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2.
BACKGROUND
2.1. The budget delivery framework used in the two previous budget rounds (2011/12 & 2012/13) was approved by Members as the basis for the preparation of the 2013/14 budgets. Specifically, members approved;


“that the same methodology be applied to the formulation of the 2013/14 budget as it applied to the 2012/13 budget, with particular reliance on:-


- the existing guiding principles


- the existing modelling for recovery principles


- the existing budget containment strategy


- the existing eight workstreams”

2.2. The strategy has to date proved extremely successful and helped provide additional flexibilities from which to address the national funding challenges that face all local authorities. 
2.3. This overall strategy provides the cornerstone on which the Council's long-standing success in both setting a ‘balanced budget’ and delivering within budget are founded. The framework consists of eight workstreams – as illustrated below:
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2.4. The financial strategies key ‘guiding principles’ supplemented by the ‘Modelling for Recovery Principles’ and the ‘Budget Containment strategies’ have provided a strong cornerstone for the Council’s medium term financial strategy. For ease of reference, these are reproduced here:-
Financial Strategy Guiding principles:
a. Revenue balances should not fall below £1m and overall revenue reserves should not fall below 10% of net revenue expenditure;
b. In setting the Council Tax, members should consider the medium term to ensure that a sustainable budgetary position is preserved (with due regard being given to any penalties that might apply);

c. The level of household Council Tax to increase each year in line with inflation at least, where the budget is in deficit, to ensure resources remain consistent with budgeted costs;

d. When setting the Capital Programme, consideration is given to allocating capital resources to schemes that are beneficial to the Council’s overall revenue budget position;
e. To maximise the resources available to the Authority, the Council will actively lobby the Government on relevant issues (e.g. grant distribution/ planning fees).
Modelling for Recovery principles:
1. Wherever possible, continue with all planned investments and programmes, to protect the local economy and lever in other investments;

2. Given that we currently have no long-term debt, we should be prepared to consider debt-funding as a means of programme delivery or stimulus – if this can be shown to be sustainable and have a wider economic benefit;

3. Organise our fiscal structures and business models to attract and retain the maximum amount of revenue within the local economy;

4. To ensure all possible avenues are used within procurement rules to source locally;

5. Protect the performance of Council services which come under particular strain;
6. Work closely with partners in the voluntary, public and private sectors, to ensure optimum efficiency
Budget Containment Strategy:
1. Where a specific grant which funds a specific service is withdrawn, the service stops;

2. Where grant funding reduces, which Kettering Borough Council passports through to another organisation, the reduced sum continues to be passported, providing the end recipient organisation feels it can still provide a value-added service at that funding point.


3. Where a function is transferred to another provider, the Council leaves all service-provision discussions, including any top-up funding, with the new provider;
4. The Council would ordinarily neither seek to buffer nor profit from tax changes.  
5. The Council should not substitute itself as a provider / funder of services when another public provider cuts such a service.
3 BUDGET UPDATE 
GENERAL FUND 2011/12
3.1 The Council is progressing the detailed closure of the accounts for 2011/12. This is a very technical process that requires much care and attention. The draft accounts must be compiled by the end of June so that they can be submitted for external audit validation. 

3.2 Members will recall that when the 2011/12 revenue budget was approved, efficiency savings of £1,906,000 were required. The progress that the Council has made against this target has been the subject of monthly reports to this committee throughout the year – it was confirmed earlier this year that the Council had successfully achieved its target. 
3.3 In addition to achieving the original challenging efficiency savings target, it was reported in the April budget report that further savings of £750,000 were estimated. These were a combination of one-off and ongoing items. The latest projection for this stands at £850,000. The final outturn figures will be reported to this committee during the summer as part of the durable budget report. Significant work is still ongoing to ensure that the correct figures are validated for big money items such as benefits subsidy and internal cost allocations prior to a technical assessment for items such as debt provisions. 

