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1.
PURPOSE OF REPORT
The purpose of the report is to: -
a. Remind members of the budget that is being consulted upon (including key assumptions) and report back any material comments from the consultation process to date.

b. To outline the information that the Government has provided in relation to possible Council Tax capping criteria.

c. Provide an update of the key medium term issues and risks

d. Explain the particular risks and uncertainty that uniquely exist at this stage in the economic and electoral cycle.

e. Provide the background to enable the Executive to submit a draft budget and preferred level of Council Tax for 2010/11 to the Council meeting of 25th February 2010.

2.
BACKGROUND
2.1. The Executive considered a comprehensive report on its initial budget proposals at its meeting of 13th January 2010. The report considered the draft proposals for the General Fund, Capital Programme, and Housing Revenue Account.

2.2. The Council’s formal budget consultation period has been running since 13th January 2010 and will end on the 25th February 2010 (when the Council formally sets the budgets). The draft budget proposals have been discussed at the Statutory business-rate payers Budget Consultation event on 21st January, by both of the Council’s Scrutiny Committees and also through the town centre shop.
2.3. Members are requested to refer back to the report presented to the January meeting of this committee for further background and context. 
2.4. A summary of the main comments that have been made during the budget consultation process are shown at Appendix A. The Executive are required to note the comments made and consider whether they wish to take any action on any specific issues that have been raised.
2.5. In accordance with the Council’s Constitution, the Executive will be recommending the final budget proposals to the Council for approval. Under delegated powers, the Executive will be approving the level of Housing Rents for 2010/11 at this meeting.

3. DRAFT GENERAL FUND BUDGET (2010/11)

Draft Budget (Consultation)
3.1. The draft budget model that was submitted for consultation is reproduced (for information) at Appendix B – updated.
3.2. Members are reminded of the following key assumptions upon which the budget has been compiled:

· Government Grant – The provisional Government Grant of £7.279m has now been confirmed for 2010/11. Uncertainty in Government Grant remains for 2011/12 and beyond as a result of the continued speculation of the impending reductions in public spending. The Council is currently modelling an immediate 10% reduction in Government Grant (equivalent to £700,000 per annum) and the phasing out of Housing Planning Delivery Grant over a three year period (equivalent to an annual reduction over the next three years of £240,000). 
· Risks and Sensitivity – The risks and sensitivity of the Council’s budget is illustrated in the Council’s swing-o-meter this is detailed at Appendix C. Members are reminded that the detailed figures have continued to be resilience tested and assume no or little economic recovery in these unprecedented times.

· Council Tax – the budget model is based on an indicative increase of Council Tax of 4.75% over the medium term (equivalent to 14 pence per week). These are the illustrative levels used in the Councils Medium Term Financial Strategy – Members are yet to make a formal recommendation on what the proposed increase should be for 2010/11 (and the indicative levels thereafter).
· Medium Term – Members are reminded that they have a statutory duty to consider the medium term when setting a budget and Council Tax for 2010/11. This must be clearly demonstrated by reference to medium term budget models.
3.3. Members are reminded that the budget is simply a financial expression of the Councils policies and priorities. 
3.4. The Executive re-affirmed the “modelling for recovery” principles in November 2009. These principles have helped shaped the Councils medium term financial strategy to help ensure that the Council continues to invest in the local economy and despite the turn in market conditions “Kettering remains open for business”.
3.5. The budget report that Members considered in January, reminded Members of the following core facts:
· Each 1% increase yields approx £60,000 in proceeds (therefore each ¼% = £15,000)

· Each 1% increase = 3p per week for an average household
· For each £1 paid in Council Tax Kettering Borough Council only keeps 14 pence. 
· The graph below shows that Kettering Borough Council’s current level of Council Tax is significantly below the District Council average. The figure would decrease further (and be more comparable to other Councils) if the grant funding provided to Town and Parish Councils were excluded.

Government Statements - Capping
3.6. The January Executive Report reminded Members that they would need to be mindful of any guidance received from the Government in relation to potential council tax capping parameters, when setting the budget and council tax for 2010/11.
3.7. The letter that local Government Minister, Barbara Follett has sent to all local authorities in England in relation to this matter is reproduced at Appendix D.
3.8. In the past capping has been applied using two tests namely, a maximum increase for both (i) Budget Requirement, and (ii) Council Tax. Historically, Both of these tests need to be exceeded for authorities to be capped. Where in the past authorities have been capped it has resulted in either the authority having to re-bill or being capped in future years (i.e. given a maximum increase for subsequent year(s)). Any costs associated with re-billing would be the responsibility of the authority that has been capped. The estimated cost of re-billing is approximately £70,000 (one off).
3.9. Members should be reminded that whilst the government have used two tests in the past, this does not mean this approach will be taken in future years (please refer to paragraph 6 of appendix D).
3.10. The table below summarises the capping criteria that has been used for the previous three years; 
	
