	
PART 1

(OPEN TO THE PUBLIC)
	ITEM NO. 6



REPORT OF THE CITY TREASURER

TO THE BUDGET SCRUTINY COMMITTEE ON WEDNESDAY 3RD OCTOBER 2007


TITLE:  REVENUE BUDGET 2007/08: BUDGET MONITORING


RECOMMENDATION: Members are invited to consider and comment on the contents of the report.


EXECUTIVE SUMMARY: This report outlines the current position of expenditure against the 2007/08 revenue budget, the key budget risks identified by directorates and the implementation of the agreed revenue budget savings for 2007-2008.


BACKGROUND DOCUMENTS: Service budget monitoring reports to lead members. (Available for public inspection)


CONTACT OFFICERS: 

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

ASSESSMENT OF RISK: Key budgetary control risks are identified in this 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: 2007/08 Revenue Budget


Report Detail

1 Introduction 

1.1 At this time of year, following completion of the final accounts, the work of the accountancy division is increasingly focused on budget monitoring. With expenditure data available for a greater proportion of the year, predictions of full-year effects are becoming more reliable.

1.2 To make maximum use of the resources available, budget monitoring concentrates on an examination of the major budget heads and the budgets identified as risk areas.

1.3 In addition the overall financial position imposes a need for agreed savings targets to be met in full and emphasis is being placed on the progress being made on each of the savings proposals.

2 General Fund Services

2.1 Chief Executive’s 

There are underspends across the directorate totalling £203,000 against the budget.  The majority of this is owing to staff vacancies and it is anticipated that expenditure will be on target by year-end as the posts are filled.

2.2 Community, Health and Social Care 

Up to August 2007, there are significant pressures in the Learning Difficulties service which can be managed within budget, but these will continue to be monitored for signs of further pressures emerging.  The other areas of spend within the directorate are currently remaining within budget although they can be volatile and will also continue to be monitored regularly.  The directorate’s performance against staffing budgets is satisfactory.      

The workplan for the Committee has been programmed to receive a report from the directorate at this month’s meeting.
2.3 Customer and Support Services 
Overall expenditure against the employees budget up to August 2007 is underspent by £223,000. The main reason for the underspend is casual vacancies which will not continue to increase as the posts have been filled. 
A number of issues have been identified and these are being closely monitored.  It is anticipated that the directorate will be within budget at the end of the financial year.
2.4 Housing and Planning 

There is currently a £216,000 adverse variance in Planning.  £104,000 is within the accommodation budget.  Occupancy levels at the Civic Centre are being  reviewed with UVPL to address this.  The balance relates to Building Control Fees.  The budget profile is being reviewed in conjunction with UVPL and it is expected that this variance will reduce when income related to major planning applications is received.
2.5 Children’s Services 

Non-schools budgets across the directorate are in aggregate approximately £108,000 overspent against the budget to 31 August 2007.  Increased pressures on overall foster care, especially outside agency payments, are being investigated.  Spending on special needs transport is currently higher than anticipated and is being closely monitored.   It is anticipated that the budget will be in line at year-end.
2.6 Environment  (including DSOs)
At this stage in the financial year it is anticipated that net expenditure will be within budget at year-end.

2.7 Corporate Issues  

As reported last month

· Electricity tender – a budget provision for a 50% price increase was made but the re-tender has shown prices to be more competitive with only an overall 10 % increase. This will save £500,000 on the budget provision.

· Property Insurance tender – the renewal of the insurance cover from the 1st June 2007 has led to a reduction in the insurance premium of £350,000.  

3 Housing Revenue Account 

3.1 Up to August 2007, there is a net underspend of £28,000, primarily due to income being ahead of expectations.  It is expected that the Housing Revenue Account will remain within the revised budget. 
4 Progress on agreed savings
4.1 All budgets have been adjusted and currently all directorates are reporting on-target progress against agreed savings.
5 Budget Risks

5.1 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 are subjected to greater scrutiny.  These are detailed at Appendix 3a and 3b along with the latest risk position including, where applicable, details of potential reduction through additional income or reduced expenditure.
6 Prudential Indicators 

6.1    The key Treasury Management Prudential Indicators are detailed in Appendix 1.

7 Summary

7.1   At this stage in the financial year, budget pressure areas start to become more evident and directorates make plans to meet them.  Monitoring will continue, and currently it is anticipated that each directorate will contain expenditure with its overall budget.
7.2 Each of the directorates’ budgets has been adjusted for their amount of savings and monitoring will continue throughout the year until all savings have been achieved or implemented or alternative savings sought.

