PART 1

(OPEN TO THE PUBLIC)
ITEM NO.

REPORT OF THE DIRECTOR OF AND LEAD MEMBER FOR CORPORATE SERVICES

TO THE CITY COUNCIL ON WEDNESDAY, 18th FEBRUARY, 2004 

Subject : 2004/05 REVENUE BUDGET AND CAPITAL PROGRAMME
RECOMMENDATIONS : 
Members are requested to:

1. Approve a revenue budget of £280.403m for 2004/05 ;

2. Approve the Council Tax levy in accordance with the formal resolutions contained in Appendix 12 ;

3. Approve the HRA budget for 2004/05 ;

4. Request each Lead Member and 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 Director of Corporate Services to report monthly to Budget Scrutiny Committee on progress with the budget on a corporate basis ;

5. Approve a capital programme of £114.602m as set out in Appendix 19.

6. Agree to the list of assets for disposal in 2004/05 as set out in Appendix 18 to allow the Director of Development Services to proceed to market those sites where a commitment to dispose has not already been made.

7. Approve the prudential indicators for 2004/05 to 2006/07 as set out in Part 4.
EXECUTIVE SUMMARY : 
This report is produced in four parts :-

1. 2004/05 Revenue Budget and Council Tax

· Identifies that the approximate outturn expenditure for 2003/04 is expected to show a net underspend of £0.5m against the budget, and consequently the balances held in reserve at 31st March, 2004 will be £6.5m as planned.

· Sets out the details of the RSG formula changes made by the Government and the settlement for 2004/05 for Salford, which allows for a 4.4% increase in formula grant and is once again amongst the lowest increases of metropolitan districts.

· Identifies that a projected budget requirement of £280.403m is required to deliver the desired outcomes for 2004/05, which would result in a 3.5% Council Tax rise for Salford's services. 


· Identifies that the budget would also enable the Council to :-

· maintain its investment in keeping the City clean ;

· provide sufficient resources for Social Services to meet demands from vulnerable clients ;

· provide sufficient resources for schools to meet their cost pressures, continue to spend in excess of FSS and meet the passporting calculation set by the DfES. 

· As part of the budget strategy for 2004/05, a risk assessment of reserves has been undertaken which indicates the level of reserves to be sufficient to meet the expected key risks and capitalising certain expenditure previously charged to revenue will continue, but at a reduced amount of £3m.

· It is estimated that a deficit of £0.966m will be incurred on the Collection Fund at 31st March, 2004 to ensure that the shortfalls in previous years’ Council Tax collection arising from population drift is made good. Salford's share is £0.852m.

· The Greater Manchester Police and Fire Authority precepts will increase by 7.5% and 7.4% respectively.

· The resultant Council Tax levy, subject to confirmation of the Police and Fire precepts and after allowing for the Collection Fund deficit, will be £857.00 at Band A and £1,285.49 at Band D, an increase of 3.9%. Single person households will pay 25% less.

· Responses from the public have been taken into account in framing the budget.

2. 2004/05 HRA Revenue Budget

· Identifies that the approximate outturn expenditure for 2003/04 is expected to break even against a gross budget of £130.7m, and consequently the balances held in reserve at 31st March, 2004 are estimated to be £2.1m or 1.6% of the gross budget.

· Identifies that a balanced HRA revenue budget can be achieved for 2004/05 that will maintain the Council’s investment in the management and maintenance of Council dwellings, provided the Council approve a proposed average rent increase of £1.75 per week and an increase in service charges of inflation + 0.5% as permitted by Government.

· Identifies that the HRA will restore balances to a minimum level of 3%, as recommended by the Audit Commission, by the 31st March 2005.

3. 2004/05 Capital Programme

· Identifies that funding is available for a capital programme of £114.602m in 2004/05.

· Identifies how the capital programme will be managed during the year to ensure that expenditure will be contained within available resources.

4. Prudential Indicators for 2004/05 to 2006/07

· The Local Government Act 2003 and the Prudential Code for Capital Finance produced by CIPFA with statutory backing under the Act introduces a new requirement upon local authorities to set 3-year forward indicators of capital expenditure to be financed from borrowing, the affordability of that borrowing from the revenue budget and housing rents and the limits that will be adopted in the management of the Council’s  borrowing and investments.
· The report sets the initial prudential limits for the next three years. Future reports may be brought back to Council should it be considered necessary to amend these limits.
BACKGROUND DOCUMENTS :

1. Letters from the ODPM dated 19th November 2003, 11th December 2003 and 29th January, 2004 entitled "Local Authority Finance (England) : Revenue Support Grant for 2003/04 and Related Matters”

2. Reports to Budget Scrutiny Committee dated 11th December, 2003, 7th January 2004 and 4th February 2004 re 2004/05 revenue budget.

3. Budget Consultation Report 2004/05 and responses from the public.

4. Reports to joint meeting of Housing and Corporate Services Lead Members, 26th January 2004 re housing rents and service charges, and the proposed NPHL management fee.

5. CIPFA Code of Practice on Capital Finance.

6. Local Government Act 2003 and regulations thereunder.

ASSESSMENT OF RISK :


Paragraph 8 in Part 1 of this report contains an assessment by the Director of Corporate Services of the risks associated with the 2004/05 revenue budget.

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

LEGAL ADVICE OBTAINED :


The Head of Law and Administration has been consulted in the preparation of this report.

FINANCIAL ADVICE OBTAINED :

This report has been prepared by the Head of Finance in consultation with the Director of Corporate Services, the Head of Housing and the Director of Regeneration.

CONTACT OFFICER :   John Spink
   Tel No : 793 3230
E-mail : john.spink@salford.gov.uk

WARD(S) TO WHICH REPORT RELATES : All wards

KEY COUNCIL POLICIES :

Budget Strategy

INTRODUCTION

This report is presented in four 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 new 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.

The four parts to this report seek the approval of members of the Council to :-
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PART 1

THE REVENUE BUDGET AND COUNCIL TAX LEVY FOR 2004/05


1. REVIEW OF 2003/04

1.1. The major issue with regard to the expected outturn for 2003/04 is a forecast overspend of £1.1m by Social Services as a result of the need to respond to increase in demand for services from vulnerable clients.

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

1.3. At a corporate level, a one-off windfall income, which was not budgeted for, has been received from the backdated appeal against the rateable value of certain leisure centres and other Council property amounting to approximately £1m. It should be noted that there remains appeals outstanding against further leisure centres, although current indications are that these will not be determined until 2004/05.

1.4. Another item of unbudgeted income is an expected Airport dividend of £0.6m based on their forecast of trading results.

1.5. A net underspend at outturn of approximately £0.5m is therefore expected, taking these items into account.

2. LEVEL OF GENERAL RESERVES

2.1. As a consequence of the above, and bearing in mind the budgeted contribution of £1m to reserves in 2003/04, the level of general reserves as at 31st March, 2004 is estimated to be as follows :-
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0.5
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Forecast balance at 31st March, 2004





6.5

2.2. This level of reserves is equivalent to 2.4% of the 2003/04 net revenue budget.

2.3. The outstanding appeals against the rateable values on leisure centres should produce another £0.5m based on the appeals already determined. Assuming that this refund is committed to reserves this would give available reserves during 2004/05 of £7m, equivalent to 2.6%.

2.4. Section 25(1)(b) of the Local Government Act 2003, which comes 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.

2.5. It has been the practice up to now to work towards a minimum target of 3% of the net revenue budget, which was set as a medium-term financial objective in considering the 2000/01 revenue budget and working towards that goal has been rigidly adhered to ever since.

2.6. However, the introduction of new legislation and guidance, together with the fact that the CPA assessment of financial health provides for the use of a financial risk management process to justify the level of reserves as an alternative to a % target to be set, now provides an opportunity to reassess the level of reserves using a risk-based approach.

2.7. This approach is now becoming more widely used amongst local authorities and it is known that some neighbouring authorities have also begun to use it to justify a lower level of general reserves in cash terms than are held by Salford.

2.8. 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 1. 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 minimum level of general reserves during 2004/05 should be in the region of £7m. 

2.9. This position would be achieved in 2004/05 based upon the scenario set out above, and thus no further contribution to general reserves would be required in 2004/05.

