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I
THE CONTEXT

Purpose of the Medium Term Financial Strategy

Each year the Cabinet needs to decide how best the Council should respond to the changes, challenges and opportunities that are faced and determine the priorities that should govern the Council’s activities over the next three years. The purpose of the Medium Term Financial Strategy (MTFS) is to set in context an approach to deliver improved services and value for money during this three year period.  The detailed budget planning process follows this and results in the annual budget and Council Tax setting, and is an integral part of the MTFS. The major policy and financial decisions that flow from this process, including the level of the Council Tax, reflect a careful consideration of potential pressures and savings that must be addressed if the Council is to continue to deliver efficient and effective services to residents, businesses and visitors.  

Introduction to Havering

The London Borough of Havering lies on the outer edge of London in the north-eastern area, adjacent to Essex County Council. Its immediate neighbours within London are the London Boroughs of Barking & Dagenham and Redbridge. Havering is also part of the East London Waste Authority, which is responsible for waste disposal matters. Havering is a unitary authority, which means that it is responsible for the full range of local authority services, including Education, Social Services, Culture, Housing and the Environment.

2001 Demographics

Havering covers an area of 11,227 hectares, making it the 3rd largest borough in London. There are just below 94,000 households in the borough, of which 81% are houses or bungalows and the remaining 19% are flats, maisonettes or apartments. 79% of these households are owner occupiers, with 12% rented from the local authority and 5% from private landlords.

The population was just over 224,000, of which 48% were male and 52% female; this figure represented a decrease of 2% from 1991, in the context of which the overall population in London increased by 7% over the same period.

Some 23% of the population was aged over 60, the highest in London, whereas only 58% were aged between 16 and 59, the lowest. This gives a very firm indication of the gradual increase in the age of the Council’s population.

There are 65 primary, 18 secondary and 3 special schools in the borough, together with one sixth form college and one further education college. There are currently 37,000 pupils in Havering’s schools.

Priorities for the Next Three Years
The Council has set priorities to improve services and the way it works to help deliver the community strategy for the people of the borough. These priorities are to:

· Promote financial efficiency and value for money

· Improve the quality of our services

· Make Havering a better place in which to live and work.

Underpinning these priorities are the Council’s values; to:

· Putting people first

· Ensure local people receive good services

· Use money effectively to give services local people want

· Work closely with communities and other organisations to ensure good services for the public

· Show care and respect for customers, citizens and staff

· Promote equality

· Learn, innovate and improve to give Havering’s public the quality service they deserve.

Havering Strategic Partnership

The Havering Strategic Partnership brings together a wide range of key organisations, representing public services, local businesses, residents and community and voluntary groups, to improve the qualify of life for the people of Havering. The Partnership has reviewed the Community Strategy and continued to identify six quality of life themes:

· Increased community participation

· Better health and welfare

· A more prosperous community

· Improved lifelong learning

· A safer community

· Protect and improve the environment.

Measuring Our Services

The first Comprehensive Performance Assessment (CPA) for Havering and other single tier councils was carried out in 2002, with a further assessment in 2003. The CPA places councils in one of five categories; excellent, good, fair, weak or poor. Havering was measured as weak in its overall rating for both 2002 and 2003. The 2004 CPA rated Havering as fair, reflecting a continuing improvement in the performance of the Council and its services over the last three years.

As Havering is committed to the continuous improvement of services for the people of the borough, it welcomes the assessment as further opportunity to take a critical look at its services and to improve them for the residents of the borough.

Programmes of work to deliver improved services over the next three years have been prepared. Improving the delivery of services for the local community is a continual process. The Council has set targets for these improvements, and is undertaking specific reviews to examine areas of poor performance or where change is needed.

Spending Review

The Spending Review (SR) is a process undertaken by Central Government to decide the allocation of public spending over a three year period.  The SR2004 suggested that we could anticipate a real increase in the spending allocation of approximately 1.8% per annum over a three year period starting from 2005-06.  This is however quite restrictive when compared with the SR2002 allocation of an equivalent real increase of 4.5%.  Ministers had previously agreed not to revisit the 2005-06 spending plans and therefore the SR2004 only set out spending plans for 2006-07 and 2007-08.

The SR2004 process raised the difficult issue of how to respond to a wide range of competing needs within a restrictive and limited budget.  Havering is acutely aware of this dilemma from its budget-setting processes for 2004-05 and 2005-06.  We face many intense and diverse challenges, and we are committed to investing in services that not only provide good value for money, but which produce far-reaching and long-term benefits to our community.  Responding to local need within a limited budget frequently requires imagination and recognition of the benefits and savings resulting from effective partnership working.  Effective local approaches need to be supported by coherent and sustainable funding. 

Havering is already involved in providing information for the SR2006. This includes identifying cost pressures as well as additional outputs that could be achieved from increased investment in local government.

National Changes

There are a number of issues impacting on local government finances. Proposals have been issued to move to a three-year financial settlement. This should take much of the uncertainty out of the existing settlement regime, but may also reduce the flexibility open to Councils regarding their budget preparation. The basis upon which the settlement is reached is likely to change in any event, with the  various formulae being reviewed after a period of no change. The results of this alone are likely to see  change nationally however this work is still  very much is progress within Central Government.  Council Tax revaluation is due to take effect from April 2007 and this will see significant change which must be kept outside of the budget planning process itself. It is as yet unknown what precise effect this will have, and it may delay the introduction of the proposed three-year settlements until it has been implemented. Schools funding is also to move to being grant funded.  Finally, the balance of funding review is almost certain to have an impact on the funding of public sector spending, but again, its effect is unknown. There are possible changes to the Council tax system itself, but these will not become clearer until the Lyons review concludes during late 2005.

Whilst it is difficult to assess how these factors might affect the MTFS and the development of detailed budgets, they will be closely monitored and the Strategy and overall approach will be updated as necessary.

Summary of Key Issues from the Havering perspective:

· Able to have flexible funding so that there can be local solutions to local needs – Local authorities are best placed to assess and provide local solutions.  Working in partnership with central government and other organisations, councils can play a vital role in helping to achieve major policy objectives but with a local emphasis.

· A significant level of uncertainty in local government funding – There are so many changes  expected that  predicting levels of funding is extremely difficult as is the impact however Haverings approach of assuming no increases in support has served it well in previous years and this approach will continue. 

· A greater commitment to sustainable funding for key priorities and an end to short-term funding decisions – Key priorities need strategic and sustainable funding.  Every year individual government departments make decisions that create financial instability and threaten the success of a number of important and successful services and initiatives. 


· A greater commitment to joined up funding – There is little evidence that government departments are currently committed to an integrated funding strategy.  The future of effective joint working is dependent on good inter departmental communications and the right long-term funding decisions.  This means a high level of funding security and investment decisions that take account of local need and the ability to respond to it successfully.

Havering’s Financial Planning Processes

The outline timetable being followed for the budget process is as follows:

	Establishment of overall process and timetable for Financial Strategy

Services undertake detailed work on Financial Strategy with submission of any information required for Capital Strategy

Overall Financial Strategy including future prospects 
	March/May

June/July

June Cabinet and Corporate Overview & Scrutiny Committee culminating at Council in July



	Service Reviews with Cabinet Members
	August/September



	More detailed work on Budget reductions by Services and outline service planning commencing


	July, August, September



	Public Consultation commences

Detailed Service Planning commences


	August

September

	Release of detailed proposals taking account of settlement


	Mid December Cabinet



	Detailed budgets and public consultation consideration


	Considered by Overview & Scrutiny January

Presentations to Area Committees January



	Final Cabinet recommendation to Council taking account of any further issues


	February

	Council Tax Setting and Corporate Development Plan Agreement
	End of February


This outline timetable will be reviewed to ensure that the budget and policy are fully integrated and reflect community priorities.  The timetable may also vary if meetings are changed.