3.4 As previously agreed, any ‘underspend’ in excess of the original £1.9m target will be used to increase earmarked reserves to help provide additional flexibility and protection against business risks / threats. This approach has been endorsed by the Council’s external auditors. Members are referred to section 7 of this report in relation to this issue.
GENERAL FUND - 2012/13

3.5 From the recent budget process, Members will recall that additional ongoing savings of £1.3m were required for 2012/13. These were identified as detailed in the following table; 
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3.6 The early delivery of framework savings and the additional one-off items have resulted in the Council being in a better position from which to move forward. When these are translated into a full year, this means that approximately £900,000 of the savings that were required for the current year have been identified and are being delivered ahead of schedule. This is very encouraging and has justified the faith that members have shown in the Council's unique budget delivery framework to deliver the savings required. The remaining savings have also been identified (see above table) and confidence remains high that they will be delivered.
3.7 Whilst the savings made give confidence that the Council remains “ahead of the curve” in delivering the Medium Term Financial Strategy. Members have previously been advised about the unprecedented scale of uncertainty that currently exists in the period from April 2013.

3.8 The Council has recently had two significant successes which have helped protect its budget position. These are outlined in the case studies included in Section 4 of this report. 
HOUSING REVENUE ACCOUNT
3.9 The Housing Revenue Account is projected to come in on or about its budget for the year 2011/12. It is also currently on budget for 2012/13.

CAPITAL PROGRAMME
3.10 Overall, the expenditure during 2011/12 was £7.249m compared to the revised budget of £8.312m (i.e. 87% of the approved programme was actually spent). 
3.11 The overall Capital Programme spend will be within 97.6% of the net budget after taking account of budget carry-forwards.      
3.12 A report elsewhere on the agenda on this committee considered the funding required to move forward with the Pedestrianisation project. If the recommendations of that report are agreed, the Capital Programme will require amendment – this will be shown in the next durable budget report to this Committee. 
4
CASE STUDIES
4.1 Members will recall that in previous budget reports we have identified case studies as examples of good practice. The previous examples related to the new arrangements for the following:

· Generic warden service
· Recycling pilots 
· Kettering Borough Trainers 
· Partnership work with the Citizens Advice Bureau. 
4.2 The previous examples have been around the ongoing savings the Council has generated. The case studies in this report includes some significant one-off savings the Council has secured and an example of how the Council, through challenging other public sector partners, has secured significant ongoing investment into the Borough. 
	VAT Case Study 

The Council has worked diligently over the past few years to recover VAT wherever possible. Of significant success is the work that a dedicated team of officers painstakingly undertook to recover monies going back many years.

Despite being rebuffed in their original efforts, the team kept going and manually sifted through old paper records and worked closely with our external audit colleagues. Whilst most local authorities gave up the ghost many years ago, the Council kept going and the time and effort started to pay-off in 2010 when we won our first ruling with Customs and Excise. This facilitated further work and the Council has enjoyed further success through this strategy. 

By the end of 2011/12 (as previously reported to Members) the Council had successfully recovered around £350,000. This one-off ‘windfall’ funding was used to help protect the Council’s reserves in line with the Council’s policy position.
The Council has recently been informed by Customs and Excise that it has been successful in reclaiming a further £350,000. This is a remarkable achievement and will provide additional funding as the Council prepares for the challenges that it faces in April 2013 and also 2015. 

The time and effort invested has paid off, the amount the Council has received is now around £700,000!
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	Prevent Strategy Case Study 

It is helpful from time to time to have examples of "value added". One such example is around the allocation of funding by the County Council towards their "Prevent" strategy which, amongst other things, funds voluntary and community sector activities, housing support and community safety interventions. 

At a recent Northamptonshire Leadership Group County colleagues explained their plans for revising the funding by applying a formula derived from deprivation statistics.

At that meeting representatives tried hard to support the concept but suggested there might be a better way of applying it.

Colleagues did some excellent work behind the scenes and the County have agreed to revise the methodology.