	2007/08
	2008/09
	2009/10
	2010/11

	Government Advice 

(prior to Councils setting budgets and before any decision on capping)

	“Less than 5%”
	“Substantially below 5%” 
	“Substantially below 5%”
	“Average increase in 2009/10 was 3% to fall further in 2010/11”

	Tests Applied 

(not known until after budgets and Council Tax set)

Budget Requirement Increase
Council Tax Increase

	5%
5%


	5%
5%
	4%
5%
	?%
?%


3.11. The Government has made it clear that they will not publish any detailed capping criteria until after the point that local authorities have approved their respective budgets. Past years may not be replicated in future years.
3.12. The Government have not published any details about the use of capping in the years after 2010/11 or what would be deemed ‘acceptable’ increases in Council Tax / Budget increase.
3.13. Proposals stated from the main opposition party indicate that they are working up a mechanism that may reward local authorities if future Council Tax increases (i.e, from 2011/12) do not exceed 2.5%.  

Uncertainty

3.14. The political and economical cycle remains turbulent and consideration needs to be given beyond the immediate horizons, as a result the Council has also incorporated 2013/14 into its Medium Term Financial Strategy. The Budget Model at Appendix B includes this extra year (based upon the same Budget and Council Tax assumptions that are in the current model)
3.15. Central government grant uncertainty remains with regard to grant levels for 2011/12 and beyond and whether central government will continue to operate a system of floors and ceilings. Members are reminded that since the introduction of floors and ceilings in 2003/04 the Council has had grant of £1.9m withheld. 
3.16. Members will recall 2010/11 is the final year of the current three year grant settlement. The concept of the three year revenue grant settlement was to provide greater certainty and stability regarding levels of external funding.  Whilst the objectives are largely achieved when the three year settlement is first announced the levels of certainty and stability diminishes in years two and three and in the final year of the settlement councils effectively revert back to the old system, whereby notification on Government Grant funding is received annually. 
3.17. Whilst three year settlements initially assist in Medium Term Financial Planning (MTFP) this focus is not maintained and uncertainty over grant levels remain when the current three year funding comes to an end. This increases the levels of uncertainty being faced by authorities in this already difficult economic climate. 
3.18. The swing-o-meter demonstrates the levels of uncertainty, volatility and sensitivity the Council is experiencing in these exceptional times. The swings are in both directions and the levels are greater than the Council has experienced in recent times. If a swing-o-meter was to be produced for 2011/12 the levels of volatility and sensitivity would be even greater than that shown in the 2010/11 swing-o-meter due higher levels of uncertainty. This would see the impact range increase considerably.
3.19. It is important to emphasise that uncertainty in the years from 2011/12 are primarily a result of the anticipated reductions in national public spending (ie, through reduced levels of government grant). Without these reductions, the Councils budget projections would remain in a stable and buoyant position.
3.20. The budget is a financial expression of the Councils policies and priorities and as in previous years is a representation of policy decisions. Whilst money has come out of the budget this has been achieved without taking services out of the community, however as resources decline priorities in future years will need to be re-aligned.

3.21. The Council also recognises that its role is much wider than that of delivering its own services, and the influence it has in achieving the best for its residents. This is best illustrated by examples such as; 

· Working towards securing investment of £180,000,000 into the borough, by developer contributions
· Securing Velux Homes investment in model homes in Rothwell 
· Influencing the Highways Agency to create a new junction and widen the A14

· Secured rail investment

· Shaping and influencing national policies, such as planning fees and land charges.
3.22. The “modelling for recovery” principles have ensured the Council continues to invest in the local economy and despite the turn in market conditions “Kettering is still open for business”. The Council has continued to attract businesses to the Borough, such as Oxford University Press, Velux, and QD Stores. This ensures the Council continues to be best place when the economy recovers. 

3.23. The Council remains committed to investing in the borough. The ability to access external funding is demonstrated by the overall capital programme for 2010/11 where for every £1 sourced locally £4 is secured externally. Therefore for each £1 invested the Council sees a further 400% capital investment.

