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REPORT OF THE CITY TREASURER AND LEAD MEMBER FOR 

CUSTOMER AND SUPPORT SERVICES

TO THE CITY COUNCIL ON WEDNESDAY, 18TH FEBRUARY, 2009 

Subject : 
2009/10 REVENUE BUDGET AND CAPITAL PROGRAMME
RECOMMENDATIONS : 
Members are requested to:

1. Approve a revenue budget of £218.311m for 2009/10 ;

2. Approve the Council Tax levy in accordance with the formal resolutions contained in Appendix 7 ;

3. Approve the HRA budget for 2009/10 as set out in Part 2  ;

4. Request each Lead Member and Strategic Director to monitor rigorously the implementation of the accepted savings and expenditure against budget on a regular basis, to identify and report to Budget Scrutiny Committee any alternative savings which may be necessary to compensate for any savings not achievable in full and to ensure that overall net expenditure is contained within budget, and for the Lead Member and City Treasurer to report monthly to Budget Scrutiny Committee on progress with the budget on a corporate basis ;

5. Approve a capital programme of £122.385m as set out in Part 3 and detailed in Appendix 13.

6. Approve the prudential indicators for 2009/10 to 2011/12 as set out in Part 4. 

EXECUTIVE SUMMARY : 


Context

This report sets out the specific proposals for the 2009/10 Revenue Budget and Council Tax, HRA Revenue Budget, Capital Programme and Prudential Limits.

The proposals match the available resources from Government and local tax and rent payers with spending needs through inflationary and other pressures and Council priorities, taking into account matters raised in consultation with the public.
The budget process is driven by the Council’s strategic planning framework and aims to provide the means by which the Council’s priorities as reflected in its vision for the City, its 7 pledges and sub-pledges and the Cabinet’s cross-cutting priorities, and its contribution towards achieving the aims of the Community Plan and the Local Strategic Partnership, are delivered.
Through Budget and Efficiency Group, a sub-group of Cabinet, the budget strategy has been developed and aligned with the strategic priorities. The budget strategy has aimed to avoid cuts in service so that priority services can be maintained, whilst also maintaining the financial health of the Council and improving value for money from its services.

This report is produced in 6 parts :-

1. 2009/10 Revenue Budget and Council Tax

· Identifies that the approximate outturn expenditure for 2008/09 is expected to underspend budget plans by £2.812m, and consequently the balances held in reserves at 31st March, 2009 are expected to be £9.784m.

· Sets out the key factors taken into consideration in determining the budget and Council Tax, the prime financial driver being the delivery of a low Council Tax increase of no more than 3% for Salford’s services, in accordance with the medium-term financial strategy.  

· Sets out the details of the RSG settlement for 2009/10 for Salford, which allows for an increase in Formula Grant of 2.3%, in line with the three-year settlement announced last year. 

· Identifies that, taking into account a 3% Council Tax increase and Government resources from Formula Grant, total resources of £218.311m are available to deliver the desired outcomes for 2009/10. 


· Continues to improve value for money through the identification of new efficiencies in services amounting to £13.131m and improvements in productivity and performance. 

· Proposes to use £2.851m of reserves to support revenue expenditure, which relates to underspending identified in 2008/09 that will be recycled back into the budget for 2009/10. 

· Continues to maintain the financial health of the Council by retaining a sufficient level of reserves that is supported by a risk assessment.

· Identifies that, subject to confirmation, the Greater Manchester Police Authority and the Fire and Civil Defence Authority precepts will increase by 7.5% and 3.4% respectively.

· The overall Council Tax will be £1,007.96 at Band A and £1,511.94 at Band D, an overall increase of 3.4%. Single person households will pay 25% less.

2. 2009/10 HRA Revenue Budget

· Identifies that the approximate outturn expenditure for 2008/09 is expected to require a contribution from reserves of £1.4m towards funding gross expenditure of £62.5m, and consequently the balances held in reserve at 31st March, 2009 are estimated to be £0.4m or 0.6% of the gross budget.

· Identifies that a balanced HRA revenue budget can be achieved for 2009/10 that will maintain the Council’s investment in the management and maintenance of Council dwellings.

· Identifies that the Lead Members for Housing and Customer and Support Services have approved under delegated authority a rent increase of £3.04 per week on a 48-week basis, equivalent to a 5.00% increase.

· Identifies that the HRA will not utilise reserves in 2009/10 and will have estimated reserves at 31st March 2009 of £0.4m, equivalent to 1% of the gross budget.

· Identifies the strategy that the HRA will follow to re-instate a prudent level of reserves for future years as part of the 30-year HRA Business Planning process.

3. 2009/10 Capital Programme

· Identifies that funding is available for a capital programme of £122.385m in 2009/10.

· Identifies that unsupported borrowing of £33.954m (of which £4.501m will be funded from the Housing Revenue Account) will be used in funding the capital programme as a temporary replacement for capital receipts due to the impact of current economic conditions on the availability and value of receipts. Provision for the revenue financing costs of the unsupported borrowing has been made in the 2009/10 revenue budget. Total borrowing, including borrowing supported by formula grant and borrowing for invest to save purposes, will be £48.606m.
· Identifies the priorities for investment to be met from that available funding.

4. Prudential Indicators for 2009/10 to 2011/12
· Identifies the prudential limits for the next three years required to be set in accordance with the Local Government Act 2003 and the Prudential Code for Capital Finance produced by CIPFA to indicate the affordability of the Council’s capital expenditure and borrowing plans from the revenue budget and housing rents, together with the limits that will be adopted in the management of the Council’s borrowing and investments.
5. Future Prospects 2010/11 – 2011/12
· Identifies the key issues for future consideration in rolling forward the medium-term financial strategy.

BACKGROUND DOCUMENTS :

Letters from the ODPM dated 26th November, 2008 and 26th January, 2009 entitled "Local Authority Finance (England) : Revenue Support Grant for 2009/10 and Related Matters”

Report to Budget Scrutiny Committee dated 23rd January and 9th February, 2009 re 2009/10 Revenue Budget.

Reports to joint meeting of Housing and Customer and Support Services Lead Members, 2nd February 2009 on housing rents and service charges. 

ASSESSMENT OF RISK :


Paragraph 10 in Part 1 of this report contains an assessment by the City Treasurer of the risks associated with the 2009/10 revenue budget and Appendix 4 contains a risk assessment of the adequacy of reserves held at 31st March 2009. Similarly, Part 2 and Appendix 9 set out similar details for the HRA.

SOURCE OF FUNDING :
Revenue Budget, HRA Revenue Budget and Capital Programme.

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

1. LEGAL IMPLICATIONS
The City Solicitor, as Monitoring Officer, has been consulted in the preparation of this report and is satisfied that the proposals set out in this report satisfy all legal requirements.

2. FINANCIAL IMPLICATIONS
This report has been prepared by the City Treasurer and Principal Group Accountant for Sustainable Regeneration in consultation with the Strategic Director of Customer and Support Services and other Strategic Directors and Heads of Service, and contains full financial implications around the budget, council tax and housing rent setting.

3.  PROPERTY
The capital programme sets out detailed proposals for capital investment generally in Council-owned property. 
4.  HUMAN RESOURCES
The efficiency savings proposals involve the loss of a significant number of posts, with over 300 posts to be deleted via the Think Efficiency programme through the non-filling of vacant posts, voluntary early retirement and voluntary severance. There are no compulsory redundancies planned.
CONTACT OFFICER :   John Spink
   Tel No : 793 3230


E-mail : john.spink@salford.gov.uk
Nigel Dickens       Tel No : 793 2585               

           E-mail :nigel.dickens@salford.gov.uk
WARD(S) TO WHICH REPORT RELATES : All wards

KEY COUNCIL POLICIES :
Budget Strategy, Pledges, Sub-Pledges, Cabinet Priorities, Service and Performance Plans

INTRODUCTION

This report is presented in 6 main parts and is designed to pull together the key components of the Council’s budget into a single document.

It is also presented in this format in order to ensure that inter-related decisions between the revenue budget and the capital programme, and between the General Fund and HRA revenue budgets, are taken at the same time and can be seen to be consistent between the different funding sources.

Finally, it also allows the requirement for the Council to set 3-year forward prudential indicators under the Local Government Act 2003 and CIPFA’s Prudential Code for Capital Finance to be integrated with the budget setting process, as required by the Code.

