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1.
PURPOSE OF REPORT
The purpose of this report is to outline the draft budget figures for the Council’s three main accounts for 2005/06.

2. INTRODUCTION
2.1. The Council operates three main accounts, each of which require an annual budget to be considered and approved by members in accordance with statutory requirements.

2.2. The three accounts are:

a. General Fund – covers all the Council’s revenue expenditure and income (except relating to the provision of Council Housing). In 2004/05 the gross budget was just under £30m and was primarily financed from Council Tax, Government Grants, and Fees and Charges.

b. Housing Revenue Account (HRA) – generally covers the Council’s revenue expenditure and income on activities related to being a housing landlord. The budget for 2004/05 was approximately £9.3m and was primarily financed from housing rents.

c. Capital Programme – covers the cost of all capital schemes (ie, acquiring, maintaining and/or enhancing assets). The original budget for 2004/05 was approximately £7.5m and funded from a number of sources including capital receipts, government grants and other contributions.

2.3. The Executive considered a report on 8th December 2004 that outlined the dates for the formal budget consultation period. The consultation period commences from the date of this meeting of the Executive and runs until the date that the Council considers the budget on 23rd February 2005. 

2.4. The draft budget figures for 2005/06 for each of the three accounts are detailed in the draft budget booklet (circulated with separately with this report).

2.5. Members should note that the detailed budget figures will continue to be validated in the period until Council sets the budget.

3. DRAFT GENERAL FUND BUDGET (2005/06)
3.1. When the Council set the General Fund budget for 2004/05, due consideration was given to the medium term financial forecasts for the Authority. The Council made a commitment to provide on-going funding for a district wide recycling scheme as well as provide funding for community policing, set against this the Council approved specific efficiency measures (ie, reduced expenditure or increased income) that equated to 3.8% of the Council’s net budget. It is very important that Members once again carefully consider the Council’s medium term financial position when looking at the draft budgets for 2005/06.

3.2. At the October meeting of the Executive, a revised Medium Term Financial Strategy was approved for use through this budget period. 

3.3. A major source of income for the General Fund is council tax. It is important that Members understand the following key points in relation to the Council Tax (based upon 2004/05 figures):

· The average household Council Tax in Kettering is £862.28 (Band B), of this:
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· The average household bill for Kettering Borough Council is £122.39 per annum (Band B), or £2.35 per week

· A 1% increase in Council Tax for KBC would yield approx £44,000 additional income per annum.

3.4. The Draft General Fund budget figures are included in Section 1 of the budget booklet. The summary of the General Fund (page 3 of the booklet) shows that the estimated net expenditure for 2005/06 currently totals approx £10.219m. 

3.5. The latest budget model is included at page 2 of the budget booklet. It is important to note that at this stage in the budget process, the budget model shows the level of budget ‘gap’ that exists prior to the consideration of any council tax increase for 2005/06 or subsequent years. This is because there are a number of ‘uncertainties’ within the budget that require further analysis / information prior to the final budget position being finalised (these are discussed further in section 3.29). Once such issues have been resolved, the Executive will be in a position to refer a specific level of council tax increase to the Council (this will be done at the next meeting of the Executive) also taking account of issues raised during the budget consultation period.

PROVISIONAL GRANT SETTLEMENT 

3.6. As part of the last budget process and in the run-up to this years grant announcement, the Council has been involved in a number of activities that have lobbied the Government for the removal of ‘ceilings’. Such a system had resulted in Kettering having in the region of £0.8m of grant that it was ‘entitled’ to not being paid in the last two-year period.

3.7. The Council received its provisional grant settlement from the Government on 3rd December 2004. In his statement to the house, the Minister stated:

“I have however been impressed by the arguments put by authorities in areas with rapidly growing populations, that imposing a ceiling is particularly hard on them as they are never likely to receive the additional grant which a rising population, and hence rising pressure on services, would otherwise provide for them……..I have therefore concluded that we should abolish the grant ceiling”

3.8. As a result of the changes to the distribution system and as a result of funds being re-directed into the District Council funding block, the provisional grant settlement for the Council is £5.643m for 2005/06. This represents a cash increase of 6.4% (£339,000) and is greater than the 2.5% that had previously been included in the Council’s budget model.