3. THE 2003/04 REVENUE SUPPORT GRANT (RSG) SETTLEMENT

Background to the National Settlement

3.1. The Government has needed to consider a number of problems which arose with the changes introduced for the 2003/04 RSG settlement, and developments which have arisen since then.


Council Tax increases

3.2. This has been the biggest single issue for the Government in relation to the local government finance settlement. 

3.3. The level of Council Tax increase for 2003/04 averaged almost 13% and this has led to the development of opposition to further high increases, most notably from pensioners. One local authority, Kent CC, had indicated its intention to use powers in the Local Government Act 2003 to limit the increase for pensioners at the expense of other taxpayers, although this has receded as a result of legal and administrative challenges. 

3.4. On 10th December 2003 the Chancellor of the Exchequer in his pre-Budget speech announced an extra £340m funding for local government through RSG in addition to the main RSG funding announced on 19th November 2003 and this was undoubtedly due to the political pressure to avoid a repeat of the excessive increases in 2003/04. 

3.5. The Government has announced its intention to cap those authorities with excessive increases and given notice to introduce legislation to require authorities to hold a referendum for proposed increases more than twice the rate of inflation. The Local Government Minister has also written recently to 31 local authorities who have publicly intimated a Council Tax increase in excess of 5% that they face the possibility of being capped.

Schools Funding

3.6. The 2003/04 RSG settlement caused much debate about the impact upon schools funding and the widespread complaint from headteachers that funding increases from Government passported by local authorities were insufficient to meet spending commitments, with the consequential loss of teaching jobs. 

3.7. Part of the issue for some authorities was that their total FSS increase was less than their schools funding increase, requiring cuts in non-schools services. The Secretary of State for Education has therefore been considering options by which sufficient funds can be passported through to schools without impacting upon other services, and has written to local authorities to outline the level of guaranteed minimum funding increase per pupil that he will expect to be passported through to schools' budgets. The Secretary of State has also reversed his intention to transfer Standards Fund grant into RSG for 2004/05 and 2005/06.

Census data

3.8. Some local authorities expressed their dissatisfaction with the population data that was used from the 2001 Census data for the first time in the 2003/04 RSG settlement. The Office for National Statistics (ONS) has been reconsidering the data during the summer and amended the population data for many authorities, including Salford. The Government had also planned to use other 2001 Census data for the 2004/05 RSG settlement, but the initial exemplifications indicated wide fluctuations in grant entitlement at an individual authority level and so the Government has reverted to using updated 1991 Census data to maintain stability. Population data is the only data from the 2001 census currently in use in the RSG formulae.

3.9. the Government intends to introduce further 2001 census data into the 2005/06 RSG settlement.

The National Grant Settlement Details

3.10. The Government has announced that it expects local authorities in England to spend a total of £73.4 billion, an increase of 6.2%.

3.11. The funding for this expenditure comes from three sources, as follows :-
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· Government Grants, comprising :-

Revenue Support Grant



27.0

+ 12.2%

Specific Grants
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+ 12.4%
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39.8 

+ 12.1%

· Business Rates




15.0

-    3.8%

· Council Tax
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Total Assumed Spending (TAS)



73.4

+   6.2%










-----

-----------

3.11. The Revenue Support Grant from the Government is a grant towards the general expenditure by local authorities and is based upon what the Government expects each local authority to spend if they all delivered the same level and standard of service, ie Total Assumed Spending (TAS)

3.12. The Special Grants from Government are aimed at providing grant support to specific services or initiatives the Government wishes to see local authorities give priority to, eg grants for schools to improve standards in education and improve the condition of school buildings, or grants to Social Services to improve services for children, adults and the elderly. There has once again been a substantial increase in Special Grants of 12.4% in 2004/05 (16% in 2003/04). 

3.13. The Government also determines the amount of money to be raised from businesses by determining the rate in the £ all businesses must pay on the rateable value of their property. The rate in the £ for next year will be 45.6p, an increase of 2.7%. The reduction in income from business rates in 2004/05 is due to reductions in rateable value following appeals by businesses.

3.14. The RSG settlement assumes that, on average, local authorities in England will be increasing their Council Tax bills by 2.3%, but due to an increase in the number of properties across the country, the increase in Council Tax revenue is expected to be 2.9% and that the average Band D Council Tax for a standard level of service will be £1,061. 

3.15. Average Council Tax bills last year were £908 and average Band D bills were £1,102. A 2.3% increase would mean the average next year would be £929 and £1,127 at Band D

3.16. Details of the national grant settlement are contained in Appendix 2.
Impact of the National Grant Settlement on Salford

3.17. The Formula Spending Share (FSS) announced by the Government for Salford for next year is £270.510m, an increase on a like-for-like basis of 3.5%,after adjusting for function and grant changes. This is less than the average increase of 4.9% for all local authorities because of changes to the data, especially population, used in its calculation. 


3.18. Salford has received the lowest initial increase in Formula Grant Allocation (FGA) (which includes both RSG and NNDR) in Greater Manchester and amongst metropolitan districts at 3.5%. Over the past 3 years Salford has the second lowest cumulative grant increase of all metropolitan districts.  The additional RSG announced by the Chancellor of the Exchequer raised this increase to 4.1% and the final RSG settlement to 4.4%.



3.19. The Government assumes for the purposes of determining grant that Salford will raise £60.2m from Council Tax next year (+ 2.1%) and to receive £60.4m from business rates (- 4.5%), leaving £149.9m (+ 8.5%) to be provided in Revenue Support Grant by the Government.

3.20. Details of the impact of the Revenue Support Grant settlement on Salford are contained in Appendix 3. 

4. 2004/05 REVENUE BUDGET

Development of the Budget Strategy

4.1. Forecasts of spending requirements began in March last year and have been refined as developments have unfolded during the year, particularly as the financial strategy was developed during the Autumn, as the RSG formula change options were exemplified in September, as details of the RSG settlement were announced early in November (and amended in December), as submissions were received from directorates during December and implications for services and outcomes considered during December and January.

4.2. The medium-term financial strategy should address the major issue facing the City of the change in demographic structure. The Cabinet's ambition is to make Salford a place where not only the young and old choose to live, but where families with children stay and are attracted to. The Cabinet's view is that this can be achieved through the implementation of the Council's six pledges. Prudence and efficiency also require that the strategy addresses the key messages emerging from the CPA assessment, the IDeA peer review, best value and service inspections, and PSA targets, together with the key messages from consultation with the public in previous years and also in December and January.

4.3.  To achieve this, it is necessary to have clear links between the key outcomes expected and the resources made available.













4.4. Consequently, Cabinet reviewed the medium-term financial strategy in October and the following financial framework was agreed :-











· Council Tax rises to be below the national average ;

· Reserves to achieve the target of £8m over the next 3 years ;

· Decapitalising revenue expenditure currently funded from capital in a phased manner over the next three years ;

· Continuing to passport FSS increases for schools ;

· Similarly passporting Social Services FSS increases ;

· Providing for growth in priority services of £1m per annum ;

· Seeking to eliminate the dependence on DLO/DSO surpluses to support the budget ;

· Making appropriate allowance for expected pay and price inflation and other expected commitments over the next three years.

4.5. As a result, and taking into account the estimate of the RSG changes as they were known at the time, a budget planning level of £285m was adopted, assuming a 5% increase in Council Tax.

4.6. The provisional RSG settlement details in November as amended by the Chancellor of the Exchequer's announcement on 10th December of additional funding made revisions to the planning level necessary as a result of :-

· The relatively low level of RSG increase ;

· The impact of certain transfers between specific grants and RSG ; 

· The calculations for passporting the Education and Social Services FSS increases ;

· Scrutiny of service expenditure issues ; and

· The clear expectation from the Government of a low increase in Council Tax.

