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REPORT OF THE HEAD OF FINANCE


TO THE BUDGET SCRUTINY COMMITTEE ON TUESDAY, 16th JANUARY 2007 


TITLE:  REVENUE BUDGET 2006/07: BUDGET MONITORING


RECOMMENDATIONS: Members are invited to comment on 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 2006-2007.


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 Customer and Support 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 for 2006-2007.

1.2 Work on the revenue budget for 2007/2008 and the reassessment of the current year’s estimate to produce the 2006/07 approximate is still continuing.

1.3 This report is based on directorates’ latest budgetary control reports, the trading statements for the DSOs and an update on the progress being made on the savings proposals.

1.4 In addition, as part of the budget risks exercise, individual directorates have been asked to quantify what their current amount of risk is and details are included at appendix 1.

2       Control Totals

2.1   Control totals are used to produce budget projections and as an aid in monitoring the overall budget throughout the year. They are arrived at by amending the original base estimate to take account of known and potential variations, which are mainly outside the direct control of directorates.           

2.2 The items that make up these adjustments include the settlement of any pay awards, allowances for price increases, NNDR and insurance charges, demographic changes and legislative matters. Totals are refined as firm figures for each of the items involved are determined or clearer information comes to light.

3        General Fund Services
3.1     Chief Executives 
The directorate is still projecting that 2006/07 expenditure will be contained within the overall budget at year-end.

3.2 Community, Health and Social Care

Leisure

The Triathlon budget for 2006/07 was £74,000 above the five year primary financial strategy. However, it is still anticipated to break-even by 2010. A separate report on the matter prepared by the Strategic Director for Community, Health and Social Care is included at Appendix 4.

As previously reported it is still anticipated that the remainder of the services will be within budget at year-end.

Community, Health and Social Care - General 

The employees budget, which includes agency staffing and recruitment advertising, now shows a minor overspend, of £4,000 to the end of November 2006. The surplus previously reported throughout the year has been vired to other pressure areas within the budget.

The Learning Difficulty Service budget has come under further pressure as a consequence of the increased cost in services for people requiring more intensive support and the year-end position is now projecting a potential overspend of £511,000 (£370,000 reported last month). The funding of this pressure area will be dependent upon continued performance on in-house supported tenancy costs, a continuation of home care underspend and a series of actions to realise the supporting people efficiency target. The service will also be able to access the brought-forward pooled budget balances, if required. 

Expenditure on Care in the Community continues to come under pressure as these budgets are very volatile and subject to variation caused by change in demand. As reported last month the following additional costs are still being anticipated by the end of the year.

· £200,000 Nursing and Residential Care

· £300,000 direct payments

It is anticipated that these pressure areas can be met from the salaries and wages underspend, the existing revenue budget and internal balances.

3.3    Customer and Support Services  

The net overspend on staffing costs remains constant and currently stands at £68,000. The action plan to address overspends previously reported together with underspends elsewhere in the budget should ensure that net expenditure will remain within the overall directorate budget at year-end.
3.4    Housing and Planning

         Housing


As has been regularly reported throughout the year the directorate is anticipating that net expenditure will be kept within budget at year-end.

Planning 

As previously reported the service is currently anticipating a year-end overspend in the region of £122,000 as a consequence of the inquiry costs in connection with the new Salford Reds stadium. However, the position will continue to be monitored very closely for the remainder of the year. 
3.5    Children’s Services  

The funding of additional expenditure incurred in respect of outside placements and transport has now been agreed from other sources. However, latest predictions are indicating that an overspend in the region of £400,000 are anticipated by year-end unless remedial action is taken. As a consequence, further investigations are being undertaken.  

3.6. Environmental Services 

As part of the spending review currently in progress the level of investment in waste collection and recycling is still under review and a further report will be brought to members in February.

It is still anticipated that expenditure will be contained within the overall budget at year-end.

3.7
Corporate Issues  


As previously reported, the favourable corporate issue in respect of capital financing will help to alleviate pressure areas within the total budget whilst Council Tax revenue continues to be buoyant and ahead of budget assumptions.

