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REPORT OF THE CITY TREASURER 

_______________________________________________________________________

TO BUDGET SCRUTINY COMMITTEE,
3rd DECEMBER, 2008 
_______________________________________________________________________

TITLE:
BUDGET PLANNING 2009/10 
_______________________________________________________________________

RECOMMENDATIONS:  Members are invited to comment on the contents of this report.    

_______________________________________________________________________

EXECUTIVE SUMMARY:


This report provides details of the developing budget strategy following the provisional formula grant settlement announced by the Local Government Minister on 26th November, 2008.

This report outlines the issues being taken into consideration in developing the detailed budget plans for 2009/10. 
_______________________________________________________________________

BACKGROUND DOCUMENTS:
 
DCLG Letter dated 26th November entitled “Local Authority Finance (England), Revenue Support Grant for 2009/10 and related Matters”.
_______________________________________________________________________

ASSESSMENT OF RISK:
The assessment of risk is an intrinsic part of developing the budget strategy and the final budget proposals will outline what the key financial risks to the Council will be and how the revenue budget plans serve to mitigate them. 
 

_______________________________________________________________________

SOURCE OF FUNDING:

Revenue Budget


_______________________________________________________________________

LEGAL IMPLICATIONS:
None specifically arising out of this report


_______________________________________________________________________

FINANCIAL IMPLICATIONS:


The provisional grant settlement enables Salford’s detailed budget plans to be fine-tuned to produce a budget for 2009/10 within the resources available from Government and local council taxpayers.
_______________________________________________________________________

VALUE FOR MONEY IMPLICATIONS:


Value for money considerations will be taken into account in determining the detailed spending plans for the Council.


_______________________________________________________________________

HUMAN RESOURCES:


There will be consequential impacts upon the HR strategy that will need to be assessed further.
_______________________________________________________________________

CONTACT OFFICER:
John Spink

Tel : 793 3230






E-mail : john.spink@salford.gov.uk
_______________________________________________________________________

WARD(S) TO WHICH REPORT RELATES:
Potentially all


_______________________________________________________________________

KEY COUNCIL POLICIES:
Budget Strategy


_______________________________________________________________________

REPORT DETAILS
1. INTRODUCTION

This report sets out for members’ information and comment the developing strategy for preparing a detailed budget for 2009/10 preparatory to setting out full details at the special meeting of this Committee, towards the end of January, to consider the detailed budget plans.  

2. PROVISIONAL OUTTURN 2008/09

Members have received regular monthly budget monitoring reports on the progress with the current year’s budget and are well informed with the detail of the variations in expenditure across various services.

The current financial year has created a number of spending pressures on the budget, much of which has been created by factors outside of the Council’s control through the downturn in economic conditions, or demographic pressures. Current indications are that the revenue outturn is projected to result in a net overspending of around £0.9m as a result of the following main variations :-









        Forecast        Effect of








        Variation        Economic










        Conditions

· Delayed stock transfer




£2.2m

£2.2m
· Budget pressures - Housing, Planning


£1.4m

£0.7m


        
        - Children in Care


£1.3m
· Capital funding (use of unsupported borrowing)

£0.5m

£0.5m
· Shortfall in procurement efficiencies


£0.5m


Offset by :

· VAT windfall




        
 -
£0.5m

· Industrial action



          
 -
£0.4m

· Pay and grading (cost of latest model)

 -
£1.0m
· Insurance Fund review



 -
£3.1m

---------

---------

£0.9m

£3.4m

This forecast overspending assumes all other directorates, ie Chief Executive’s, Community Health and Social Care, Customer and Support Services and Environment, remain within budget despite some lesser challenges that each faces.

A major factor which has helped to keep the projected overspending considerably below what it might otherwise have been has been a review of the Insurance Fund. This follows an independent actuarial report on the level of funds required to meet future insurance claims which has only been received within the past week and indicates that the balance in the fund at 31st March 2009 can be reduced by £3.1m. The main contributory factor has been the reduction in tripping claims as a result of investment in footpath improvements.
There remain some opportunities to reduce this overspending that are being actively pursued, as follows :-

· Spending is tightened further as a result of controlling discretionary expenditure and not filling non-key vacancies
· Those directorates that are currently forecast to overspend continue to seek ways in which they can reduce, and preferably eliminate, their overspendings

· Review of funds and balances 
· Pay and grading
If an overspending does occur in the current financial year it will be only the second in the past ten years when an overspending has occurred if the above position holds good. 
It is expected that the £0.9m projected overspending shown above will be reduced considerably in the light of the opportunities currently under consideration. 

However, for planning purposes only at this stage, the £0.9m is to be used for the remainder of this report to indicate its impact.
3. IMPACT UPON GENERAL RESERVES

The following table sets out the impact of the above forecast overspend upon the expected level of reserves.