4.7. Specific key budget issues which have needed to be taken into account have been :-

· Social Services - meeting additional spending pressures of £3.3m brought about by increasing service demands, grant changes and SSI recommendations regarding investment in childrens' preventative services ;

· Education - passporting the FSS increase to schools budgets ;

· Benefit Subsidy - changes arising from the transfer of the funding for rent rebates to the General Fund from the HRA, and an associated change in subsidy rates ;

· A review of, and revision to, other financial measures aimed at achieving a balanced budget, eg 











- reducing the assumption for the non-teaching pay increase from 3% to   2.5% ;


- significant above-inflation increases in commodity market prices for gas and electricity and water charges allowed by Ofwat ;

- reviewing the provision for growth, including that allowed for community committee budgets ;










             - use of external grant funding, eg HMRF, NRF and PFI grant ;





- the ability to make further savings from debt rescheduling ; 



   - assuming a lower deficit on the Collection Fund ;





   - reducing the contribution to the Bad Debts Provision for sundry debtors ;

   - exercising a discretion allowed in the housing subsidy determination to transfer funds from the HRA to the General Fund to compensate for a loss of subsidy to the General Fund for the switch in funding of rent rebates.

4.8. In addition, efficiencies and savings of £2.550m have been identified (including those rolling forward from 2003/04 which give a full year effect) and the opportunity was taken to budget for the receipt of dividends from the Council's shareholding in the Airport.

4.9. Taking the above factors into account, and in order to achieve the required outcomes, it is considered necessary to set a revenue budget at £280.403m, which would require a Council Tax increase of 3.5% for Salford's services. 

4.10.  The additional RSG announced by the Chancellor of the Exchequer, of which Salford's share is £1.126m, has been used directly to keep down the level of Council Tax increase to one which is believed will :-

· be below the national average increase ; 

· be similar to most other authorities in Greater Manchester ; and

· maintain Salford’s record in recent years of having low budget and Council Tax increases, and one of the lowest average Council taxes in the country. 


4.11. A budget of £280.403m would enable all aspects of the financial framework to be met, or progress made on, and ensure that all directorates maintain a "positive direction of travel" in delivering the Council's pledges and priorities, national priorities and improving performance.

Key Outcomes

4.12. The key outcomes expected from the revenue budget are summarised below and set out in more detail in service impact statements for each directorate contained in Appendix 4.

4.13. Education

An outturn budget of £132.475m will aim to secure the following key outcomes :-

· Improvement in results at key stage 2 and GCSE

· Removal of surplus places in primary and secondary schools

· Increase in the rates of school attendance

· Ensuring more excluded pupils continue their education

· Improve the educational attainment of children leaving care at 16 (with Social Services)

· Increase the number of 16 to 19 year olds in employment, training or education

· To work in partnership with Social Services and other agencies towards the development of a Children's Trust

· To target support to schools with serious weaknesses and in special measures.

4.14. Arts and Leisure

An outturn budget of £13.159m will aim to secure the following key outcomes :-

· Increasing the usage of museums and libraries

· Providing leisure facilities which meet customer demand

· Promoting cultural, leisure and recreational events for the benefit of Salford residents

· Increasing the participation of young people in sport.

4.15. Community and Social Services

An outturn budget of £74.321m will aim to secure the following key outcomes :-

· To lead the development of a Children's Trust

· Meeting demand for child care placements, promoting foster care and adoption, and reducing the dependence upon outside placements

· Ensuring children looked after get the best chance in life

· Avoiding hospital bed blocking

· Integrating services in learning difficulties for adults with the PCT

· Assisting disadvantaged people into employment (with Chief Executive)

· Enabling adults who need social care to lead as full a life as possible in their own homes

· Developing day care services

· Develop the use of ICT to improve efficiency of operations.

· Improve the transport service for clients.

4.16. Environmental Services

An outturn budget of £12.408m will aim to secure the following key outcomes :-

· Continue to improve the cleanliness of the City

· Increase the recycling of household waste

· Improving air quality

· Improve the condition of the City's parks

· Ensure a safe environment in the City's cemeteries

· Ensure the public is protected from unfit food, counterfeiting, under age alcohol sales, door step crime.

4.17. Housing (General Fund)

An outturn budget of £0.502m will aim to secure the following key outcomes :-

· Reduce the number and duration of empty homes

· Reduce the number of unfit homes

· Reduce the number of homeless people, the use of bed and breakfast accommodation and length of stay in hostels

· Increase the number of accredited private landlords

· Ensure asylum seekers and other vulnerable and disadvantaged people secure appropriate accommodation and support services

· Encourage the provision of choice in lettings from all housing providers

· Support the regeneration of key areas of the city

· Increase the accreditation of private landlords. 

4.18. Development Services

An outturn budget of £26.631m will aim to secure the following key outcomes :-

· Reduce the number of people killed or seriously injured in road accidents

· Halt the deterioration in, and maintain the condition of, the City's highways and footpaths

· Develop the UDP

· To implement major development proposals and support regeneration activity 

· Process planning applications promptly

· Reduce office accommodation costs.

4.19. Chief Executive (inc Personnel and Performance)

An outturn budget of £6.941m will aim to secure the following key outcomes :-
· Drive the delivery of the community plan and pledges

· Seek to improve performance and service delivery

· Ensure a safer city by reducing crime

· Develop stronger communities

· Implement regeneration programmes

· Assisting disadvantaged people into employment (with Social Services)

· Supporting the achievement of key corporate personnel policies and targets

4.20. Corporate Services

An outturn budget of £4.678m will aim to secure the following key outcomes :-

· Sustain the improvement in the financial health of the Council

· Improving Council Tax and business rates collection

· Improving benefit application processing times

· Paying undisputed invoices quicker

· Increasing the volume of electronic transactions with the Council

· Ensuring land searches are conducted promptly

· Working with the PCT to provide joint services in LIFT centres

· Improve customer contact with the Council

· Ensuring the cost effectiveness of the Council.

Revenue Budget Details

4.21. Details of how the 2004/05 revenue budget has been built up from the 2003/04 base budget through the stages of the initial planning in the Autumn, the RSG settlement in November and subsequent considerations are contained in Appendix 5.








4.22. Details of the savings required to keep to the budget of £280.403m are contained in Appendix 6..
4.23. A summary of directorate outturn budgets for 2004/05, having allocated all pay, price and other increases is contained at Appendix 7.

5. THE COLLECTION FUND

5.1. The Collection Fund is the account in which all financial transactions relating to the collection of Council Tax are kept.

5.2. A local authority is required to determine, by no later than 15th January preceding the financial year for which the budget is being considered, whether its Collection Fund will be in surplus or deficit on 31st March prior to the financial year in question, and to share out such surplus or deficit with the precepting authorities in proportion to the composition of the Council Tax bill.

5.3. On 17th December, 2003, the Cabinet approved a recommendation to declare a deficit on the Collection Fund at 31st March, 2004 of £0.966m, of which the Council’s share will be £0.852m, arising from a trend in the reduction in the amount of Council Tax collectable which began to emerge since 1996/97 due to empty property being caused by changes to the composition of the population. This decision enables the strategy to eliminate the deficit on the Collection Fund by 31st March, 2005 to remain on target.

5.4. An analysis of the amounts of Council Tax raised and collected since its inception in 1993/94 is attached at Appendix 8.

6. THE 2004/05 COUNCIL TAX LEVY

6.1. If a revenue budget is set at £280.098m then this, together with the effect of the deficit declared on the Collection Fund referred to in paragraph 5 above, would lead to a Council Tax requirement as follows :-
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Total Net Budget






280.403

Less :
Revenue Support Grant




-
149.906



NNDR







-
  60.389












-----------



Amount required from Council Tax for Salford's services
  70.108

Add :
Collection Fund deficit





    0.852












-----------



Total Amount required from Council Tax for Salford

  70.960












======

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

62,024



Band D Council Tax for Salford's services



£1,144.08




Band A







£   762.72

6.2. The Greater Manchester Police Authority met on 13th February and set their precept at £98.52 at Band D, an increase of 7.5%, whilst the Fire and Civil Defence Authority met on 12th February and set their precept at £42.93 at Band D, an increase of 7.4%.