This new methodology adds about £500,000 to the funding for our area compared with the one originally proposed. Although not a line in our Council budget, it is in effect a budget for the provision of services to residents of the Borough that has been protected through the proactive work of the Council.
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5 
MEDIUM TERM FINANCIAL FORECAST




5.1 
The Council’s Medium Term Financial Forecast is reproduced in the following table; 
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1Net Council Budget13,92812,74911,90011,59311,49611,117

2Forecast Resources:

Central Government Grant(5,464)(4,784)(4,497)(4,227)(3,973)(3,973)

Council Tax / Coll'n Fund(25)(25)(25)(25)(25)(25)

Income From Council Tax(6,389)(6,411)(6,443)(6,476)(6,509)(6,542)

Total Resources(11,878)(11,220)(10,965)(10,728)(10,507)(10,540)

3Budget (Surplus) / Deficit2,0501,529935865989577

4Council Tax Grant(158)(158)(158)(158)00

5Budget Frameworks(1,906)(1,371)(200)000

6Savings - To be secured00(577)(707)(989)(577)

7Budget (Surplus) / Deficit(14)00000
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£000£000£000£000£000£000

8Estimated Opening Balance(1,415)(1,429)(1,587)(1,587)(1,587)(1,587)

Budget (Surplus) / Deficit(14)00000

Council Tax Grant 2012/130(158)0000

9Estimated Closing Balance(1,429)(1,587)(1,587)(1,587)(1,587)(1,587)

GENERAL FUND WORKING BALANCE

MEDIUM TERM FINANCIAL FORECAST

Zone of 

Predicability

Zone of Unpredictability


Notes to Medium Term Financial Forecast
1

Net Council Budget – This represents the net expenditure prior to the Budget Framework savings.

2

Forecast Resources – These are the Council's main funding streams (excluding fees and charges which are incorporated into Line 1). This illustrates the significant reduction in Central Government Grant. To enable the total resources required to balance the budget to be identified, no assumptions have been made regarding future Council Tax increases. The small increase in revenue each year reflects anticipated housing growth in the Borough.

3

Budget (Surplus) / Deficit – This illustrates the gap between the budget and the total resources available before identifying budget framework savings.
4 
Council Tax Grant – This is a grant the Council receives from central government for four years in return for freezing Council Tax in 2011/12. This is equivalent to the cash that would have been received if a 2.5% increase had been levied. 

Council Tax Grant 2012/13 – This is a grant the Council receives from central government for one year in return for freezing Council Tax in 2012/13. This is equivalent to the cash that would have been received if a 2.5% increase had been levied. 
5 
Budget Frameworks – This identifies the total savings identified through the budget frameworks.

6      
Savings to be secured – This identifies the total resources required to balance the budget in future years after 2012/13.

5.2 Looking at the budget model, Members will see that the figure shown at line 5 for 2012/13 of £1,371,000 includes the amount of £1,330,000 from the analysis table in section 3.5 of this report, together with changes to Members Allowances of £41,000 as outlined in section 5.6. This is the sum of savings that need to be realised to ensure that the Council's budget position remains in balance.
5.3 Looking at the years after 2012/13, line 6 shows the estimated level of savings that are likely to be required in future years. To enable the total resources required to balance the budget to be identified, no assumptions have been made regarding future council tax increases.

5.4 Every 1% increase in Council Tax generates around £65,000 towards that sum.  Formal decisions on Council Tax increases will be taken by Council at the appropriate time and with the appropriate advice.

5.5 Members should be aware that the indicative savings levels for the period 2013/14 onwards are subject to a number of high level assumptions. One of these is about the potential level of government grant. For the purpose of modelling we have continued to assume an annual reduction of 6% up to and including 2015/16 - when more detail is announced about the local government resource review, we will be in a better position to review this. What is clear is that there will be significant change in local authority grant funding from April 2013 – although it is not possible to predict these amounts with any accuracy at the present time, it is becoming increasingly likely that future reductions in funding will be forthcoming. The provisional settlement for 2013/14 is likely to be announced in December 2012. 
5.6 The figures in the Medium Term Financial Forecast have been updated from those reported to the last meeting to take account of the following;
Recycling
Members considered a report at the last meeting of this Committee and approved a number of changes to the scheme. The new scheme will enable a rationalisation of the vehicle fleet and will result in greater efficiencies in how the service can be delivered. It will also result in better rates for the recycling materials. The combination of all these result in potential ongoing annual revenue savings of around £200,000 (full year figure), after allowing for capital financing costs. For the purposes of budgetary planning, this figure is now shown in line 5 of the 2013/14 column.
Members Allowances

