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REPORT OF THE STRATEGIC DIRECTOR OF CUSTOMER AND SUPPORT SERVICES



TO THE BUDGET AND AUDIT SCRUTINY COMMITTEE

ON THURSDAY, 9TH FEBRUARY, 2006 


TITLE : 
2006/07 REVENUE BUDGET

RECOMMENDATIONS : 

The Committee is requested to consider the matters raised in this report with regard to development of the budget proposals for 2006/07, to comment on them and to make recommendations to Cabinet, with particular regard to :-

· The efficiency savings proposals

· The risk assessment of reserves and the strategy for their use


EXECUTIVE SUMMARY :  

This report outlines the progress so far in developing budget proposals and sets out matters for the Committee’s consideration on which it may wish to comment and make recommendations to Cabinet.


BACKGROUND DOCUMENTS :  Report to Budget and Audit Scrutiny Committee 11th January

(Available for public inspection)


ASSESSMENT OF RISK: 

A full risk assessment of reserves has been undertaken and is incorporated into this report. Key underlying risks are also outlined in this report.

	


SOURCE OF FUNDING: 
2006/07 Revenue Budget

	


COMMENTS OF THE STRATEGIC DIRECTOR OF CUSTOMER AND SUPPORT SERVICES (or his representative):

1. LEGAL IMPLICATIONS
The Head of Law and Administration has reviewed this report and is satisfied there are no legal implications

2. FINANCIAL IMPLICATIONS
This report has been written by the Head of Finance 

3.  PROPERTY




 None 

4.  HUMAN RESOURCES
Certain efficiency savings proposals require the deletion of vacant posts and a minimal number of voluntary early retirements

	


CONTACT OFFICER : John Spink

Tel : 793 3230
   e-mail : john.spink@salford.gov.uk

WARD(S) TO WHICH REPORT RELATE(S): 
Potentially all


KEY COUNCIL POLICIES: 
Budget Strategy


DETAILS

1. INTRODUCTION

The purpose of this report is to update members of the Committee with developments in preparing the revenue budget and Council Tax proposals for 2006/07 and to provide the opportunity to comment and make recommendations to Cabinet on the proposals as they have been developed so far.

There is also the specific opportunity for the Committee to comment and make recommendations to Cabinet on efficiency savings proposals made by directorates and the risk assessment of reserves and the proposed strategy for their controlled use in support of the budget.

2. BACKGROUND

At its meeting on 11th January the Committee considered a report concerning the provisional Revenue Support Grant (RSG) settlement and the budget prospects for 2006/07.

That report identified a funding gap of £8m, based upon total estimated available resources of £188m, including a 3% increase in Council Tax, and a projected spending requirement of £196m.

The report also identified that various options were being considered to bridge this funding gap, as follows :-

· Reviewing the Council Tax and Business Rates base for expected new dwellings coming through the planning system to identify any potential to raise the level of available resource
· Reviewing the budget assumptions to identify the scope to reduce expenditure
· Seeking efficiency savings from services to reduce expenditure without cutting services
· Reviewing the level of reserves to examine the scope to use reserves without reducing them below the minimum level required by a risk assessment. 
and that work would continue under the direction of the Budget and Efficiency Cabinet Working Group to clarify outstanding issues in terms of :-

· unresolved matters in the RSG settlement
· how outstanding spending pressures are to be dealt with
· what options for bridging the funding gap might be available
· identifying what scope exists for bringing any new spending priorities into the budget
· aligning capital programme considerations with the revenue budget
· considering the longer-term strategy for 2007/08.
At its meeting on 11th January the Committee also considered a presentation on the feedback from stage 1 of the public consultation, which gave the following clear messages :-

· any Council Tax increase should be as near to inflation as possible
· increases beyond inflation for expansion of services would not be justified
· reductions in Council Tax would not be favoured if this meant reduced levels of service.