6.3. The combined Council Tax including precepts for 2004/05 will be £857.02 for most taxpayers in Salford, who live in Band A properties, which is an increase of 3.9%. Single persons will pay 25% less. For the majority of households this will mean an increase of 62p per week.
6.4. The average bill, which allows for discounts, will be around £835, whilst the tax at Band D, which is used as the factor to determine the tax rates for all other bands will be £1,285.53.
6.5. The full range of Council Tax amounts at each tax band are as follows, by comparison with this year :-
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6.6. A table showing the potential budgets for different levels of Council Tax increase is included at Appendix 9
7. PUBLIC CONSULTATION

7.1. Public consultation on the revenue budget has taken place in two stages this year. Firstly, in December three public meetings in Eccles, Worsley and Salford were held to invite responses from the public on the issues they would like to see the Council address in next year’s budget. More recently, last month, a series of second consultation meetings were held at the same venues on the detailed budget proposals. The Budget Scrutiny Committee has also been involved with detailed consideration of the revenue budget.

7.2. The consultation period for the latter closed on 16th January and details of the consultation responses received are contained in Appendix 10.

7.3. Cabinet has had regard to the responses from this and previous years’ public consultation exercises in determining the revenue budget and the level of the Council Tax, and Budget Scrutiny Committee has also considered the public responses in making recommendations to Cabinet.

8. BUDGET ASSUMPTIONS AND RISKS

Financial Health

8.1. The financial health of the Council is being gradually restored through building up provisions against known future events and the level of its general reserves.

8.2. Four years ago, the Council’s general reserves were eliminated by the call upon them to meet additional costs of looking after children, and a strategy was developed to restore general reserves to 3% by 31st March 2003, which would amount to £7.5m based on the proposed budget for 2002/03.

8.3. Achieving this target by 2003 has not been possible due to the tightness of RSG settlements and budget pressures, but the budget strategy up to 2003/04 has maintained successive contributions to reserves each year towards this goal.

8.4. As mentioned in paragraph 2, reserves are expected to reach £6.5m by 31st March 2004 and £7m during 2004/05. A risk assessment has been undertaken which identifies this level of reserves to be adequate to meet key risks.

8.5. The risk approach to assessing the adequacy of reserves now replaces the 3% target previously adopted and therefore no longer requires a contribution to reserves to be included in the budget.

8.6. In addition, the provision for irrecoverable bad debts on sundry debtor accounts and Council Tax continues to improve. 

8.7. The level of provision for sundry debtors is the highest for several years and therefore offers more comfort than previously that any debts identified as irrecoverable can be funded without a direct call upon the revenue budget. As a result, there is confidence that the annual contribution to the bad debts provision can be reduced by £0.2m from £0.5m to £0.3m for 2004/05 without increasing the risk of an under-provision. 

8.8. The deficit on the Collection Fund is gradually being eroded and is on target to be eliminated by 2005. The collection rate of Council Tax has improved over the past two years, which will help to improve the speed at which the deficit is made good.

8.9. An issue of concern that arose last year was the volume and cost of highway tripping claims. In accordance with the strategy adopted in 2003/04, a further increase in the contribution to the Insurance Fund of £1m has been made in the 2004/05 budget to meet the increasing cost. There will be a need for further stepped increases for the 2005/06 and 2006/07 budgets to provide the necessary fund cover against likely claims. Submissions from bidders for a joint venture with Development Services indicate a keen interest in early investment in highway and footpath improvements to alleviate this issue.

8.10. The financial health of the Council has been much improved over recent years and this has culminated in the increase in the CPA rating from 2 to 3 for financial standing and the use of resources.

8.11. There remain a few key structural budgetary issues yet to be resolved, namely :-

· Reversing the practice of capitalising revenue expenditure - this has begun in 2004/05 with provision to transfer back to revenue £1m of expenditure currently capitalised ;

· Removing the reliance on DLO/DSO surpluses - this has also begun in 2004/05 with a reduction of £0.250m in the use of surpluses to support the budget ; and

· Countering the claims culture.

8.12. The medium-term financial strategy will continue to address these issues in a structured and considered manner.

Inflation

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

8.14. The pay increase in 2004/05 for teachers has been agreed at 2.5% and this has been provided for in the budget. A similar provision has been made for administrative staff.

8.15. Provision has been made in the risk assessment of reserves for a higher settlement.

8.16. Price inflation is limited to a 2.5% increase for charges which are determined outside of the control of the City Council, eg care charges by outside agencies, whilst no inflationary increase has been allowed for general supplies. An increase of 20% has been provided for fuel to reflect the current movement in commodity market prices and 10% for water costs to reflect the expected increase to be agreed by the water regulator. Increases in levies have been provided for at the level approved by the levying bodies. Any increases in costs above these assumptions must be absorbed within directorate budget allocations. 

8.17. School budgets have been increased in line with the amount required by the DfES. It is believed that, in aggregate, this should meet the cost inflation pressures upon schools, although there may be specific pressures upon individual schools. Funding is available within the overall increase for schools to assist those schools to get out of financial difficulty that are currently in that position.

8.18. Inflationary increases during 2004/05 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 excessive inflationary costs unable to be met by directorates..

Pressures in Social Services 

8.19. Spending pressures have been adequately addressed by passporting the increase in FSS through to the Social Services budget, by providing an additional £3.3m to meet demand pressures and the effect of grant changes, and by realigning spending within the directorate's budget from areas where budgets could be reduced without impacting upon service delivery or meeting demand to areas where demand is increasing.
8.20. There continues to be pressures upon social services budgets across the country created by Government funding changes which distribute resources in a different pattern to local expenditure and demand, and particularly by increasing local demand from a growing dependant population.

8.21. The Lead Member and Director for Community and Social Services have developed a financial strategy for 2004/05 which addresses the demand pressures on services and realigns resources. 

8.22. A major Government initiative which was implemented on 1st January 2004 and which could have significant financial risk is the introduction of financial penalties for bed blocking, and this will need careful monitoring and management to avoid incurring penalties. The revenue budget assumes delayed discharges on whom penalties will be incurred will be limited to an average of 8 persons.

8.23. The financial strategy for Social Services of fully passporting their FSS increase, meeting the cost implications of Government funding changes (which together increase the Social Services budget by 9%) and giving protection from the need to make major savings provides the financial capacity to meet these pressures.

8.24. The risk assessment of reserves makes allowance for any potential breach of the assumptions built into the Social Services budget.

Use of Grant Funding

8.25. Budget plans are heavily dependant upon specific grant support and exit strategies will be required in future years' budgets beyond 2004/05 where such grants are time-limited.

8.26. Budget plans are dependant upon a range of specific grants from the Government, some of which are time-limited, eg SRB, NRF, Childrens Fund, etc. 

8.27. It will be necessary for later years to have exit strategies in place to minimise any budgetary or service impact.

8.28. Where schemes have become time-expired in 2003/04, either alternative funding or the cost of continuation has been provided for in the revenue budget where it is essential that those schemes continue.

8.29. The transfer of the funding of rent rebates from the HRA to the General Fund, together with amendments to the rates of housing subsidy to be used from 2004/05, creates a risk of subsidy loss to the Council. It is estimated that the subsidy changes will be financially neutral in 2004/05, but the DWP will only be assessing the impact of the subsidy changes following the audited outturn returns to the DWP, which will be in late 2005/06 or early 2006/07. Subsidy losers will be protected at a 1% loss, and be funded by subsidy gainers. Provision may therefore need to be made in either the 2005/06 or 2006/07 budgets if Salford's 2004/05 outturn position differs from the neutral position assumed in the budget. 

8.30. An unknown risk at the time of writing this report is the Supporting People grant, which has not yet been announced by the Government. The budget assumes the same level of grant as 2003/04. 

8.31. The risk assessment of reserves makes allowance for potential grant shortfalls.

Savings

8.32. 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, Directors and Budget Scrutiny Committee.

8.33. It has been necessary to identify new savings in 2004/05 from efficiencies in, and reviews of, services totalling £2.230m in consultation with Lead Members and Directors.


8.34. Budget Scrutiny Committee has examined the proposals and considers them to be achievable.

8.35. 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. 

Capitalisation of Revenue

8.36. The revenue budget continues to be supported by the capitalisation of certain expenditure more normally chargeable to revenue. However, provision has been made in the 2004/05 revenue budget to unwind £1m of capitalised expenditure, with a further £2m to be unwound in the 2005/06 budget plans. 
8.37. It has been necessary to capitalise certain items of revenue expenditure for the past four years’ budgets, ranging from £13m in 2000/01 to £7m in 2001/02 and £4m in 2002/03 and 2003/04, to ensure a budget can be set at an affordable Council Tax. This has required the permission of the Secretary of State for certain items, and such permission has been given.