Parts 1 to 4 seek the approval of members of the Council to the following :-
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In addition :-  
  Part 5 informs the Council of the future prospects for 2010/11 and 2011/12
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A summary of the recommendations is contained in Part 6.
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PART 1

THE REVENUE BUDGET AND COUNCIL TAX LEVY FOR 2009/10


1. THE STRATEGIC PLANNING AND BUDGET FRAMEWORK AND PROCESS

1.1. The revenue budget forms part of the Council’s overall strategic planning framework. It provides the means whereby the Council’s overarching vision and priorities, as reflected in its 7 pledges, its sub-pledges and the Cabinet’s priorities, and its contribution towards achieving the aims of the Community Plan and the Local Strategic Partnership, are delivered and which, in turn, are supported by each directorate’s service and performance plans.

1.2. This strategic planning framework informs proposals for the realignment of the Council’s resources in order to put additional resource into its key priority services and draw them from areas of lesser priority or where efficiencies can be delivered.

1.3. The Budget and Efficiency Group, a sub-group of Cabinet, and comprising the Leader, Deputy Leader, Lead and Executive Support Members for Customer and Support Services, Chief Executive, Strategic Director of Customer and Support Services, Assistant Chief Executive, Director of Change and City Treasurer, lead on the budget process to ensure the alignment of the strategic and budget planning processes.

2. REVIEW OF 2008/09 FINANCIAL PERFORMANCE

2.1. On 20th February, 2008, the Council set a budget for 2008/09 of £213.152m in the expectation that unearmarked reserves at 31st March 2008 would be £9.6m and by 31st March 2009 would be £5.3m, consistent with the minimum risk assessment, after taking account of a planned contribution of £4.3m to be made from reserves to support the 2008/09 revenue budget.

2.2. The final outturn for 2007/08, which was determined after the 2008/09 revenue budget was set, resulted in unearmarked reserves at 31st March 2008 being £11.369m, ie. better than the budget expectation by £1.769m.

2.3. The forecast outturn for 2008/09 is for an underspend against the budget of £2.812m, which will reduce the budgeted contribution from reserves from £4.397m to £1.585m giving a revised expected level of unearmarked reserves at 31st March 2009 of £9.784m, ie some £4.484m better than the original budget plans for 2008/09.
2.4. The main variations in 2008/09 have been :-

















£000s

Overspendings on :
· Delayed stock transfer






 2,200


· Budget pressures - Housing, Planning




 1,400



        - Children in Care




 1,300

· Capital funding (use of unsupported borrowing)



    500


· Shortfall in procurement efficiencies




    500
Offset by :
· VAT windfall




        
 

-
    500
· Industrial action



          


-
    400

· Pay and grading 






-
 3,246
· Review of Insurance Fund





-
 2,155


· Review of balances and provisions



-
    400

· Waste disposal levy refund due to PFI delay


-
    661
· Community Health & Social Care – underspend elderly care
-
    500

· Revenue funding of capital expenditure replaced by





unsupported borrowing




-
    750

· ICT – expired lease






-
    100

---------

Current forecast underspending





-
 2,812
=====

2.5. The variations shown as budget pressures, ie Housing, Planning and Children in Care are underlying pressures that will continue to recur and the continuing budget requirement for those items in 2009/10 is considered further later in the report. The remaining variations are of a one-off nature.

2.6. The current economic climate has had a direct impact upon certain areas of the budget, with the variations of £2.2m arising from the delayed housing stock transfer, £1.4m of the Housing and Planning variations and £0.5m for the capital financing costs on the use of unsupported borrowing. 


2.7. It should be noted that the non-schools budget funded by the Dedicated Schools Grant is projected to overspend by £1.7m, principally as a result of the increasing number of placements in non-maintained special schools. This overspend will be clawed back from the 2009/10 Dedicated Schools Grant. The overspend will be required to be accounted for at outturn as a write down of general reserves in 2008/09 which will be offset in 2009/10 by an equivalent contribution back to reserves top-sliced from the Dedicated Schools Grant. As this overspend is separately funded and cost neutral across the two years it is excluded from the above-mentioned analysis of the net underspend at paragraph 2.4.

2.8. These matters have been reported to Budget Scrutiny Committee during the year. 

2.9. All other directorates are indicating that they will contain expenditure within their budget. 

2.10. The main achievements that services have made during the year are detailed in Appendix 1.  

2.11. Of particular highlight in terms of financial achievement has been the strengthening of the 3 star rating obtained for the use of resources under the CPA assessment.

2.12. The financial performance of directorates is shown in Appendix 2.

3. DETERMINING THE MEDIUM-TERM FINANCIAL STRATEGY 2009/10 TO 2011/12
3.1. Through Budget and Efficiency Group, the medium-term financial strategy which was determined last year for the subsequent 3 years has been developed further to ensure alignment between the strategic and budget planning processes.

3.2. The key priorities that the Group has identified for the Council for its financial strategy have been to develop a budget which :-

· maintains a policy of low Council Tax increases ; 

· reflects the strategic priorities of the Council ;
· continues to seek increased efficiency from existing services ;
· delivers services which improve outcomes and represent value for money ; and
· maintains the financial health of the Council.
3.3. The financial objectives consistent with the key priorities have been identified as :-

· Council Tax rises to be no more than 3% per annum for Salford’s services ;
· resources to be allocated on a policy-led basis ;
· providing for growth in priority services ;

· cuts in service to be avoided wherever possible ;
· improvement in value for money from services through improved outcomes and outputs, continuous performance improvement and cost and performance efficiencies ;
· integrated revenue budgets and capital programmes ;
· reserves to be supported by a detailed risk assessment ;
· making appropriate allowance for expected pay and price inflation and other expected commitments over the next three years ;
· generally maintaining the long-term financial health and viability ; and
· taking into account the results of public consultation.

3.4. The continued tightness of the RSG settlement for next year has meant that financial provision for service growth is only possible through Area Based Grant, and service priorities have at least been maintained whilst continuing to maintain the financial health of the Council and continuing to seek a positive CPA “direction of travel” in improving services well. 
3.5. The Group has also sought and considered efficiency savings from services in order to maintain low Council Tax increases.

3.6. The Group has purposefully sought to avoid cuts in any area of service.

3.7. The feedback from the public consultation has also been taken into account in determining the revenue budget and Council Tax. 

3.8. Details of the priorities for each directorate for 2009/10 analysed against the Council’s pledges and the Cabinet’s priorities are shown in Appendix 1.

3.9. A detailed analysis of the responses to the public consultation is contained in Appendix 3.

4. LEVEL OF GENERAL RESERVES

4.1. The level of unearmarked general reserves as at 31st March, 2009 is estimated to be as follows :-













£m


Balance of Unearmarked Reserves at 1st April, 2008 



- 2008/09 budget plan






  9.600

- 2007/08 outturn underspending





  1.769
----------

- actual 

11.369

Less : 
Budgeted contribution from reserves 2008/09


        -
  4.397

Add :
Net underspending 2008/09 (per paragraph 2.4)


  2.812












----------

Forecast Unearmarked Reserves at 31st March 2009


  9.784












======
4.2. This level of reserves is equivalent to just under 4.5% of the 2008/09 net revenue budget.

4.3. Section 25(1)(b) of the Local Government Act 2003, which came into effect for the 2004/05 revenue budget, requires the chief financial officer to report to the authority on the adequacy of the proposed financial reserves and guidance from CIPFA is that local authorities, on the advice of their chief finance officers, should make their own judgement on a minimum level of reserves. CIPFA states that a well-managed authority with a prudent approach to budgeting should be able to operate with a relatively low level of general reserves and that chief financial officers should take account of the strategic, operational and financial risks facing the authority.

4.4. A risk assessment has therefore been undertaken to establish what should be a minimum level of general reserves for Salford. The details are provided at Appendix 4. Whilst the assessment is not an exact science, and views may differ on what constitute key financial risks and their evaluation, it indicates that the level of general reserves during 2009/10 should range between an absolute minimum of £6m and a desirable target of £11.5m. 