4       Housing Revenue Account  
The costs of stock options implementation continue to place a significant strain on the HRA. However, it is still anticipated that, subject to close monitoring, net expenditure will remain within budget at year-end.

5       Direct Service Organisations 

5.1 Details of the trading positions of the various DSOs are indicated in the table below.

	DSO
	As at
	Budget
	Actual
	Variance
	Variance 30/11/05

	
	
	£000

Surplus / (Deficit)
	£000

Surplus / (Deficit)
	£000

Favourable / (Adverse)
	£000

Favourable / (Adverse)

	
	
	£
	£
	£
	£

	Street Cleansing
	30/11/06
	1
	44
	43
	88

	Refuse Collection
	30/11/06
	(10)
	(362)
	(352)
	(120)

	VMM
	30/11/06
	9
	34
	25
	22

	Grounds Maintenance
	30/11/06
	0
	54
	54
	0

	Building Cleaning
	30/11/06
	19
	48
	29
	23

	Commercial Catering
	30/11/06
	25
	64
	39
	32

	School and Welfare Catering
	30/11/06
	87
	148
	61
	24

	
	
	
	
	
	

	Total
	
	131
	30
	(101)
	69

	
	
	
	
	
	


Apart from the Refuse Collection DSO, all the DSOs are currently trading favourably.

The Refuse Collection DSO continues to show a deficit as a consequence of recycling activities. A separate report by the Strategic Director of Environmental Services on this position will be presented to this committee next month.

6      Progress on agreed savings 

6.1
All savings are now achieved or are budgeted and on target to be achieved, as summarised in Appendix 1.

6.2
The appendix will continue to be updated throughout the year and will be included as part of the regular monthly monitoring report until all the savings have been achieved.

7       Prudential Indicators 
7.1 The key Treasury Management Prudential Indicators are detailed in Appendix 2 and    have all been met through to 8th December 2006.

8    Budget Risks  

8.1
A full budget monitoring exercise is undertaken each month by all directorates to ensure that any issues are identified at an early stage to enable corrective action to be taken. Areas that represent greater risks in budgetary control have been identified and will be subject to greater scrutiny. Individual directorates have quantified their remaining value of risk in the current year and details are included in Appendix 3.

9 Summary

9.1 The current month’s budgetary control exercise has highlighted that there may be additional overspendings occurring within Children’s Services and consequently further investigations are being undertaken in an attempt to address the position.

9.2   
It is still anticipated that General Fund expenditure will be kept within budget at year-end.

9.3   Most of the agreed savings for the year have been achieved whilst the majority of the remainder are still on target to be achieved.

10 Recommendations 

10.1
Members are invited to comment on the contents of the report. 
   

John Spink

Head of Finance




Appendix 1


Savings (Summary)

	
	Achieved
	Budget
	Budget
	Total

	
	
	Adjusted
	Adjusted
	

	
	
	On Target
	Behind Target
	

	
	£000
	£000
	£000
	£000

	
	
	
	
	

	Chief Executive
	96
	54
	0
	150

	
	
	
	
	

	Children’s Services
	275
	110
	0
	385

	
	
	
	
	

	Community, Health & Social Care 
	537
	197
	0
	734

	
	
	
	
	

	Customer & Support Services
	1,078
	0
	0
	1,078

	
	
	
	
	

	Environmental Services
	189
	95
	0
	284

	
	
	
	
	

	Housing & Planning
	291
	58
	0
	349

	
	
	
	
	

	
	
	
	
	

	Total
	2,466
	514
	0
	2,980

	
	
	
	
	


Appendix 2

Prudential Indicators

Authorised Limit for External Debt

Forward Estimates
	
	2006/07
	2007/08
	2008/09

	
	£m
	£m
	£m

	Total Authorised Limit for

External Debt
	721
	775
	829

	Actual Gross External Debt as at 20/12/06
	508
	
	

	
	
	
	


This limit represents the total level of external debt (and other long term liabilities, such as 

finance leases) the council is likely to need in each year to meet all possible eventualities 

that may arise in its treasury management activities.