On 12th January the second stage of public consultation was held with a public meeting at the Civic Centre, which broadly endorsed the Council’s approach with regard to its planned Council Tax increase.
3. SUBSEQUENT DEVELOPMENTS


Since the previous report, steps have been identified to reduce the funding gap from £8m, as follows :-








Spending
Resources
Gap

  £m

       £m
 £m

Initial Position



  
196.0

    188.0
  8.0

Measures to reduce gap

· Increase Council Tax revenue for new dwellings

        
        1.0
- 1.0

· Retained NNDR from LABGI scheme
   
-  1.0



- 1.0

· 2% Efficiency Target


  
-  3.0



- 3.0

· Efficiencies shortfall


       
   0.3



   0.3

· Tightening of spending assumptions
    
-  1.2



- 1.2

· Additional RSG – final settlement


        
        0.1
- 0.1

· Use of reserves



    
-  2.0



- 2.0

Current Position



  
189.1

    189.1
  0.0

4. EFFICIENCY PROPOSALS

Efficiency proposals from directorates against their 2% targets have been considered by Budget and Efficiency Group. The targets and total of proposals accepted were as follows :-

	
	2%

Efficiency Target
	Proposals Initially Accepted
	Additional £250k Top-Slice
	Total Efficiencies

	
	£000s
	£000s
	£000s
	£000s

	Chief Executive
	106
	110
	8
	118

	Childrens’ Services
	680
	353
	32
	385

	Community Health and Social Care
	1,204
	600
	88
	688

	Customer and Support Services
	441
	441
	52
	493

	Procurement
	0
	403
	0
	403

	Environmental Services
	244
	244
	40
	284

	Housing and Planning
	319
	319
	29
	348

	Total
	2,994
	2,470
	249
	2,719


It should be noted that because of the initial shortfall against the 2% target a further £250k of savings are to be top-sliced from directorate budgets to be allocated on the basis of directorate payrolls and linked to improvements in productivity, with particular regard to reducing sickness absence. 

Appendix 1 attached provides details of the individual efficiency savings proposals from directorates for members’ consideration. 

Individual proformas providing details of each proposal apart from the share of the additional £250k top-slice are attached separately at Appendix 4.

5. USE OF RESERVES

Budget and Efficiency Group and Cabinet have considered carefully whether it would be appropriate, and if so how, for reserves to be used in support of the revenue budget. The remainder of this paper outlines the proposed strategy for the use of reserves in 2006/07 and beyond.

2005/06 position

The level of unearmarked reserves at 31st March 2005 was £7.5m. The budget strategy for 2005/06 assumed a contribution from reserves of £0.7m, leaving a balance at 31st March 2006 of £6.8m, consistent with the level required as determined by a risk assessment.

The outturn for 2005/06 is expected to produce an underspending of £2.4m, producing an increase in reserves to £9.2m at 31st March 2006. This assumes directorate expenditure is contained within existing budget allocations or, where not, is made good in subsequent years in accordance with the scheme for carrying forward under or overspendings.

2006/07 risk assessment

A risk assessment of the level of reserves required in 2006/07 is attached at Appendix 2. This illustrates a minimum requirement of £6m.
Proposed strategy for 2006/07

The risk assessment, when considered together with the expected balances at 31st March 2006, would suggest a balance of £3.2m could be available to support the budget.

However, to commit to using reserves at this level in a single year is a one-off measure that runs the risk of being unsustainable beyond the immediate financial year. Any use of reserves, once committed in support of the budget, becomes a spending commitment within future years’ base budgets and therefore requires a strategy to recover them through savings in the following year. The greater the use of reserves, the greater the level of commensurate savings required and the greater the risk of cuts in service to deliver them.

