy-led and reflect the Council’s priorities.


A robust asset management process will be maintained, incorporating the review of assets held and levels of occupation, to seek to ensure the best use is made of Council-owned assets.

· Assumptions regarding the availability of grant and borrowing support from the Government will be consistent with the Government’s 3- year capital allocations.

Historically, there has only been certainty over capital programmes for one year ahead given the way in which Government funding has been announced. With certain grant regimes, even this timeframe has been less certain and it has been necessary for decisions to be made to progress with projects on a risk assessment of the certainty of grant funding, supported by contingency plans. With the advent of the Government’s proposals for 3-year capital allocations there should be more certainty around capital planning.

Capital allocations will therefore be made to directorates in line with the Government’s plans for 3-year capital allocations. (NB. The first period will only cover the 2 years for 2006/07 and 2007/08 until the cycle becomes consistent with the Government’s Comprehensive Spending Review cycle)

· The use of unsupported borrowing under the Prudential Code will only be allowed where   (a) a business case identifies that revenue savings or additional revenue at least equivalent to the cost of borrowing can be delivered, or





  (b) there is a short-term timing delay beyond year-end in the anticipated completion of a disposal generating a capital receipt.

The use of unsupported borrowing will only be allowed where this is affordable in revenue terms, consistent with the requirement of the Prudential Code.

The capital financing costs must therefore be capable of being at least covered by either revenue savings or additional income, and a business case will need to be made to demonstrate that this can be delivered.

Unsupported borrowing will also be permitted to cover short-term timing delays where a capital receipt from an asset disposal was planned to be received within one year, but for unexpected reasons is delayed to the next. 

· Capital receipts will generally be retained corporately and allocated to fund capital expenditure in line with priorities and will not be earmarked for reinvestment in the service generating the receipt, except where statutorily required to do so, eg school playing fields, HMRF areas, or where an agreement has been made with a developer in regeneration areas that receipts generated from an area will be reinvested in that area.

Capital receipts are becoming increasingly ring-fenced for specific purposes.

The DfES requires receipts from school playing fields to be reinvested in replacement facilities and are also indicating that receipts from the disposal of school land and buildings will be expected to be used for supporting Building Schools for the Future funding.

The ODPM has also indicated that it expects receipts generated from asset disposals that have been funded in the first place from HMRF to be reinvested in the area in which they were generated. The Council has committed itself to extend this principle to all its regeneration areas.

Only where no such ring-fencing requirement exists will capital receipts be retained corporately. In such circumstances, they will be allocated according to Council priorities for capital investment. 

KEY PROCESSES, ROLES AND RESPONSIBILITIES

· Cabinet will be responsible to Council for the overall development of the financial strategy, whilst detailed budget planning will be undertaken under the direction of Budget and Efficiency Group, a Cabinet working group, with support from the Service Improvement Board, also a Cabinet working group.

The Budget and Efficiency Group, chaired by the Leader and also comprising the Deputy Leader, Lead and Executive Support Members and Strategic Director for Customer and Support Services, Chief Executive and Head of Finance, will undertake the detailed budget planning and report periodically to Cabinet on emerging developments.

Budget and Efficiency Group, in conjunction with the Lead and Executive Support Members for the Service Improvement Board will undertake detailed reviews of value for money and efficiency proposals.

· 3-year financial forecasts of anticipated spending requirements and available resources will be produced early in the financial year and modified as developments occur throughout the year, whether through emerging Government changes and grant announcements or Council policy-led changes, culminating in the setting of the annual revenue budget, Council Tax capital programme and prudential indicators in February. 

An initial medium-term financial forecast will be produced each year by the end of April. This will be modified as events unfold during the year and be further refined following the announcement of the Provisional Revenue Support Grant in November, through to formally setting the budget in February.

· Public consultation on budget issues will take place twice a year, firstly in September to obtain the public’s views on priorities for Council spending and secondly, in January to consult on specific budget proposals, including the proposed Council Tax.

The Citizens’ Panel will be used for public consultation on the budget. In addition, a public meeting will be held for the second stage of consultation.

Business ratepayer representatives will be included on the Citizens’ Panel.

· A review of the value for money from all services has been launched in 2005 and this will be updated annually to identify areas for service or best value review and policy decisions regarding investing in higher priorities or disinvesting from lesser priorities.

The Budget and Efficiency Group is currently examining self-assessments carried out by directorates of the value for money from all services that will identify areas for review of policy and service delivery/outcomes.

