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REPORT OF THE DIRECTOR OF CORPORATE SERVICES


TO THE BUDGET AND AUDIT SCRUTINY COMMITTEE ON WEDNESDAY, 6th OCTOBER 2004 


TITLE: 
REVENUE BUDGET 2004/05: BUDGET MONITORING

RECOMMENDATION: Members are asked to note the contents of the report.


EXECUTIVE SUMMARY:

The report provides details of the current position relating to budget monitoring for the revenue budget, the key budget risks identified by directorates and the implementation of the agreed revenue budget savings for 2004-2005.


BACKGROUND DOCUMENTS:

Various working papers and reports. (Available for public inspection)


CONTACT OFFICER:

 Chris Hesketh Tel. 793 2668 chris.hesketh@salford.gov.uk 

Colin Kay Tel. No. 793 3245 colin.kay@salford.gov.uk          


ASSESSMENT OF RISK: Key budgetary control risks are identified in the report.


SOURCE OF FUNDING: Revenue Resources


LEGAL ADVICE OBTAINED: Not applicable


FINANCIAL ADVICE OBTAINED: This report concerns key aspects of the Council’s revenue finances and has been produced by the Finance Division of Corporate Services.


WARD(S) TO WHICH REPORT RELATE (S) :      None specifically


KEY COUNCIL POLICIES:          Budget Strategy


REPORT DETAIL

1
Introduction 
1.1 This report advises members of the current position relating to revenue budget monitoring.

1.2 At the last meeting of this committee members requested that a detailed report be prepared by the Director of Education and Leisure on the areas of overspending in the Education budget and the actions being taken to contain overall net expenditure within the budget allocation. The report is contained elsewhere on today's agenda.

1.3 This report is based on directorates' latest budgetary control reports and the trading statements for the DLO/DSOs. 

2        General Fund Services
2.1 Arts and Leisure

As reported last month the directorate is still anticipating that net expenditure will be kept within budget at year-end.

2.2 Chief Executives'

As reported last month it is still anticipated that the overall position will be within budget at year-end. 

2.3 Community and Social Services   

The employees' budget is showing an underspend of £156,000 to the end of August 2004, however agency expenditure and staffing costs within Supported Tenancies still need to be monitored very closely.  

The Learning Difficulty Service is anticipating additional expenditure of £80,000, which will have to be met from elsewhere within the budget.

Children's Outside Placements are now forecasting an underspend for the year of £200,000 however, as this area of the budget is very volatile and subject to extreme fluctuation close monitoring needs to continue.  

2.4 Corporate Services 

There is a potential overspend on benefit payments of £200,000 that is currently under investigation. The overall position is still indicating that net expenditure will be kept within budget at year-end. 

2.5 Development Services 

The employees budget is showing a small overspend of £21,000 against a budget of £4,305,000 and providing that careful consideration is given for the remainder of the year in the filling of vacant posts then the budget can be managed.

Income levels continue to be holding up well and should help alleviate pressures on other expenditure budgets and possibly re-direct funding into the Highways Works budget.  

2.6 Education 

As previously reported the pressures on the Inclusion and Access budget and the Resources budget continue to cause concern. Currently the Education non-schools budget is showing an overspend of £152,000 against a gross budget of £33,841,000.

A report by the Director of Education and Leisure on the course of action to be taken to contain the overall net expenditure within the budget allocation is contained elsewhere on today's agenda.  

2.7 Environmental Services

The directorate is still anticipating that net expenditure will be as budget at year-end.

2.8 Housing General Fund 

The agreed additional one off allocation of £500,000 to the homelessness budget in 2004/05 will be used to fund bed and breakfast accommodation. However, there will be implications for future years' budgets and a further report is being prepared on the latest position.

Additional costs are continuing to occur in respect of Asylum Seekers.

Close monitoring will need to continue to ensure the directorate budget will breakeven at year-end. 

2.9 Personnel and Performance  

The budget is now being examined in conjunction with the Marketing / Communications budget and a more detailed analysis is to be prepared next month with any relevant issues reported back to this committee next month.