4.5. The use of reserves in support of the 2009/10 revenue budget is considered further later in this report at section 8.
4.6. It should be noted that the projected level of reserves at paragraph 4.1 above does not include the impact of the overspend in 2008/09 on the non-schools budgets funded by the Dedicated Schools Grant as outlined at paragraph 2.7 as this will be compensated for directly from Dedicated Schools Grant in 2009/10. 
5. THE REVENUE SUPPORT GRANT (RSG) SETTLEMENT 2009/10
3-Year Revenue and Capital Settlements

5.1. The provisional details for 2009/10 were announced as part of the 3-year settlement for the period 2008/09 to 2010/11 in December 2007. In November 2008, the Local Government Minister confirmed as unchanged (apart from some minor grant transfers) the details of the provisional settlement for 2009/10. The headline national grant settlement figures are :-

	
	2008/09

(adjusted)
	2009/10
	2010/11

	
	£bn
	£bn
	%
	£bn
	%

	Business Rates (NNDR)
	20.500
	   19.500
	
	
	

	Revenue Support Grant (RSG)
	  2.838
	4.501 
	
	
	

	Formula Grant
	23.338
	24.001
	+ 2.8
	24.622
	+ 2.6

	RSG for specified bodies
	0.045
	0.046
	
	0.039
	

	PFI
	0.677
	0.853
	
	1.069
	

	Post-CSR transfers
	 0.026
	0.020
	
	0.033
	

	Net Aggregate External Finance
	24.086 
	24.920
	+ 3.5
	25.763
	+ 3.5

	Specific Grants
	46.097
	48.220
	+ 4.6
	50.627
	+ 5.0

	Total Aggregate External Finance
	70.157
	73.140
	+ 4.2
	76.357
	+ 4.4


5.2. The business rate multiplier will be 48.5p (48.1p for small businesses), an increase of 5% in line with the increase in RPI (as at September 2008).
5.3. Last year’s budget report set out the detailed implications of the settlement and it is not proposed to repeat them in this year’s report given that they are unchanged.
Impact of the National Grant Settlement on Salford

5.4. The amount of Formula Grant available from the Government to Salford over the 3 year settlement period is as follows :-

2008/09
2009/10
2010/11







   
    £m

    £m

    £m


Formula Grant



125.092
127.964
130.231
% increase
                                            3.4%              2.3%             1.8%



Grant floor % increases

   
    2%

   1.75%
   1.5%

Local Authority Business Growth Incentive Scheme (LABGI)
5.5. The 3-year settlement announced LABGI funding of £50m in 2009/10 and £100m in 2010/11 to support a reformed scheme. A recent announcement from the Prime Minister indicated that the 2009/10 funding may be increased to £100m.
5.6. The scheme will identify business rates from new property across sub-regions, which is Greater Manchester in Salford’s case, and will distribute grant on the basis of the population count for each district.
5.7. No details of the precise funding available has yet been announced, but it is expected that if the original basis remains unchanged following consultation then Salford’s grant entitlement will be in the region of £250k for 2009/10 and £500k for 2010/11, but that entitlement in 2009/10 will be £500k if the details of the Prime Minister’s statement are confirmed.
Schools Funding 

5.8. In 2006/07 the Government changed the way in which schools are funded by introducing a new specific grant, the Dedicated Schools Grant (DSG), so that schools will be wholly funded from this source in future, and separate from Formula Grant. The grant is distributed according to the number of pupils in schools, with minimum grant increases as a safeguard against falling pupil numbers.

5.9. 2009/10 is the second year of the 3-year grant settlement. The total DSG funding nationally for 2009/10 and 2010/11 is estimated at £29.836bn and £31.115bn, cash increases of 3.3% and 4.3% respectively.

5.10. The headline increases in the DSG per pupil are 3.7% and 4.3% respectively for the next 2 years.
5.11. Salford’s indicative DSG, based on estimated pupil numbers, for 2009/10 and 2010/11 is £129.533m and £133.838m, cash increases of 2.1% and 3.3% respectively. Salford’s increases per pupil will be 3.5% and 4.0% respectively. These figures differ from ones previously reported due to the removal of funding in relation to the Oasis Academy.
5.12. The main reasons for Salford receiving a below average increase are that it has traditionally spent above FSS on education and the national average includes additional funding to bring those authorities that spent less than FSS up to their FSS figure.
5.13. The Government has announced that for authorities which are losing pupil numbers a cash floor of 2% will apply to their annual DSG increase. The October pupil census for Salford shows that pupil numbers in mainstream schools are 366 (1.2%) lower than the January 2008 count. The overall cash increase in the DSG is therefore likely to be close to or at the cash floor of 2%, which will mean an increase of £2.5 million to £129.4 million, rather than the announced grant of £129.533m. A further increase at the floor of £2.6 million in 2010/11 is also anticipated. 

5.14. Within the headline announcement the minimum funding guarantee (MFG) per pupil for schools is set at 2.1% for each of the next three years. This is significantly below the level over the last 3 years. The Government have stated that this level is 1% lower than their estimate of cost pressures to take account of efficiencies that schools are achieving. 
5.15. In comparison, the teachers’ pay offer has been announced at 2.3% for  2009/10 and 2010/11. The level of the minimum funding guarantee is therefore likely to put more financial pressure on a number of schools to fund non-pay expenditure. 
5.16. All schools will receive a below inflation increase per pupil, those schools with static numbers will receive a real terms decrease in budget. Schools with reducing numbers will receive an even lower budget and the potential for deficit budgets is increased. 

5.17. The difference between the headline DSG and the MFG is accounted for by two factors : “headroom“ and ministerial priorities. Due to schools receiving the higher of the MFG or the formula allocation there is a need for “headroom” to meet this need for extra resources above the MFG to make the funding mechanism work. 

5.18. Within the national DSG increase 0.75% of the 2009/10 and 1.28% of the 2010/11 allocation is for ministerial priorities. This money is being distributed to local authorities on pupil numbers aged 5-15 for personalisation. The mechanism for distributing this allocation will be discussed by Schools Forum last year. 

5.19. In addition to the ISB the DSG also funds some central activities e.g. pupil referral units, early years provision, high cost SEN pupils. These areas have historically had high demand pressures but the reduction in total pupil numbers will restrict the amount of resources available for these areas. Any overspending incurred in these areas in 2008/09 is carried forward and will be the first call on the DSG for 2009/10. This will result in a lower amount of budget being available to fund the DSG areas of spend for 2009/10.
5.20. The changes introduced last year to the standards fund School Development Grant (SDG) resulted in an overall increase in the SDG of 2.1% per pupil, but individual schools were guaranteed to receive no less grant increase per pupil than last year. The Government stated that any increases in funding between the most deprived and the least deprived schools should not be narrowed. The distribution mechanism agreed by the Schools Forum for the SDG ensured that this requirement was adhered to and this mechanism will also be applied in 2009/10 and 2010/11.

6. 2009/10 AVAILABLE RESOURCES

Estimate of Available Resources

6.1. The RSG settlement and the resource assumptions in the financial strategy, particularly over the level of Council Tax increase, can now be brought together to determine the available resources for revenue expenditure in 2009/10 and the provisional amount for 2010/11.


Formula Grant

6.2. As mentioned at paragraph 5.4 above, the Formula Grant available to Salford for 2009/10 is £127.964m, an increase of 2.3%. The indicative amount for 2010/11 is £130.231m.
Council Tax

6.3. The Council Tax revenue for Salford’s services in 2008/09 was budgeted at £87.176m. This included an assumption that an additional £1m revenue would be obtained by an increase in the taxbase of 2,355 from 65,345 to 67,700 band D chargeable dwellings to reflect the numbers of new dwellings under construction and expected to be built and ready for occupation during the latter part of 2007/08 and in 2008/09. 

6.4. That assumption has continued to prove buoyant during the year. When Police and Fire precept income is added, and the assumed collection rate factored in, the total Council Tax required to be billed to achieve a balanced budget was £98.995m. The current amount of Council Tax revenue billed is approximately £101.4m. The budget requirement represents 97.6% of the amount billed, which is broadly in line with budget assumptions for a 98% collection rate.   

6.5. This position has been used as the basis for forecasting the likely revenue in 2009/10, but also bearing in mind the impact on the taxbase of declining developer confidence caused by the economic climate, together with what a 3% increase in keeping with the medium-term financial strategy would produce.