At the Council meeting of 25 April 2012, Members approved a number of changes to the scheme of Members' and Mayoral allowances. The budget for Members' and Mayoral allowances was increased by £24,000 (from the original budget of £279,000). In addition, Members approved the inclusion of Members' Allowances in the local government pension scheme – if all members opted to use this provision it would increase the budget by a further £34,000. For the purposes of budgeting for this year a mid-point figure of £17,000 has been used (this will need to be updated accordingly as more information is available). The total impact of these changes are that the budget for Members' and Mayoral Allowances has initially been increased by £41,000 as an ongoing budget amount. This has been reflected in the budget model by adjusting the net council budget figure at line 1 (from 2012/13 onwards) which results in an additional £41,000 of ongoing savings being required in 2012/13 – taking the total of ongoing savings required for the year from £1,330,000 to £1,371,000.
6 
FINANCE CONFERENCE

6.1 As previously reported, the Council hosted a County-wide Finance Conference on the 24 April 2012. 
6.2 The conference was organised to share information about two of the major national changes that are scheduled to commence in April 2013, namely;

· Business Rates Reform

· Localisation of Council Tax Benefit

6.3 The Conference was very well attended by all local authorities and key stakeholders across the County. 

6.4 The aim of the Conference was to try and achieve the following;
· Share information and understanding

· Try to achieve a common level of understanding of the key issues

· Understand the options

· Understand the potential financial implications for each local authority partner
6.5 The feedback from the conference was extremely positive and the hard work of bringing Members and Officers together was positively received by all. Getting all partners in one place to reach a common understanding was a significant achievement.
6.6 Members will recall the Council was instrumental in hosting a credit crunch seminar a few years ago which was hosted in response to the national credit crunch, this was well attended and was positively received. This demonstrates the Council’s success in hosting seminars on this scale. 
6.7 The work that the Council undertakes over the coming 12 months is critical to the Council’s longer term financial position - these significant changes are likely to set the parameters for the medium to long term. It is essential that officers are able to continue to influence the debates taken place at a national level. 
7
GOVERNMENT RESOURCE REVIEW
7.1 Members will recall the following diagram from previous committee reports;
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7.2 The diagram illustrates the scale of change that is likely to take place in the way that local government is financed in the future. The top two ‘bubbles’, namely ‘Business Rates Reform’ and ‘Council Tax Benefits’ are key elements of the Government’s national Resource Review.
7.3 Members will recall that the Government undertook initial consultations during last summer on each of these. This Committee considered the consultations and endorsed detailed responses to each at its October 2011 meeting. 

7.4 The Government published its initial responses to the consultations at the end of December 2011, the key elements of which have previously been reported to this committee.

7.5 The Government indicated that it would be undertaking further consultation during 2012. The first part of this saw the publication of 7 documents on 17 May 2012 – these are currently being analysed. The documents that were published were;
	Policy Papers; Business Rates Retention Scheme

1. The Central and Local Share of Business Rates

2. The Safety Net and Levy

3. Pooling Prospectus

4. The Economic Benefits of Local Business Rates Retention

5. Renewable Energy Projects

Policy Papers; Localising Support for Council Tax

1. Funding Arrangements Consultation and Statement of Intent

2. A Statement of Intent




7.6 The Business Rates documents do not currently provide much detail but do indicate a flavour of where some of the issues are being positioned. A more detailed and formal consultation will take place over the summer, with the detailed documents expected towards the end of July. It is very important that these are given a great deal of attention given that the outcome will shape the funding foundation of local government for the medium term.

7.7 The Council Tax support papers provide more detail including some indicative figures about the impact of the proposed 10% national funding cut. Work is ongoing to understand the content of the papers, although first impressions are that the funding cut for most local authorities is greater than 10%, the indicative figure for Kettering being around 14%. 

