Appendix 1 to Report 278/2010
Medium Term Resource Plan
Discussion Paper
Modelling various resource assumptions in order to plan for the next 4 years

1.
National context

1.1 In Torbay Council’s latest published Medium Term Financial Plan (MTFP), it was acknowledged that Torbay continued to face local difficulties over the impact of the economic recession and it was predicted that there would be a challenging period after the outcome of the national elections and the expected reduction in public expenditure.  
1.2 As predicted the national elections have set the scene as to how the public sector will be financed over the next four years.  One of the first decisions the government made which signalled how they intended to reduce the public sector budget deficit was the announcement in June 2010 of a range of in-year budget reductions for both the Council’s revenue and capital resources as well as some significant changes in policy which will impact on the public sector.  A report was presented to the Overview and Scrutiny Board and Cabinet which set out the impact of the in-year cuts (report 213/2010) and a revised 2010/11 budget was approved by Council on 16 September 2010.
1.3 As part of a predicted significantly different future, Torbay has modelled a number of potential scenarios in order to plan for the next 4 years and to enable the strategic elements to be put in place to deliver services and decommission some existing aspects of service delivery where appropriate, as well as working on further innovative solutions to service delivery with partners and local communities. The scenarios produced to date are the best estimates that can be made after considering the high level financial planning assumptions announced by the Coalition Government included within the Emergency budget in June 2010 and considering other advice and evidence provided by the Coalition Government.
1.4 In terms of future financial planning and assessing the impact upon services of the available resources to the Council, the detailed figures from government will not be known until the Provisional Local Government Finance Settlement is announced in late 2010 with the final figures confirmed in early 2011.  However, Torbay will be able to produce revised models (and hopefully with a greater degree of certainty) once the Comprehensive Spending Review (CSR) is announced by the Coalition Government on 20 October 2010 and Whitehall departments are given their overall spending allocations. 
1.5 Whilst the announcement on 20 October will set out the size and scope of funding allocations for each of the government departments there will still be considerable uncertainty as to what this will mean for Torbay in terms of its grant, once the complexities of the allocation of money through the formulae, the impact of damping and the outcome of a review of the formulae used within the overall Settlement are all taken into account.
1.6 The Medium Term Financial Plan is a key high level financial planning document which identifies a range of issues that need to be considered in conjunction with the development of the Council’s key aims and objectives and the production of the Community Plan and Corporate Plan.  In essence the Council is still working to existing plans, however depending upon the outcome of the CSR, and new policy objectives from the Coalition Government all existing plans will need to be refreshed in response to the new financial environment the Council will be faced with. 

1.7 Due to the uncertainty of the outcome of the CSR and other related funding announcements it is not considered appropriate to produce a revised Medium Term Financial Plan at this point in time. Instead the purpose of this paper is to provide a starting point for financial planning by means of a Medium Term Resource Plan.  This outlines the financial planning assumptions used by Torbay to date and starts the discussion as to how a Strategy is developed and put in place to address the reduction in public sector funding from the Coalition Government over the next four to five years.

1.8 The following sections provide a summary of the main assumptions used in the Medium Term Resource Plan.

2.
Income Assumptions


Government Grant

2.1 The Comprehensive Spending Review (CSR) 2007 set out the departmental spending allocations for the three year period ending 31 March 2011.  In addition to the CSR, three year grant allocations were made to all local authorities as part of the Local Government Finance Settlement.  The government has a statutory obligation to consult local authorities on these allocations each year, however, there were not any material changes to the allocations over this period so in affect the CSR announcement in 2007 provided Torbay with a three year grant allocation.

2.2 The move to a three year Settlement provided stability in the grant allocation system and for the first time enabled local government to plan beyond a one year time horizon.  The forthcoming announcement in the autumn 2010 is key to Torbay’s future Strategy for financial planning and will provide a degree of certainty once these allocations have been made, assuming it is for more than one year.  A multi – year Settlement is essential so the council can make a number of key strategic decisions which will enable it to respond to the financial challenges it will face over the medium term.
2.3 There are three main sources of income allocated from government which forms part of local government finance settlement: revenue support grant, NNDR and Area Based Grant. Recent commentators have highlighted the fact that the income raised from NNDR can only be used to support functions undertaken by local government – this is set out in primary legislation.  Therefore, it would appear the council’s NNDR allocation may be protected from any grant reductions due to be announced.  Further clarification is required with regard to this issue, however, for the purposes of planning it has been assumed any reductions in grant received by government will be applied to the total level of grant received by the Council.