Budget Issues - Update

3.24. Members should be aware of the following updates in relation to the draft budget.

3.25. Planning Fees - Members should note that Central Government have since taken a decision to freeze planning fees for 2010/11. Planning fees form part of the Council’s swing-o-meter and the level of potential variation for 2010/11 was estimated at £200,000 whereby the swings could result in the Council being either £100,000 better or worse than the budgeted figure. 
3.26. Concessionary Travel – Central Government have recently announced they are to proceed with a revised grant distribution for 2010/11. This grant is still the subject of debate in Parliament and is not included as part of the 2010/11 budget. If it receives parliamentary consent it may provide the Council with some flexibility in both the short and medium term as the Council will receive a one-off grant of £370,000 in 2010/11. 
3.27. Housing Planning Delivery Grant – Members are reminded that this continues to be the most volatile of all the Council’s budgets. No announcements have been made by Central Government regarding funding for 2010/11 and the amount available nationally continues to range between £0m and £200m, with no clear indication as to how the grant will be distributed. The Council has continued to base the 2010/11 budget at the 2009/10 level (£711,000).
3.28. Following resilience testing of the budget, a number of small amendments have been made. Whilst not material in nature, these have altered the base budget slightly. These have already been incorporated into the budget model shown at Appendix B. 
Sustainable Medium Term Budget Model

3.29. When setting a balanced budget (and council tax) for 2010/11, members need to give due consideration to all material issues and risks - including those clearly outlined in this report and the report that was submitted to the January Executive Meeting.
3.30. Members have a statutory duty to consider the medium term when setting a budget and level of Council Tax for 2010/11. This duty flows from CIPFA ‘Standards of Professional Practice’.
3.31. Specifically, Members of the Executive are advised to consider both the short and medium term implications of the following;
· Future levels of Government Grant

· Business risks and sensitivity analysis (swing-o-meter)

· Current and possible future Government Policy (re: Council Tax levels)

· Protecting the Councils stable and robust financial platform

3.32. When considering a budget and preferred level of Council Tax increase for 2010/11, members are reminded that;

· The 4.75% indicative Council Tax increase that was shown in the consultation budget is not currently a formal proposal from the Executive

· Should Members wish to consider proposing a different level of increase in Council Tax for 2010/11 – each 1/4% change equate to £15,000 (1% change = £60,000).
· Members should be aware of the ‘compound’ effect that any change will have on future years (in terms of Council Tax yield)

· The Council has a statutory duty to model any proposals over the medium term with a revised budget model.

3.33. Members are reminded that during the current financial year, efficiency savings of £480,000 have had to be made to balance the budget. A further £550,000 of efficiency savings have been identified for 2010/11 to help balance the budget once more. Whilst these have been identified, the challenge is to ensure that they are delivered. These amounts are in addition to previous efficiency savings in the region of £1.7m (dating back to 2005/06).
3.34. Whilst working to deliver the efficiency savings identified for 2010/11, preliminary work needs to also take place to start to deal with the budget challenges for future years. Whilst the Council will continuously seek further efficiencies, it is inevitable there will be a need in future years to make decisions that impact upon the level of services the Council provides and therefore realign Council priorities.
3.35. Having considered all the relevant information, if Members of the Executive wish to recommend a different level of Council Tax increase (to that included in the original budget model), any resultant funding gap would need to be identified and dealt with. It is important that any resultant funding gap for 2010/11 is met with identified budget reductions rather than setting a ‘general’ savings target – evidence suggests that where local authorities have not identified specific budget reductions when setting their budgets that the required level of savings is less likely to be achieved. 

3.36. The following table models a range of Council Tax increases between 3.5% and 3.95% (in addition to the original strategy level of 4.75%). The figures in the tables are for illustration only and no relevance should be inferred at the present time to the illustrative figures being used. They are however, considered likely to be more in step with the potential capping parameters (see section 3.39 for further commentary).
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Model Council Tax Increases | 2010/11] 2011712 2012113 | 2013114
£000 | £000 | £000 | £000
Base Model |{4.75% Continuous) 16| 1059 1,097 1379
Model A |(3.95% Continuous) 65| 1161| 1257 1601
ModelB  |(3.75% Continuous) 77| 1487|1296 1656
ModelC|(3.50% Continuous) 93| 1218] 1345 1724





Notes to the Table

Any savings made of an on-going nature in one year reduce the savings target in future years. One off savings do not reduce the following years budget. These figures assume all savings are of a one off nature. Historically savings realised are a mixture of both.