Council Spending

The Council’s gross spend including levies and contingencies totals £397 million, with a net spend of £263 million. The precept on the Collection Fund after taking into account external finance was £93 million. These figures exclude the GLA precept. The figures in more detail, with a comparison against the preceding year, are as follows:

	
	2005-06

£000
	2004-05

£000

	Havering’s Expenditure
	
	

	Gross Spend
	385,669
	356,776

	Contingency Provisions
	3,014
	3,090

	Gross Income
	-134,448
	-117,065

	Net Spend
	254,235
	242,801

	Levies
	8,480
	9,338

	Total Expenditure
	262,715
	252,139


The change in the Council’s budget requirement totalled £10.6 million. The reasons for this change is analysed in the table below:

	Reasons for Changes
	£m
	£m

	Schools’ Passporting Requirement
	
	5.2

	Pressures
	5.3
	

	Changes in Govt. funding methodology
	1.5
	

	Other Issues
	0.7
	

	
	
	7.5

	Havering Inflation & Other Adjustments
	
	3.6

	Decrease in Levies
	
	-0.9

	Efficiencies & Savings
	
	-4.8

	
	
	10.6


Looking at the level of spend relative to population size, and using the local outer London authorities, produces the following comparison:

	Authority
	Spend per Head

2004-05
	Spend per Head

2005-06
	% Increase 2004-05 to 2005-06
	% Increase 2002-03 to 2005-06

	Havering
	£1122
	£1172
	4.5%
	23.30%

	Barking & Dagenham
	£1340
	£1388
	3.6%
	16.2%

	Redbridge
	£1178
	£1206
	2.4%
	16.45%

	Waltham Forest
	£1380
	£1415
	2.6%
	18.0%

	Newham
	£1703
	£1735
	1.9%
	14.0%


Note:  This is caused by population in Havering remaining fairly static with increases in all other boroughs.

Newham has in fact had the highest spend per head of population for each of the last 7 financial years, with the next two places being held by Haringey and Waltham Forest over the same period. The 4 lowest spenders (lowest first and using an average ranking) over the same period are Richmond, Bromley, Kingston and Merton. Havering currently ranks as the 6th lowest in Outer London.

The Government Grant Settlement

The settlement announced in December 2004 provided Havering with a Government grant for 2005/06 of £169m, which represented an increase of 4.1%. Before adjustments and the application of the general and Education floors, Havering would have only received an increase of 2.76% in grant.  Havering was one of 21 “floored” authorities who received the minimum increase in grant for 2005/06. Our grant increase was one of the lowest in the country for a Local Education Authority and equal second lowest of all London boroughs. After taking into account the schools’ passporting requirement, only £1.4m remained to fund the remainder of the Council’s services.

Revenue Generation from Council Tax

The 2005-06 budget agreed by the Council produced a Council Tax for a Band D property of £1328. The level of Council Tax set at Band D for 2005-06 represented an increase of 3.4% over the level for the preceding year. The average rise in England was from £1167 to £1214; this represented a rise of 4.1%, compared to 5.9% in 2004-05. Regionally, London boroughs had an average increase of 4.1% in outer London and 3.3% in inner London. The average London Council Tax levels were £1247 and £1021 respectively.

A comparison of Havering’s Council Tax against other local London boroughs reveals the following analysis:   

	Authority
	Band D Council Tax 2004-05
	Band D Council Tax 2005-06
	% Increase 2004-05 to 2005-06
	% Increase 2002-03 to 2005-06

	Havering
	£1284
	£1328
	3.4%
	28.1%

	Barking & Dagenham
	£1110
	£1153
	3.9%
	26.6%

	Redbridge
	£1142
	£1197
	4.8%
	28.7%

	Waltham Forest
	£1245
	£1305
	4.8%
	33.3%

	Newham
	£1059
	£1112
	5.0%
	25.6%


Havering’s Council Tax remains the third highest across the whole of London; only Richmond (£1386) and Kingston (£1375) are currently higher. 

Given the history of significant funding shortfalls faced by the Council over a lengthy period of time, we have lobbied Government to seek justice for Havering in its grant settlement. The figures set out above illustrate the problems faced. This position is due to the fact that Council Tax has disproportionately funded this expenditure compared to others because of the low grant settlement. So far, the Council’s lobbying efforts have been to no avail. The Council has over the last 2 years concentrated its efforts on making the most of the monetary resources it has whilst continuing to lobby for a fair settlement.

Impact of 2005/2008 Strategy

The Council’s three year strategy is one of the key drivers to the Council Tax setting process. The annual budget also sets out the potential financial impact over the two subsequent financial years. Whilst this assessment is revisited as part of the following year’s budget process, it does provide the starting platform for updating the MTFS and provides an initial view of the likely budget requirement.
The approach adopted by the Council is set out in detail in Section II of the strategy. In broad terms, this assumes that directorates will meet budget increases resulting from inflation and other pressures from savings. Once this principle has been met, the proposals identified to meet this objective are then scrutinised by senior officers and Members. This provides a basis for assessing the Council’s priorities in relation to its MTFS and CDP, and for resources to be allocated to those areas of the highest priority. The 2005-06 budget saw additional resources allocated principally to both Social Services and Environment in line with Council priorities and responsibilities; the table below sets out how revenue resources were allocated between directorates to achieve this:

	Directorate
	Net Investment

£000

	Social Services
	2,415

	Environment
	512

	Housing & Regeneration
	132

	Customer Access & Culture
	60

	Education (excl. Schools)
	9

	Assistant Chief Executives
	-39

	Finance & Planning
	-84

	Corporate Issues
	691

	TOTAL
	3,696


The table below sets out the starting position for the 2006/07 MTFS based on the items identified as part of the 2005/06 process:

	Incremental Change from 2005/06
	2005/06-2006/07

£m
	2005/06-2007/08

£m

	Pressures
	1.8
	2.5

	Havering Inflation & Other Adjustments
	2.0
	5.0

	Total Pressures
	3.8
	7.5

	Increase in Levies
	0.5
	1.0

	Efficiencies & Savings
	-2.0
	-3.1

	
	2.3
	5.4


These figures are based on the initial calculation for inflationary pressures and this is likely to change during the course of assembling the updated strategy and associated matters. They exclude any pressures or inflationary increases relating to schools, as the strategy is based on an assumption that increases in the schools’ budgets will be matched by grant.  No account has been taken of any additional pressures that may result from new legislation as these will be identified as part of the strategy refresh during 2005.

The main areas of change across the two years are an incremental increase of £500k per annum to fund the pensions fund, £300k for extra care sheltered housing, and an increase in the Council’s contribution to the concessionary fares scheme of around £260k spread over two years. Offsetting these pressures is a reduction of £750k across the same period resulting from a reorganisation to the Council’s senior management structure, and a reduction of £700k in elderly residential care resulting from the investment in sheltered housing. The remaining changes are spread across a range of services.

Capital Strategy

The Council has established a Capital Strategy that provides a basis for the prioritisation of investment and the development of its capital programme. All proposed projects are assessed against a set of principles and only those projects that meet the priority needs are given approval to proceed. An essential element of the assessment process is the balancing of resources and priority needs, and to this end, the revenue implications of capital investment are closely examined and  built into the Medium Term Financial Strategy as necessary.

The Capital Strategy for 2003 was the precursor for the development of a three year capital programme, running from 2004 to 2007. The revenue resources required to support this programme have been incorporated into the revenue budgets for those years, although the majority of schemes do not give rise to any significant revenue costs.  The Prudential Code, introduced in April 2004, now applies. This means that the authority can borrow without limit as long as it can afford the revenue consequences and is prudent. This funding methodology is now reflected within the Capital Strategy.

The Capital Strategy forms a key part of the Council’s Medium Term Financial Strategy. The Strategy is set out as an Appendix and is designed  as well as being part of the MTFS to be a standalone document which integrates with the Asset Management Plan. It shows the priorities for expenditure along with need and available resources. In summary, there is a considerable level of unmet need, including that created through the backlog of repairs.  This means that capital resources are used to maintain the existing infrastructure as well as  to support the revenue budget and to improve/develop services.  The current three year programme, which was originally approved as part of the 2004/05 budget, provides a foundation to deliver service priorities through long term planning and amounts to some £100m.  In accordance with the CDP priorities, Cabinet have given further deliberation to their aspirations and are expanding the 2005/06 programme for the following:


(1) Acceleration of £1m Libraries allocation into 2005/06.  

(2) £1m for Parks and Culture.  

(3) £1.5m for Streetcare
(4) £250k for Community Safety/CCTV.
In order to take the Capital Strategy forward, Cabinet have also allocated resources available according to  the priorities and need previously identified in order to provide a focus for the review and this is set out in the  table below. 

	
	2005/06
	2006/07
	2007/08
	2008/09
	TOTAL

	Resources Available
	1.65
	2.4
	5.1
	Provisional
4.0
	13.15

	Further Programmes Allocations

	Education
	
	0.2
	2.0
	2.0
	4.2

	Street Environment e.g. Streetcare/ Community Safety
	
	1.0
	1.0
	1.0
	3.0

	Protecting Assets e.g. Council Buildings
	
	0.5
	0.5
	0.5
	1.5

	Developing Council Infrastructure e.g. IT
	
	0.7
	0.7
	0.75
	2.4

	Other, e.g. Parks, Leisure
	
	0.8
	0.8
	0.8
	2.4

	Total Profile
	
	3.2m
	5.0m
	5.05m
	13.25m


Notes
1.
This will result in a small amount of over-programming of £100k..