The directorate is still anticipating that net expenditure will be within budget at year-end. 

2.10 Marketing / Communications

Consideration is currently being given to the establishment of a budget for Marketing and Communications initiatives and the impact of the transfer of staff from other directorates. Based on initial work undertaken most of the staffing costs will be funded by virements from other directorates, but there will still be a shortfall. 

2.11  Corporate Issues
  

· Debt rescheduling - an excess saving of £0.5m was made from the rescheduling exercise in February, whilst a further saving to the General Fund of £0.1m has been made from prematurely repaying £8.7m of debt in August.

· Modesole dividend - an unexpected dividend of £184,200  has recently been received



         with a further sum of £92,100 anticipated. 


· Airport dividend - a higher than budgeted dividend is expected from the Airport.

· NNDR refunds on Leisure Centres - £0.3m (on 1995 valuations) towards targeted contribution to reserves of £0.5m - appeals are still outstanding on 1990 valuations and Pendlebury Recreation Centre.

3a      Housing Revenue Account

As previously reported during the year rental income continues to fall because of the continued number of right to buy council house sales being in excess of those built into the original budget.

Based on the latest information from NPHL there will be no adjustment required to the management fee from the HRA.

The call on the bad debts provision is currently forecast to be less than that originally envisaged and this should offset the adverse position on the rents.

3b     Housing Repairs Account 

Based on the latest monitoring information from NPHL the repairs account is projected to overspend by £1m. NPHL are currently re-examining the position and are considering how this could be addressed before reporting back to the City Council on the situation. 

4       Direct Labour and Direct Service Organisations

4.1 Details of the trading positions of the various DLOs/DSOs are indicated in the table below:- 

	DLO / DSO
	As at
	Budget
	Actual
	Variance

	
	
	Surplus / (Deficit)
	Surplus / (Deficit)
	Favourable /

(Adverse)

	
	
	£
	£
	£

	School and Welfare Catering
	15/08/04
	(155,232)
	(105,232)
	50,000

	Building Cleaning
	31/08/04
	633
	7,182
	6,549

	Commercial Catering
	31/08/04
	(3,761)
	16,603
	20,364

	Highway Services
	31/08/04
	0
	(5,000)
	(5,000)

	VMM
	31/08/04
	(116,397)
	(131,578)
	(15,181)

	Grounds Maintenance
	31/08/04
	(145,164)
	(131,602)
	13,562

	Street Cleansing
	31/08/04
	9,296
	37,324
	28,028

	Refuse Collection
	31/08/04
	21,955
	(27,559)
	(49,514)

	
	
	
	
	

	Total
	
	(388,670)
	(339,862)
	48,808

	
	
	
	
	


4.2 Education and Leisure DSOs 

The School and Welfare Catering DSO is trading favourably to the budget profile. The operating profit for this particular period of the year is adverse as a consequence of schools being closed over the summer holiday period.

The remaining Education and Leisure DSOs are currently recording favourable trading positions.

4.3 Environmental Services DSOs 

The Street Cleansing DSO is trading profitably and the surplus is favourable to plan.

The Grounds Maintenance DSO is trading as expected at this point in the year and is anticipated to be favourable to plan at year-end.

The VMM DSO is trading close to plan as at the end of August and is still expected to be favourable to budget at year-end.

The Refuse Collection DSO is showing a deficit at present but is anticipated to be favourable to plan at year-end.

4.4 Highway Services DSO 

The DSO continues to trade at around the break-even position. 

5        Progress on agreed savings 
5.1 All directorates have previously reported the actual savings achieved. In cases where budgets have been adjusted and monitored these savings are still on target to be achieved.

6 Budget Risks 

6.1 A full budget monitoring exercise is undertaken each month by all directorates to ensure that any issues and corrective action are identified at an early stage. Areas that represent greater risks in budgetary control have been identified and will be subject to greater scrutiny. These are detailed at Appendix 1.

7      Summary 

7.1
The budgetary control exercise is still indicating some potential problem areas and close scrutiny will be needed to determine if overspends are likely to occur, and remedial action identified.