6.6. In the anticipation of far fewer occupied new dwellings coming into Council Tax in 2009/10 than in 2008/09, and consolidating previous completions in 2008 and the early part of 2009 into the calculation, a further increase of 419 in the taxbase to 68,119 band D dwellings was approved by the Lead Member for Customer and Support Services on 15th December, 2008. 

6.7. The share of the expected revenue from Council Tax in 2009/10 for Salford’s services from the increase in taxbase and a 3% increase in the tax is as follows :-


Band D Council Tax for Salford’s services 2008/09
£1,287.68

Add : 3% increase
£     38.63


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


Band D Council Tax for Salford’s services 2009/10
£1,326.31


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


Multiplied by :


Taxbase (no of band D equivalent dwellings)
68,119

Gives :

Estimated Council Tax revenue 2009/10 (£1,326.31 x 68,119)
£90.347m


========
6.9. This represents an increase in total Council Tax revenue of 3.6%.
Collection Fund

6.10. The Collection Fund is the account in which the Council Tax and Business Rates raised must be balanced with that collected. Each year the Council is required by legislation to determine whether it has a surplus or deficit in collection on the account, taking into account its overall expected collection (not just the collection within the year). Any surplus or deficit declared must be shared with the precepting authorities in proportion to each authority’s share of the Council Tax.

6.11. For each of the last two years a surplus of £1m has been declared to reflect the buoyancy in the taxbase. However, due to far fewer new dwellings being completed, as at 31st March 2009, it is expected that the Collection Fund will break even.

Total Available Resources 

6.12. The total available resources arising from the above are therefore as follows :-









    £m

% increase

Formula Grant





127.964

2.3

Council Tax





  90.347

3.6








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

-----

Total Available Resources 2009/10


218.311

2.4








=======

===
7. 2009/10 REVENUE BUDGET

Development of the Forecast of  Medium-Term Spending Requirements

7.1. Forecasts of 3-year spending requirements began in March last year as a rolling review of medium-term spending requirements and have been refined as developments have unfolded during the year, particularly as the financial strategy was developed during the autumn, as details of the RSG settlement were announced in late November, as submissions were received from directorates and implications for services and outcomes considered during December and January.

7.2. The medium-term financial strategy developed for the three years through to 2010/11 has addressed the major challenges facing the City in order to fulfil the Council’s vision for the City, its 7 pledges and sub-pledges and the Cabinet’s cross-cutting priorities, and its contribution towards achieving the aims of the Community Plan and the Local Strategic Partnership, as referred to in paragraph 1 above. Accordingly, clear links have been developed between the key outcomes expected and the resources made available.













7.3. During 2008/09, the Budget and Efficiency Group reviewed the medium-term financial strategy and confirmed the original framework for determining its expenditure requirements :-


· Council Tax increases for Salford’s services to be no more than 3%

· Cuts in service to be avoided wherever possible

· Resources to be allocated on a policy-led basis

· Improvement in value for money from services through improved outcomes and outputs, continuous performance improvement and cost and performance efficiencies

· Integrated revenue budgets and capital programmes

· Ensuring the long-term financial health and viability.

Development of Expenditure Requirements

7.4. The expenditure requirements have been built up from the 2008/09 base budget to initially develop a continuation of service budget and take account of :-

· expected pay and price inflation

· capital financing costs arising from new borrowing

· emerging and expected new spending pressures

· adjustment for assumptions around the use of reserves

7.5. The continuation of service produced an initial spending requirement of £234.293m, as follows :-












    £m

2008/09 Base Budget







213.152
Add : 
Use of reserves included in 2008/09 base budget 

    4.397












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

Adjusted 2008/09 Base Budget





217.549

Add :
Pay inflation







    3.373


Pensions – increased employer’s contribution rate

    0.800



Price inflation






    4.641

Capital financing costs





    5.710


Government funding withdrawal




    0.630


Pay and grading review





-   1.531

Budget pressures






    4.922    



Other adjustments






-   1.801












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

Continuation of Service Budget 





234.293











=======

Budget Assumptions

7.6. The key assumptions made in constructing the continuation of service budget shown above are as follows :-

· Pay inflation at 2%.

· Pensions – an increase of 0.8% (to 14.4%) in the employer’s contribution rate as required under the 3-year actuarial review by the GM Pension Fund, as part of a phased increase in contribution rates to 16% over the 4-year period to 2011/12.

· Price inflation of :

· 12.5% for water charges

· 9% for waste disposal

· 30% for gas
· 50% for electricity

· 4.3% for passenger transport costs

· 2% for premises costs, externally determined charges and DSOs
· 0% for general supplies and services.

· Capital financing costs

· additional General Fund borrowing requirement of £43m, including an allowance for the use of £29.4m of temporary unsupported borrowing to fund capital spending requirements in lieu of capital receipts

· 1% for interest payable on new borrowing and for interest earned on investments.

· Pay and grading review – reduced cost in line with the estimate for the latest version issued for consultation with staff.

· Budget pressures – provision for the continuing cost of pressures in the following services :-

· Learning Difficulties



£0.950m

· Sustainable Regeneration


£1.4m

· Children in Care




£1.8m
· Customer and Support Services

£0.772m
· Other adjustments – reflect accounting adjustments around the use of grant funding for specific service initiatives, eg safeguarding children, LPSA 2 reward grant, offset by provision for previously committed new services, eg the new gateway centres. 

Efficiencies 

7.7. New efficiencies to be made in service budgets are summarised in the following table and itemised in Appendix 5. 
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2009/10

2010/11

2011/12

Total 

Amount

Total 

Amount

Total 

Amount

£000s

£000s

£000s

Chief Executive

70

10

10

Children's Services

420

70

70

Community Health and Social Care

1,742

1,138

1,138

Customer and Support Services

1,317

1,121

1,121

Environment

893

435

435

Sustainable Regeneration

426

426

426

Sub-total - non Think Efficiency savings

4,868

3,200

3,200

Think Efficiency programme

8,263

13,586

13,586

Total

13,131

16,786

16,786


7.8. The approach to seeking efficiencies has been two-pronged :-

· to continue to roll out the implementation of the Think Efficiency review – 2009/10 will be the second year of implementation which will see the target for efficiencies increase from £2.450m to £10.713m in 2009/10 and £16.036m in 2010/11 cumulatively as plans already implemented realise their full year saving and new plans begin to take shape;

· to identify further efficiencies in directorates from services not covered by the Think Efficiency review.

7.9. A number of efficiencies are one-off measures, and these have been recognised in future budget plans for 2010/11 and 2011/12.

Growth

7.10. No specific provision has been included in the mainstream budget for new growth, although provision is included in the other adjustments referred to above for previously approved growth commitments, such as the Gateway centres.



7.11. However, headroom available in the Area Based Grant will enable new investment in preventative measures to safeguard children which should lead to long-term cost savings for children in care, in developing the “working neighbourhoods” initiative and in providing a joint commissioning fund to meet other Local Area Agreement priorities.
Final Budget Spending Plans

7.12. Bringing the continuation of service budget and service efficiencies together produces a final budget for 2009/10 as follows :-











   £m



Continuation of Service budget




234.293

Less :
Service efficiencies





-
  13.131













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












221.162

Less :
Use of reserves (see section 8 below)


-
    2.851











-----------



Revenue Budget 2009/10





218.311












=======

7.13. The following chart shows the increase in budget for each directorate in 2009/10 by comparison with 2008/09. It particularly emphasises the additional funding being put into meeting additional capital financing costs, partly to meet the costs of unsupported borrowing, and to meet the spending pressures in the Children’s and Sustainable Regeneration directorates.
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whilst the following chart illustrates efficiency savings by service in comparison with 2008/09 and demonstrates the extent to which the savings planned for 2009/10 will be dominated by the Think Efficiency programme :-
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8. RESERVES

8.1. As part of the budget development, the position with reserves has needed careful consideration bearing in mind the exceptional circumstances which required a call upon reserves to fund equal pay claims. 

2008/09 Budget Position

8.2. The assumptions made in the 2008/09 revenue budget with regard to the level of general reserves over the next three years were as follows :-

Planned Level of Reserves at 31st March 2008 through to 31st March 2011
2008/09 Revenue Budget

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

	
	£m
	£m
	£m
	£m

	
	
	
	
	

	Balance at 31st March
	9.6
	5.3
	6.9
	8.5


8.3. The risk assessment undertaken for the 2008/09 revenue budget identified minimum and desirable levels of reserves as follows :-

· Minimum level of reserves

£5.3m

· Desirable level of reserves

£8.5m
and the budget strategy allowed for them to be used to support the 2008/09 revenue budget, but not to fall below the minimum level, and then to be restored to the desired level by 31st March 2011.
Outturn Position 2007/08
8.4. The planned position for reserves at 31st March 2008 in drawing up the 2008/09 revenue budget was £9.6m, as per the table at paragraph 8.2 above.