· The service and financial planning timetables will be integrated such that the development of service priorities drives the financial planning process.

The current timetables for the integration of service and financial planning is set out in Appendix 1.
(NB. These need to be better aligned graphically to demonstrate the integration process)

· Decision conferencing will be undertaken by directorates in accordance with the Comprehensive Spending Review (CSR) timetable to determine how their budgets and services should be realigned, taking account of efficiencies, priority investment and other spending/income changes. 

Decision conferencing has been undertaken by the Customer and Support Services directorate for the past 3 years and has been successful in identifying how resources can be realigned to meet changing priorities within the directorate.

It is proposed that this process is extended to all directorates from 2006 for the 2007/08 budget round and subsequent CSR cycle.

· Full options appraisal will be undertaken for all capital schemes with a value exceeding £1m and, exceptionally and where appropriate, for proposals of a lesser value.

The Prudential Code requires that proper options appraisal is undertaken in evaluating the most appropriate option for capital investment. Whilst the Council undertakes options appraisal for many large capital schemes it is not formalised. It is not appropriate for full options appraisal to be carried out for all capital schemes, because for smaller value schemes this may not represent the best use of resources.

It is proposed that a value of £1m be set as the value for schemes above which full options appraisal, to include life-cycle costing, should be carried out. 

· An annual capital prioritisation assessment will be undertaken as a means of prioritising capital investment proposals should resources be insufficient to match investment requirements.

Resource Planning Group, a cross-directorate officer group, will be responsible for undertaking an annual capital prioritisation assessment and report through Directors Team to Budget and Efficiency Group on recommendations for prioritisation of capital investment should resources be insufficient to meet investment requirements.

· The revenue budget and capital programme will be monitored monthly and reports made to directorate management teams, Lead Member briefings, and Budget and Audit Scrutiny Committee, who will make recommendations to Cabinet on any matters requiring their decision.

Outstationed accountants, in liaison with service managers, will be responsible for reporting monthly to directorate senior management groups and/or lead member briefings on revenue and capital financial performance.

The Strategic Director of Customer and Support Services will report monthly to Budget and Audit Scrutiny Committee on the corporate overview of revenue and capital financial performance. Where variances require remedial action to be taken these will be identified in the report and appropriate recommendations made.

Budget and Audit Scrutiny Committee may call for detailed reports from service directors on matters regarding their budgets. They will also report to Cabinet on the outcome of each meeting, making recommendations where appropriate to Cabinet.

· An annual outturn report will be submitted to Budget and Audit Scrutiny Committee setting out the final variances from budget and the impact upon reserves. 

The annual outturn report will include not only a corporate overview of the final position for the year, but also an analysis of directorate performance and details of any carry forward of balances and remedial action required, if any.

· This strategy will be comprehensively reviewed whenever the Government undertake its Comprehensive Spending Reviews.

RECOMMENDATION

Members are requested to endorse this medium-term financial strategy.

COUNCILLOR BILL HINDS

Lead Member for Customer and Support Services

Appendix 1

Budget Planning Timetable


[image: image1.wmf]February

December - January

November

June - October

March - May

Process

- Prepare  initial medium term financial forecast for standstill budget plus any know changes

- Review service priorities & plan for efficiencies accounting for:

       * any overhanging issues from previous budget round

       * Issues from inspections / CPA/ Performance & BV Reviews/ service plans/ Cabinet Priorities

 - Establish work plan for consideration of budgetary implications of above

- Refine medium term forecast in light of

emerging local and national issues

- Roll forward the 5 yearcapital investment strategy

& asset management plan

- Consider efficiency proposals

- Consider reports called for on matters arising from

review

- Refine work plan

- Review outcomes of closure of accounts and

 issues from budget monitoring

- Consult with Directorates on key service issues

- Hold decision-conferencing events to consider

directorate priorities on savings / investments

- Launch public consultation on budget

- Receive provisional RSG settlement

- Refine financial forecasts for following year in light

of announcement budget submissions and external factors

- assess implications of RSH assessment and prepare detailed budget plans

- Consult with Directorates on key service issues

- Consider detailed options for budget and tax setting

- Refine capital programme plans in light of grant & borrowing

 approval received & estimates of capital receipts

- Consult with public on detailed proposals

- Finalise revenue budget, council tax,

capital programme & prudential indicator proposals

- Council considers and approves above
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