7.2   There are a number of favourable corporate issues emerging that could assist in alleviating some        

   of the potential problem areas.

7.3   As previously reported many of the agreed savings for the year have been achieved and the                     

  remainder are on target to be achieved. 

8   Recommendation 

  8.1   Members are asked to note the contents of the report.

Alan Westwood

Director of Corporate Services

Appendix 1
RISK ASSESSMENT OF REQUIREMENT FOR RESERVES 2004/05                

BUDGET REPORT 2004/05 - FEBRUARY 2004 COUNCIL

	Amount

£000s
	Area of Expenditure
	Explanation of Risk/Justification for Reserves

2004/05 
	Latest Risk Assessment

	500
	Pay
	Budget assumes an increase of 2.5%. Teachers' award settled. The risk of the 2.5% provision being exceeded for non-teaching staff is estimated at + 0.5%. Some GM authorities are budgeting for a 3% increase, though most are at 2.5%.
	2.75% accepted

	250
	Prices
	It is assumed that price inflation can generally be managed by directorates within a zero cash-limited increase, but there are signs that certain areas of expenditure, e.g. fuel, water, may show price increase in 2004/05 substantially above the generally expected inflation of 2.5%.
	Inflation allowance distributed to directorates and outturn budgets being managed. No unforeseen price increases have come to light so far.

	1,000
	Insurance
	The Feb 03 insurance renewal saw total insurance costs for liability insurance rise from £3m to £7m because of the rising incidence and cost of tripping claims. The long-term agreement for insurance is due for renewal in Feb 04. A provision for a 10% increase has been allowed as well as providing for a further £1m increase in the contribution to the Insurance Fund, but even this may be insufficient.
	The February 2004 exercise complete within budget.

	 ***250
	DSO surpluses
	The 2003/04 budget provides for a £0.5m contribution from DSO surpluses, reducing to £0.250m in 2004/05. Increasing cost, demand and savings pressures upon DSOs and a reducing turnover base due to transferring DSOs to ALMO, trust, JVC limit the scope for future surpluses
	The provisional DSO trading reports for 2003/04 reported £500,000 would be provided to General Fund reserves. No reason to believe the contribution for 2004/05 of £250,000 will not be achieved at this stage.  

	2,000
	Social Services
	Experience from the 2003/04 budget and from other local authorities across the country demonstrates that key areas of service provision to children, adults and the elderly are all under pressure from increasing demand for those services. Insufficient Government funding and the threat of bed blocking penalties add to the demand pressures. The introduction of pooled budgets also limits the scope to reallocate resources between budget heads.
	· Learning Difficulties - The increase in demand and cost of packages of care 

· Residential Care Home rate price increases for residential and nursing placements outside the Authority

· Hospital discharges - The level of delayed discharges and the impact of fines

· Home Care - Potential growth in demand to support people independently at home 

· Supporting People - potential reductions in income

· Recruitment for Children's Services - Impact on the level of agency payments necessary to cover the delivery of the service

· Children and Families - The cost of outside placements and agency foster care

· Staff recruitment and potential rewards costs



	500
	HB and Council Tax Benefit Subsidy
	The payment of rent rebates will become a General Fund responsibility from 2004/05 and the combined benefit budget will be £88m. Benefit payments are subject to demand and certain types of rebate payment, which attract low rates of subsidy, e.g., LA error, overpayments, may be subject to variation. 
	Benefit payments and eligibility to subsidy subject to close scrutiny.

	250
	Development Services - income achievement
	A number of income budgets, e.g. planning and building control fees, parking fines, market and commercial rents, are all subject to economic conditions or external demand influences, any one of which may unexpectedly develop a significant shortfall.
	· Highways Works budget - it is expected that the budget will continue to come under pressure during the current year. The budget is to be closely monitored with a view to managing any overspends from favourable budgets elsewhere within the directorate. 