7.8 It is becoming increasingly clear that there is a significant and growing workload requirement in relation to the various changes that the Government intend to introduce. As well as the papers that have recently been issued, further detailed papers are expected next month – these will require careful analysis in addition to planning and introducing the changes that are required. Kettering Borough Council has always sought to ensure that the organisation has the capacity to properly and professionally deal with such important issues. It will especially need to do so over the coming months and seek external assistance where required.
7.9 A briefing provided by the Local Government Association about the papers that were recently issued is attached at Appendix A. Although the Council may not agree with everything that is included in the LGA paper, it is nevertheless a good reference paper for officers and members to quickly gain an understanding of the key issues. In addition, Kettering’s leading role in the LGA’s District Council Network lead to the production of a summary of the issues – this is attached at Appendix B.
7.10 A scenario that seems to be emerging from the consultation papers and the commentary in the professional trade press, is the increasing emphasis that is being placed on two dates – firstly April 2013, and secondly the Comprehensive Spending Review of 2015. 

7.11 We have discussed the importance of April 2013 in all of our recent budget reports to the Executive Committee. This still remains a very important date due to the proposed commencement date for both the Business Rates Reform and the Council Tax Benefit Changes. Members will recall that the period after April 2013 is termed the ‘zone of unpredictability’ in the Council’s Medium term Financial Forecast due to the unknown scale of the potential changes.

7.12 Many professional commentators are predicting that, although April 2013 will represent both a quantum shift and significant unknown financial risk, the same (if not greater risks) will also come from the Comprehensive Spending Review of 2015. As more information becomes available in the summer about the specific architecture of the new reforms, it will hopefully be possible to understand how this may then provide the building blocks and levers for what may come through the Spending Review. It would be unwise to predict anything specific at this stage except to identify that 2015 is likely to be another pinch-point for local government funding. As such, in future budget projections it may be wise to identify two ‘zones of unpredictability’ – one covering the period 2013/14 – 2014/15, and the other covering the period after 2015, ie
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8
CONSULTATION AND CUSTOMER IMPACT


8.1
None as a direct consequence of this report.  

9
POLICY IMPLICATIONS


9.1
None as a direct consequence of this report.  


10
USE OF RESOURCES


10.1
None as a direct consequence of this report.  
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Monthly Durable Budget Reports Contact Officers: M Dickenson
1.	PURPOSE OF REPORT





The purpose of the report is to:	�


Provide Members with a reminder of the Council’s medium term financial strategy and associated guiding principles;





Provide an update of the delivery of efficiency savings for 2011/12, and 2012/13;





Showcase best practice case studies;





Illustrate the latest budget model and the estimated level of budget savings that may be required over the next few years;





Provide an overview of the recent Finance Conference held in Kettering;





Provide an update on the Government’s National Resource Review
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11.	RECOMMENDATIONS


	�That the Executive;





Note the Council’s Medium Term Financial Strategy and associated guiding principles;





Endorse the best practice case studies outlined in Section 4 of the report;





Note the current Medium Term Financial Forecast and the progress being made for the delivery of efficiency savings for 2012/13 and future years;





Note the success of the Finance Conference held on the 24 April 2012;





Recognises the complexity and volume of work that is required to respond to (and prepare for) the changes to the national funding framework from April 2013 and agree to ensure that there is sufficient capacity to deal with the issues effectively.
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		2		Forecast Resources:

				Central Government Grant		(5,464)		(4,784)		(4,497)		(4,227)		(3,973)		(3,973)
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																APPENDIX C

				Budget Delivery Frameworks - Summary 2011/12

				Identified Framework Savings 2012/13		Staff Suggestion / Service Plan / Innovation		Fees & Charges		Partnerships		Capital Review (GF Impact)		Lobbying		Total

						£'000		£'000		£'000		£'000		£'000		£'000

		1		Staffing & Staff Related		(290)				(28)		0				(318)
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		3		Operating Costs		(86)				(16)		0		0		(102)

				Total Expenditure Savings		(481)		0		(44)		0		0		(525)

		4		Income		(34)		(234)				(247)		(290)		(805)

				Total Savings		(515)		(234)		(44)		(247)		(290)		(1,330)

				Total Per MTFS												0

				Difference												0





Sheet2

		





Sheet3

		