2. There is already a 2006/07 Programme, which was approved as part of the 2004/05 budget and hence the above is a further enhancement.

Efficiency Savings

The Gershon Review published in July 2004 sets out the case and targets for achieving efficiency savings of £6.5 billion across local government. In summary these savings would come from back office re-engineering, procurement savings and from partnership working with other public agencies. The back-office savings particularly are predicated on the joining of public agencies, using electronic processes. The Review emphasised the need to ensure that efficiency gains are not delivered at the expense of service quality and indeed service cuts will not count as efficiency gains.  

The Gershon Review also used the concept of “cashable” and “non cashable” savings 

· “Cashable” savings being those where there is a direct financial saving or benefit, with money released spent elsewhere or recycled within a service, 

· “Non cashable” savings are those where the gains do not necessarily lead to lower costs, but which lead to improved performance for the resources used.  

The Government’s Spending Review 2004 has translated the targets in the Gershon Review into an efficiency target of 1.25% cashable and 1.25% non cashable savings per annum for each of the next 3 years across local government with every local authority expected to meet this target. For Havering the current assessment of the saving for 2006/7 is £2.6 m cashable and £2.6m non cashable savings.

The process established by ODPM requires local authorities to produce an annual efficiency statement (AES). This sets out the efficiencies already delivered in 2004/05 and proposed for 2005/06. The MTFS process has been designed to readily identify all savings against the different categories under the AES process.

A survey published in LGC in May indicated that Havering had identified the 11th highest level of efficiency savings as part of our AES return across the whole of London. Havering’s efficiency savings totalled nearly £5m, of which £4m was cashable. 45% of these savings were being achieved from corporate services, slightly more than the London average of 43%.
II
OUR APPROACH

Background 
Havering, in the past, has had consistently high Council Tax increases and, whilst the 2005/06 increase was significantly lower than many other London Boroughs, Havering still has one of the highest Council Tax levels and the third highest in London.  The spend per head has, in the past, indicated that other Authorities are spending at a lower level but achieving some better outcomes.  This was confirmed in the Comprehensive Performance Assessment (CPA) where the following authorities received a better score but spend less per head: Croydon, Kingston upon Thames and Richmond upon Thames. 

Prior to 2004/05 there had been a reactive approach to budget planning and a relative lack of strategic thought as part of the budget process.  This, combined with service objectives and performance not always being linked to financial management, resulted in a lack of financial stability.

The London Borough of Havering now has very clear values and strategic aims and these have been used to develop a strategy that will:

· provide the basis of financial planning for future years;

· link resource allocation strategies with services strategies and aims;

· focus the collective mind and ensure all have a shared understanding of the resource strategy.

Our Strategy

To:

· allocate resources to the areas where they are most needed whilst also meeting the needs of the community as a whole and providing financial stability

in order to

· promote financial efficiency and value for money

· improve the quality of our services

· make Havering a better place in which to live and work

taking account of 

· legislative requirements

· customer care needs

· resource constraints

· views of the whole community

by
· managing the organisation in the most cost effective way

· providing the high quality services required and continually striving to improve these

· working in partnership to maximise effectiveness in the use of all available resources

· valuing staff and promoting equal opportunities.

Principles to be Used
In developing and delivering our strategy, the following principles will be used:

· Ensure compliance with all legal duties and maintain public/staff safety first and foremost.

· Focus on services, environment, customer and the community.
Protect front line services where possible and where need is still identified.  Maintain the ability to strive towards better standards and improving quality.
Think of the customer and the community.
Look after the Environment.

· Think strategically.
Identify services that may not be appropriate for delivery by a Local Authority.
Identify priorities and issues.
Think long-term and Corporately in service delivery and provision, i.e. what will Local Government look like in 5 or 10 years time.
Look at all areas and concentrate first on those with greatest scope.
 

· Be staff orientated.
Avoid if possible compulsory redundancies.
Involve staff - they often have good ideas.


· Maintain equality.
Ensure equality for all.
Promote this principle.

General Methodology
The basic principle adopted by the Council is that directorates will be required to manage within cash envelopes for revenue and bid for resources for capital in accordance with the Capital strategy.  The revenue cash limits take account of the MTFS 2005-2008, but assume that general inflation and other pressures will be met by efficiency savings within each area. This principle assumes as a fundamental concept that any budget growth will be met from within the resources allocated to each directorate as part of its overall cash limit. Each directorate is given a target sum to be met to achieve the “self-balancing” position required as part of the initial stage of development of the MTFS. This sum includes the estimated impact of inflation and takes into account any in-built budget changes resulting from the preceding year’s budget.
Directorate Management Teams will then allocate resources and produce summary service information, along with financial strategies to:

1. Justify the resources being used, how priorities are met and how value for money is assured.


2. Demonstrate how resources will be utilised and re-prioritised, i.e. service assessment of pressures, expansions and savings to achieve a balanced budget within the cash envelope as well as identifying invest to save opportunities, along with local and corporate capital proposals.


3. Justify how proposals will assist CPA, improve performance and set out what is being done to deliver key corporate issues, e.g. sickness.
Each Service will as a result also provide an MTFS detailing savings, pressures and investment schedules which achieve a Directorate balanced budget and redirect resources to service priorities within each directorate. This allows directorates to present proposals for redirection within their overall directorate cash limit.


Member review meetings will then take place, one Directorate a day (the “Star Chambers”), where service and financial performance will be examined alongside the detailed MTFS proposals.


Service Plans/Service MTFS will then be refined and the service/ Directorate MTFS combined to produce budget proposals for consultation for the whole Council.  This will include an evaluation of all capital proposals in light of the strategy  and the resources available  as well as  take into account the priorities determined by the Administration through the review process. The outcome of these reviews will be a revised assessment of the overall financial position with individual directorates’ cash limits and capital proposals being adjusted to reflect these priorities. 
These proposals are then the subject of consultation with the public and through Overview & Scrutiny Committees. Further refinement will then take place prior to the final budget proposals being presented to Cabinet and then Council.
Services will identify how to achieve short and long term efficiency savings in a wide range of ways.  The broad approach will be for services to identify efficiency savings to fund any identified budget pressures, investment opportunities, and inflationary increases.  This approach will ensure that budget growth is limited to genuine pressures within service areas, and that services operate within defined cash limit budgets, absorbing any growth and inflationary increases within an overall sum.  It will also encourage services to redirect resources into areas which they wish to develop.

Many efficiency savings will, by their nature, contain consideration of staffing.  This is unavoidable in an organisation predominantly service driven, with significant in-house services and whose budget consists of two thirds employee costs.  This makes workforce planning vital, not only to provide a stable, motivated workforce fit for purpose, but also to avoid significant exit costs.  By their nature, efficiency savings that are significant will also require fundamental change and will require significant lead in times.  Both of the above matters mean that early agreement/consideration of proposals is essential.

Services will also undertake a fundamental review of fees and charges.  Under the Local Government Act 2003, local authorities now have powers to provide and charge for services that did not exist previously.  This approach will encourage services to do this as they can reinvest the resources within the service.  In addition, the opportunity for a proactive corporate approach will to be taken to the level of fees and charges set, associated costs of service provision, and the approach taken to concessions, discounts, and so on.

The Council is committed to ensuring services offer value for money.  As the approach of cash envelopes and service reviews continues, the value for money being delivered will be reviewed through comparisons and benchmarks in order that future year cash envelopes could be adjusted to reflect greater efficiency requirements in order to improve value for money. In identifying proposals for savings, pressures and expansions, services will have regard to all factors including best value reviews, service reviews, and new legislation. This involves fully costing these from a base position.

Reward Pot
There is a central pot held to reward service improvement and performance.  This will operate as a PSA, internal to the Council.  The first distribution from the pot will take place between June and September 2005. It is used as one off resources to enable services to undertake investment to sustain performance.  The pot will be planned and managed across financial years and could be changed  having regard to:

· the level of general reserves;

· the flexibility within the overall resources available from future Council Tax increases;

· the review of the contingency.

The reward scheme is based on performance against specified targets.  For example, the approach being assessed is that there are 5 major targets for each service and a related reward for each target area.  The scale of the potential reward then reflects the relative impact of the service within overall corporate priorities, e.g. if these are recognised as the key drivers, highest in public perception, areas in greatest need of improvement/investment, etc.

The reward as indicated will be for pump priming and will not be a base budget adjustment.  From this respect it will therefore mirror the national PSA scheme.