· Decriminalised Parking Enforcement - the approval of Budget Scrutiny Committee of a virement from favourable income budgets will help to cover any shortfall in the current year

· Quaywatch Scheme



	500
	Housing - income
	The growth in private sector housing activity, notably through Supporting People, Asylum Seekers and HMRF has placed a greater emphasis on income budgets, particular Government grants for SP/AS and recharging salaries to capital associated with HMRF. Whilst there is a settling in period for these activities there is a risk of over-optimism in assessing the likely income.
	· Homelessness

· Asylum Seekers

· Monitoring costs of new structure 



	250
	Education - SEN
	Demand pressures from a potential increase in the number and cost of out-of-district placements (linked with Social Services demands) and transport.
	· Extra District / Earmarked - There is an expectation that this area will overspend due to the high level of support required for pupils and the increased costs of placements which are above inflation. A detailed explanation of the reason for overspending in 2003/04 has been produced by the Assistant Education Officer SEN.  



	250
	Non-achievement of savings
	There is a risk that some proposals built into the budget plans cannot be delivered on time or at all.
	No shortfall in savings anticipated at this stage.

	500
	Unforeseen expenditure /income shortfall
	There is a risk that unexpected events may occur which require expenditure to be incurred or income to be foregone, which have not been budgeted for.
	Chief Executive

· Matched funding requirements

· External Government funding trends

· Staff turnover and retention and 6% vacancy factor

· Future funding opportunities

· Corporate / Leadership Costs

· Marketing and Communications budget

Corporate Services

· Funding of IT Projects - Enterprise XP, UPS, SANs and Document Imaging

· Licensing - changes in legislation

· SLAs with schools, NPHL and SCL

· E-government targets

· I.T.Net

· Planning and Management software tool

· Relocation of Data Centre

· Members IT provision

· Community Committees

Arts & Leisure

· Grants for the Irwell Valley Sculpture Trail are paid in arrears hopefully with the completion of this scheme outstanding grants will be paid soon

· Triathlon costs and sponsorship need to be closely monitored to ensure they stay within budget

· Lottery funded capital schemes in some of our leisure centres will require the full or partial closure of these centres whilst work is carried out which will lead to a net loss of income after some savings in running costs have been accounted for. It has been agreed in principle that SCL will be compensated centrally via their management fee in these circumstances should there be an overall shortfall at outturn.

· SCL favourable VAT outcome built into the business plan will depend on Customs and Excise inspectors accepting the treatment of VAT.

Education 

· Advertisements - There is insufficient budget provision for recruitment advertising due to the increases in the cost of individual adverts and the reduction made in budget a number of years ago as a result of corporate budget savings.

· ICT - The overspend on ICT equipment and licences is due to insufficient budget provision. 

· Lledr Hall - Lottery funded capital scheme will result in the centre being closed/partially closed which will result in an underachievement of income for 2004/05. It has been agreed in principle that the centre will be compensated centrally for this loss. This will also affect the 2005/06 financial year.

Environmental Services 

· Greater Manchester waste strategy - 25 year contract

· Contaminated land  

· Waste management and recycling targets

· PSA achievement 

· Income management 

· Industrial relations

· Security of assets



	200
	Treasury Management
	Investment returns may under-achieve budget assumptions or borrowing costs may exceed budget assumptions as a result of rising interest rates. Assessed risk is of a 0.5% under-achievement on assumed investment return of 4% and a 1% increase on assumed borrowing costs of 5% on £20m of new borrowing. 
	No longer a risk - £500,000 additional savings received on debt rescheduling

	***500
	Capitalisation of revenue
	Budget plans are for £4m to be capitalised in 2003/04, reducing to £3m in 2004/05 and £1m in 2005/06. There is a risk that insufficient expenditure can be identified within the revenue budget that can be legitimately categorised as revenue.
	Education 

· Ongoing debate on consultancy fees in respect of PFI 2    scheme

Corporate Services

· Revenue capitalisation



	6,950
	Total
	
	


*** = these areas of risk will only be present at the amounts indicated in 2004/05 and will not be present or be reduced in 2005/06 if the medium-term budget strategy is adhered to.
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