	 
	2007/08
	2008/09
	2009/10
	2010/11

	2008/09 budget - planned reserves 
	£9.6m
	£5.3m
	£6.9m
	£8.5m

	2007/08 outturn – actual reserves
	£11.4m
	
	
	

	2008/09 forecast outturn

 - opening balance

 - budgeted contribution from/to reserves

 - contribution to fund overspend

 - restoration of reserves to 08/09 plan

 - closing balance
	
	£11.4m

- £4.3m

- £0.9m

£6.2m
	£6.2m

£1.6m

- £0.9m

£6.9m
	£6.9m

£1.6m

£8.5m


It should be noted that the 2007/08 actual outturn was £1.8m better than the expected outturn when the 2008/09 budget was set and this has therefore provided a partial hedge against the expected overspend in 2008/09.
However, the effect of the overspend in 2008/09 means that the closing balance at 31st March 2009 will be at £6.2m, which is better than the planned level when the 2008/09 revenue budget was approved, although less than the desired level of £8.5m and means that there is a choice to be made in the 2009/10 budget planning between :-

· Keeping to the 2008/09 budget strategy, which would mean aiming for £6.9m of reserves by 31st March 2010, ie not as much needs to be contributed back to reserves in 2009/10 as originally planned to keep on track, or
· If funds permit, to accelerate the contribution to reserves to seek to reach the desired level of £8.5m earlier than 2010/11, which is the medium-term financial strategy target. 
4. PROVISIONAL REVENUE SUPPORT GRANT SETTLEMENT 2009/10

National Picture

Financial year 2009/10 is the second year of the three-year grant settlement announced in 2008/09, whereby indicative provisional grant figures were also announced for 2009/10 and 2010/11.
The Local Government Minister announced the provisional RSG settlement for 2009/10 on 26th November and confirmed the details provisionally announced with the final 2008/09 grant settlement last January. There have been no changes to total funding available, the grant distribution formula, the data used or the floors and ceilings mechanism. Written representations are invited by 7th January 2009.
The only change of any significance has been a switch of funding of £1bn from NNDR to RSG to reflect an expected tapering off of NNDR revenue. However, total formula grant (the sum of NNDR + RSG) remains unchanged.
Implications for Salford

Formula Grant increases by 3.6%, 2.3% and 1.8% for 2008/09, 2009/10 and 2010/11 respectively, the amounts of grant being :-
Formula Grant
Increase
Grant Floor
2007/08

£115.652m



    Increase
2008/09

£125.092m

+ 3.4%
    + 2%
2009/10

£127.964m

+ 2.3%
    + 1.75%
2010/11

£130.231m

+ 1.8%
    + 1.5%
Salford loses grant due to floor damping of £3.5m in 2008/09, £1.9m in 2009/10 and £0.9m in 2010/11. 

In comparison to other authorities in Greater Manchester :-
· In 2008/09, grant increases ranged between 2% (Trafford) and 6% (Oldham). Bolton, Rochdale, Tameside and Wigan all got above 5%. Salford’s was the 7th highest of the 10 districts. Fire got a 2.1% increase, Police 3%.

· In 2009/10, increases range from 1.8% (Trafford) to 4.1% (Oldham). Salford drops to the 9th highest. Fire get 1.2%, Police 3%.

· In 2010/11, increases range from 1.5% (Trafford) to 3.5% (Oldham). Salford is again only the 9th highest. Fire get 1.2%, Police 3%.
Details of formula grant increases are shown in the following table :-

	
	2008/09
	2009/10
	2010/11

	
	%
	%
	%

	Bolton
	5.0
	3.6
	3.1

	Bury 
	3.2
	2.6
	2.3

	Manchester
	3.6
	2.5
	1.9

	Oldham
	6.0
	4.1
	3.5

	Rochdale
	5.4
	3.9
	3.4

	Salford
	3.4
	2.3
	1.8

	Stockport
	3.1
	2.6
	2.3

	Tameside
	5.2
	3.6
	3.0

	Trafford
	2.0
	1.8
	1.5

	Wigan
	5.3
	3.7
	3.2


Other comparators :-

	GM Fire
	2.1
	1.2
	1.2

	GM Police
	3.0
	3.0
	3.0

	
	
	
	

	Met districts
	3.9
	2.9
	2.5

	SIGOMA authorities
	4.5
	3.0
	

	
	
	
	

	North West
	3.8
	3.0
	2.7

	England
	3.6
	2.8
	2.5


5. AVAILABLE RESOURCES 2009/10
The estimated level of resources for next year is expected to be as follows :-








2008/09
2009/10
Increase








    £m

    £m

        %
    


Formula Grant



125.092
127.964
    + 2.3


  
Council Tax
(see note 1)


  87.176
  90.320
    + 3.6 
  

    
Collection Fund surplus (see note 2)
    0.884



     







-----------
-----------
    -------







213.152
218.284
    + 2.4
    






=======
=======
    ====


Notes

1 Council Tax

At this stage, Council Tax revenue is assumed to be derived from a 3% tax increase. Overall tax revenue is higher at a 3.6% increase because of allowing for the full year effect in 2009/10 of new dwellings coming into council tax during 2008/09. No further additional tax revenue from future new residential developments has been assumed due to the economic downturn.
2 Collection Fund
This is the account in which amounts of Council Tax billed and collected are accounted for. A surplus or deficit has to be declared annually by 15th January representing the estimated balance on the account at the end of the financial year. A surplus of £1m was declared for 208/09 representing the estimated balance at 31st March 2008. This was the second successive year of declaring surpluses. Balances are shared with the precepting authorities in proportion to the share of the Council Tax bill. Salford’s share of this £1m surplus was therefore £884k. This reflects Salford’s improving collection record for Council Tax. 
The collection fund position for the 2009/10 budget remains under review, but is expected to be no worse than a break-even position.
The tightness of the formula grant settlement and the impact of current economic conditions that has depressed prospects of future buoyancy in council tax provide for a much restricted increase in available resources, with only an overall 2.4% increase in resources.