8.5. The outturn position at 31st March 2008 following completion of the final accounts during the summer of 2008 was £11.369m, ie £1.769m favourable to budget plans. 

Approximate Outturn 2008/09
8.6. An assessment of the outturn expenditure for 2008/09 has indicated a projected underspend of £2.812m (as detailed in section 4 above), which would give reserves in hand at 31st March 2009, after allowing for a budgeted contribution from reserves to the budget of £4.397m, of £9.784m, ie some £4.484m higher than the 2008/09 budget plans.
Reserves Strategy for 2009/10 to 2011/12
8.7. The way in which the approximate outturn for 2008/09 and revenue budget plans for 2009/10 have taken shape offers 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 the need to contribute back to reserves in 2009/10 as originally planned can be turned into a contribution from reserves, or

· If funds permit, to effectively leave the level of reserves unchanged and so be better than the desired level of £8.5m earlier than 2010/11, which is the medium-term financial strategy target. 

8.8. A full risk assessment of reserves is included at Appendix 4 but, in summary, an indication of the level of reserves likely to be needed based upon the degree of risk considered appropriate is as follows :-

	2008/09 Assessment

(for comparison)
	
	2009/10

Degree of Risk/

Reserve Needed
	Likeli-hood
	Minimum Reserve Needed

	Minimum
	Desirable
	
	Low
	Medium
	High
	
	

	£m
	£m
	
	£m
	£m
	£m
	
	£m

	0.500
	1.000
	Pay
	0.250
	0.500
	1.000
	Low
	0.250

	
	0.250
	Prices
	0.250
	0.500
	1.000
	Low
	0.250

	1.500
	2.500
	Adult Social Care
	0.500
	1.000
	1.500
	Medium
	1.000

	
	0.250
	Planning income/ land charges
	0.250
	0.500
	1.000
	Medium
	0.500

	1.050
	1.700
	Housing stock transfer
	
	
	
	
	

	1.000
	2.000
	Children in care
	0.500
	1.000
	1.500
	Medium
	1.000

	0.250
	0.500
	SEN transport
	0.250
	0.500
	1.000
	Medium
	0.500

	0.500
	1.000
	Non-achievement of savings
	1.000
	2.000
	3.000
	Medium
	2.000

	0.500
	0.500
	Other unforeseen expenditure
	0.500
	1.000
	1.500
	Low
	0.500

	5.300
	9.700
	Total
	3.500
	7.000
	11.500
	
	6.000


8.9
Based on this assessment  the minimum and desirable levels of reserves to be held by 31st March 2010 would be as follows :-

· Minimum level of reserves

£  6.0m

· Desirable level of reserves

£11.5m
8.10. The assessment above would justify keeping to the planned reserve level of £6.9m in accordance with the medium-term financial strategy.

8.11. The use of reserves to reduce net expenditure should be done in a planned manner that adopts the following principles :-

· Does not support recurring expenditure ;

· Is only therefore used in a one-off manner ; and

· Identifies the strategy for replenishing them to the desired level.

8.12. The proposed reserves strategy  for 2009/10 to 2011/12 is therefore to revert to the medium-term financial strategy plan, which would allow for reserves of £6.9m to be held at 31st March 2010 and then to plan for a phased increase towards the desirable level over future years. The strategy is summarised in the following table :- 
Proposed Reserves Strategy 2009/10 to 2011/12
	 
	2007/08
	2008/09
	2009/10
	2010/11
	2011/12

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

	2007/08 outturn – actual reserves
	£11.4m
	
	
	
	

	2008/09 forecast outturn

 - opening balance

 - budgeted contribution (from)/to reserves
 - contribution from outturn underspend
2009/10 budget strategy
 - restoration of reserves to 08/09 plan
	
	£11.4m

- £4.4m

  £2.8m


	£9.8m

£1.6m

- £4.5m
	£6.9m

£1.6m
	£8.5m

£1.5m

	Closing Balance at 31st March
	
	£9.8m
	£6.9m
	£8.5m
	£10.0m


8.13. It should be noted that the projected level of reserves in the table above does not include the impact of the overspend in 2008/09 on the non-schools budgets funded by the Dedicated Schools Grant as outlined at paragraph 2.7 as this will be compensated for directly from Dedicated Schools Grant in 2009/10. 
9. THE 2009/10 COUNCIL TAX LEVY

9.1. If a revenue budget is set at £218.311m then this would lead to a Council Tax requirement calculated as follows :-

    £m



Total Net Budget






218.311
Less :
Formula Grant





-
127.964  












-----------



Total Amount required from Council Tax for Salford
  90.347











======

Divided by :
Taxbase (number of band D equivalent dwellings)
68,119


Band D Council Tax for Salford's services


£1,326.31




Band A







£   884.21


Increase







       3%
9.2. However, the final Council Tax increase is also dependant upon the increases from the 2 precepting authorities :










        

Greater Manchester Police Authority

Greater Manchester Fire and Civil Defence Authority

9.3. The precepts are due to be set by both authorities on 13th February, which is after  the deadline by which this report has had to be prepared for the Council agenda. However, subject to confirmation, it is understood that the following precepts are to be recommended to the respective authorities :- 




	
	Precept at Band D
	Increase

	
	£
	%

	Police
	134.26
	7.5

	Fire & Civil Defence
	  51.37
	3.4


9.4. Local authorities need to be mindful that the Secretary of State can impose capping restrictions on authorities, including precepting authorities, to limit Council Tax increases and the Local Government Minister has announced that he will continue to cap what he considers to be excessive increases. The capping criterion he has indicated for 2009/10 is that average Council Tax increases should be “significantly less” than 5% and that this limit would apply equally to precepting as to billing authorities. 
9.5. It will be noted from the table at paragraph 9.3 above that the Greater Manchester Police Authority (GMPA) will have set their precept above the capping limit and therefore run the risk of being capped. AGMA district leaders last year approved a three-year increase of 7.5% per annum to run through to 2010/11, conditional upon the delivery of certain key outcomes, in the belief that this increase can be met from within district headline Council Tax increases whilst still keeping within the capping limits.

9.6. An assurance has been given by the Treasurer to GMPA that they will indemnify districts against the costs of reproducing Council Tax bills should the Secretary of State choose to cap GMPA and therefore require districts to re-run their bills.
9.7. Taking these elements together, Salford’s overall Council Tax for 2009/10 would be within the Secretary of State’s indicative limit, as follows :-
	
	Council Tax at Band D
	Increase

	
	£
	%

	Salford
	1,326.31
	3

	Police
	   134.26
	7.5

	Fire & Civil Defence
	     51.37
	3.4

	Total Council Tax at Band D
	1,511.94
	3.4


9.8. For most taxpayers in Salford, who live in Band A properties, the bill will be £1,008.

9.9. Single persons will pay 25% less. For the majority of households this will mean an increase of 64p per week.
9.10. The average bill, which allows for discounts, will be around £1,011.
9.11. The full range of Council Tax amounts at each tax band are as shown in the following table, by comparison with this year :-


[image: image4.wmf]Single Person Households

2 or more Person Households

2008/09

2009/10

Increase

2008/09

2009/10

Increase

£

£

£

£

£

£

Band A minus

609.28

629.98

20.70

812.37

839.97

27.60

Band A 

731.13

755.97

24.84

974.84

1,007.96

33.12

Band B

852.98

881.97

28.98

1,137.31

1,175.95

38.64

Band C

974.84

1,007.96

33.12

1,299.79

1,343.95

44.16

Band D

1,096.70

1,133.96

37.26

1,462.26

1,511.94

49.68

Band E

1,340.41

1,385.95

45.54

1,787.21

1,847.93

60.72

Band F

1,584.11

1,637.94

53.82

2,112.15

2,183.91

71.76

Band G

1,827.83

1,889.93

62.10

2,437.10

2,519.90

82.80

Band H

2,193.39

2,267.91

74.52

2,924.52

3,023.88

99.36

Average Bill (after discounts)

978.03

1,011.28

33.25


10. BUDGET ASSUMPTIONS AND RISKS

Requirement of the Chief Financial Officer

10.1. It is a requirement under Section 25 of the Local Government Act 2003 for the chief financial officer to report to the Council on the robustness of the estimates and the assumptions made in compiling it, and the adequacy of reserves.  