2.4 Until further details are announced as to the exact breakdown of grant reductions the council can only make its best estimate for expected levels of income and has been modelling a number of scenarios based on a 25% reduction in government spending over a four year period.  Members will be aware that public sector reductions of up to 40% have been suggested so these planning assumptions may have to be reviewed during the forthcoming months.
2.5 The impact upon Torbay of these reductions will depend upon how they are applied, for example the government may decide to spread them evenly over the four year period or the savings could be front loaded with greater reductions required in 2011/12.  In addition, the impact of other factors will have an impact such as the arrangements used by government with respect to damping and any recommended changes to the formulae which is used to allocate grant to local authorities. Due to the limited information available at this time it is extremely difficult to assess the impact of these issues with any degree of certainty so a best estimate has been assumed at this time.
2.6 The table below summarises the best estimate of the level of income Torbay may receive over the next 4 years assuming a 25% reduction in grant.  Due to the statements made by the Coalition Government  and the urgency they have placed upon reducing the deficit, for planning purposes the reductions have been front loaded which means reductions of 10% will be required in year 1 of the plan.  (i.e. revenue support grant, NNDR and Area Based Grant (ABG).
	
	2010/11

Actual

£m
	2011/12

Estimate
£m
	2012/13 Estimate
£m
	2013/14 Estimate
£m
	2014/15 Estimate
£m

	Formula Grant and ABG
	71.2
	64.1
	61.1
	57.1
	53.3


Council Tax

2.7 The government has announced that council tax levels will be frozen in 2011/12 and the Coalition Government will work with local authorities to maintain a further freeze in 2012/13.  As part of Torbay’s assumptions a zero council tax increase has been included for 2011/12 but a 2% increase has been included for future years. 
2.8 There is uncertainty as what arrangements will be put in place for ensuring council tax levels are held to zero in 2010/11 and whether the government will provide local authorities with additional grant support, if a zero tax is levied.  If additional grant is provided this will increase the amount of grant income for the Council, but for the purposes of this plan no additional income has been included within the calculations.
2.9 The table below summaries the best estimate of council tax income.
	
	2010/11

Actual

£m
	2011/12

Estimate

£m
	2012/13

Estimate

£m
	2013/14

Estimate

£m
	2014/15

Estimate

£m

	Council Tax
	61.2
	61.2
	62.5
	63.7
	65.0


2.10 Each year the Council makes assumptions about the level of council tax collected during the year.  The target rate for council tax collection is 97.5%.  This rate was reduced in 2009/10 to reflect the economic conditions of the Bay and the impact of the recession.  There is currently a surplus within the collection fund (as at 31 March 2010) and legislation requires any balance to be allocated to each of the precepting authorities i.e. Devon and Cornwall Police and Devon and Somerset Fire Authority.  The council taxbase report will be presented to Council in December which will declare and surplus within the collection fund. For planning purposes it has been assumed there will be a collection fund surplus of £0.9m in 2011/12 and £0.5m over the remaining course of this plan.
A summary of the grant income levels are shown below:

	
	2010/11

Actual

£m
	2011/12

Estimate

£m
	2012/13

Estimate

£m
	2013/14

Estimate

£m
	2014/15

Estimate

£m

	Government Grant
	71.2
	64.1
	61.1
	57.1
	53.3

	Council Tax
	61.2
	61.2
	62.5
	63.7
	65.0

	Collection Fund
	0.5
	0.9
	0.5
	0.5
	0.5

	
	
	
	
	
	

	Total
	132.9
	126.2
	124.1
	121.3
	118.8


2.11 The Council received £73m for its Dedicated Schools Grant in 2010/11.  This income is a specific grant and falls outside of the allocation methodology used for the Formula Grant, NNDR and ABG.  However, the Dedicated Schools Grant may also be subject to cuts and any such reduction would place considerable pressure upon schools finance and is a risk that needs to be recognised.  However, at this stage it has been assumed that there will be some protection provided to the DSG and schools related funding particularly with the continued roll out of Academy schools and free schools.
Reserves
2.12 The Local Government Act 2003 and CIPFA guidance state the Chief Financial Officer has a responsibility to recommend the level of reserves the Council shall hold. The Council will receive a report from the Chief Finance Officer which sets out his recommendations on the level of reserves. Members of the Priorities and Resources Panel will be asked to comment upon these recommendations. As part of the Council’s Strategy to meet the future reductions in public spending a significant sum will be recommended to be released from reserves to and allocated to a Comprehensive Spending Review Reserve and used to support the Council in taking a managed and planned approach to the estimated reduction in Torbay’s grant income over the next four years.  Further details will be provided in the Review of Reserves report which is being considered on this agenda.

3.
Demand pressures in the local context of Torbay
3.1
As set out in the previous section there is considerable uncertainty about the level of expected income the council will receive over the next four years.  The Council is able to assess the demand pressures it faces with a greater degree of accuracy and this is used to construct the base budget for 2011/12.  