CPA Fund

As part of the budget process for 2005-06, a fund was created to enable the Council to strategically invest in priority services. This fund totals £300k and will support the Council’s ongoing improvement programme in key priority areas. Underpinning this is the need to promote positive perceptions of the Council locally. The recent MORI survey has shown satisfaction rates overall have improved significantly. This needs to be consolidated and improved on, and a better understanding of the work of the Council and the services it provides are key to this.

How We Manage Our Budget

Management of the Council’s budget is governed by:

· the Constitution, which incorporates the Budget and Financial Procedure Rules, 

· the Financial Framework, and

· the Performance Management Framework.

Performance is regularly reported throughout the year. Any service overspends must be managed within the cash limit budget agreed as part of the Council Tax setting and within the overall framework of the MTFS. Where these cannot be managed at service level, the broad approach is for these to then be managed at directorate level. The Council’s budget management framework provides for overspends that cannot be contained at directorate level to be met through a combination of appropriate application of contingency funds and within the overall corporate cash limit for General Fund services.

Any service underspends would in general terms be applied to manage in year pressures within service and directorate cash limits as part of the overall management of budgets and generally provide an end of year contribution to general reserves.. Budget virements are allowed as explained below. Where underspends occur in areas of corporate priority, earmarked reserves may be created for specified purposes by the Lead Member Resources. Application of those reserves generally requires the prior approval of the appropriate Lead Member. Capital resources roll over across years as part of the management of the capital programme although there are periodic reviews to assess if resources are available for redistribution. Capital schemes are subject to post completion reviews which include a review of the budgetary performance.

Budget virements are permitted for both revenue and capital items. The rules for these are set out in both the Financial Procedure Rules and the Financial Framework. These require successively higher levels of authority for approval, and in addition, virements in excess of £100k which do not require Member approval are regularly reported to both the Senior Management Team and Members. All virements have regard to corporate and service priorities as part of the decision-making process.

Other Corporate Considerations

1. The Council, in undertaking its Medium Term Financial Strategy, needs to consider a number of factors, both within and outside of its control.  The overriding consideration in undertaking this strategy is that a 1% change in Council Tax at band D is equivalent to around £1m.  These factors are set out below, along with other relevant information.

2.
External Grant Funding

The level of grant funding is uncertain for a number of reasons, including:

· the floors and ceilings are unknown;

· the impact of data changes across the country is unknown;

· the impact of  formula changes is unknown;

· the level of adjustments to compensate for the ceasing of specific grants is unknown;

· the level of specific grants is unknown;

· the treatment of Education requires specific consideration and is examined below.

The level of grant is a key component of the Council’s budget with 1% equating to £1.5m.  The planning assumption is that there will be no increase in  government grant.
3.
Continued Support For Schools

The grant settlement for 2005/06 was again dominated by the Government’s commitment to giving schools-spending preferential treatment in budget planning. The Secretary of State for Education and Skills expects all Local Education Authorities (LEAs) to “passport” to schools a minimum increase ; in Havering’s case, an adjusted SFSS of £5.207m (which is an increase of 4.4%). Within this amount, individual schools have been promised a minimum budget increase close to 4%, depending on pupil number changes. There are also restrictions on the amount that the LEA can retain for centrally managed school spending such as special educational needs. The Secretary of State has said that he is ready to back up his expectation by using his statutory powers to reset the education budget of councils who do not comply.

In 2004/05, virtually the entire increase in Government grant was required to meet the passporting target.  Although the position in 2005/06 was not as severe, the grant settlement meant that only £1.4m remained after the schools’ passporting increase was accounted for. A key assumption made within the MTFS is therefore that the anticipated increases in government grant over the period of the plan will continue to be required to meet the passporting target.   As schools only account for approximately one third of the Council’s gross expenditure it is inevitable that local decision making will be constrained and the Council’s resource allocation will be disproportionately skewed. The Government is consulting on removing Schools’ budget from local authorities and directly funding schools via grant. The methodology and implications are as yet unclear but the concern is that the local decision to fund schools at a level greater than the Government expect will be lost to our schools and our authority.

4.
New Responsibilities

There are a number of areas where changes in responsibilities or arrangements will require the Council to provide additional services, e.g. the recent transfer of licensing functions, or strengthen existing services, e.g. the Elderly Persons green paper, or deliver statutory plans.  In some instances, it is expected that the change will be reflected in the Government settlement or the costs met by other means.  However, whether this is reflected entirely in grant is not certain.


A core assumption in the preparation of the Strategy is that, whilst Services in the first instance are expected to manage within the cash envelope provided, any Statutory and Regulatory changes will be funded through increased Government funding.  This could be a mixture of specific grant, general grant and fees & charges, where these are set by statute.  Services have been required to identify legislation with a potential financial impact as part of their initial preparations for the development of the Strategy, and they will be tasked with ensuring that they keep any relevant information updated and report progress as the Strategy is rolled out in coming months.  If funding is not provided in full, this will have implications for Council Tax levels.

5.
Reserves and Contingencies

The current reserves as at 31/3/04 amount to £11.9m and, having regard to the current projected year-end position for 2004/05, are likely to remain at a similar level.

The working balances provide protection against unforeseen events that could impact on the authority.  The risk assessment undertaken as part of the budget sets out these risks and the potential impact.  This demonstrates that the working balances provide limited protection.  However, there is also a need to consider:

· the probability of the risks happening;

· the financial management arrangements;

· the mitigating action that would be taken should the risks occur;

· the improvement agenda;

· Council Tax levels.

Taking these in turn:

· The probability of the risks happening.

The risks which were set out in the budget report are significant, however there are risk control measures in place and many have been faced in previous years and have not arisen.  Furthermore, these risks are faced by all Councils and continue to be managed by all Councils.  Havering, unlike some Councils, does build in a contingency into the budget to protect against issues arising during the year and this is provided within the base.


· The financial management arrangements.

Havering has often underspent at year end, albeit these have invariably resulted from some fortuitous savings such as additional interest.  The increased focus on financial management and managing within resources provides a robust framework to manage budgets within.

By way of example, as overspends have occurred, the Council has taken mitigating action to reduce any overspends and this includes:

*  overall moratoria;
*  action plans and special monitoring in key areas;
*  policy reviews.


· The mitigating action that would be taken should the risks occur.

Should a risk occur, as well as the risk control measures already in place, the authority would also review what further mitigation could be taken.  This would include policy reviews, moratoria, capitalisation and rescheduling of debt.


· The improvement agenda.

The Council is committed to improving services and to deliver this through improved performance.  Whilst there is a drive to do this within existing resources, in some areas additional resources will be needed.


· Council Tax levels.

The Council has one of the highest Council Tax levels in the country and, with an increasingly elderly population on fixed income, the Council is very conscious of the need to restrict Council Tax increases to a minimum.  The Council is also mindful of the threat of capping.


With all these issues in mind, the advice of the Chief Finance Officer is that the general reserves should be at a minimum level of £10m.  This position was achieved at 31/3/04 and it is anticipated that a similar position will exist at 31/3/05. This objective remains a key part of the Council’s MTFS and careful consideration is given to the level of reserves as part of the budget process.
The contingency will continue to be reviewed as part of the budget arrangements. This currently stands at £2m. This sum was reduced as part of the budget-setting for 2005-06 in the light of recent experience and as a result of the assessment of associated risks. A thorough review process is conducted by the Chief Finance Officer prior to recommending the detailed budget and Council Tax levels to Cabinet.
Ear marked reserves exist for specific purposes e.g. council priorities and their use is monitored during the year.

6.
Risk Management

As part of the budget formulation, savings proposals will continue to be risk assessed against the following criteria:

Risk Ratings
	
	£0-£25k
	£25-£250k
	£250k+

	Saving that has been raised previously and not delivered
	1
	1
	1

	Affected by factors outside of our control, e.g. income and demand
	1
	1
	1

	Value of savings option
	1
	2
	3

	Human resources and industrial relations issues
	1
	2
	3

	Responsibility for delivery across parties
	1
	2
	3


The risk level will determine the corporate level of monitoring to ensure delivery of the saving, as well as assess the level of contingency that should be held.  Grading will be determined as follows:

· high risk – 8+

· medium risk – 4-7

· low risk – 3 and below

Risk assessments will also continue to assess budget review focus and the level of contingency.

7.
Procurement Strategy

The Council agreed a revised Corporate Procurement Strategy in 2004 alongside a strategy for alternative service delivery.  The procurement strategy provides a framework for undertaking strategic procurement within Havering and encompasses the whole process of service selection including how services are obtained or commissioned, whether they should be delivered by the Council, a partner, supplier or contractor, and the extent of the Council’s involvement in provision.

