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1
PURPOSE

1.1
To remind you of the Gershon review and its implications for the Council.

1.2
To approve the forward looking part of the Annual Efficiency Statement.

1.3
Relevance to the Council’s ambitions and priorities:

· Whilst not directly relevant to the Council’s ambitions and priorities, the principle behind Gershon is to provide more efficient public services.

2
INTRODUCTION

2.1
The Government requires local authorities to achieve efficiency gains totalling at least £6.45 billion by 2007/08.  Over the 3 years 2005-2008 each local authority is expected to achieve 2.5% per annum efficiency gains compared to their 2004/05 baseline.  The Government say that we will have full flexibility on how and where we achieve those gains providing at least half are cashable.

3
MEASURING AND REPORTING EFFICIENCY GAINS


You will recall we have to report the gains we have made through an Annual Efficiency Statement.  The statement will include:

· A forward-looking part where we outline our expected efficiency gains and the strategy for achieving them.

· A backward-looking part on the efficiency gains achieved in the previous year.


From last year (2006) the Audit Commission will be reviewing, as part of the work supporting their value for money judgements, Council’s annual efficiency statements.

4
MEASUREMENT OF EFFICIENCY GAINS

A
Definition of Efficiency

Efficiency is about raising productivity and enhancing value for money.  Efficiency gains have been categorised by the Government into four elements:

· (E1)

Reducing inputs (money, people, assets etc) for the same outputs;

· (E2)

Reducing prices (procurement, labour costs etc) for the same outputs;

(E3)

Getting greater outputs or extra-improved quality (extra service/productivity) for the same inputs: or

· (E4)

Getting proportionally more outputs or improved quality in return for an increase in resources.


Efficiency is not about cutting services.  The Government makes it clear that where councils have to face hard choices and sometimes implement cuts in services savings that arise from those actions will not count as efficiencies.

B
Efficiency Savings Required

The requirement is to achieve 2.5% per annum improvements on our 2004/05 baseline of which at least half should be cashable.  By 2007/08 efficiency gains of 7.5% of the 2004/05 baseline should be achieved.


Our baseline expenditure which was initially calculated as £7.39m has now been revised based on actual returns to £6.593m this means the following set of efficiency gains are required:

	
	Year on Year Improvement

£000
	Total Improvement Relative to 2004/05

£000
	Year on Year Improvement Cashable

£000
	Total Improvement Relative to 2004/05 Cashable

£000

	2005/06
	165
	165
	82.5
	82.5

	2006/07
	165
	330
	82.5
	165

	2007/08
	164
	494
	82
	247



The following points should be noted:

· Efficiencies achieved in 2004/05 will count against the target providing that a clear audit trail is available and that those gains continue throughout the third year period.

· The actual 2004/05 baseline has now been used for calculating 2005/06 and future efficiency requirements.

· Transfer payments such as gross expenditure on rent allowances or rebates are not included in the baseline.


The calculation of our baseline expenditure is shown below:

	
	£000

	Total service expenditure
	5,877

	Capital contribution
	716

	
	6,593


C
Capital Spending

The Government have decided to include capital spending in the baseline calculation.  Whilst they admit these tend to be one off projects capital spend can be undertaken at varying levels of efficiency with some projects being undertaken to time and budget and others not and some projects greatly improving the efficiency of operating processes and others not.  Either type of efficiency can be reported against the target.  However, the Government make clear that efficiencies should not be double counted.

5
ANNUAL EFFICIENCY STATEMENT (AES)


The primary source of information on efficiency gains by the Council is the AES.  It must be signed by the Leader of the Council, Chief Executive and Chief Financial officer and comprises two parts.

i)
The forward part – a very brief (one or two pages) outline of:

· The strategy for securing efficiency gains.

· The key actions that will be taken in the next year.

· The Efficiency gains that will arise.


The forward look for 2007/08 efficiencies was required by 12 April 2007.

ii)
The backward-looking part of the Statement, which should set out the cashable and non-cashable efficiency gains achieved in the past year by service sector and crosscutting area.