8.38. The medium-term financial strategy envisages eliminating this dependence on capital support by unwinding the capitalisation in the 2004/05 and 2005/06 revenue budgets.

8.39. The risk assessment of reserves provides against the possibility of there being insufficient revenue expenditure that can be legitimately capitalised.

Capital Programme
8.40. The revenue budget assumes that there will be no revenue implications arising from the preparation of the 2004/05 capital programme other than the assumptions over the capital financing costs which will be incurred on new borrowing and future annual maintenance costs from completed schemes. 

Control of Risk

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

· Monthly directorate level budget monitoring reports to Lead Members ;

· Meetings between the Lead Member for Corporate Services and other Lead Members as appropriate to agree action plans from issues arising from monthly budget monitoring ;  

· Monthly corporate budget monitoring reports to Budget Scrutiny Committee to identify issues, agree appropriate action and call for special reports on issues of concern ; and

· A quarterly update of risks which shall be incorporated into the reports to Budget Scrutiny Committee.

Budget Assumption Details

8.42. A schedule of the key assumptions made in drawing up the 2004/05 revenue budget is contained at Appendix 11.

PART 2

THE HOUSING REVENUE ACCOUNT (HRA)

REVENUE BUDGET 2004/05

1. INTRODUCTION
1.1 This report is intended to inform members of the Housing Revenue Account (HRA) 2003/04 Approximate (the “expected” outturn) and the 2004/05 Budget

· incorporating

· effects of the government’s proposals on rent restructuring from April 2003, elsewhere on this agenda

· the actual HRA subsidy determinations for 2004/05

· the actual Item 8 credit and Item 8 debit (general) determinations 2004/05

· previously approved service developments

· the effects of the 2003/04 outturn

· the relationship with New Prospect Housing Limited.

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.


Appendix 13 sets out the background to the HRA and HRA subsidy


Appendix 14 sets out a comparison of the main features of the 2004/05 HRA subsidy determination compared to 2003/04


Appendix 15 gives the actual base figures used in the calculation of the housing subsidy entitlement.

2. HOUSING RENT RESTRUCTURING AND SERVICE CHARGES
2.1 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.

2.2 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

2.3 30% of the property’s rent will be based on relative property values. 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.

2.4 The government wants the transition from old rent to new rent to be completed within 10 years from 2002 to 2012.

2.5 All property rents have been recalculated and modelled over the remaining transition period in line with these government recommendations and included in the ‘Rent Restructuring Plan’

2.6 Separately on today’s agenda, Council will consider a recommendation for an average rent increase of £1.75 per week for 2004/05 and an increase to service charges of inflation plus half a percent as permitted by Government. The average increase of £1.75 per week is based on 53 weeks. Members should be mindful of the additional rent week in 2004/05. The £1.75 increase equates to an average increase of £1.89 per week on a 49 week basis.

2.7 This increase has been incorporated into the recommended budget for 2004/05 for the HRA. Any deviation from these figures will result in the HRA being out of balance for 2004/05.

2.8 Members should also note that the report on the recommended rent increase also contains a further recommendation that the rent restructuring plan should be approved for the next three years to ensure convergence. It is proposed that any annual refinements during this period will be approved by the Lead Members for Housing and Corporate Services.

3.
2003/2004 REVIEW
The 2003/04 Base Budget

3.1 Members will recall that the original budget for 2003/04 provided for gross expenditure of £129.5m and this was offset by matching income.

3.2 At the time the budget was approved it was assumed there would be no call upon balances and that the balances at 31st March 2004 would be £3m or 2.3% of the budget.

The 2003/2004 Approximate
3.3. During 2003/04 the HRA budget has been continually monitored and the budget is forecast to break even with outturn expenditure of £130.7m. Brief details are given at Appendix 17 of the variance between the original budget and the expected outturn for 2003/04.

3.4. The base data used and assumptions made in the calculations are highlighted in Appendix 15.
3.5. Appendix 16 compares the HRA for the 2003/04 Approximate with the 2003/04 base estimate and the budget for 2004/05. Details are shown at Appendix 17 of the major variances between the respective figures.

HRA Balances 31st March 2004 
3.6. Members will note that as a consequence of the approved variations to the budget during 2003/04, the expected level of balances at the 31st March 2004 is now forecast to be £2.099m or 1.6% of the budget, as follows :-






   £m
%


Budgeted Balances 31st March 2004 
  3.000
2.6


Less :
Adjustment for timing differences in contractual




commitments for repairs
- 0.444



Transfer from balances for void property repairs
- 0.500



Transfer from balances for NPHL increased costs
- 0.457


Add :
Additional housing subsidy entitlement from




2002/03 final outturn

+0.500


Estimated Balances 31st March 2004 
  2.099
1.6

 4.
THE 2004/2005 ESTIMATE
Summary

4.1. The HRA gross revenue budget for 2004/05 is proposed at £83.887m.

4.2. The base data used and assumptions made in the calculations are highlighted in Appendix 15.
4.3. Appendix 16 compares the budget for the HRA for the 2004/05 Estimate with the 2003/04 Approximate. Details are shown at Appendix 17 of the major variances between the respective figures.







4.4. The following paragraphs consider the major issues which have arisen in consideration of the HRA revenue budget for 2004/05.

4.5. Members will note that there is a contribution to balances in 2004/05 of £0.417m, primarily as a result of an additional rent week, which gives additional income of £1.336m, but offset by a transfer to the General Fund budget of £0.919m as a result of the transfer of rent rebates. 

4.6. Following these adjustments the balances will be at the minimum 3% level prescribed by the Audit Commission.

New Prospect Housing Limited (NPHL)


4.7. From 16th September 2002, the City Council established an arms length management company, New Prospect Housing Limited (NPHL), to manage and maintain its council housing stock

4.8. The HRA pays to NPHL a monthly management fee based on a jointly agreed budget between the Council and the Company.

4.9. A fee for 2004/05 of £20.1m was agreed at the Joint Lead Member meeting of Housing and Corporate Services on the 26th January 2004. This fee has been incorporated into the HRA budget for 2004/05. 

4.10. It was also agreed at the meeting that the performance of NPHL would be subject to robust monitoring during 2004/05 in relation to the services to be provided and the performance levels expected for the fee paid.

Repair/Maintenance/Improvement
4.11. Members will recall that Housing Committee, 18th December 1998, approved the creation of a separate Housing Repairs Account within the ringfenced HRA under Section 77 of the 1989 Local Government and Housing Act to facilitate future budget management.

4.12. 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.

4.13. The contribution from the HRA is comprised of a repairs element of £19.6m and an element of the NPHL management fee of £2.8m (this is included within the £20.1m referred to at paragraph 4.9 above). The repairs element has allowed for an increase for inflation. It should also be remembered that the level of the housing stock is also decreasing through right to buy disposals.

4.14. Members are reminded that in addition to the above there is also a contribution from revenue to support the Capital Programme of £0.9m and whilst this may seem low compared to previous years it needs to be considered in conjunction with the 2004/05 capital programme later in this report.

Major Repairs Reserve
4.15. 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.

4.16. 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.

4.17. The funds are an HRA capital resource and are paid to local authorities via HRA subsidy.

4.18. 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.

4.19. The amount available for capital spend in 2003/04 is £15.9m and for 2004/05 is £16.1m. Full details of this and the overall Housing capital programme for 2004/05 are covered in Part 3 of this report. The formation of the capital programme for 2004/05 and the utilisation of resources in relation to the HRA have been formulated based on work programmes submitted by NPHL to achieve decent homes.

Rent Rebates

4.20. Changes in the Revenue Support Grant (RSG) settlement for 2004/05 for the General Fund revenue budget require rent rebates to be funded by the General Fund from 1st April, 2004.



4.21. This removes £43.7m of rebate payments from the HRA, thus reducing gross expenditure from a base of £130.7m to £87m, before other adjustments are taken into account.




4.22. Equally, £44m of rent rebate subsidy and recovered overpayments are also removed from the HRA income and transferred to the General Fund.