There are four key themes identified within the Procurement Strategy.  At the heart of the Strategy is the Council’s Vision and Values.  All strategic decisions offer the opportunity to advance them.  The Strategy also encompasses a range of financial savings targets.  Procurement is central to the Council’s approach to Best Value and all strategic procurement decisions need to demonstrate that they have addressed the four Cs.  The strategy also covers the Council’s approach to e-procurement.

A detailed Procurement Framework is in place which sets out the basis for the implementation of the Strategy and details the processes to be followed, and is closely linked with the Contract Procedure Rules (CPR).  This Framework will be updated once a revised version of the CPR has been approved.  The Council has adopted a Corporate Environmental Policy (CEP), which includes the promotion of sustainable development and the minimisation of environmental pollution resulting from our activities.  The Council has also adopted a Sustainable Construction Strategy and Interim Planning Guidance on Sustainability Issues to underpin the CEP.

8.
Levying Bodies

There are a number of levies, but the predominant levy relates to ELWA.  The current overall levy budget is around £8.5 million, of which ELWA accounts for nearly £8 million. There is a 25 year PFI contract now operating, however waste volumes and potential significant increases in landfill tax mean that a substantial increase in the levy in the region of  £0.5 million a year is forecast for the next three years.  This can be reduced by improving waste management and this must be a key consideration for the Council on an invest to save principle.  Any increase in levies will fall directly on the Council Tax.

9.
Greater London Authority

This precept is outside of the control of the Council and as such does not form part of the strategy of the Council. The Council is concerned with the budget and level of Council Tax that it sets although it will of course lobby to ensure any precept increases are reasonable and add value to the community of Havering.

What This Will Achieve

We believe the approach will assist in achieving the improvements needed and these are:

· Involving Heads of Service and third-tier managers more.

· Involving Lead Members more (including Service Planning)

· Demonstrating clearly resources (savings/investment) being linked to Council priorities and community strategy priorities.

· Ensuring the link between capital and revenue better.

· Considering past performance – budget and service.

· Considering Value For Money.

· Ensuring Service Plans are linked to budgets.

· Getting Heads of Service to manage within the resources available.

· Ensuring budgets have clear outputs.

By following the approach set out for the Medium Term Financial Strategy the Council will:

· ensure the level of reserves is appropriate

· identify service delivery trends, changes in legislation etc. that will have a financial impact

· accurately predict levels of spend in the future to avoid further overspends

· identify revenue costs resulting from capital expenditure

· cost areas of new or increased priority

· provide efficiency savings to balance the books

· provide savings to fund new investment and areas of increased priority

· cost new investment and estimates any subsequent payback

· increase value for money

· ensure all projects are adequately funded and resourced.

III
CONSULTATION

How It Will Be Approached

The budget consultation for 2006/7 will initially identify local priorities from a range of audiences in order to help influence the service priorities for the coming year, as well as inform the public on the issues being faced by the Council. The second stage of the consultation will show how the local priorities have been included in the budget setting process, and consult on the levels of council tax which has been suggested to meet these priorities.  

Stage 1
	August – October 
	Will include initiatives from within these examples:


(a) Article and questionnaire in Living in Havering.


(b) Staff at the Havering Show will be available to discuss issues and help local people to complete the same questionnaire as provided in Living in Havering (face to face completion option).


(c) Information will be provided at Area Committees and the questionnaire circulated. 


(d) Overview and Scrutiny Committees consider strategy and priorities.


(e) Views sought from local businesses via Questionnaire in Havering Business Focus.


(f) Views sought from partner organisations.


(g) Views of Unions and staff through Inside Havering Extra.


(h) Press Briefings.

(i) Use of the Council’s website.


Stage 2

	December – January
	May be drawn from such things as:


(a) Consideration of detailed information by Overview and Scrutiny Committees.


(b) Continual dialogue through press briefings and briefings to Area Committees.


(c) Articles in Living in Havering and Inside Havering.


(d) Detailed service discussions and consultation with affected groups, Unions and partner organisations.


Feedback And Communicating The Decision
This will be carried out through:

· Press Briefings/releases

· Living in Havering

· Inside Havering

· Website

· Council Tax Leaflet

and cover:

· How the budget will be spent

· What will be delivered and what the local priorities are

· How we have used people’s input

In addition, the approach adopted in 2005/06 to dealing with correspondence and calls about the Council Tax increase will be continued.  

This was the second year that a co-ordinated approach was used with a suite of standard responses and information being provided for staff dealing with issues on the front line.  A briefing was also held with staff on these and how these should be used in order that queries can be dealt with in the service area first in receipt of them, with only the more difficult and specific queries being referred to either the Leader, Lead Member, Chief Executive or Executive Director Finance and Planning.  This continues to be  well received by staff and ensured a prompt and consistent responses. 

As in previous years, a budget email address will be set up for people to mail comments about the budget and council tax levels. 

A questionnaire seeking the public’s views on spending priorities was again included in the Council Tax leaflet; it will also be included in a future edition of Living in Havering. The questionnaire was kept broadly in line with the format of the MORI survey – which was again repeated this year – and enables us to build up a picture of residents’ views. We have had 277 replies to this year’s questionnaire so far (784 last year). The full results from the questionnaire are shown in Appendix 2, but the main points from this were:

	
	Spending Questionnaire 2004
	MORI survey 2004
	Spending Questionnaire 2005
	MORI Survey 2005

	What needs improving:

Levels of crime

Clean streets

Parks & open spaces

Road & pavement repairs
	63%

56%

21%

57%
	66%

51%

24%

55%
	52%

44%

24%

49%
	61%

46%

26%

54%


IV
CONCLUSION

It is important to note that this whole process is iterative and will continue to develop.  This involves adding and deleting information as more detailed information comes to light.

Work will continue over the summer to refine proposals for release in the Autumn.  The information above clearly shows that there will be difficult decisions to make.  However, the Strategy does demonstrate these decisions will take place in an informed manner to ensure resource allocation matches policy and service priorities.  The timetable will also enable service planning to take place alongside the budget formulation in order that the authority has a fully integrated service planning system.

There is no doubt that agreeing priorities will mean judging costs, quality and value of services, meeting national and statutory requirements will have to be balanced against local needs (expressed through community consultation).  The consultation process will therefore be integral.

Partnership working is a key consideration and is alluded to in the above.  Work is well commenced.  However significantly more work is required. The potential benefits of partnership working are substantial.  The Council must consider carefully how it could strengthen its service and financial planning to overcome some of the difficulties that it will face in planning the joint delivery of services.  Three issues in particular are being considered:

· establishing shared objectives;

· pooling resources; and

· monitoring and reviewing partnership activities.

By following the approach set out for the Medium Term Financial Strategy the Council will:

· ensure the level of reserves is appropriate

· identify service delivery trends, changes in legislation etc. that will have a financial impact

· accurately predict levels of spend in the future to avoid further overspends

· identify revenue costs resulting from capital expenditure

· cost areas of new or increased priority

· provide efficiency savings to balance the books

· provide savings to fund new investment and areas of increased priority

· cost new investment and estimates any subsequent payback

· increase value for money

· ensure all projects are adequately funded and resourced.

This Strategy provides a basis to enable the Council to continue to undertake successful planning.  It will be added to and progressed over the coming months and years to provide, with the CDP and BVPP, the basis of financial and service planning in the Authority.

This process, which is now in its third year, is allowing the Council to stop being finance driven.  Instead of finance dictating the Council’s business outcomes, the business is driving finance.  In this way, the Council is able to demonstrate that it is prioritising finance according to its business objectives as set out in its annual performance plan.

In conclusion, we believe the approach will assist in achieving the improvements needed and these are:

· Involving Heads of Service and third-tier managers more.

· Involving Lead Members more (including Service Planning)

· Demonstrating clearly resources (savings/investment) being linked to Council priorities and community strategy priorities.

· Ensuring the link between capital and revenue better.

· Considering past performance – budget and service.

· Considering Value For Money.

· Ensuring Service Plans are linked to budgets.

· Getting Heads of Service to manage within the resources available.

· Ensuring budgets have clear outputs.

CAPITAL STRATEGY










APPENDIX A

Context

The Capital Strategy is a summary setting out the Council’s approach to capital investment over the medium term.  It sets out how the utilisation of capital resources is carefully planned and feeds into the achievement of the Council’s key objectives and priorities.  It has been developed in consultation between senior officers and Members and the Council’s key strategic partners, and is integrated with Havering’s Community Strategy. The 2005 Strategy draws on the work done in preparing the Council’s Strategy for 2003, which led to the approval by Council of a three year capital programme, and for 2004, which was the basis upon which the programme was updated and extended for a further year.