6. SPENDING REQUIREMENTS 2009/10

The matching of spending requirements to the available resources is a process that is continually refined throughout the year as more up-to-date information emerges and future prospects can start to be anticipated with more certainty, although current economic conditions add a greater degree of uncertainty than in previous years.
The strategy has needed to take account of a number of issues, the principle ones being as set out below.

· Allowance for Inflation
Appropriate allowance has needed to be made for pay and price inflation. These have generally been in line with expected inflation levels of 2.5% to 3%, with specific provision being made for higher increases where these are known with a degree of certainty, eg water charges, gas and electricity (bearing in mind the cost increase from the last contract renewal).
· Spending and Demographic Pressures
Budget monitoring reports during the current financial year have identified spending pressures of a recurring nature emerging in Housing, Planning and Children’s Social Care. Whilst the strategic directors of these services have been requested to examine how it might be possible to reduce expenditure, it is inevitable that some of these pressures, together with underlying demographic increases, will need to be recognised within future spending requirements, and this is being planned for.
· Efficiencies 
The Government signalled its intentions last year to set more stretching Gershon efficiency targets in the public sector generally, and in local government specifically, by announcing that a 3% annual cashable efficiency target for each of the next 3 years would be required to be met and built into their spending plans. This was confirmed in the Comprehensive Spending Review and Formula Grant settlement announcements. 
Salford’s contribution to the Gershon efficiency targets is largely driven by the Think Efficiency review which was commissioned to identify the scope for cross-cutting efficiencies that could be delivered over the next 3 years as part of the medium-term financial strategy. This is now moving into the implementation stage and anticipated savings are factored into budget plans.
· Other issues
Other issues that have needed to be built into the medium-term financial plans have been :-

· Pay and grading review

Details of a revised pay and grading structure to be operative from 1st April 2008 has now been released to staff for consultation. The budget strategy needs to make appropriate allowance for any cost increase arising from changes to grades and protection arrangements, together with anticipating the effect of successful appeals and cases for market supplements. (A detailed report on pay and grading is contained elsewhere on the agenda for today’s meeting).
· The Council’s regeneration and service improvement plans

The Council clearly has ambitious regeneration plans, eg mediacity:uk, building schools for the future, primary school capital programme, LIFT, housing stock transfer and PFI, URC business plan, Salford West action plan, and these need to be accommodated within the budget over the medium-term where there is a possible call upon revenue resources.
Economic conditions have caused a downturn in the value of land and had a severe impact upon planned capital receipts. This has necessitated the temporary use of unsupported borrowing, with the consequent financing costs falling upon the revenue budget. Further consideration will be given to the need for continuation of this strategy in the current economic climate. 
Equally, service improvements need to be continually maintained, and where this necessitates revenue investment, eg waste recycling, safeguarding children, new Gateway centres, appropriate allowance needs to be made.

Underpinning these various issues that need to be taken into account in framing the budget plans for the next 3 years is the overriding requirement to safeguard the Council’s financial health.  This is done by reviewing and evaluating the key risks to the financial health and adopting a strategy that, where reserves may need to be brought into consideration in balancing the budget requirement, it is done within acceptable parameters. The risk assessment that members have become familiar with in recent years will therefore feature as part of the budget setting process.
We also need to ensure that a framework is in place for the efficient and effective use of resources. The Audit Commission’s annual CPA assessment confirmed Salford’s use of resources rating as 3 star (out of 4) in 2007, ie performing well and having effective measures in place, and it is expected that a 3 star rating will be confirmed for 2008 shortly. The budget plans need to ensure that effective measures continue to be in place that are sufficiently funded, continue to maintain this position and preferably to improve upon it during what will become an increasingly harder regime under the new Comprehensive Area Assessment from 2009 merely to stand still. 
7. CONCLUSIONS
The budget planning for next year is now entering the final stages where last-minute refinements need to be made to the detailed budget plans ahead of reporting fully to the special meeting of this Committee at the end of next month.

That report will set out full details of the budget strategy for the next 3 years, not solely for 2009/10, so that members can see the medium-term as well as the short-term financial plans and can scrutinise the assumptions and proposals incorporated into that strategy.
8. RECOMMENDATION

Members are invited to comment on the contents of this report.    
JOHN SPINK

City Treasurer
Part 1 (Open to the Public)		 ITEM No. 7
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