4.23. One of the consequences of this transfer is that the balances target required to be reached for the HRA is calculated on a significantly lower base.








4.24. Also, the ODPM in their housing subsidy determination has allowed local authorities the discretion to transfer amounts from the HRA to the General Fund to compensate the General Fund for an overall loss of benefit subsidy brought about by the transfer of rent rebates and changes to subsidy rates for 2004/05 for all types of benefit payment (which includes Council Tax benefit and rent allowances). This transfer is based on 2001/02 audited subsidy data and amounts to £0.919m in Salford's case for 2004/05. In 2005/06, it reduces to 50% of this sum, ie £0.460m and in 2006/07 it ceases.










4.25. The proposed General Fund and HRA revenue budgets for 2004/05 have been drawn up on the basis of the transfer of £0.919m from the HRA to the General Fund being made.




4.26. The HRA revenue budget is able financially to afford this transfer in 2004/05 whilst also achieving a 3% minimum level of balances held in reserve by 31st March 2005. Had this transfer not been financially required by the General Fund then this money could have been used on repairs.












4.27. However, the Council does not need to commit itself to making the transfer until it closes its 2004/05 accounts during the summer of 2005. The situation with the General Fund and HRA revenue budgets will be kept under review and the implications for the housing service of making the above-mentioned transfer will be considered in the context of the priority budgetary demands of all services. The Council may therefore choose at a later date to reduce or eliminate this transfer if the financial circumstances of the 2 funds are appropriate. 

Housing Subsidy

4.28. There are 2 important changes to housing subsidy in 2004/05, as follows :-

· removal of rent rebate subsidy (see paragraphs 4.20 to 4.27 above) ; and
· no longer subsidising the minimum revenue provision (MRP) required to be set aside for the repayment of HRA debt.
4.29. 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.




4.30. 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 2004/05 makes no provision for the repayment of debt.

HRA Balances
4.31. Members are reminded of the volatile nature of the HRA and the need, particularly under ringfencing, to maintain balances to meet unforeseen circumstances which might arise and to minimise the effects of:-

· Right to buy applications

· Performance of NPHL

· 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

4.32. In an ideal situation balances 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 will be undertaken similar to that for the General Fund to review risks in relation to balances.

4.33. The HRA revenue budget for 2004/05 aims to achieve a minimum level of balances of 3%, or £2.5m on the  gross budget of £83.887m (reduced for the transfer of rent rebates to the General Fund), as detailed below :-

















  £m

 %

Estimated Balances at 31st March 2004 


2.099

2.5

Add :
Contribution from the revenue budget

0.417 **


Estimated Balances at 31st March 2005


2.516

3.0

** = represented by :-



Additional rent week





1.336



Less : transfer to the General Fund re rent rebates
          - 0.919

5. CONCLUSION
Members are reminded of:-

-
The volatility of the HRA and potential effects of subsidy changes.

-
The need to:-

· achieve balances equivalent to 3% (£2.5m) of the HRA gross budget

· sustain improvements to the housing stock

· continually review service delivery within a rolling 5 year programme of Best Value reviews

· continually review the void property situation and the resultant impact on HRA income

· Further subsidy changes and inflationary factors that will affect the account during 2004/05 and beyond.

6. RECOMMENDATION
Being mindful that, under Section 76(3) of the Local Government and Housing Act 1989, the Council is required to formulate proposals for the forthcoming year which ensure that, on the basis of the best available information, the Housing Revenue Account will not incur a deficit,  members are requested to approve the proposed HRA budget for 2004/05.
PART 3

CAPITAL PROGRAMME 2004/05

1. REVIEW OF 2003/04

1.1. Based on the latest capital monitoring report to Budget Scrutiny Committee (February 2004) the capital outturn is expected to be £82.835m.

1.2. Estimated available resources are expected to be £84.611m, giving a surplus of usable capital receipts to be carried forward of £1.776m. 

2. NEW PRUDENTIAL CAPITAL FINANCE SYSTEM 

2.1. In considering the capital programme, due regard will need to be given to the implications of the new prudential capital finance system which will become operative from 1st April under the Local Government Act 2003.

2.2. The key principle behind the new system is that any capital expenditure plans must be affordable. In particular, local authorities will have the freedom to determine the amount of new borrowing in will undertake, subject to the capital financing costs being affordable in the revenue budget.

2.3. To reflect this freedom, the Government has abolished the system of credit approvals and replaced it with amounts of borrowing that it will support through RSG via the Capital Financing FSS. 

2.4. Whilst this still imposes a form of constraint on borrowing, there is now more freedom for local authorities to determine their own borrowing, providing they can afford to meet the capital financing costs from their revenue budget.

2.5. Also, capital planning over longer timescales is better facilitated as the timing of capital receipts is less critical and borrowing can be used to regulate any delays in completion of disposals at year-end, provided any resulting temporary extra debt is repaid from the capital receipt.

2.6. Borrowing to fund invest to save proposals now also becomes a realistic proposition. 

2.7. As far as funding capital expenditure from borrowing in future is concerned it will be important to establish certain principles that the City Council will follow under the prudential regime. These were presented to Cabinet at their away day on 10th October 2003 and are summarised below :-

· Borrowing will only exceed the amount supported by Government in prescribed circumstances.

· The prescribed circumstances will be :






   - invest to save proposals where a business case has been approved by the Lead Member for Corporate Services which provides for revenue savings at least equivalent to the capital financing costs of the borrowing ;


- where a capital receipt expected and built into financing plans in a financial year is delayed until the following financial year, provided the borrowing is repaid by the capital receipt in the following year ;








   - where Government grant is certain or expected with a high degree of confidence and it is essential that expenditure is committed ahead of the grant being approved or paid, in order to maximise the amount available. 

2.8. Other prescribed circumstances may be identified in due course as capital planning and operation of the prudential code become more mature.

2.9. Furthermore, because the new prudential system requires a chief financial officer to recommend prudential borrowing indicators to the Council, the determination of the capital programme needs to be aligned with the revenue budget by considering and approving them at the same Council meeting. 

3. CAPITAL RESOURCES 2004/05

3.1. The amount of resource expected to be available in 2004/05 is as follows :-
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Government Grants

Capital 

Other

Total

Borrowing

Confirmed

Expected

Receipts

£m

£m

£m

£m
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£m

Housing

5.481

16.100

22.656

6.383

50.620

Education

4.644

5.677

7.017

17.338

Transport

12.445

7.873

1.145

21.463

Social Services

0.153

0.151

0.304

Other Services

3.912

0.400

4.312

Regeneration

9.784

8.920

18.704

Sub-Total

22.723

29.650

43.520

16.848

112.741

Capital Receipts

 - b/fwd from 2003/04

1.776

1.776

 - to be generated in 2004/05

11.330

11.330

Total

22.723

29.650

43.520

13.106

16.848

125.847


3.2. It should be noted that there is still a high proportion of Government grants still to be confirmed. 

3.3. The critical figures within this table are the £22.723m of supported borrowing and the £13.106m of usable capital receipts. The extent to which this combined resource of £35.829m can support grant-funded proposals and their sufficiency to fund other non-grant-funded priorities, both national and local, is the key to determining a fully funded programme.

3.4. A detailed breakdown of the list of assets for disposal which forms the estimate of usable capital receipts to be generated in 2004/05 is attached at Appendix 18.  (NB. A separately costed list will be available to members only under the private and confidential section of today's agenda)

3.5. Members are requested to agree to the list of assets for disposal to allow the Director of Development Services to proceed to market those sites where a commitment to dispose has not already been made.

3.6. Agreement to the list of assets for disposal will also allow a greater degree of predictability and certainty to be built into the forecast of available resources and hence better determine those proposals that are able to be funded.
3.7. It should be noted that certain Government grants remain to be confirmed and, where this is the case, estimates have been included on the basis of informal indications of grant amounts. It will be necessary in such instances to only commit related expenditure when the grant award is confirmed formally or there is a high degree of certainty that grant will be awarded.
4. CAPITAL EXPENDITURE PROPOSALS

4.1. In previous years a policy has been adopted of :-

· Meeting contractual commitments ;

· Maximising service ACGs ;

· Maximising external resource ; 

· Meeting national, local and regional priorities ;

· Targeting key priority regeneration areas ; and

· Protecting the revenue budget.