3.9. Although the provisional grant settlement was better than forecast, members should be aware of the following when looking at the medium term financial forecasts:

a. Uncertainty for future years – there are fears that the additional money that has been re-directed into the district-funding block is ‘one-off’ in nature. Accordingly, there is uncertainty over what the future level of grant will be and members are advised to be cautious about the level of grant assumed in the budget model for future years.

b. Scaling Back – Although ‘ceilings’ have been removed, to ensure that all Authorities receive a minimum grant increase of 2.5%, the grant entitlement of many authorities has been scaled-back. In Kettering’s case, this has resulted in grant of £267,000 being ‘with-held’ for 2005/06 (similar to the previous ceiling system).

c. Provisional – At this stage the grant settlement figure is provisional, a final allocation is expected to be announced in early February.

KEY BUDGET ISSUES

3.10. There are a number of key budget issues that members need to be aware of when looking at the draft budget figures. These are discussed in the following sections.

3.11. Planning Income – the estimates for planning fees have been reviewed and updated to take account of estimated activity levels and also the new statutory fee proposals recently announced by the Government (for consultation). The Council has been very active during the year lobbying the Government on the issue of planning fees, especially on the issue of fee levels being too low that effectively result in funds ‘leaking’ out of the public and into the private sector. The initial consultation paper issued by the Government proposed a number of changes to fees that if implemented would have resulted in additional income of up to £100,000 for the authority. The Government issued a second consultation paper in the light of comments received, an extract from the submission from the LGA is repeated below:

“The overwhelming reaction from local authorities consulted for their view on the changes proposed to the fee regime was that more should be done to increase cost recovery for major applications…..Kettering Borough Council has developed alternative proposals that would help to significantly increase cost recovery for major applications. The LGA and Kettering Borough Council would urge the ODOM to meet with them and other councils to discuss this alternative.” 

Looking at the second consultation paper, initial estimates suggest that additional income of up to £200,000 could be generated and once further details are confirmed this issue will be reviewed.

3.12. Planning Delivery Grant (PDG) – the council’s continued improvement in planning performance has continued to opened up a welcome additional funding source for the Council. As a result of investing additional resources into the service unit to help improve performance, not only is the council receiving additional fee income due to increase application turn-around but it has also received increases in PDG from the government. The figure received in 2003/04 of £136,000 increased to £184,000 for this year, however based upon provisional criteria announced recently by the Government, initial calculations suggest that we may receive PDG of between £450,000 and £680,000 in 2005/06 – of which 75% will be revenue funding and 25% capital funding. This is a major success for the Authority and has resulted from the major improvement in planning performance and also due to the lobbying activity that the Council has done in suggesting ways that the grant calculation can be improved. The calculation of the grant is technical and actual figures will not be available from the Government until February. 

3.13. The previous few paragraphs outline the impact that lobbying and earmarking resources to areas that generate performance related grants have potentially had for the Authority. Additional resources of over £1m could come into the council’s revenue account in 2005/06 as a result of such activity.

3.14. Investment Income / Technical Accounting Corrections – The draft estimates show a reduced amount for investment income. This is a result of the Council becoming debt free at the end of 2003/04 where capital reserves were used to redeem debt. The resultant savings on borrowing costs are shown elsewhere within the draft accounts. The estimates have also been updated for a number of corrections to capital charges and technical entries in the Asset Management Revenue Account where a number of estimates had previously been understated.

Procurement Efficiency Measures

3.15. As part of the previous budget process, the Council implemented procurement efficiency measures in the region of £371,000 (constituting 3.8% of the net budget). These were a combination of savings initiatives and additional income raising measures and have in the main have been implemented or in the process of being.

3.16. As part of the last budget process an ‘invest-to-save’ budget of £200,000 was established. Separate on-going savings targets of £75,000 p.a for each of the next three years were agreed. Following the restructure of three service units, the target for 2005/06 has been met and officers and their respective portfolio holders have been seeking to identify measures that will contribute to the overall savings target over the next few years. This is in addition to a number of new expenditure pressures (eg, response centre) being met from other internal efficiencies and savings.