10.2. This section of the report seeks to fulfil that requirement.
Financial Health

10.3. The financial health of the Council has contributed towards maintaining a 3-star CPA rating for the use of resources in 2008. One of the five categories, internal control, improved from a 3 to a 4-star rating, whilst the remaining four categories sustained their 3-star rating. Of the eleven sub-categories, two sustained their 4-star rating, promoting external accountability and ensuring probity, one improved from a 3 to a 4-star rating, managing risk, seven sustained their 3-star rating, whilst one, financial reporting, reduced from a 3-star to a 2-star rating, due to issues over the reporting of financial instrument values.  
10.4. The financial health of the Council still remains relatively strong by maintaining a satisfactory level of general reserves which has been strengthened during 2008/09, and reducing provisions no longer required at their current levels.
10.5. Reserves are expected to be approximately £9.8m by 31st March 2009 compared with the 2008/09 budget plan of £5.3m as a result of underspending by £1.7m in 2007/08 and an estimated £2.8m in 2008/09. A risk assessment has been undertaken which identifies this level of reserves to be significantly above the minimum required to meet key risks and at the upper end of requirements.
10.6. The budgetary plans for 2009/10 would reduce the level of reserves to £6.9m in line with the medium-term financial strategy and the original budget plans for 2008/09, whilst future budget plans would restore them gradually towards an assessed desirable level of £11.5m by making budget provision for contributions back to reserves. 

10.7. In addition, the provision for irrecoverable bad debts on sundry debtor accounts and Council Tax continues to remain at appropriate levels. 

10.8. The medium-term financial strategy will continue to address these and other issues in a structured and considered manner to ensure that the financial health of the Council is maintained.

Inflation

10.9. Adequate allowance has been made for the impact of inflation.

10.10. A provision of 2% has been made for the pay increase in 2009/10 for administrative staff to reflect a settlement in line with the prevailing trend for inflation. The teachers’ pay increase will fall to be met from schools budgets, which are now wholly funded by the Dedicated Schools Grant. 


10.11. Increases for price inflation have been made in accordance with the expectations of the level of increases for different types of expenditure bearing in mind current economic trends. Where exceptional increases are expected, higher provision has been made, eg 12.5% for water costs, 9% for waste disposal. A 50% increase for electricity and a 30% increase for gas has been made to reflect the costs of the re-tender in 2008 and an expected partial reduction in gas prices in 2009. Otherwise, inflation increases are limited generally to 2% where it is known an inflationary uplift is a recurring trend, eg care charges by outside agencies, whilst no inflationary increase has been allowed for general supplies, where a 1% reduction has been made. 

10.12. Inflationary increases during 2009/10 will require close monitoring and scrutiny, and where they exceed the assumptions made will need to be contained within the budget allocations to directorates. The risk assessment of reserves makes allowance for the possibility of excessive inflationary costs being unable to be met by directorates.

Potential Spending Pressures 

10.13. The areas of greatest risk from spending pressures have been adequately addressed in the risk assessment of reserves.
10.14. Key areas of spending pressure have been recognised and additional budget provision for 2009/10 adjusted in social care for adults with learning difficulties, children in care, and income shortfalls in both the Sustainable Regeneration and Customer and Support Services directorates. 
10.15. The risk assessment of reserves makes allowance for any potential breach of the assumptions built into these and other areas of the budget.

Savings

10.16. It is assumed that directorates will achieve their savings targets and have appropriately robust action plans in place to deliver them or can take alternative steps to achieve them. This will require rigorous monitoring during the year by Lead Members, Strategic Directors and Budget Scrutiny Committee.

10.17. Total efficiency savings of £13.131m have been identified for 2009/10 in consultation with Lead Members and Strategic Directors. This is a substantial increase on recent years and will require rigour in their delivery.

10.18. It is assumed that all directorates will meet their required savings targets by the means proposed in this report, but should it not prove possible by those means then alternative means will be identified to ensure that net expenditure is contained within directorate budget allocations. 

Partnerships

10.19. Partnerships that the Council has with other external public, voluntary and private sector organisations play an increasing role in the Council’s budget plans. 

10.20. Key formal partnerships exist with the following organisations :-

· The Primary Care Trust under section 31 of the Health Act 1999 for support services to learning difficulty clients, adaptations and equipment services for adult and elderly clients, and to clients who require support to combat drug and alcohol problems, whereby in each instance budgets of the two organisations are pooled together and jointly managed. Combined pooled budgets exceeding £36m will be managed in this manner in 2009/10.

· Salford Community Leisure, a not-for-profit trust, provide leisure services and manage leisure and community centres owned by the Council, for which a management fee of £3.4m is included in Council budget plans. There will be a one-off funding switch between capital and revenue of £0.6m in the 2009/10 budget plans to fund certain capital works planned by SCL and give a corresponding revenue fee reduction.
· Urban Vision Ltd, a partnership with Capita plc and Morrisons Construction, provide architectural, engineering, property and highway services, for which a management fee of £10m and managed budgets of £7.5m are provided for in Council budget plans. Urban Vision also derive further income from sources external to the Council.

· LAPP, a purchasing consortium with other Greater Manchester authorities, from whom goods and services are procured to the value of £7.5m for the Council, which are included in Council budget plans.

10.21. The budget plans assume the appropriate provision based upon the most up-to-date information regarding the likely level of commitment to these partnerships.  Any variation to the budget provision will need to be managed by the relevant directorates within the allocation provided to them.
Area-Based Grant

10.22. The non-ring-fenced nature of the new Area Based Grant is sufficient as to provide the desired flexibility to allow funded projects to be aligned with the new national targets under the Local Area Agreement in agreement with the Local Strategic Partnership and Government Office.
10.23. Area Based Grant will be funding investment of £1.3m in additional preventative measures to safeguard children from entering the care system and over £1m in developing the “working neighbourhoods” initiative and a joint commissioning fund to target other LAA priorities.
Capital Programme
10.24. The current economic conditions have caused a deterioration in developer confidence and consequently a downturn in interest for, and the offered values of, sites for disposal.

10.25. To maintain continued capital investment in essential service improvement the capital strategy has needed to focus upon the use of unsupported borrowing on a temporary basis to replace capital receipts as the prime source of generating the Council’s own funds, particularly where match funding is required to complement grant available from Government and other sources.
10.26. The revenue budget incorporates the provision for capital financing costs on the use of £29.4m of new unsupported borrowing to temporarily replace capital receipts in funding the 2009/10 capital programme, in addition to the use of £5.1m of borrowing supported by Formula Grant, £8.5m of unsupported borrowing for invest to save proposals, and future annual maintenance costs from completed schemes, but otherwise assumes that there will be no significant revenue implications arising.
Control of Risk

10.27. Risk will be controlled through a combination of :-

· Monthly directorate level budget monitoring reports to directorate senior management and Lead Members ;
· Meetings between the Lead Member for Customer and Support Services and other Lead Members as appropriate to agree action plans from issues arising from monthly budget monitoring and other developments not budgeted for ; 
· Monthly corporate budget monitoring reports to Budget Scrutiny Committee to identify issues, agree appropriate action and call for special reports on issues of concern ; 
· A quarterly update of risks which shall be incorporated into the monitoring reports to Budget Scrutiny Committee : and
· Reports from Budget Scrutiny Committee to Cabinet after each meeting on recommendations to be considered by Cabinet.

Budget Assumption Details

10.28. The key assumptions made in drawing up the 2009/10 revenue budget are contained at paragraph 7.6.
PART 2

THE HOUSING REVENUE ACCOUNT (HRA)

REVENUE BUDGET 2009/10
1.
INTRODUCTION

1.1
This report is intended to inform members of the Housing Revenue Account (HRA) 2008/09 Approximate (the “expected” outturn) and the 2009/10 Budget



-incorporating

· effects of the Government’s proposals on rent restructuring from April 2003, approved on the 2nd February 2009 ;

· the actual HRA subsidy determinations for 2009/10 ;

· the actual Item 8 credit and Item 8 debit (general) determinations 2009/10 ;

· previously approved service developments ;

· the effects of the 2008/09 outturn ;

· the relationship with Salix Homes ;

· future planned changes to the management of the housing stock.