4.2. Of particular concern for the coming year has been the need to ensure that the Council's priorities in regeneration areas, including its commitment to the Housing Market Renewal Fund pathfinder, are fully met and therefore, after contractual commitments which must be funded are taken into account, proposals for capital investment in regeneration areas have been given highest priority in considering how resources should be allocated for 2004/05. 

4.3. If this approach is accepted, then a possible capital programme amounting to £114.602m could be determined as set out in the table below :-
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Supported 

Government Grants

Capital 

Other

Total

Borrowing

Confirmed

Expected

Receipts

£m

£m

 £m
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Housing

 - Private Sector

1.112

22.156

5.868

5.500

34.636

 - Public Sector

4.369

16.100

0.500

0.883

21.852

5.481

16.100

22.656

5.868

6.383

56.488

Education

4.644

5.677

4.517

2.118

16.956

Highways

12.445

7.873

1.145

21.463

Social Services

0.153

0.151

0.212

0.516

Regeneration

 - Chief Executive

6.389

0.470

6.859

 - Development Services

0.195

0.715

2.700

3.610

Other Services

 - Environmental Services   

0.378

0.378

 - Development Services    

0.500

0.500

 - Art & Leisure

3.733

0.377

0.222

4.332

 - Capitalisation of Revenue

3.500

3.500

Total

22.723

33.383

34.408

13.168

10.920

114.602


4.4. It can be seen from the table above that the call upon internal available resources, ie supported borrowing and usable capital receipts, is only slightly higher than the estimated resources available, as follows :-
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Supported Borrowing
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Usable Capital Receipts
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4.5. The excess could be accommodated by managing the cash flow of the programme during the year.

4.6. The amount of expenditure falling to be met from Government grant has reduced from that available as the programme is tailored to match the available internal resource.

4.7. In addition to meeting the financial policy objectives set out above, a capital programme of £114.602m, which would be approximately £32m greater than the 2003/04 programme, would enable the following key service objectives to be met :-

Housing

· To meet the requirements of the HMRF pathfinder

· To stimulate the regeneration of areas in Central Salford

· To support improvements to property occupied by disabled residents

· To maintain the condition of Council housing stock.

Education

· To remove surplus places

· To invest in improving the condition of primary schools

· To replace 3 secondary schools

· To reinvest capital receipts from the disposal of school playing fields back into schools as required by the DfES

Highways

· To construct Cadishead Way Stage 2

· To complete the final stage of the Manchester/Salford Inner Relief Route

Social Services

· To modernise day care facilities

· To invest in ICT

Regeneration

· To invest in the regeneration of key areas of Central Salford, eg Charlestown/Kersal, Higher Broughton, Lower Broughton, Pendleton, Chapel St/Adelphi.

· To invest in certain outer areas of the City, eg Liverpool Rd, Eccles, Barton.

Other Services

· Improvements in parks and cemeteries

· Improvements to libraries and leisure facilities, including the Littleton Rd Sports Complex

· Making provision for the capitalisation of revenue expenditure in line with revenue plans.

4.8. The main area on which the Council would not be able to make any significant progress would be moving towards the achievement of the decent homes standard by 2010. This objective is largely dependant upon ALMO grant, which will not be available in 2004/05. 

4.9. A schedule of the schemes contained in the proposed capital programme is included at Appendix 19.

4.10. A schedule of the schemes unable to proceed at this stage is included at Appendix 20.
4.11. It should be noted at this stage that the capital programme can be subject to change as the year unfolds, with new schemes being introduced as funding sources are confirmed, schemes being removed if the expected funding proves not to be available, expenditure forecasts changing and the amount of usable capital receipts varying as marketing and disposal proceeds.

4.12. Approval to the proposed capital programme at this stage should be seen as giving consent to an initial programme of those schemes that are at present contractually uncommitted proceeding to design and tender stage. Approval to commit capital expenditure on individual projects will continue to be referred to the Lead Member for Corporate Services, as at present, to ensure that projects will only be committed if funding is available or certain to become available. 

4.13. The capital programme will therefore need to be continuously reviewed during 2004/05 to reflect any significant variations that may arise, any new priorities that may emerge and certainly following the 2003/04 capital outturn. 

5. RISKS

5.1. The key risks are that :-

· Expected capital receipts will not be realised. Delayed receipts will be managed through unsupported borrowing. Asset disposals which cannot be realised or realise less than expected will be managed by adjusting the capital programme. 

· Government grants not being realised. Capital projects which are dependant upon grant support will not be commissioned unless a grant approval has been received or is confidently expected. All proposed capital expenditure will be subject to the approval of the Lead Member for Corporate Services. 

· Cost overruns. Expenditure on capital schemes is monitored regularly and project managers are required to report any significant cost increase to their director and lead member. Where possible, cost overruns will be managed within resource allocations to services. Where an increase in resource is required this will be considered by the Lead Member for Corporate Services and, if necessary, Cabinet.

5.2. It should also be noted that the level of estimated usable capital receipts in 2004/05 is at a much higher level than recent years, due to a few substantial receipts expected. This level of capital receipts may not be sustainable in future years. 

PART 4

PRUDENTIAL INDICATORS 

2004/05 TO 2006/07

1. BACKGROUND 

1.1. The Local Government Act 2003 changes the system of capital finance with effect from 1st April, 2004 and one of the requirements of the Act (Section 3) is for each local authority to determine its own affordable borrowing limits and to have regard to specified codes of practice when determining these limits.

1.2. Regulations issued pursuant to the Act endorses a code of practice produced by CIPFA (the Prudential Code for Capital Finance) which local authorities should follow in determining its borrowing limits. The code advises local authorities to determine its limits for 3 years ahead.

2. PRUDENTIAL LIMITS 2004/05 TO 2006/07

2.1. Prudential Limits for Capital Expenditure and Borrowing
Capital Expenditure

The actual capital expenditure that was incurred in 2002/03 and the estimates of capital expenditure to be incurred for the current and next three years that are recommended for approval are :-
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Housing

34.410

38.442

56.488

50.625

50.956

Education

14.669

14.228

16.956

21.866

10.068

Highways

7.814

16.797

21.463

4.604

4.238

Social Services

0.894

1.067

0.516

0.251

0.250

Regeneration

 - Chief Executive

0.637

2.322

6.859

2.260

0.050

 - Development Services

6.605

2.432

3.610

13.210

12.280

Other Services

 - Environmental Services   

0.468

0.250

0.378

0.553

0.423

 - Development Services    

0.025

0.235

0.500

0.300

0.000

 - Art & Leisure

1.078

2.208

4.332

4.969

0.000

 - Capitalisation of Revenue

4.874

4.854

3.500

2.500

2.500

Total

71.474

82.835

114.602

101.138

80.765


The estimates of capital expenditure in 2005/06 and 2006/07 are provisional and are taken from the capital investment strategy approved by Council last June. They should only be considered as indicative at this stage.

Ratio of Capital Financing Costs to Net Revenue Stream

Ratios are required to be reported which identify the capital financing costs on the proposed capital expenditure shown in the previous table as a proportion of the net revenue stream for the same periods.

The net revenue stream is defined as :-

· For General Fund - the total of income from NNDR, RSG and Council Tax

· For the HRA - total rent income (exclusive of service charges) and income from Government grants.

The estimates of capital financing costs in 2005/06 and 2006/07 are provisional and are based on the cost of borrowing £20m each year to fund the capital investment strategy approved by Council last June. They should only be considered as indicative at this stage.
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Incremental Impact of Capital Investment Decisions

An estimate of the incremental impact is required to be made in Band D Council Tax and average weekly housing rent terms of the capital financing and other revenue costs of the proposed capital programme.

As approval is only being sought from the Council to the 2004/05 capital programme, and the future contractual commitments that flow from that programme, the incremental impact does not reflect the full cost of the potential capital investment in 2005/06 and 200607.
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Capital Financing Requirement

The capital financing requirement measures the Council's underlying need to borrow for a capital purpose.