Operational Boundary for External Debt

	
	2006/07
	2007/08
	2008/09

	
	£m
	£m
	£m

	Total Operational

Boundary for External debt
	621
	655
	704

	Actual Gross External Debt as at 20/12/06
	508
	
	

	
	
	
	


This limit reflects the estimate of the most likely, prudent, but not worse case, scenario 

without the additional headroom included within the authorised limit. The operational 

boundary represents a key benchmark against which detailed monitoring is undertaken

by treasury officers. 
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Prudential Indicators for Treasury Management

	Limits on Interest Rate Exposure
	2006/07
	2007/08
	2008/09

	
	%
	%
	%

	Upper Limit on Fixed 

Interest Rate Exposure 
	100


	100


	100



	Upper Limit on Variable 

Interest Rate Exposure 
	50
	50
	50

	Current exposure to variable rate
	12.78
	19.82
	25.14

	
	
	
	


All Years

	Maturity structure for fixed rate borrowing
	Upper Limit
	Lower Limit
	Current Maturity

Profile 

	
	%
	%
	%

	Under 12 months 
	50
	0
	0.10

	12 and within 24 months
	50
	0
	0.15

	24 months and within 5 years
	50
	0
	6.10

	5 years and within 10 years
	50
	0
	9.95

	10 years and above
	100
	40
	83.70

	
	
	
	

	In addition, the following local limits will apply:
	
	
	

	
	
	
	

	Variable rate debt maturing in any one year 
	30
	0
	4.33

	
	
	
	


Limits on Long-Term Investments

	
	2006/07
	2007/08
	2008/09

	
	£m
	£m
	£m

	Upper limit for investments of more than 364 days
	15
	15
	15

	Current total investment in excess of 364 days
	10
	10
	10

	
	
	
	


Comparison of Net Borrowing and Capital Financing Requirement

In order to ensure that, over the medium term, net borrowing will only be for a capital purpose, the council should ensure that the net external borrowing does not, except in the short term, exceed the total of the capital financing requirement in the preceding year plus the estimates of any additional capital financing requirement for the current and the next two financial years. This forms an acid test of the adequacy of the capital financing requirement and an early warning system of whether any of the above limits could be breached.

To date this indicator has been met. The current capital financing requirement is £480.3m and the net borrowing requirement £431.3m.  
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	 Comparison of Net Borrowing and CFR 

	Date
	Debt 
	Temporary
	Net
	Capital
	Headroom

	
	Outstanding
	Investments
	Borrowing
	Finance
	

	
	
	
	