Havering, like many local authorities, is faced with a range of financial constraints and competing pressures for service delivery and improvements.  In the face of these issues, the Capital Strategy has been developed with the twin objectives of:

i) Maintaining current assets – the backlog of repairs to current assets such as school buildings, leisure facilities, office accommodation, and infrastructure assets such as roads and paths, is broadly estimated to be in the order of £150m (including the HRA). 

ii) Developing new facilities for which there is significant public demand or upgrading our assets to meet the expectations of local people, and obtaining Best Value from the use of those assets.

These twin objectives have been followed in each of the last two years and the 2005 Strategy is similarly based on them. These will assist in achieving the key corporate objectives of the Council’s Community Development Plan (CDP) and its priorities for the next three years. The Council’s Corporate Asset Management Plan (AMP) sets out the overall approach to the maintenance of its assets, whilst the Housing Revenue Account budget report contains details of the proposed investment in the housing stock. Both of these are key feeders to the Capital Strategy.

The Capital Strategy also reflects developments within the Council and externally. For the period covered by this Strategy, this includes

· the proposals being developed regarding the creation of an arms length management organisation (ALMO) for the Council’s housing stock

· potential developments within the Thames Gateway area

· the development and implementation of the Corporate Property Strategy.

The Capital Strategy is a key part of the MTFS to ensure compatibility and integrated financial planning. The Strategy provides the opportunity to better maintain our assets, as well as develop and upgrade our assets to improve services.

The development of the Capital Strategy includes the identification of funding sources for capital expenditure. This includes the use of invest to save funds as well as appropriate use of prudential borrowing. The Council has established a range of prudential borrowing indicators that are monitored by the Investment Committee on a quarterly basis, and because of the integral link, the Treasury Management Strategy is reviewed alongside the Capital Programme.

It is in this context that this Capital Strategy has been developed.  The strategy sets out the corporate and service drivers that underpin the production of the Capital Programme and the Asset Management Plan both in the short and long term, with the purpose of using public assets as efficiently and effectively as possible to meet community needs.


Key Priorities of the Council

The Council’s vision is:

“Putting people first by creating the best opportunities, the best environment and the best public services that we can for everyone who lives, works or visits here.”

This vision for Havering builds on the area’s strengths.  It reflects the belief that the future of Havering relies on the wellbeing of its communities, businesses and environment.  It is at the core of the Havering Strategic Partnership’s Community Strategy which was produced in 2004 after widespread consultation with the local community, and which brings together key organisations to improve the quality of life for the people in Havering.

For the Council, Putting People First means creating an environment in which people are proud to live; where local amenities are well maintained and the community feels safe; where people are well educated and motivated and the local economy is thriving.  Havering is well placed to achieve this vision with good building blocks in place, especially for regenerating the borough.

All of the Council’s resources must be used effectively if these priorities are to be delivered. The Council’s Capital Strategy reflects these priorities.

The Havering Strategic Partnership is concerned with how services are delivered to the public and how Havering can secure future private and public investment.  The Council will play its part, working with other public, private and voluntary organisations to deliver these improvements.  The Capital Strategy has been developed with these key themes in mind.  The Council has also set its own priorities to improve its services and the way it works to help achieve the objectives of the Community Strategy.

The Council is continuing to pursue its corporate strategies for regeneration and for sustainable development as an integral part of the Community Strategy that has been developed with partners and the community.

An important means of delivering the community strategy is through Havering’s partnership, Local Public Service Agreement (LPSA).  Those targets with capital asset bases have demonstrable links to the Community Strategy.  Progress with the LPSA is good and the Council will be working with partners over the coming year to prepare for the second round of LPSA.

Linked with achieving the community priorities is the need for the Council to deliver the expectations of a modern local authority, and for it to continue to improve on its Comprehensive Performance Assessment score, which has improved from “weak” to “fair”.  The Council has an ambitious change agenda to achieve excellence and use of all assets effectively will be key to this.

An important element of this is looking at options for alternative service delivery (ASD).  This is based on a fundamental review of services in the context of Best Value to identify the organisation’s core business and those services that could be considered for future alternative service delivery, including partnership opportunities with a community owned/influenced provider.  The Council agreed an ASD strategy, as well as an updated procurement strategy, in 2004. The Council’s approach to ASD includes rationalisation of the Council’s asset portfolio and potential for private sector partnership in property transfers, facilities management contracts, and other innovative structures, further details of which are contained in the Corporate Asset Management Plan.

The Council has been involved in discussions for some time with neighbouring authorities across North East London, and collaborative approaches are under active consideration. In addition, the London Centre of Excellence is co-ordinating a wide range of pan-London projects and the Council will be involved in a number of these. This is likely to include both partnership and consortia approaches as well as potential outsourcing and procurement arrangements.

A range of work has been undertaken to assess the extent of external funding across the Council and to analyse the partnership arrangements in place, as a basis for determining how the Council can maximise the benefits from partnership working in the future.  This has included comparisons of funding received by the Council and other London Boroughs.  Future proposals for capital investment now reflect the outcome of these studies and the Capital Strategy is being developed with these factors in mind.

Further examples of partnership in service delivery with implications for the Capital Strategy includes:

· The Grange project for the reprovision of residential services, which is with a housing association and service provider

· The future provision of residential and day care services, for which a range of options is currently being considered which could involve external providers

· The outsourcing of leisure management and Council investment for condition surveys and also other possible investment, as part of the tender

· The Queens Theatre.


Key Partners and Consultation
Since 1998 the Council has brought its partners and stakeholders together in a forum that now forms the Havering Local Strategic Partnership.  The Council is strongly committed to partnership and the involvement of all partners and stakeholders.  There is a range of other partnerships that work within the HSP umbrella.

The structure of the partnership incorporates:

· HSP Board

· Community Management Team.

· Voluntary and Private Sectors

· Community Involvement

Partnership contracts are already in place, for example for technical surveying work and the private public partnership (PPP) to replace schools boilers.  These will be further developed to embrace the EGAN Statement requirements to re-think construction contractual relationships, for example the development of Central Park Pool and the review of property and office accommodation.  The Council has successfully facilitated the Havering Association of Voluntary and Community Organisations (HAVCO) to co-ordinate involvement within these sectors.

The Council has continued its dialogue with other North East London authorities and Thurrock Borough Council to explore opportunities for joint working on a range of service provision including waste collection, shared office accommodation, catering supplies and e-government arrangements. Discussions on a collaborative approach to future contracts have included working with the London Centre of Excellence on various areas, including agency staff, and with several other London boroughs on an internal audit contract. The Council is also considering a joint approach to IT disaster recovery with other authorities and the feasibility of shared services is being explored. 

The Council is firmly committed to the principle of consultation and to the promotion of an inclusive community.  One element of this is the Council’s approach to hard to reach groups within its community and the views of the public and partner organisations have been sought to inform the production of the MTFS.  To facilitate its communication with the local community, the Council has adopted a Communications Strategy.  The Strategy places a high priority on putting in place appropriate mechanisms that ensure a more consistent corporate image and a generally more coherent approach to communications.

Managing the Capital Programme – Havering’s Principles

The principles that are being used to manage the existing capital programme, develop the Council’s long-term capital strategy and to deliver future investment in Havering’s capital assets are as follows:

· To give a high priority to investment required to achieve the Administration’s priorities set out in the Corporate Development Plan

· To ensure reinvestment in our community by having capital investment programmes which:

· make a positive contribution to the achievement of the community strategy;

· are aimed at developing higher quality services and processes, or designed to meet special needs and local policy initiatives;

· will improve services to meet rising needs, expectations and statutory obligations;

· will improve the value of assets with the objective of improving long-term cash flow opportunities.

· To meet targets set through external measures such as the LPSA and any internal targets and objectives, and to respond to the outcome of Best Value Reviews and other inspections 

· To ensure that all essential maintenance is prioritised in line with the assessment of backlog requirements, and to bring forward planned maintenance programmes to commence during the planning period.

· To ensure that all capital investment projects flow from strategic programmes and that the contribution of strategic programmes of capital to business and strategic plan goals is clear and communicated to all stakeholders

· To deal with all health and safety issues identified in our strategy over the plan period and to ensure that investment decisions support the Council’s proposed new health and safety systems.

· To ensure that all capital projects are managed and closely monitored within the revised corporate framework which provides for a strong commissioning/client role, and tight controls over budgets, programmes and contractor performance.