1.2
This report reviews the current year's plans and achievements in financial terms and also reflects aspirations for the coming year taking into account the wishes and needs of its tenants and available resources.

2.
PUBLIC SECTOR HOUSING PRIORITIES

Housing Priorities

2.1
Although there were many notable achievements in 2008/09, and these are shown at Appendix 8, the significant items were the transfer of 14,500 properties to City West Housing Trust in October 2008 and the approval by Communities and Local Government of the Housing Private Finance Initiative (PFI) for Pendleton, plus the 2 star inspection of the Strategic Housing Service.  

2.2
Consequently for ease of reference the priorities for 2009/10 and achievements for 2008/09 are not split between General Fund and HRA activities but shown for the Housing Service in its entirety.

2.3
All priorities for 2009/10 can be directly linked to the action plan arising from the Housing Strategy which is subject to regular monitoring and review. It should be noted that the over-riding priorities are :-

· supporting Salix in its inspection to obtain a minimum of a two star assessment;

· procurement for the Pendleton PFI project ;

· obtaining approval for submission of an Outline Business Case for the PFI Round 6 programme.

Public Consultation 

2.4
In preparation for 2008/09, due to the reasons outlined below, there was only a report presented to the NPHL Parent Board for information, with Salix adopting a similar approach on the rent increases and not the HRA itself. 

2.5
Through work on stock options there was considerable consultation and information passed to tenants within the offer documents for City West as to how the future organisations will follow rent convergence, the effects upon tenants and their needs.

2.6 For 2009/10 details of the rent increases are covered later in this report and given these are linked to Government policies there is little meaningful consultation that can be undertaken on rent increases. 

2.7 More importantly is how these resources are going to be utilised and given the vast majority of the controllable expenditure is managed by Salix, they have been engaging with tenants to deliver the services that customers want. Salix have also been undertaking reviews of services in preparation for their Inspection and tenants have been involved in this.

3.
REVIEW OF 2008/09
The 2008/09 Base Budget

3.1
The original approved budget for 2008/09 provided for gross expenditure of £54.721m, funded by matching income from rents, charges and subsidy.

3.2
At the time the budget was approved it was assumed there would be a contribution from reserves during 2008/09 of £1.605m and at 31st March 2009 reserves would be nil. Although this is lower than the 3% Audit Commission guidelines the budget report identified the strategy for re-building balances back up in future years.

The 2008/09 Approximate Outturn
 

3.3. Following determination of the 2007/08 outturn, which was finalised after the 2008/09 base budget was set, the actual reserves at 31st March 2008 were £1.728m (£0.123m higher than budgeted) due mainly to higher rental income arising from fewer right to buys, timing of stock option implementation costs and adjustments for housing subsidy.

3.4. During 2008/09 the HRA budget has been continually monitored and in order to balance the budget it is forecast that a contribution from balances of £1.366m will be required, to give outturn expenditure of £62.538m.

3.5. The base data used and assumptions made in the calculations are highlighted in Appendix 10(b).
3.6
Brief details are also given at Appendix 10(c) of the variance between the original budget and the expected outturn for 2008/09.

4.
HRA RESERVES 31st MARCH 2009 
4.1
Members will note that as a consequence of the approved variations to the budget during 2008/09, the expected level of reserves at the 31st March 2009 is now forecast to be £0.362m or 0.6% of the budget, as follows :-








£m
%



Opening Balance 1st April 2008 

1.728
      2.7



Less :  Private Finance Initiative Costs

1.366









--------

         Estimated Reserves 31st March 2009 
 0.362      0.6






=====




5.
THE 2009/10 ESTIMATE
Summary

5.1
The HRA gross revenue budget for 2009/10 is proposed at £37.208m. Although this is £25m less than 2008/09 it must be remembered that for the first six months of 2008/09 the Council was responsible for the full housing stock with the transfer of stock to City West taking place in October 2008. Following the transfer of the stock to City West the HRA only owned the stock in Central Salford and as such was significantly smaller for the second half of 2008/09. The budget for 2009/10 is only for the stock in Central Salford and this actually makes any direct comparisons between figures for the two years meaningless due to the significant changes.
5.2
   The base data used and assumptions made in the calculations are highlighted in Appendix 10(a), which also compares the budget for the HRA for the 2009/10 Estimate with the 2008/09 Approximate.


5.3
The following paragraphs consider the major issues which have arisen in consideration of the HRA revenue budget for 2009/10, although most are directly linked to the changes in the stock numbers.

5.4
It should be noted that it is not planned to use anything from reserves, leaving a forecast balance in reserves of 1% (£0.362m) compared to the minimum 3% level recommended by the Audit Commission. The plans to restore the reserves to a prudent level following the major implications of stock options will be addressed in the later section. As reserves are at such a low level a risk assessment has been undertaken to determine what factors could affect the position during 2009/10. This is shown at Appendix 9. 

Resources

Housing Rent Restructuring and Service Charges

5.5
Members will recall that Cabinet on the 16th July 2002 approved a revision to HRA rent review policy to align it with the HRA budget process with effect from 1st April 2003, and in order to align with Government proposals on rent restructuring.

5.6
The Government’s aim is that rents should reflect more closely the qualities which tenants value in properties, and that there should be no unwarranted differences between the rents set on similar properties by different local authorities or registered social landlords (RSLs). The key to achieving this is a common formula for both local authority and RSL rents to be based on.

· The size, condition and location of the property

· Local earnings

5.7
30% of the property’s rent will be based on relative property values, whilst 70% of the property’s rent will be based on relative county level earnings. A bedroom factor will be applied to reflect the size of the property.

5.8
The Government previously wanted the transition from old rent to new rent to be completed within 10 years from 2002 to 2012. However during 2008/09 the Government consulted on possible changes to the period in order to try and mitigate the impact upon tenants. Salford along with many authorities responded welcoming this approach and as such the period for convergence has now been extended to 2023/24, although this could be subject to change in future years, especially given the present level of inflation.

5.9
All property rents have been recalculated and modelled over the remaining transition period in line with Government recommendations and included in the ‘Rent Restructuring Plan’.

5.10 At the Council meeting of the 18th February 2004 approval was given to the rent restructuring plan to ensure convergence and that any annual refinements during the period would be approved by the Lead Members for Housing and Customer and Support Services. A copy of the rent restructuring plan is shown at Appendix 11 for information.

5.11
 Accordingly, at the Joint Lead Member meeting of the 2nd February 2009 approval was given for an average rent increase of 5% or £2.81 per week for 2009/10 and an increase to service charges of 5% as permitted by Government. The average increase of £2.81 per week is based on 52 weeks. The £2.81 increase equates to an average increase of £3.04 per week on a 48 week basis due to the rent free weeks.

5.12 It should be noted that, based on the final determinations, and to achieve convergence by 2023/24, the average rent increase should have been 6.07% for 2009/10. Due to the current economic climate, and to mitigate the impact of large increases upon tenants, modelling was undertaken for the effects of the proposed 5% increase for 2009/10. The results of this are that rent convergence can still be achieved within Government guidelines by 2023/24 through slightly higher increases in future years.







5.13 Additionally, research with other local authorities and articles within national housing press indicate that the percentage increase approved by Salford is no higher than those proposed elsewhere, with many of these being over 6%.




5.14 This increase has been incorporated into the recommended budget for 2009/10 for the HRA. Any deviation from these figures will result in the HRA being out of balance for 2009/10 and could affect the ability to achieve convergence in accordance with the prescribed timetable.

Housing Subsidy

5.15 There were 2 important changes to housing subsidy in 2004/05, as follows :-

· removal of rent rebate subsidy; and
· no longer subsidising the minimum revenue provision (MRP) required to be set aside for the repayment of HRA debt.
5.16 Local authorities have the discretion from 2004/05 to use part of their Major Repairs Allowance (MRA) to repay debt if they wish, but there is no compulsion so to do.

5.17
 On the basis that using part of the MRA for MRP purposes would provide less resource to maintain the current repair condition of the housing stock, the HRA revenue budget for 2009/10 makes no provision for the repayment of debt.