However, where additional revenue can be confidently expected in later years, eg from buoyancy in the taxbase, it would be an appropriate strategy to draw down reserves in anticipation of that additional revenue coming in to replenish reserves in later years. The planning system is indicating a significant upturn in the number of new dwelling starts (net of demolitions and voids) which will provide increased revenue from Council Tax over the next few years. In 2006/07, increased revenue of £1m is expected based upon a half-year’s income from an additional 1.500 band D dwellings (approx 2,500 total dwellings). By 2007/08, further Council Tax of £1m would be produced from the full year effect of these new dwellings. (Note : It is highly likely that further revenue will be available from more new starts in 2007/08).

Therefore a strategy could be adopted which combines a controlled release of surplus reserves, ie additional to the risk assessment level, but at a level which does not provide a drain upon future budgets, with an anticipation of additional revenue from Council Tax without over-committing the use of reserves in support of the revenue budget. In this way, a maximum of £2m could be used from reserves in 2006/07, of which £1m would come from the level of general reserves and £1m from anticipated additional Council Tax revenue in 2007/08.

The following table illustrates the flow of reserves in coming years adopting this approach, and assuming all other things being equal :-








2006/07
2007/08
2008/09









£m

£m

£m




Balance at 1st April



9.2

7.2

7.2

Less : 

Use of reserves

- above risk assessed minimum


-1.0

-1.0

-1.0

- from future revenue



-1.0

Add :

Reserves replenished from add’n revenue


1.0

Balance at 31st March



7.2

7.2

6.2

Risk assessed minimum



6.0

6.0

6.0 


This approach would :-

· Maintain reserves above the current minimum required

· Maintain a position over 3 years which would avoid the need for savings to replace the contribution from reserves until 2009/10

· Still allow for revenue growth from Council Tax on new dwellings in 2007/08 and beyond

· Reserves at 31st March 2007 would be no less than planned at 31st March 2006 in the 2005/06 revenue budget, and in fact marginally higher.

There would always be the risk that any budget overspend that needed to be funded from reserves could require this strategy to be revisited.

Therefore assuming this approach is agreed, it would be possible to contribute up to £2m from reserves to the revenue budget in 2006/07 and achieve a balanced budget at a 3% increase in Council Tax for Salford’s services.

6. OTHER CONSIDERATIONS

Underlying Assumptions
These options are based on the presumption that directorates contain current expenditure within budget. Whilst 2005/06 outturn is expected to be within budget, issues arising from budget monitoring during 2005/06 have identified demand pressures for 2006/07 in the learning difficulties service in Community, Health and Social Care and with children in care in Children’s Services. Further consideration needs to be given to these issues as part of the review of the options mentioned above.

Also, it should be noted that the Government has announced the Supporting People Grant allocations for 2006/07 and 2007/08. Grant will reduce by £233k in 2006/07 and a further £658k in 2007/08. The budget projection for 2006/07 provides for clawback of the £500k contingency allowed for implementing grant reductions to providers in 2006/07. No allowance has been made for the loss of grant in both years on the basis that the financial strategy for the service should be to achieve the accumulated grant reduction of £891k for the 2007/08 baseline, and in so doing should be capable of achieving part year reductions of £233k in 2006/07. Housing Services are currently examining this strategy.

Also, the budget projection now assumes no funding available for service expansion and that this will need to be funded from within directorate allocations.

2007/08 Projected position

In considering the foregoing strategy, regard should be given to the projected position for 2007/08 based on current data available. Latest projections indicate a funding gap of £4.8m even after delivering 2% efficiencies and additional revenue from Council Tax of £1m. 

A 3-year spending projection which builds up the additional cost increases from the 2005/06 base budget for 2006/07 through to 2008/09 is contained at Appendix 3. 

7. RECOMMENDATION

The Committee is requested to consider the matters raised in this report with regard to development of the budget proposals for 2006/07, to comment on them and to make recommendations to Cabinet, with particular regard to :-

· The efficiency savings proposals

· The risk assessment of reserves and the strategy for their use

ALAN WESTWOOD

Strategic Director for Customer and Support Services
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