3.17. The council is committed to efficient and effective ways of working in all of its business to ensure that it constantly adds value. A great deal of work is ongoing in the area of procurement efficiencies and it is estimated that efficiencies in a number of areas will be utilised during 2005/06 to contribute further to the savings targets (eg, e-procurement / joint procurement). 

3.18. During the summer, the Government announced the findings of the Gershon Review into efficiencies within government. One of the outcomes of the review are that all authorities must put together a procurement strategy / outcome document that details the work that the council is doing to secure ongoing efficiencies. Such a document will be produced in 2005 and will highlight the work that the Council has already done and is planned.

Fees & Charges

3.19. At its meeting in November, The Executive requested that the Policy and Improvement Committee look at the Council’s current Fees and Charges structure and suggest ways in which additional income of £120,000 could be generated.

3.20. Policy and Improvement Committee will consider a report on this at its meeting of 19th January and feed its comments back to the Executive for further consideration as part of the budget discussions that will take place at the Executive on the 16th February. 

3.21. A look through the Council’s current fees and charges reveals a number of inconsistencies. Rather than going through the current list and suggest ways in which the target can be met, it may be useful to consider a number of over-riding principles that the council’s fees and charges should follow. To this end, Appendix A suggests a number of principles that the Executive may wish to consider requesting the Policy & Improvement Committee to take into account when looking at the fees and charges issue. 

Other Budget Issues
3.22. Committed Growth (recycling) – members will recall that as part of last year’s budget process that on-going budget provision was made for recycling. Budget provision was made for £186,000 in 2004/05, with subsequent increases in 2005/06 and the following years. Allowance has been made within the 2005/06 budget figures for this increase which totals just under £0.5m in real expenditure, some of which is offset by estimated additional income. Additional increases of £170,000 (06/07) and £66,000 (07/08) have been built into the Councils budget model.

3.23. Provision has been made in the budget model for the financing costs associated with entering into external borrowing of £1m during the year (links to the section on the capital programme later in the report).

3.24. With the exception of the continued investment into the recycling scheme, there are no additional items of growth built into the budget figures other than those previously agreed that have been funded through efficiencies. Any issues that members wish to discuss as part of the budget process will need to suggest a source of funding. The following issues have been previously identified for further consideration:

a. Grounds Maintenance / Tree Maintenance (£40,000)

b. Transfer of Licensing – It is currently anticipated that costs will be covered by income however this will need to be carefully monitored during the year. 

Budget Model and the Medium Term

3.25. When Council approved the budget in February 2004, the Medium Term Financial Forecast suggested that Council Tax increases in the region of 8% (2005/06) 8% (2006/07) and 6% (2007/08) would be required to balance the budget.

3.26. An updated version of the budget model is included on page 2 of the budget booklet.

3.27. At this stage, the model identifies the notional level of the budget gap prior to the consideration of any level of council tax increase. 

3.28. There are a number of uncertainties that require further analysis before final budget figures can be formulated. The following table outlines these issues and shows that presently a prudent level of estimate has been assumed in the draft budget figures however these could be the subject to a movement within relatively large margins (for which notional amounts are included in the table):

	Item
	Draft Budget Figure
	Possible Movement

	
	
	£000 More
	£000 Less

	Planning Fees
	£100,000 increase
	£100
	-£100

	Planning Delivery Grant (Revenue)
	£450,000
	£60
	-£100

	Fees and Charges
	£120,000 increase
	£50
	-£120

	Financing Costs
	£50,000 (spread over 2 years)
	£0
	-£50

	Total
	£210
	-£370




3.29. It is very important that when considering the budget for 2005/06 that the ongoing implications for the medium term are understood and fully considered. As more information becomes available on the above, the implications for the council tax can be assessed in the light of the Council’s medium term financial strategy (ie, that we have a budget that is sustainable in the medium term whilst maintaining a level of working balance of £1m or 10% of net expenditure).

4. DRAFT CAPITAL PROGRAMME (2005/06)
4.1. As part of the budget process members are required to review the Council’s capital programme (and available funding) so that a programme can be agreed for next financial year (2005/06) and indicative levels for the programme can be provisionally agreed for the following two years.