	Requirement
	

	
	£'000
	£'000
	£'000
	£'000
	£'000

	20/11/2006
	508,063
	71,860
	436,203
	480,292
	44,089

	21/11/2006
	508,063
	69,310
	438,753
	480,292
	41,539

	22/11/2006
	508,063
	74,810
	433,253
	480,292
	47,039

	23/11/2006
	508,063
	70,510
	437,553
	480,292
	42,739

	24/11/2006
	508,063
	71,610
	436,453
	480,292
	43,839

	27/11/2006
	508,063
	69,510
	438,553
	480,292
	41,739

	28/11/2006
	508,063
	69,310
	438,753
	480,292
	41,439

	29/11/2006
	508,063
	71,410
	436,653
	480,292
	43,639

	30/11/2006
	508,063
	65,810
	442,253
	480,292
	38,039

	01/12/2006
	508,063
	72,610
	435,453
	480,292
	44,839

	04/12/2006
	508,063
	78,060
	430,003
	480,292
	50,289

	05/12/2006
	508,063
	77,460
	430,603
	480,292
	49,689

	06/12/2006
	508,063
	83,660
	424,403
	480,292
	55,889

	07/12/2006
	508,063
	82,360
	425,703
	480,292
	54,589

	08/12/2006
	508,063
	88,060
	420,003
	480,292
	60,289

	11/12/2006
	508,063
	87,360
	420,703
	480,292
	59,589

	12/12/2006
	508,063
	85,860
	422,203
	480,292
	58,089

	13/12/2006
	508,063
	82,660
	425,403
	480,292
	54,889

	14/12/2006
	508,063
	82,660
	425,403
	480,292
	54,889

	15/12/2006
	508,063
	81,660
	426,403
	480,292
	53,889

	18/12/2006
	508,063
	81,260
	426,803
	480,292
	53,489

	19/12/2006
	508,063
	76,260
	431,803
	480,292
	48,489

	20/12/2006
	508,063
	76,760
	431,303
	480,292
	48,989

	
	
	
	
	
	


Appendix 3a

Risk Assessment of Requirement for Reserves 2006/07                          
                             

	Details from Budget Report to Council 01/03/06
	Latest Risk Assessment

	2006/07 Provision       

£000s
	
	

	
	Area of Expenditure
	Explanation of Risk/Justification for Reserves


	

	0
	Pay
	Budget assumes an increase of 2.95% for all staff 2006/07. Admin staff have settled at this level as the final year of a 3-year pay deal agreed from 2004/05. Teachers pay increase will be funded by schools from their own budgets, which will be supported directly by specific grant from 2006/07, and will need to be managed by schools if the settlement is higher.
	No further risk.

	250
	Prices
	It is assumed that price inflation can be managed by directorates within a zero cash-limited increase or specific inflation allowances built into the budget. Higher allowances have been made for expected above-inflationary increases, such as 60% for a gas contract renewable in 2006/07 and 12.5% for water bills. The scope for other price increases having an impact is therefore limited, with most risk likely to be around the care services sector. 
	Gas contract renewals have now come in at a 100% increase, compared to the 60% budget provision. The estimated increase in cost is £117,000, but has been contained within the overall price inflation contingency. 

	0
	Insurance – Tripping Claims
	The trend with tripping claims now shows a declining pattern since 2004/05. The planned investment of £22m in footpath improvements over 5 years is now underway and is expected to reduce claims volumes and cost even further. 
	Highways tripping claims – trends continue to indicate a decline in volumes.

	1,000
	Social Care
	Experience from previous budgets and from other local authorities across the country demonstrates that key areas of service provision to adults and the elderly can all come under pressure from increasing demand for those services. Insufficient Government funding and the threat of bed blocking penalties add to the demand pressures, although the latter is under control at present. The introduction of pooled budgets also limits the scope to reallocate resources between budget heads. There is now growing pressure upon care for adults with learning difficulties as a consequence of longer life expectancy and children in care with such difficulties transferring to the adult service.
	Spending pressures within the adults and older people’s budgets have been reported on.

	500
	HB and Council Tax Benefit Subsidy
	The payment of rent rebates became a General Fund responsibility from 2004/05 and the combined benefit budget is around £90m. Benefit payments are subject to demand and certain types of rebate payment which attract nil or low rates of subsidy, eg LA error, overpayments, may be subject to variation. The final benefit subsidy rate for 2004/05 or 2005/06 has not yet been clarified and the margin for error with subsidy entitlement on LA error cases is tight. There is therefore also a risk of subsidy clawback or loss that needs to be allowed for.
	The final subsidy rate for 2004/05 and 2005/06 has now been clarified. The level of LA error cases was outside the threshold and therefore no subsidy was received on the overpayment but provision has been made in the accounts to cover the additional costs. LA error rates have improved for 2006/07 so that the higher rate of subsidy at 100% should be achieved in line with budget assumptions.

	150
	Planning – income achievement
	A number of income budgets, eg 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.
	No further risk.

	250
	Housing – income


	The previous risk with Government grants for Supporting People and recharging salaries to capital associated with HMRF has now reduced, but residual risk remains. Budget provision of £500,000 made in the 2005/06 budget to cover loss of Supporting People grant helped to mitigate that particular risk, but this has been taken back for 2006/07. Further grant reductions have been made by ODPM for 2006/07 and 2007/08 that carry a risk of under-achievement. NRF has taken up the funding of certain schemes for which HMRF grant became time-expired.
	No further risk.

