Item 5


Report of the Strategic Director (Environment)

To Budget Scrutiny Committee – 5th September 2007
Former DSO services
The budget monitoring report to Budget Scrutiny Committee on 4th July 2007 referred to the fact that there had not, for some time, been a requirement to report the trading results of Direct Service Organisations (DSOs) separately and, from 2007/08, DSO results will form part of the general Environment Directorate figures.  Members requested a report on the financial position of the former “DSO” services, particularly refuse collection.

DSOs were formed due to the requirements of Compulsory Competitive Tendering (CCT) legislation in the 1980s which obliged Local Authorities to expose specific services to competitive tendering.  Those services were, at that time, split into “client” and “contractor” functions with the “contractor” function (DSO) being exposed to competitive tendering.  In Salford’s case, all “contractor” work was retained in-house after being tested against external competitors.  

CCT was replaced by Best Value from April 2000.  Over the years, the split between the “client” and “contractor” functions in each of the services tendered has become less meaningful with extra work being created by having to produce two separate sets of accounts for each service and in making internal charges between two elements of the same service.   Transparency was lost due to not reporting on an entire service and it was more likely that errors would be made with certain information not captured with the potential to “fall between” the two elements of the service.  New services, such as recycling, had been added over the years to meet changing local and national demands.  There was a need to capture full costs of services for such purposes as grant funding, charging to clients (e.g. winter gritting) and for Local Area Agreements.
Environment’s Finance Manager, who was new to the Directorate in 2006, therefore, suggested that the split between the “client” and “contractor” functions should cease and that each service should be reported upon in its entirety, providing full service costs and income in each case.  This change was introduced from 1st April 2007.
Former DSO services are listed below showing the description of the total service within which they are now reported:

DSO







Entire service
Refuse Collection contractor




Waste (collection, disposal and recycling)

Street Cleansing contractor




Street Cleansing

Grounds Maintenance contractor



Parks and Countryside

Vehicle Management and Maintenance contractor
Vehicle Management and Maintenance

Building cleaning contractor




Building cleaning

School, staff and welfare catering contractor

School, staff and welfare catering

Commercial catering contractor



Commercial catering

All DSOs except Refuse Collection made a surplus in 2006/07.  The Waste budget for 2007/08 has been adjusted to cover previous, directed, overspends e.g. increases in the trade waste levy.  Waste Performance and Efficiency Grant will again be utilised and it is assumed that surpluses produced by other former DSOs will support the Waste budget by up to £0.5m.  
Further additional budget of £0.485m has been approved by Cabinet for 2007/08, increasing each year thereafter to a peak of £1.135m in 2014/15 due to the arising and expiry of leasing charges.  Additional budget will stabilise at £0.635m from 2015/16.  This is to fund the new co-mingled recycling service to be introduced during 2007/08.  It is expected that, with the additional Waste budget, all the above services will spend within budget during 2007/08.
With the recent introduction of the Landfill Allowance Trading Scheme (LATS) and the financial penalties it imposes, it is essential that waste taken to landfill is reduced dramatically.  The introduction of a new waste treatment contract in Greater Manchester will allow processing of mixed recyclables.  Over the next seven years, waste disposal costs will amount to around £90m if we do not change our current service.  With the adoption of the new service methods approved by Cabinet in August 2007, the cost of waste disposal would reduce to £62m.

The new service will provide householders with a blue and a brown 240 litre wheeled bin in which to place pulpable materials (e.g. paper and card) and co-mingled recyclables (e.g. tins and glass) respectively.  The green waste service and residual domestic waste service will remain unchanged and continue to use magenta-lidded, and dark grey bins respectively.  Variations in the recycling service may be required for households, such as flats, tower blocks etc where the new scheme may not be suitable.
Salford achieved a recycling rate of 18.04% in 2005/06 and 20.35% in 2006/07.  The Government’s statutory targets are 40% by 2010, 45% by 2015 and 50% by 2020.  Even with the recycling proposals recently approved by Cabinet, there will be substantial increases in waste disposal levy costs from 2010/11with the operation of the LATS scheme, and further options to increase waste reduction and recycling rates, beyond those in the new service, will need to be considered.  
It is also likely that the cost of waste services will increase in the future due to such issues as URC proposals for additional properties, many of which will be single person dwellings; and the political intention to develop more “bring sites”, particularly in residential locations.

Wheeled bins

Budget Scrutiny Committee on 4th July 2007 asked whether new wheeled bins are to be funded by new leases.  The budget for the new co-mingled service assumed that new leases would be used to fund the new brown and blue bins for co-mingled recyclates and paper as well as to fund any new and replacement bins required for all types of waste.   This assumption was made based on calculations undertaken at the time the budget was produced, which compared the cost of leasing with the cost of unsupported borrowing, with leasing being the less expensive option.   However, at the time of acquiring new bins, that comparison will be made again in each case and the best option will to chosen for each order placed. 

Trade Waste and schools

Budget Scrutiny Committee on 4th July 2007 referred to anecdotal evidence that schools are cancelling trade waste contracts because of price and asked for comment. 
Over the last two years trade waste charges have been increased incrementally in a move towards achieving full cost recovery and to take account of Greater Manchester Waste Disposal Authority’s removal of the cross-subsidy from the domestic household levy.  As a consequence certain customers will choose to buy their trade waste service from elsewhere.
As mentioned above, if Salford continues to landfill waste at the current levels, it is likely that LATS penalties of £150 per tonne will be imposed.  In some cases private sector trade waste collectors will charge lower prices as their overheads are lower and they are not subject to LATS penalties.

To the end of July 2007, out of 1764 trade waste contracts in place at 1st April 2007 at a value of £1,342m, 153 contracts had been lost at a value of £172.5k and 34 new contracts had been gained at a value of £15k.  Of the 153 lost contracts, 61 were schools contracts with a value of £136k.  There are still 43 contracts remaining with schools at a value of £109.5k.
In an effort to reduce charges to schools, all schools were offered a free waste audit as well as being offered a full recycling service free of charge.  However, schools have shown little enthusiasm for this with none taking up the offer.
Salford’s waste managers have been tasked with managing the lost business, as a result of price increases, within the current budget.

Licensing
Budget Scrutiny Committee on 4th July 2007 requested an update on the Licensing function.   
There had been concern that under the new licensing regime income was not covering costs.  However, the outturn figures for 2006/07 show:





Budget

Actual

 Variance




     £        
   
    £

        £
Expenditure

 410,546

 420,833
   (10,287)   Adverse
Income


(425,000)

(476,746)
     51,746    Favourable


Total net income
  (14,454)

  (55,913)
     41,459    Favourable
As can be seen, therefore, income is covering costs.
As previously discussed with the Committee, it is proposed that an element of the favourable variance will be targeted at establishing legal support for the service, although it is still expected that income will cover expenditure.

Analysis of the individual Licensing income streams shows that there are regular sources of income and that these are now at a settled level, are covering costs and are in line with expectations and ongoing. As this is a relatively new service to the Environment Directorate, close monitoring of income and expenditure is being carried out.
A staffing restructure within Licensing has recently been approved to ensure that the function is appropriately resourced for the future.
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