7.3 There are no adverse matters being reported with regard to the achievement of savings.
8 Recommendation

8.1
Members are invited to consider and comment on the contents of the report.
John Spink

City Treasurer
Appendix 1
Prudential Indicators

	a) Authorised Limit for External Debt, Forward Estimates
	2007/08
	2008/09
	2009/10

	
	£m
	£m
	£m

	Total Authorised Limit for

External Debt
	659
	695
	731

	Actual Gross External Debt as at 14/09/2007
	506
	
	


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.

	b) Operational Boundary for External Debt
	2007/08
	2008/09
	2009/10

	
	£m
	£m
	£m

	Total Operational

Boundary for External debt
	558
	594
	630

	Actual Gross External Debt as at 14/09/2007
	506
	
	


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. 

	c) Limits on Interest Rate Exposure
	2007/08
	2008/09
	2009/10

	
	%
	%
	%

	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
	0
	
	


	d) (All years) maturity structure for fixed rate borrowing
	Upper Limit
	Lower Limit
	Current Maturity

Profile 

	
	%
	%
	%

	Under 12 months 
	50
	0
	7.8

	12 and within 24 months
	50
	0
	0.0

	24 months and within 5 years
	50
	0
	0.6

	5 years and within 10 years
	50
	0
	11.4

	10 years and above
	100
	40
	80.2

	
	
	
	

	Variable rate debt maturing in any one year (local indicator)
	30
	0
	4.3


Appendix 1 contd

Prudential Indicators contd
	e) Limits on Long-Term Investments
	2007/08
	2008/09
	2009/10

	
	£m
	£m
	£m

	Upper limit for investments of more than 364 days
	30
	30
	30

	Current total investment in excess of 364 days
	13
	13
	13


f) 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 £500m and the net borrowing requirement £434m.   Details are set out in the table below.

	
	
	
	
	
	

	Comparison of Net Borrowing and CFR 
	 

	Date
	Debt 
	Temporary
	Net
	Capital
	 

	 
	Outstanding
	Investments
	Borrowing
	Finance
	Head

	 
	
	
	
	Requirement
	Room

	 
	£'000
	£'000
	£'000
	£'000
	 

	23/08/2007
	494,215
	61,735
	432,480
	500,262
	67,783

	24/08/2007
	500,215
	67,235
	432,980
	500,262
	67,282

	28/08/2007
	500,215
	63,635
	436,580
	500,262
	63,682

	29/08/2007
	503,215
	63,635
	436,580
	500,262
	63,682

	30/08/2007
	503,215
	63,335
	436,880
	500,262
	63,382

	31/08/2007
	503,215
	64,635
	435,580
	500,262
	64,682

	03/09/2007
	503,215
	64,835
	435,380
	500,262
	64,882

	04/09/2007
	503,215
	63,535
	436,680
	500,262
	63,582

	05/09/2007
	503,215
	64,735
	435,480
	500,262
	64,782

	06/09/2007
	503,215
	64,135
	436,080
	500,262
	64,182

	07/09/2007
	500,215
	65,135
	435,080
	500,262
	65,182

	10/09/2007
	500,215
	64,235
	435,980
	500,262
	64,282

	11/09/2007
	500,215
	63,235
	436,980
	500,262
	63,282

	12/09/2007
	500,215
	60,735
	439,480
	500,262
	60,782

	13/09/2007
	500,215
	60,735
	439,480
	500,262
	60,782

	14/09/2007
	506,215
	57,635
	448,780
	500,262
	51,482

	


Appendix 3a                            

RISK ASSESSMENT OF REQUIREMENT FOR GENERAL RESERVES 2007/08

	For info 2006/07 Provision       
	RISK ASSESSMENT OF RESERVES FOR 2007/08
	2007/08

Reserves requirement
	

	
	Area of Expenditure
	Explanation of Risk/Justification for Reserves
	Minimum
	Desirable
	Latest Risk Assessment

	£000s
	
	
	£000s
	£000s
	

	0
	Pay
	Budget assumes an increase of 2% for all staff 2007/08 in line with the Chancellor of the Exchequer’s assumptions for average public sector pay settlements. There is a risk that the actual settlement could be higher at between 2.5% and 3% in line with recent years.
	500
	1,000
	The National Joint Council have rejected the employers offer of 2.5% and are balloting members.  A 0.5% increase in settlement will add £500K to the paybill and be a call on reserves in 2007-08. 