5.18 As can be seen within the section on the capital programme elsewhere within this report in order to have schemes ongoing during the inspection of Salix unsupported borrowing through the HRA will fund this in 2009/10. However in 2010/11 this will be repaid from the MRA allocation for that year.


5.19 Details of the housing subsidy calculation are shown in Appendix 12.  

5.20. Again it must be remembered that when looking at the appendix comparisons can not be made between years due to 2008/09 being the year of transfer of stock to City West and 2009/10 showing the position post transfer.

Expenditure

Salix Homes – Management Fee and Repairs

5.21 On 4th July 2007, the Council established an arms length management company, Salix Homes, to manage and maintain its council housing stock in Central Salford.

5.22 The HRA paid Salix Homes a monthly management fee based on a jointly agreed annual budget between the Council and the Company, which prior to 2008/09 only covered the housing management function and regeneration.

5.23 A net fee for 2009/10 of £11.280m for the housing management activities is proposed and will be considered by the Lead Members for Housing and Customer and Support Services in February 2009. This fee has been incorporated into the HRA budget for 2009/10.

5.24
A Housing Repairs Account is used to keep a separate record of income and expenditure relating to the repair and maintenance of an authority’s HRA houses or other property.  The main item of income within the Housing Repairs Account will be the contribution from the HRA.

5.25
Salix Homes requested through their monthly monitoring meetings with the Council that their management fee for 2008/09 also included repairs to give them the true ownership and accountability for this expenditure. The benefits of this approach are that it will aid their Audit Inspection, scheduled for the Autumn in 2009, which when successful will allow ALMO funding to be accessed and will also remove the risk from the HRA as Salix will have to manage within the allocations.

5.26
As such a net management fee for repairs of £8.264m is proposed and will be considered by the Lead Members for Housing and Customer and Support Services in February 2009. This fee has been incorporated into the HRA budget for 2009/10.

Major Repairs Reserve
5.27
The Major Repairs Allowance (MRA) was introduced for the first time in 2001/2002 as part of the switch to Resource Accounting.  It represents the estimated long term average amount of capital spending required to maintain the stock in its current condition.

5.28
The Local Authorities (Capital Finance and Accounts) (England) Regulations 2000 require authorities to set up a Major Repairs Reserve to facilitate the utilisation of the MRA.

5.29
The funds are an HRA capital resource and are paid to local authorities by Government via HRA subsidy.

5.30
The Item 8 Determination provides for the HRA to benefit from the potential for short-term investment of any unspent sums in the reserve each year.

5.31
The amount available for capital expenditure in 2008/09 is £11.462m and for 2009/10 is £6.767m. Further details of this and the overall Housing capital programme for 2009/10 are covered in Part 3 of this report. The formation of the capital programme for 2009/10 and the utilisation of resources in relation to the HRA have been formulated based on work programmes submitted by Salix to achieve decent homes standards.

Implementation Costs of Pendleton PFI
5.32 
The costs for the PFI cover the procurement stage and include specialist advisors for Finance, Legal, Technical as well as the in-house staff working on the project, together with any surveys that are required to be undertaken.

HRA Reserves
5.33
Members are reminded of the volatile nature of the HRA and the need, particularly under ringfencing, to maintain reserves to meet unforeseen circumstances which might arise and to minimise the effects of:-

· Right to buy applications ;
· Any possible adverse performance issues ;
· Budget variations identified during the year ;
· Decent homes investment requirements ;
· ODPM continually reviewing HRA subsidy ;
· Trends in void properties ;
· Rent restructuring and convergence ;
· Service charges ;
· New legislative requirements ;
· Homelessness and Supporting People changes ;
· Environmental and estate investment.
5.34
In an ideal situation reserves associated with an account of this size taking particular account of the comments in the previous paragraph would amount to approximately 3% of the gross budget as recommended by the Audit Commission. A formal risk assessment exercise has been undertaken similar to that for the General Fund to review risks in relation to reserves and this is shown at Appendix 9, illustrating that the current level of reserves is sufficient to meet expected risks.

5.35
The HRA revenue budget for 2009/10 would normally aim to achieve a minimum level of reserves of 3%, or £1.118m on the gross budget of £37.273m.

5.36 Actual reserves at 31st March 2010 are expected to be £0.362, as follows:








£m
%



Opening Balance 1st April 2009 

0.362        1.0




Less/Add: no requirement from/contribution to reserves                0.000


         Estimated Reserves 31st March 2010 
 0.362        1.0

5.37 Although this would normally be an unacceptable level of reserves the requirements to fund the next stage of the PFI project mean that it is going to be difficult to build up balances during 2009/10. Consequently the important point is the future strategy to restore balances to a more prudent level as covered in the next section.


Future HRA Financial Strategy

5.38
When the ALMO bid was submitted to CLG in July 2006 a 30 year HRA Business 
Plan was produced which demonstrated its’ financial viability over this period.

5.39
The Plan at this time assumed an earlier start for both City West and financial close 
for the PFI than is currently envisaged. Also the Plan had to use financial figures for 
2006/07 and then uplift them for assumed changes and inflation.

5.40
As part of the current work being undertaken for the procurement of PFI round 5 and the recent expression of interest for PFI round 6 it has to be demonstrated that these are both affordable. This is because the costs associated with PFI’s flow through the HRA and as such the HRA Business Plan has to be financially viable.

5.41
Consequently the HRA Business Plan has been updated for all elements including PFI data and 2009/10 budget figures as whilst individual parts may be affordable it is the overall position of the HRA that matters.

5.42
The Council is anticipating to receive feedback from the Homes and Communities Agency late March/early April on its expression of interest for PFI round 6 which will undoubtedly require further amendments and adjustments to the HRA Business Plan.

5.43
Through this work for the PFI schemes there will be a need to demonstrate that it is affordable in order to draw down Government funding and it will be implicit that adequate provision will need to be made for an appropriate level of HRA reserves. Therefore, although detailed figures cannot be given at this stage, members should be re-assured that through this work the future shape and level of balances will become clearer for future years.

6. CONCLUSION
6.1. Members are reminded of:-

- The volatility of the HRA and the financial support for the PFI project, plus assistance to Salix in its year of inspection.

- The need to:-

· maintain reserves to provide adequate cover against anticipated risks ;
· sustain improvements to the housing stock and in housing management performance ;
· continually review service delivery ;
· review the void property situation and the resultant impact on HRA income ;
· meet any further subsidy changes and inflationary factors that could affect the account during 2009/10 and beyond.

7. RECOMMENDATION
Being mindful that, under Section 76(3) of the Local Government and Housing Act 1989, on the basis of the best available information, the Housing Revenue Account will not be in deficit, members are requested to approve the proposed HRA budget for 2009/10.
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		SAVINGS SUMMARY

				2009/10		2010/11		2011/12

				Total Amount		Total Amount		Total Amount

				£000s		£000s		£000s

		Chief Executive		70		10		10

		Children's Services		420		70		70

		Community Health and Social Care		1,742		1,138		1,138

		Customer and Support Services		1,317		1,121		1,121

		Environment		893		435		435

		Sustainable Regeneration		426		426		426

		Sub-total - non Think Efficiency savings		4,868		3,200		3,200

		Think Efficiency programme		8,263		13,586		13,586

		Total		13,131		16,786		16,786
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						Single Person Households						2 or more Person Households

						2008/09		2009/10		Increase		2008/09		2009/10		Increase

						£		£		£		£		£		£

				Band A minus		609.28		629.98		20.70		812.37		839.97		27.60

				Band A		731.13		755.97		24.84		974.84		1,007.96		33.12

				Band B		852.98		881.97		28.98		1,137.31		1,175.95		38.64

				Band C		974.84		1,007.96		33.12		1,299.79		1,343.95		44.16

				Band D		1,096.70		1,133.96		37.26		1,462.26		1,511.94		49.68

				Band E		1,340.41		1,385.95		45.54		1,787.21		1,847.93		60.72

				Band F		1,584.11		1,637.94		53.82		2,112.15		2,183.91		71.76

				Band G		1,827.83		1,889.93		62.10		2,437.10		2,519.90		82.80

				Band H		2,193.39		2,267.91		74.52		2,924.52		3,023.88		99.36

				Average Bill (after discounts)								978.03		1,011.28		33.25