3.37. Should Members decide to recommend a budget model that is based on a different level of Council Tax increase than that included in the financial strategy, consideration needs to be given about how this can be funded in both the short and the medium term. Looking at the immediate financial impact in 2010/11, the following table shows the additional budget savings that would be required to set a balanced budget. As previously outlined, the compound impact of setting a lower increase for 2010/11 needs to be considered over the medium term.
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3.38. For Members information, the following table illustrates the resultant impact on the Council’s Budget Requirement;
	Council Tax Increase


	4.75%
	3.95%
	3.75%
	3.50%

	Budget Requirement Increase


	2.32%
	1.95%
	1.85%
	1.75%


3.39. Following on from the above, given the stage that the Authority’s budget process is currently at, and the relatively modest levels of additional savings that may be required – it is considered that they could potentially be met by either (or a combination) of the following; 
Trading Services
· Building Control – The Building Control service is and has for a number of years been operating at a loss. Other service delivery models are currently being explored (as previously outlined in a report to the Executive). It is expected that a budget saving in the region of £60,000 (in a full financial year) could be realised - a part year amount is likely to be achieved in 2010/11. It is important to stress that a formal consultation process will need to be undertaken with staff in relation to any changes – this is yet to formally be undertaken.
· Fees and Charges – If required, the phasing of future increases in some (or all) fees and charges could be brought forward. Specific examples of this could be areas such as future increases in crematorium fees.

Comments from Statutory Finance Officer

3.40 To comply with best practice, the Councils Statutory Officer has a responsibility to provide a commentary on the budget (and the underlying assumptions) in the report that is considered by full Council on the 25 February. Given the more difficult financial landscape against which the Council will firstly have to set a budget and council tax for 2010/11 (and subsequently for the following years), it is considered appropriate to re-emphases some key considerations in this report also;

· Members must take into account the medium term impact of any Budgetary or Council Tax proposals

· If additional savings are required to balance the budget in 2010/11, these should be identified. It is not recommended to have an unidentified savings target for 2010/11.

· Given the uncertain future financial landscape, a balancing act needs to be struck that allows the Council to maintain a healthy level of Council Tax yield whilst avoiding the possibility of Council Tax capping. Future decisions are likely to involve choices being made about services and priorities, the higher the Council Tax yield the more flexibility the Council may have.
· In relation to capping, when taking into account that the level of increase in the Councils budget requirement is relatively low, it is considered unlikely that the Council would be ‘capped’ if a Council Tax increase of 3.5% were set. Increases in excess of this figure are likely to carry a progressively increased level of risk however it is a decision for Members to make about where the actual level should be set.

4. DRAFT CAPITAL PROGRAMME

4.1
The Draft Capital Programme was reported to the Executive as part of the initial budget proposals in January and has since been the subject of consultation and further review. The Council’s Capital Asset Management Team has further reviewed the draft programme and have made a number of minor amendments. The changes do not have any additional financial implications on the Councils revenue budget.
4.2
The financing schedule highlights that £1.6m is expected to be required to finance the capital programme in 2010/11.  The precise level of any borrowing (and its subsequent timing) will depend upon the cash flow position of the council taking into account the actual capital programme spend for both 2009/10 and 2010/11.
4.3
Any other further comments that have been made during the consultation period (to date) are provided at Appendix A. The Executive are required to note the comments made and consider whether they wish to take any action on any specific issues that have been raised. 
4.4
Members should note the comments made in the reports being considered at items 9 and 11 of this agenda. In essence, to protect the delivery of capital projects that are primarily funded by government grant, they should be commenced ass soon as possible. 
5.
DRAFT HOUSING REVENUE ACCOUNT (2010/11)
5.1. In accordance with the Council’s Constitution, although the Executive will be recommending the HRA budget for 2010/11 to full Council for approval, this meeting of the Executive will formally approve the level of Council housing rents for 2010/11.  

5.2. The Government is still targeting 2013/14 for rent convergence, however this may become irrelevant if the subsidy system is scrapped.  The impact if the system is not scrapped is volatile guideline rent increases, which make planning further than a year ahead extremely difficult.  
5.3. The average increase for the Council’s rents to achieve convergence in 2013/14 is 3.1%. The subsidy implications of setting a rent increase outside the guideline are prohibitive; therefore 3.1% is the preferred option. This will be discussed at the Tenants Forum when it meets on the 11th February 2010. Comments made by the Tenants Forum will be reported to members of the Executive before or at this meeting.
5.4. The issues raised in the January Executive report around Housing Subsidy, the economic climate and efficiency savings all still remain valid.
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6.	RECOMMENDATIONS	�


6.1	That the Executive;





Approve the level of the average weekly council house rent for 2010/11 (subject to comments from the tenants forum)





6.2	That the Executive recommends to Council:





A Revised General Fund Budget (2009/10) and Draft General Fund Budget for (2010/11) 





A preferred level of Council Tax (Band D equivalent) for 2010/11 and associated Medium Term Financial Forecast;





A Capital Programme (2010 - 2013);





The Housing Revenue Account Estimates for 2010.
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