4.2. At the October meeting of the Executive (subsequently ratified by Council in December), a report was received that updated the capital programme for 2004/05 in the light of known movements. As part of the report, The Executive also agreed that the following be taken into account when formulating the draft capital programme for 2005 - 08:

a. Capital Receipts – it is estimated that funding from capital receipts will be in the region of £900,000 for 2005/06 (subsequently updated to £1m).

b. External Borrowing – the Council currently has no external borrowing. If the level of the programme exceeds the level of funding that is available from other sources, the Council will have to borrow funds. When considering this, the Executive will need to consider what is affordable.

4.3. Section 2 of the budget booklet details the latest position in relation the capital programme. The main points to note are:

Latest Estimate 2004/5

4.4. The latest projections for 2004/05 show that the programme has increased primarily due to the inclusion of the ‘Fit for Market Purchase’ scheme that was approved by Council in December (this is 100% grant funded by the Government). Based upon these figures, it is estimated that £49,000 of capital receipts will remain at the end of the financial year to help fund schemes in the following year.

Draft Programme (2005/06)

4.5. The Council’s Corporate Asset Management Team have effectively constructed the general fund element of the draft programme for 2005 – 08 from a zero base using bids that have been submitted through the budget process. Excluding the housing element of the programme (which is funded annually from the Council’s Housing Major Repairs Reserve) it is estimated that approximately £1.55m of council funded schemes are affordable before the council would have to borrow to support the programme.

4.6. A list of the capital bids is included on page 27 of the budget booklet. These have been ranked in priority order by the Corporate Asset Management Team as an indicative guide for members.

4.7. The bids for 2005/06 currently total £2.529m (net cost to the Council). To fund the whole 2005/06 programme would mean that the Council would have to borrow just under £1m. For information, each £1m of borrowing costs the Council £50,000 p.a in financing costs which is akin to approximately 1% on the council tax. For illustration, a dotted line has been drawn on the list of capital bids to indicate the point at which the Council would have to borrow money.

4.8. As part of the budget process, members will need to decide whether the Council should go back into borrowing (we currently have no borrowing) to fund the programme - and if so how much borrowing is affordable to the general fund where the borrowing costs are met. Currently, the budget model includes the cost of financing £1m of borrowing during 2005/06.

Indicative Programme (2006 – 2008)

4.9. To enable the Authority to have a robust medium term financial forecast, indicative estimates for the programme should be made for the following two financial years. Although these are indicative only at this stage and do not constitute a firm commitment by the council, it is important that the level of the programme is affordable. 

4.10. Based upon the figures shown in the booklet, it can be seen that to fund the programme of the level shown, further external borrowing of approximately £1.2m may be required. This will have to be discussed further in subsequent budget rounds.

5.
DRAFT HOUSING REVENUE ACCOUNT (2005/06)
5.1. The Housing Revenue Account (HRA) includes all the costs associated with being the landlord of the Council’s housing stock.

5.2. Following a comprehensive analysis of the options available in relation to the future ownership of the housing stock, Council resolved at its meeting of 15th December to retain ownership. 

5.3. A summary of the Draft HRA budget for 2005/06 is included at Section 3 of the budget booklet. The draft budget will be discussed by the Tenants Forum at its meeting of 13th January 2005 when a number of different rent increase options will be discussed, the figures included in the budget booklet use a an increase in average rents of 5% for 2005/06, this is in accordance with the increase in the government guideline rent level for the year.

5.4. It is estimated that the HRA working balance will be just over £0.5m at the end of 2004/05. This maintains the overall position in line with the original budget for the year. The level of the working balance is estimated to increase slightly during 2005/06.

6.
RECOMMENDATIONS
The Head of Finance and Corporate Development recommends: - 

1. That the Executive agree the principles contained in Appendix A and request that the Policy and Improvement Committee consider these as part of their review of fees and charges.

2. The draft budgets for 2005/06 (as contained in the separate budget booklet) are referred to scrutiny for comment in accordance with the Council Constitution.
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