Advice from CIPFA in their prudential code is that net external borrowing does not, except in the short term, exceed the total of the capital financing requirement in the preceding year plus the estimates of any additional capital financing requirement for the current and next two financial years. The figures in the following table make no allowance for new borrowing beyond that required in each year.
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Authorised Limit for External Debt

This limit represents the total level of external debt the Council is likely to need in each year to meet all possible eventualities that may arise in its treasury management activities.

These limits are required to show separately the Council's borrowing from its other long term liabilities, such as finance leases.
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Operational Boundary for External Debt

The operational boundary limits for external debt reflect the estimate of the most likely, prudent, but not worst case, scenario without the additional headroom included within the authorised limit.

The operational boundary represents a key benchmark against which detailed monitoring will be undertaken by the Director of Corporate Services and his treasury management staff.
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In addition to being requested to approve the authorised limit and the operational boundary for external debt, the Council is requested to delegate authority to the Director of Corporate Services to effect movement between the separately agreed limits for borrowing and other long term liabilities, in urgent circumstances to exceed these limits without Council approval, and to report any such changes to the Council at its next meeting following the change. 

(NB. Such a course of action, if deemed necessary, is permitted within CIPFA's code) 

2.2. Prudential Indicators for Treasury Management

The following limits will be included in the annual Treasury Management Strategy for 2004/05 to be reported to the Council in March.
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PART 5

SUMMARY OF RECOMMENDATIONS

RECOMMENDATIONS

Members are requested to :-

1. Approve a revenue budget of £280.403m for 2004/05 ;

2. Approve the Council Tax levy in accordance with the formal resolutions contained in Appendix 12 ;

3. Approve the HRA budget for 2004/05 as set out in Part 2  ;

4. Request each Lead Member and 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 Director of Corporate Services to report monthly to Budget Scrutiny Committee on progress with the budget on a corporate basis ;

5. Approve a capital programme of £114.602m as set out in Part 3 and detailed in Appendix 19.
6. Agree to the list of assets for disposal in 2004/05 as set out in Appendix 18 to allow the Director of Development Services to proceed to market those sites where a commitment to dispose has not already been made.

7. Approve the prudential indicators for 2004/05 to 2006/07 as set out in Part 4.
ALAN WESTWOOD

     COUNCILLOR BILL HINDS

Director of Corporate Services

Lead Member for Corporate Services
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1
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2
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12. Formal Resolutions - 2004/05 Council Tax
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13 General background to the HRA and HRA subsidy

14 HRA Subsidy Determination 2004/05 - Main Features

15 HRA 2003/04 and 2004/05 - Base Data and Assumptions

16 HRA - comparison of 2003/04 Approximate and 2004/05 Proposed Budget
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_1137589737.xls
Sheet1

				Internal Resources

				Available		Required		Difference

				£m		£m		£m

		Supported Borrowing		22.723		22.723		0

		Usable Capital Receipts		13.106		13.168		0.062

		Total		35.829		35.891		0.062
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				Source of funding

				Supported		Government Grants				Capital		Other		Total

				Borrowing		Confirmed		Expected		Receipts

				£m		£m		£m		£m		£m		£m

		Housing

		- Private Sector		1.112				22.156		5.868		5.500		34.636

		- Public Sector		4.369		16.100		0.500				0.883		21.852

				5.481		16.100		22.656		5.868		6.383		56.488

		Education		4.644		5.677		4.517		2.118				16.956

		Highways		12.445		7.873						1.145		21.463

		Social Services		0.153				0.151		0.212				0.516

		Regeneration

		- Chief Executive						6.389				0.470		6.859

		- Development Services						0.195		0.715		2.700		3.610

		Other Services

		- Environmental Services								0.378				0.378

		- Development Services						0.500						0.500

		- Art & Leisure				3.733				0.377		0.222		4.332

		- Capitalisation of Revenue								3.500				3.500

		Total		22.723		33.383		34.408		13.168		10.920		114.602
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						Single Person Households								2 or more Person Households

						2003/04		2004/05		Increase				2003/04		2004/05		Increase

						£		£		£				£		£		£

				Band A minus		515.40		535.64		20.24				687.20		714.18		26.98

				Band A		618.48		642.77		24.29				824.64		857.02		32.38

				Band B		721.56		749.90		28.34				962.08		999.86		37.78

				Band C		824.64		857.02		32.38				1,099.52		1,142.69		43.17

				Band D		927.72		964.15		36.43				1,236.96		1,285.53		48.57

				Band E		1,133.88		1,178.40		44.52				1,511.84		1,571.20		59.36

				Band F		1,340.04		1,392.66		52.62				1,786.72		1,856.88		70.16

				Band G		1,546.20		1,606.91		60.71				2,061.60		2,142.55		80.95

				Band H		1,855.44		1,928.30		72.86				2,473.92		2,571.06		97.14

				Average Bill (after discounts)										804.10		835.62		31.52
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				Actual		Prov Outturn		Estimate		Provisional

				2002/03		2003/04		2004/05		2005/06		2006/07

				%		%		%		%		%

		General Fund		6.9		7.1		7.4		7.6		7.8

		HRA		30.7		28.9		21.4		21.7		21.6
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				Actual		Prov Outturn		Estimate		Provisional

				2002/03		2003/04		2004/05		2005/06		2006/07

				£m		£m		£m		£m		£m

		Housing		34.410		38.442		56.488		50.625		50.956

		Education		14.669		14.228		16.956		21.866		10.068

		Highways		7.814		16.797		21.463		4.604		4.238

		Social Services		0.894		1.067		0.516		0.251		0.250

		Regeneration

		- Chief Executive		0.637		2.322		6.859		2.260		0.050

		- Development Services		6.605		2.432		3.610		13.210		12.280

		Other Services

		- Environmental Services		0.468		0.250		0.378		0.553		0.423

		- Development Services		0.025		0.235		0.500		0.300		0.000

		- Art & Leisure		1.078		2.208		4.332		4.969		0.000

		- Capitalisation of Revenue		4.874		4.854		3.500		2.500		2.500

		Total		71.474		82.835		114.602		101.138		80.765
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				2004/05		2005/06		2006/07

				£		£		£

		Band D Council Tax		8.06		29.02		28.51

		Average weekly housing rent (48 week equivalent)		0.08		0.17		0.18
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				2004/05		2005/06		2006/07

				£m		£m		£m

		General Fund		214.7		224.2		233.3

		HRA		244.5		248.9		253.2

		Total		459.2		473.1		486.5
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				2004/05		2005/06		2006/07

				£m		£m		£m

		Borrowing		750		780		810

		Other long term liabilities		10		25		50

		Total		760		805		860
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				Supported		Government Grants				Capital		Other		Total

				Borrowing		Confirmed		Expected		Receipts

				£m		£m		£m		£m		£m		£m

		Housing		5.481		16.100		22.656				6.383		50.620

		Education		4.644		5.677		7.017						17.338

		Transport		12.445		7.873						1.145		21.463

		Social Services		0.153				0.151						0.304

		Other Services						3.912				0.400		4.312

		Regeneration						9.784				8.920		18.704

		Sub-Total		22.723		29.650		43.520				16.848		112.741

		Capital Receipts

		- b/fwd from 2003/04								1.776				1.776

		- to be generated in 2004/05								11.330				11.330

		Total		22.723		29.650		43.520		13.106		16.848		125.847
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				2004/05		2005/06		2006/07

				£m		£m		£m

		Borrowing		570		600		630

		Other long term liabilities		10		25		50

		Total		580		625		680
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				2004/05		2005/06		2006/07

				%		%		%

		Limits on Interest Rate Exposure

		Upper Limit on Fixed Interest Rate Exposure		100		100		100

		Upper Limit on Variable Interest Rate Exposure		50		50		50

						All Years

						Upper		Lower

						Limit		Limit

		Maturity structure for fixed rate borrowing				%		%

		under 12 months				50		0

		12 and within 24 months				50		0

		24 months and within 5 years				50		0

		5 years and within 10 years				50		0

		10 years and above				100		40

		in addition, the following local limits will apply :-

		Variable rate debt maturing in any one year				30		0

				2004/05		2005/06		2006/07

				£m		£m		£m

		Limits on Long-Term Investments

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