	1,000
	Children in Care
	There is a continual risk that demand pressures from a potential increase in the number and cost of out-of-district residential care placements will exceed budget provision despite current budget provision being based on known commitments and forecast trends.
	Current assessment of risk £1,200,000, as included in previous reports. 

	500
	Children - SEN
	There is a continual risk that demand pressures from a potential increase in the number and cost of out-of-district educational placements will exceed budget provision despite current budget provision being based on known commitments and forecast trends.
	Transport costs have been an emerging issue and referred to in previous monitoring reports – risk of £600,000.

	200
	Recycling
	Additional cost requirements to maintain recycling targets may not be fully covered by Government grant, particularly if the nature of planned expenditure cannot fully take up the 50% capital element of grant.
	Investment needs to achieve recycling targets currently under review.

	200
	Environment - budget pressures
	Spending pressures coming through from 2005/06 budget unable to be funded from elsewhere within their budget, including DSO surpluses, should these downturn
	See above.

	150
	Non-achievement of savings
	It is envisaged that most efficiency proposals built into the budget plans are capable of being delivered on time and that directorates have the capacity and flexibility to meet any shortfall from within their own allocations, but provision is required against some savings not being delivered on time or at all and compensating savings not being found.
	Nil risk – no directorate is reporting they are behind target or cannot find alternative means if failing to achieve target savings.

	500
	Other 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.
	Nil risk.

	1,500
	Treasury Management
	The key area of risk is that Audit Commission interpretation of the accounting treatment of interest on LOBO loans and premia on restructured loans differs from Salford’s (and all other authorities involved), and is an issue that has now been running unresolved for 2 years. The risk assessment is based upon having to adopt the Audit Commission’s preferred accounting treatment for all LOBO loans whose primary period extends beyond 2006/07 and for using the provision for credit liabilities to finance outstanding premiums. 
	Issue still unresolved at national level. Consultation paper on proposed accounting treatment for 2007/08 issued by CIPFA. Report to be prepared on implications for February meeting.

	0
	VAT – breach of partial exemption limit
	The threat of capital investment on activities that are exempt from VAT impacting on the partial exemption limit of 5% of total VAT incurred was eliminated by the March 2005 budget announcement by the Chancellor of the Exchequer in relation to children’s centres
	No further risk

	6,200
	Total
	
	


HRA Risk Assessment of Requirement for Balances 2006/07


Appendix 3b
	Details from Budget Report to Council 01/03/06
	Latest Risk Assessment

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


	

	500
	Right to Buy Applications
	Although the dwelling rents income budget has been based on current levels of completions, an increase in this resulting from Government Initiatives would reduce the amount of income collected.
	Currently assessed as nil risk.

	500
	Housing Repairs / Decent Homes
	NPHL have indicated through the budget discussions that both the revenue and capital budgets for repairs are possibly under funded. Whilst the programmes are being tailored to match the available resources any unforeseen issues or variations could result in a need for the use of balances.
	Currently assessed as nil risk.

	1,000
	Stock Options
	As the implementation work progresses it may materialise that there are further costs to be incurred, or some of the external assumptions for transfer costs are not realised and have to be internally funded.
	The implementation costs of Stock Options are being separately monitored and reported to Housing Lead Member. Due to these all other budgets are being tightly controlled to try to ensure that everything remains within budget. There will be a significant call upon balances to fund Stock Option costs in 2006/07 possibly up to the full amount available.

 

	200
	Void Properties / Homelessness
	The requirement to meet Homelessness targets may result in the need to accelerate bringing void properties back into use.
	Currently assessed as nil risk.

	200
	NPHL Management Fee
	Unforeseen issues arising through NPHL that are not covered by the management fee or could be accommodated within it.
	Currently assessed as nil risk.

	2,400
	Total
	
	


The above represents the possible major risks that could occur and demonstrates that the budgeted balances of 2.64% or £2.4m are sufficient to cover these risks. 
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