	250
	Prices
	Budget assumes 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 50% for an electricity contract renewable 1/4/07 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, although separate assessment of risk has been included elsewhere.
	0
	250
	Risk has reduced. Savings have been made in tendering for property insurance and the tendered costs for electricity have shown only a minor increase compared with the provision for a 50% increase. The risk of some other potential price increases, e.g. care charges does still remain. 

	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 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. Additional funding of £600k provided in the 2007/08 budget will mitigate the risk.
	1,000
	2,000
	Pressures continuing – see main report.

	500
	HB and Council Tax Benefit Subsidy
	The previous problems incurred in 2005/06 around local authority error on benefit claims has been stabilised in 2006/07 and through close and regular monitoring of benefit performance in this area the risk is now manageable.
	0
	0
	No further risk.

	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. Income continues to be buoyant and therefore there is not considered to be a risk at present.
	0
	0
	No significant risk at this stage.

	250
	Housing – income
	Previous concerns about the adequacy of income sources, notably Supporting People grant, have diminished as the level of funding has flattened out.
	0
	250
	No risk at present.

	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, and the base budget for 2007/08 having been increased by £1m to recognise the growing demands.
	1,000
	2,000
	Risk still remains the same.

	500
	Children – SEN Transport
	There is a continual risk that demand pressures from a potential increase in the number of special needs children requiring transport provision. Additional funding of £600k provided in the 2007/08 budget will mitigate the risk.
	250
	500
	Risk still remains the same.

	200
	Recycling
	There is a risk of failing to achieve recycling targets and thus minimise waste disposed to landfill, with the result that the Council is penalised through the mechanism of the waste disposal levy, which is now based on household waste tonnage tipped.
	250
	500
	Risk still remains the same.

	200
	Environment - budget pressures
	The phased withdrawal of the cross subsidy to trade waste from the household waste levy could result in customer resistance to the resultant increase in charges and lead to a shortfall in trade waste income
	100
	200
	Risk still remains the same.

	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 there is a risk of some savings not being delivered on time or not at all and compensating savings not being found. This is considered to be a potentially higher risk than previously because of more challenging targets.
	250
	500
	No risks currently identified that cannot be contained within directorate budgets.

	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.
	250
	500
	No further risks identified at present.

	1,500
	Treasury Management
	Regulations introduced by the Government will allow local authorities to continue to write down loan premiums over the life of a replacement loan, thus removing any risk of additional cost. Equally, the Council will take steps before 31/3/07 to reschedule LOBO loans so as to avoid any continuing risk with the accounting for LOBO loan interest
	0
	0
	Risk has diminished due to the promise of further legislation during 2007/08 by the DCLG.

	6,200
	Total
	
	3,600
	7,700
	




































                                     Appendix 3b

HRA RISK ASSESSMENT OF REQUIREMENT FOR BALANCES 2007/08

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

2007/08
	Latest risk assessment

	100
	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. However this is considered fairly unlikely as most tenants are expected to wait for Decent Homes work to be undertaken before exercising right to buy.
	Right to Buy is now lower than expected and this will not occur.
Latest forecast - nil

	500
	Housing Repairs 
	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.
	By combining the repairs and major investment programmes into a combined Housing Investment Programme this will not now be a call upon balances.
Latest forecast - nil

	500
	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.
	Following ballot and launch of Salix and re-assessment of requirements going forward, this is the major area of risk.
Latest forecast - £1.4m

	100
	Void Properties / Homelessness
	The requirement to meet Homelessness targets may result in the need to accelerate bringing void properties back into use.
	Will be managed through Housing Investment Programme.
Latest forecast – nil.

	200
	NPHL Management Fee
	Unforeseen issues arising through NPHL that are not covered by the management fee or could be accommodated within it.
	New management fees have been agreed for Salix and NPHL.
Latest forecast – nil.

	1,400
	Total
	
	


The above represents the possible major risks that could occur and demonstrates that the budgeted balances of 1.55% or £1.4m are sufficient to cover these risks. 
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