Prioritising Investment and Capital Strategy Proposals

Financial constraints have resulted in a shortfall in achieving the optimal investment required to maintain the physical structure of our Borough and carry out some aspects of health and safety work in the timescale that would be desirable.  Against this backcloth, the Council has to address the social/demographic pressures of its geographical area, to respond to intensifying demands that come from rising customer expectations, to effect changes arising from Central Government legislation (particularly Best Value and electronic access to services as they continue to evolve) and the consequential changes in service provision.  In addition, it must continue to engage and listen to the community, respond to their needs and implement local policies.  

The Council’s Capital Strategy is based on a three-tiered approach to ensure that resources are allocated in accordance with a clearly laid-down prioritisation system. The first stage of this process  is based on the three prime objectives of the Council but also incorporates:

· How schemes will contribute to the Community Strategy priorities

· The Council’s CDP 

· The delivery of the LPSA targets

· Guidance from the Office of the Deputy Prime Minister (ODPM) on the approach to the prioritisation of capital projects

· The need to ensure that services are able to assess and prioritise projects locally based on relevant factors and information on service needs.

The key elements considered when undertaking prioritisation are:

First Level Criteria

· To promote financial efficiency and value for money

· To improve the quality of our services

· To make Havering a better place in which to live and work.

Second Level Criteria

To promote financial efficiency and value for money

· Robust financial planning (including invest to save and prudential borrowing)

· Effective monitoring and management of performance

· Communicate effectively with customers, residents and staff to they are better informed about what service standards to expect and how they can influence their delivery

· Make more effective use of the skills and commitment of our workforce

To improve the quality of our services

· Have a direct impact on our CPA rating (including improvement in BVPIs or other targets)

· Improve public satisfaction with our services 

· To minimise or eliminate social exclusion and maximise diversity

· To improve performance standards

To make Havering a better place in which to live and work.

· Regenerate the borough and enhance its town centres

· Improve the quality of the local environment and public places

· Promote and improve community safety.

Third Level Criteria

Corporate priorities

· Fit with corporate aims

· Fit with corporate priorities for improvement

· Impact on BVPI performance

· Consultation with stakeholders

Strategic priorities

· Meets boroughs aims

· Meets service area aims

· Meets capital strategy objectives

· AMP priority

· Addresses deprivation issues

· Relates to an approved performance review action plan

Scheme specific

· Flagship scheme

· Meets statutory requirements

· Beneficial impact on local area/environment

Partnerships & joint working

· Internal cross-cutting potential

· External partnership potential

Financial

· Internal cross-cutting potential

· External partnership potential

· Reduces revenue costs

· Generates match funding

Risk management

· Addresses new statutory/legal obligations

· Addresses new health & safety issues

· Improves disabled access

· Reduces identified risk at corporate or service level

Opportunity management

· Promotes cross-cutting service delivery

· External partnership potential

· Improves economic development/regeneration performance

· Raises the Council’s community leadership

In agreeing priorities and further Capital Programme expansion, consideration will be given to how each scheme assists in delivering those priorities. All capital schemes are managed having regard to an initial approach to risk management. This assesses both the risk of the project itself and the risks associated with the service within which the project lies.

The system that will be applied to proposed capital investment is set out in Appendix A. This is the basis upon which schemes proposed for inclusion in the capital programme are evaluated.

One of the fundamental elements of development of the Council’s Capital Strategy will be to ensure it fits closely with the Council’s planning processes including the MTFS and best value programme.  These will identify potential capital requirements that will be assessed and prioritised as part of the council’s rolling strategy.


Key Areas of Capital Expenditure
Within this overall framework, the most pressing expenditure priorities are set out in the table below, linked to the relevant community strategy themes to emphasise how these areas cut across the range of services the Council provides.

	Priority Area
	Explanation
	CDP Category

	Increased community participation
	

	Customer Relationship Management/IT
	Develop & integrate Havering’s front line services and implementing electronic access to services, plus essential upgrading of hardware and networks
	Improving efficiency and communicating effectively

	Corporate Assets
	Expenditure on planned and preventative maintenance, health and safety requirements, and refurbishment to modern space planning standards to achieve the corporate property strategy, as outlined in the Corporate Asset Management Plan
	Improving public satisfaction, making more effective use of the workforce

	Community Premises Audit
	Develop & implement a Community Premises audit and a Community Buildings Strategy and provide an accommodation-matching service
	Improving public satisfaction, making more effective use of the workforce, to improve performance standards.

	Better health and welfare
	

	Social Services
	There are immediate needs for Older People’s recourse centre for mental health  (joint with the Health Service), and to continue to support the IT system.
	Improve public satisfaction and efficiency

	Leisure
	Investment in upgrading leisure centres and parks which have the poorest funding ratio available in London
	Improve quality of environment, regenerate the Borough, minimise social exclusion.

	Housing
	Develop the supply of affordable housing and raising the standard of Council housing
	Improve quality of environment, regenerate the Borough.

	A more prosperous community
	

	Regeneration
	Access, transport and environmental improvements for town centres and for the key South Havering/Heart of Thames Gateway area, as the stimulus for economic and community regeneration, mainly as match funding/pump-priming for externally funded programmes and projects
	Improve quality of environment, regenerate the Borough.

	Improved lifelong learning
	

	Education
	Essential highest priority capital repairs, replacement of worn out temporary buildings, necessary improvement to teaching spaces, arising from the schools.
	Robust financial planning, improve public satisfaction.

	Early years
	Investment from Grants Council in early years facilities
	Robust financial planning, Improve performance standards

	Libraries
	Reinvestment in libraries including People’s Network development
	Robust financial planning, Improve public satisfaction


	A safer community
	

	Community Safety
	Capital expenditure is required to overcome identified needs e.g. street lighting, subway improvements/removal, ‘designing out crime’ in town centres and on housing estates
	Robust financial planning, Improve community safety.

	A high quality environment
	

	Streetcare
	Deliver a step change improvement in infrastructure replacement and repair, and road safety schemes, which are a major community priority.  These changes reinforced by the cross-service Best Value review
	Robust financial planning, improve community safety.

	Transport
	Proposed expenditure planned on Homezones, cycling and walking strategies, public transport interchange and station improvements, to complement the Council’s submission for funding from Transport for London.
	Robust financial planning, improve community safety.


Capital Resources

The Council has extremely limited capital resources to finance its investment.  There has in the past been a heavy reliance on capital receipts to supplement the Basic Credit Approval (BCA).  This position has now changed following the implementation of the Prudential System for capital from 1 April 2004, with the result that a level of prudential borrowing is now assumed as part of the overall investment plan.  The Council is seeking to maximise its capital receipts through the efficient management of its property portfolio.  For example, the Council’s Property Group is assessing all buildings as part of the Property Strategy.  Details of the additional available resources are reflected in the main body of the report.  
Additional Capital Resources and External Investment

To supplement its limited capital resources, the Council is continuing to: 

· Attract private investment into Council facilities through exploration of potential partnership and outsourcing arrangements, for example leisure management and residential and day care services. This is driven by Havering’s regular consultation with the community, responsiveness to surveys/comparative performance information and resulting dialogue with those service users, service delivery cost pressures and a strong desire to seek continuous improvement. These are examples where the need for funding is unlikely to be met from the Council’s own resources and firm proposals have been developed and submitted for approval.   

· Follow a proactive disposal strategy in order to maximise capital receipts in the interim and for land/property that will no longer be required to be disposed of at best value.  Potential disposals are identified and progressed through the Corporate Asset Management Group, which also recommends priorities for the use of the capital resources becoming available to the Council.

· Pursue grants and other funding including leverage opportunities for example, the swimming pool in Harold Hill, supporting the regeneration of the area, which has been the subject of a successful Lottery bid; investment by the London Development Agency and SRB in large scale economic development in South Havering; funding from Groundwork and the private sector for major schemes and environmental improvements in Romford.

· Take bids for additional resources only where they accord with the Capital Strategy and where the Council has taken into account ongoing commitments and current strategies in relation to its capital needs and other resources.  Bids for additional (grant funded etc) resources will be agreed corporately.

· Develop Invest to Save Schemes.  The Council has established a capital contingency fund for the sole purpose of funding capital schemes to generate additional income or to save revenue expenditure.  The Medium Term Financial Strategy informs the use of this fund and will further encourage the investment to save approach.


Revenue Implications of Capital Investment

The considerable level of unmet need, both within the approved programme, and generally through the backlog of repairs, means that capital resources are used to maintain the existing infrastructure and to support the revenue budget.  There are limited direct revenue implications being identified in schemes although consideration is also given to retaining receipts to accrue interest.  The appraisal process for each scheme ensures that the revenue implications are quantified and provided for accordingly.  This information will be fed into the Council’s Medium Term Financial Strategy and the financial planning and budget process.