3.2
As part of the development of the budget, a number of assumptions are made which have a monetary value.  These include yearly increases for increments and any committed or unavoidable growth items.  Once all of these base budget adjustments have been made, the starting point for determining the level of expenditure required to meet corporate objectives and priorities can be established. It is also based upon this baseline position that any initial budget gap can be ascertained and the basis from which the Council can plan as to how this gap will be addressed i.e. through prioritising services, identifying efficiency savings and identifying lower priorities for possible reduction in service levels or complete cessation of a particular service.

  
Base Budget Assumptions

3.3
A summary of the headline assumptions which have been included within the budget to date are listed below:

1. Pay inflation is assumed to be zero over the course of the plan for all officers earning more than £21,000. This is based on the 2 year pay freeze which was announced by the Coalition Government for all of the public sector for 2011/12 and 2012/13 as part of the Emergency Budget. 

(It should be noted that the 2010/11 base budget made a provision for pay inflation of 1% but the current offer from the local government employers is 0 %.).
2. Increments of £0.4m have been included within the 2011/12 base budget and will be reduced by 25% over the next 4 years to reflect the new pay and grade structure implemented from 1 July 2010. 
3. A provision of £0.5m has been added to the base budget in 2011/12 to reflect the expected increased pension costs from 1 April 2011.  
4. A unique inflationary factor is applied to over 70 individual items of expenditure based upon the latest ONS estimates.  However, due to the challenging financial environment faced by the council, unless there are significant inflationary pressures for specific costs pressures all inflationary factors will be no higher than 2%.  However, all contractual inflation will be amended in line with the contract.

Service Pressures
3.4 Irrespective of the overall resources made available to the Council, there will continue to be increased demand for services and an expectation from residents that some service levels are at least maintained during this predicated period of austerity. However, in addition to the reduction in funding for the Council and the impact this will have, the expected cuts to all public spending across all government bodies will have a disproportional impact in a deprived area such as Torbay as there is a general trend for more deprived areas to face relatively larger percentage cuts through the total impact of public taxation changes.

3.5 The Bay’s economy is relatively weak when compared to other regions of England.  The GDP in the Bay continues to remain low with low median earnings for local residents.  The Council has used resources from within its Credit Crunch Reserve in the last few years to support the local economy, however a key risk of any public sector cuts is the impact upon the Bay which is heavily reliant upon the public sector for employment and wealth generation.

3.6
Whilst officially the country is no longer in a recession, locally the economic conditions and impact of the recession continues within Torbay with the subsequent impact upon welfare advice, housing benefit applications and business support services.   This year there was not the expected summer seasonal reduction in Benefit claims that would normally accompany increased business activity and employment in the tourist and retails sectors. The housing benefit case load has risen to above 19,300 in the first week of September and is expected to continue to rise over the next few months.

3.7
The Council needs to develop a Strategy that is flexible and able to respond to the conflict of significantly reduced resources but ongoing services demands and needs reflected in the local economy of the Bay and the need to protect the most vulnerable members of the community.  

3.8
A summary of service pressures which the Council will still be faced  with and emerging pressures that may arise once the full impact of the cuts to public expenditure are realised are listed below.  This will need to be addressed from a diminishing resource base:
· the impact of rising unemployment and workless rates within the local economy and impact upon young adults not in education, employment or training (NEETS).

· the pressure within the Bay for affordable homes and the impact of public sector reductions on increased numbers of homelessness and increased demands for social housing.
· service pressures within Children’s Services with the ongoing impact of Baby Peter and the increase numbers of children looked after within the Bay (numbers of Children Looked After have increased by 9 to 189 since 1 April, with associated increased costs). 
· the impact of the Southwark judgement which means all local authorities have new responsibilities to provide ongoing care to 16 and 17 year olds who become homeless irrespective whether they have been in receipt of social care. Budget provision was made in 2010/11 for this cost pressure but there will be fixed costs within housing reflecting accommodation demands.
· the changing demographics within the Bay mean service demands will continue within Adults Social Care due to increasing client numbers with ever increasing and complex needs.  A 2.25% inflationary uplift has been built into the base budget for the contractual payment to the Torbay Care Trust for the provision of Adult Social Care.
· to mitigate against the pressures a provision for demographic, social and economic pressures for services such as Adults and Children’s of £1.2m has been included within the base budget for 2011/12.   

Members will be aware of the government’s announcement with respect to the abolition of Primary Care Trusts. As part of the medium term strategy the Council will be considering a range of all options as to how Adult Services will be commissioned in the future and plan for any disruption and associated costs arising from this change.