The new template for the backward look is attached at annex 1.  You will see already included are the efficiency savings reported for 2004/05 that will continue throughout the period.


The backward look at efficiencies achieved in 2006/07 together with previously reported gains that are to be maintained throughout the period from 2004/05 is required by 5 July 2007.


The Department for Communities and Local Government have recently issued new guidance for the completion of annual efficiency statements.  We are currently reviewing this advice.

6
PRINCIPLES FOR ASSESSING EFFICIENCY GAINS

6.1
We are required to self-assess the efficiency gains that we have achieved in the previous year using a three-stage process:

· Initial analysis

· End of year reporting

· Review by auditor.


Initial Analyses

· Council’s calculate their efficiency target as 2.5% per annum of their 2004/05 baseline expenditure.

· Council to choose a suitable quality crosscheck (from those identified by a measurement task force) for each category of the reporting template.


End of Year Reporting

· Efficiency gains from 2004/05 that carry through to 2007/08 may be included against the 2005/06 efficiency target.

· Council’s report efficiency gains from specific projects in the appropriate category of the reporting template

· Council’s report whether the gains are cashable or non-cashable, one-off or recurring.

· Councils show the position both in respect of annual efficiency gains and gains relative to the 2004/05 baseline.

· Each category of the reporting template indicates whether the quality crosscheck for that category has maintained or fallen in value.


Review Process

· From 2006 efficiency gains are subject to review by our external auditors – assessing the robustness of the process by which we identify and calculate our efficiency gains.

· The auditor will require an adequate audit time with evidence to support the reported gains and to show how they were calculated.

· Where categories have a quality crosscheck that is met no further evaluation is necessary in relation to quality.  Where, however, the quality indicator has fallen they will be subject to stronger scrutiny to assess whether they are cuts or efficiencies.

7
TIMESCALE FOR FUTURE ACTIONS (2007/08)

	
	Action

	On or before 5 July 2007
	Need to submit backward look part of the AES for 2006/07

	On or before 8 July 2008
	Need to submit the backward-looking part of the AES setting out efficiency gains in 2007/08



NB: single tier and county councils that do not have excellent status are required to provide a mid-year update to ODPM on or before 15 November 2007 respectively.  Excellent councils and districts are invited to volunteer this information.


2007/08 Forward Looking AES


As mentioned earlier the 2007/08 forward looking AES has to cover three main areas:

· Our strategy for securing efficiency gains.

· The key actions to be taken in the year.

· The expected efficiency gains analysed by service area and crosscutting areas and split between cashable gains and non-cashable gains.

	The Forward Look Annual Efficiency Statement for 2007/08

Attached at Annex 2 is the forward looking part of our Annual Efficiency Statement.  This was submitted online as required using the ESD toolkit by 18 April 2007.

In summary this shows we estimate to make efficiency savings of £191,509 of which £150,015 will be cashable.  Both figures are safely above the amounts required.

On May 2007 the Department of Communities and Local Government contact me to give feedback on our forward look statement and made the following comments:

“Thank you for submitting your fully approved Forward Look statement, your co-operation is much appreciated”



8
FUTURE DEVELOPMENTS


The initial task is to produce the two statements in April and July but the Gershon agenda needs to be recognised and its principles embedded throughout the authority.  This agenda is about gaining efficiency through the better use of resources in the widest sense and needs to become part of our corporate, service and financial planning process.


The Government haven’t yet said whether Gershon will continue or be replaced but without doubt the forthcoming comprehensive spending review will assume local authorities are making year on year efficiency savings.  This almost certainly will reduce the amount of revenue support grant we receive. 

9
RECOMMENDED THAT COMMITTEE

9.1
Note the requirements placed on the Council with the Gershon Review.

9.2
Approve the forward look part of the Annual Efficiency Statement.

DIRECTOR OF FINANCE

PF21-07/MHS/AC

6 JUNE 2007

DECISION
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