Monitoring and Performance Measurement

Management of the Capital Strategy and delivery of the capital programme is dealt with under an established framework at three levels:

· Strategic Level; the overall strategy is overseen by the Strategic Management Team and the Cabinet.  In addition, the Council established the Corporate Asset Management Group (CAMG) to manage and administer the capital strategy at senior officer level.  Major projects are now co-ordinated by the Project Board and led at project level by the Project Implementation Group

· Operational Level; within the framework, officers are responsible for specific parts of the programme and for contributing to the development of service based programmes and schemes.  This ensures that projects are developed and managed on the ground, with co-ordination through the CAMG at corporate level.  This incorporates use of Prince 2 as the standard project management methodology 

· Community Level; this covers engagement with the community through the Community Planning Forum and Area Committees, as well as consultation with the community as part of the annual budget and Council Tax process.

The CAMG comprises a group of cross-departmental senior officers that meets on a bi-monthly basis and is responsible for the development of the capital strategy and the asset management plan, compilation of the corporate capital programme and submissions for prospective projects, and monitoring of the programme and its financial consequences.  CAMG is also responsible for monitoring and updating the Corporate Asset Management Plan (CAMP).

Performance Indicators have been and continue to be identified in respect of property that will be reported within services, corporately as part of a corporate health indicator suite and to the Council’s members in their scrutiny role.  The publication of property and asset management indicators will also be included within the BVPP for 2004 and other ways to convey this to the wider community are being developed.  Detailed proposals setting out the Council’s approach to benchmarking have been discussed with the Audit Commission and will be developed to be compatible with the prioritisation scheme and the capital framework. The new capital framework that is currently under development will reflect the approach to benchmarking now being finalised, and ensure that this is incorporated within the Capital Strategy and programme during the current year.  This will ensure that the Capital Strategy remains outcome focused. 

This information is used to inform on the allocation of resources and future investment need or potential for disposal.  To complement the performance indicators, a significant review of the Council’s property portfolio has generated thorough benchmark information.  The results from this work are being used to inform future policy and property strategies.  Overseeing all of this work is the CAMG in its monitoring and advisory role to the Council.

The approach to monitoring progress with the capital programme includes a number of elements:

· Monthly reports to Project Board on the programme and individual schemes

· Monthly Head of Service performance packs on relevant schemes

· Longstop review by Corporate Finance to critique the information provided, including forecasts and spend

· Post completion reviews for the majority of projects

· A focus on high priority schemes taking account of the relative risks associated with them

· Monitoring of progress on key corporate projects by the Project Implementation Group.

ANNEX  A

CAPITAL PRIORITISATION SCHEME

Set out below is the scheme applied in the allocation of funds between proposed capital projects. The objective of the scheme is to ensure that funds are allocated to those projects with the highest priority within each of the three main elements. This will ensure that the limited funds available to the Council are only deployed to finance priority projects, and that the allocation of funds is carried out in accordance with the Council’s agreed capital strategy.

The scheme is designed to cover the breadth of capital projects that the Council undertakes. This includes:

· Major infrastructure projects, such as the Corporate Property Strategy that will address the Council’s office accommodation requirements, or the Schools’ capital programme; these projects will deal with the physical assets of the Council and will usually lead to the creation of new or considerably enhanced assets

· Major improvement projects, which would include the replacement of street lighting throughout the borough; these projects are effectively major repair/improvement works that will lead to the replacement and/or upgrading of existing assets

· E government projects, such as document imaging and e procurement, where the projects offer the potential for savings as well as improved services to both the public and in back-office operations.

There are five stages to the prioritisation scheme. These are:

1. stage 1; identification of proposed scheme. An outline business case is prepared; this sets out a summary of the scheme, the proposed costs, any revenue implications, which of the three Council priorities it falls into, an options appraisal, and a provisional assessment from the submitting service of the relative priorities where multiple projects have been identified

2. stage 2; the scheme is ranked against each of the criteria, with the highest score being allocated to those schemes that most closely meet the specified criteria to produce a total score for the project

3. stage 3; the scores for all the schemes within each category is tabulated along with summary information on the scheme itself, including timescales and projected costings. Schemes are ranked highest to lowest

4. stage 4; the project tables are then scrutinised by the Capital Asset Management Group (CAMG) who raise any queries that they have and make recommendations on both the schemes and the ranking

5. stage 5; the project tables together with the comments made by CAMG are then considered by SMT who in turn raise any further queries and agree a final ranking order.

The overall rankings are carried out by a small panel comprising members of the Capital Asset Management Group (CAMG), including finance. Consideration is being given to the inclusion of an external member to ensure that the prioritisation scheme is applied in a consistent manner and to benefit from an independent assessment of the process. This does not however prevent services from carrying out their own assessment or producing their own assessment of the relative priority of each scheme; services are in fact encouraged to do so as this facilitates the review process undertaken by the panel.

Once the proposals have been assessed by the panel, they are referred to CAMG for a further review. This provides a forum for both challenging the overall prioritisation of proposed schemes, and of individual projects. The proposals and rankings, along with the views of CAMG, are then referred to SMT for final consideration. These final proposals are then presented to Members.

The scoring basis for each of the elements is based on a 1 to 4 system, with 4 being the highest. Any project achieving a score of 4 is therefore an extremely close match to the relevant element.

Once an overall ranking assessment has been completed and approved by Members, this will form the basis for the Council’s capital programme. Any new projects identified outside the normal timeframe for the development and approval of the capital programme can only be considered once they have been through the five stages outlined above, with the addition that the justification for establishing a new scheme and potentially diverting funding is clearly set out in the outline business case. This however does not guarantee that the project will be approved.

The outcome of the prioritisation process will be reviewed by CAMG. This will take into account feedback from Members, SMT and the individual services submitting proposals. CAMG will consider whether any amendments to the prioritisation scheme are required prior to any subsequent round of proposals.

RESPONSES TO COUNCIL TAX LEAFLET QUESTIONNAIRE





APPENDIX B

1. Gender of residents:

2004 2005
Male : 
37%



50%

Female:
63%



50%

2. Age:

2004 2005.

18 – 29:
1%



18 – 29:    3%


30 – 44:
11%



 30 – 44:    13%


45 – 64:
34%



 45 -  64:    38%

65 +     :   54%
  


 65+      :    46%

3.
   Ethnicity:



    2004



     2005


  


   White:
98%



White:

93%


   Others:
2%



Others:
3%








Didn’t say:
4% 

4.
What needs improving?

	Service / issue
	Spending Questionnaire 2004
	MORI survey 2004
	Spending Questionnaire 2005
	MORI Survey 2005

	Facilities for young children
	7%
	17%
	5%
	19%

	Levels of Crime


	63%
	66%
	52%
	61%

	Sports & Leisure facilities
	10%
	20%
	7%
	18%

	Education provision


	8%
	11%
	7%
	11%

	Clean Streets


	56%
	51%
	44%
	46%

	Shopping facilities


	5%
	12%
	2%
	10%

	Affordable decent housing
	10%
	6%
	6%
	23%

	Parks & open spaces


	21%
	24%
	24%
	26%

	Access to nature


	4%
	6%
	4%
	5%

	Cultural facilities


	3%
	8%
	4%
	7%

	Job prospects


	4%
	13%
	4%
	10%

	Road & pavement repairs
	57%
	55%
	49%
	54%

	Activities for teenagers


	19%
	37%
	19%
	39%

	Levels of traffic congestion
	15%
	37%
	19%
	31%


The top five from both MORI and Spending Priorities surveys were:

	2003 Spending questionnaire
	2004 Spending questionnaire
	2004 MORI survey
	2005 Spending questionnaire
	2005 MORI survey

	Levels of crime
	Levels of crime
	Levels of crime 
	Levels of  crime
	Levels of crime

	Road & Pavement repairs
	Road & Pavement repairs
	Road & pavement repairs
	Road & pavement repairs
	Road & pavement repairs

	Clean Streets


	Clean streets
	Clean streets
	Clean streets
	Clean streets

	Activities for teenagers
	Parks & open spaces
	Activities for teenagers
	Parks & open spaces
	Activities for teenagers

	Parks & open spaces
	Activities for teenagers
	Levels of traffic congestion
	Joint: Levels of traffic congestion / Activities for teenagers
	Health services


5.
How would you like to pay?
	Payment Method
	2003 results
	2004 results
	2005 results to date

	Through increases in council tax
	6%
	9%
	9%

	Through increases in income tax
	22%
	31%
	27%

	By paying when I use it


	61%
	46%
	58%

	None of these 


	9%
	11%
	4%

	Don’t know


	2%
	3%
	2%
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