· the Waste agenda will have significant ongoing cost pressures for the Council.  The Council has a contractual obligation with TOR2 and savings will be delivered over the course of the contract.  However there are significant fixed costs with respect to Waste collection and disposal and the impact of increasing landfill tax changes for disposal of waste.  The Council is also moving to the latter stages of the PFI procurement for the Energy to Waste plant in partnership with Devon and Plymouth council’s.
· the Council has put significant sums of its own resources to fund the national Concessionary fares scheme.  Expenditure was contained within the overall budget in 2009/10 but any increases in demand for this volatile budget are outside of the control of the Council and will need to be provided for in future years.
The Department for Communities and Local Government are reviewing how Concessionary Fares are funded.  A number of the options proposed would result in the Council losing funding which, if implemented, could create additional pressures for Torbay.

· The Council is currently reviewing its Workforce Strategy in response to the challenges the Council will face in the expected period of austerity.  There is currently a freeze on recruitment, except within the Benefit’s and Children’s services, which is a strategic decision to manage workforce numbers in advance of the final grant allocation in 2011/12.   
· Other base budget adjustments which are unavoidable or are subject to previous decisions which have been included within the base are as follows:

· Treasury Management - £0.5m.  The Council’s investment receipts budget continues to be under pressure and updated assumptions about future interest rates is they are predicted to remain at historically low levels during 2011/12. 

· Prudential borrowing costs of £0.2m to support a number of capital projects.
3.9
Having taken in to account the service pressures identified above the table below summarises the estimated income and expenditure pressures faced by the council and shows the estimated funding gap.

	
	2010/11


	2011/12
	2012/13
	2013/14
	2014/15

	Estimated Income
	132.9
	126.2
	124.1
	121.3
	118.8

	Expenditure 
	132.9
	139.2
	145.5
	148.8
	151.8

	Estimated Funding Gap
	0
	13.0
	21.4
	27.5
	33.0


Fees and Charges
3.10 The Council receives in excess of £10m of fees and charges.  Some charges are set by legislation (e.g. licensing charges) whereas others the Council has discretion to determine the charge.  Services are required to set their charges in accordance with the Council’s Income Strategy which sets the criteria that need to be considered when setting charges. 
3.11 No assumptions have been made with respect to fees and charges within the figures included as part of the Medium Term Resource Plan however, service managers will be expected to develop these in line with the Strategy and will need to consider all options for income generation in the context of the challenging financial period facing the Council whilst taking into account issues of subsidies to encourage usage and the impact of charges upon residents and their ability to pay in these difficult economic times.

4.
Summary

4.1
The Council is facing its most challenging period since it became a Unitary authority in 1998. After the publication of the CSR in October and after the council has been notified of its overall funding allocation it will need to develop a strategy which addresses the funding shortfall and take measures that will try to minimise the impact of the spending cuts to a deprived area such as Torbay.

4.2
Analysis undertaken for the Torbay Strategic Partnership has identified that there is over £1.1bn of expenditure by the public sector within the Bay.  This is a significant sum of money and includes expenditure by the Council, health, Police and Fire as well as expenditure from government departments such as Department for Works and Pensions.  The impact of significant cuts to the public sector across all of these organisations will have a far ranging impact upon the Bay.

4.3
In addition to this report the Capital Strategy will be presented to the Panel and brings together capital investment programmes across the Council and informs decisions on capital spending priorities over the four year capital plan budget.  The plan is driven by the Asset Management Plan and will set the Council’s strategy with respect to capital projects and their resourcing over the next four years.

4.4 The Council has in place a number of approaches for ensuring value for money and efficiencies are achieved across all services. The Council has already started to plan how it will attempt to address the shortfall in funding and is working with partners to assess the wider impact upon the Bay.  The Transformation Agenda has produced a number of savings across services and the Transformation Board are in the process of considering the next stage of the Council’s Transformation Agenda and how this agenda can be used to support the Council managing the range of challenges it faces over the next few years. Measure that will be used include:

· analysing services into statutory and non statutory activities.
· applying a zero based approach to the delivery of these

services.

· continuing the Council’s Transformational Agenda to derive efficiencies.
· continue to implement the Commissioning Model and explore new ways of working to achieve value for money through a combination of in-house services, partnership working, shared services, joint ventures and private provision of services where appropriate.

4.5 The Council must continue to explore new ways of delivering council services with an emphasis of maintaining service levels whilst maximising value for money and reducing its cost base through generating further efficiencies.  However, in a number of services it is becoming increasingly difficult to generate further efficiencies without reducing service levels, and the Council must start to plan for a reduction in services provided to customers over the medium term.
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