Appendix 4

RISK ASSESSMENT OF REQUIREMENT FOR RESERVES 2005/06

	2005/06 Provision       

£000s
	RISK ASSESSMENT OF RESERVES FOR 2005/06
	2004/05

Provision

£000s

	
	Area of Expenditure
	Explanation of Risk/Justification for Reserves


	

	0
	Pay
	Budget assumes an increase of 2.95% for all staff 2005/06. Admin staff have settled at this level as the 2nd year of a 3-year pay deal agreed from 2004/05. Teachers pay increase will be funded by schools from their cash-limited, passported budget and will need to be managed if the settlement is higher.
	500

	250
	Prices
	It is assumed that price inflation can be managed by directorates within a zero cash-limited increase or specific inflation allowances built into the budget. A 30% increase has been provided for increases in fuel contracts due for renewal in 2005/06. The scope for other price increases having an impact is therefore limited, with most risk likely to be around the care services sector. 
	250

	500
	Insurance – Tripping Claims
	The trend with tripping claims shows signs of a flattening out. Planned investment in footpath improvements from 2005/06 over 5 years are expected to begin to reduce claims volumes and cost. Current budgetary provision allows for £5.4m annual cost of tripping claims. Claims (settled and unsettled) for 2002/03 and 2003/04 at 31/10/04 are at £4.872m and £4.985m respectively.
	1,000

	0
	DSO surpluses
	The 2005/06 budget has now eliminated the dependence upon DSO surpluses making a contribution. DSOs collectively tend to return a surplus, even where 1 or 2 may make a loss individually. 
	250

	1,500
	Social Services
	Experience from previous budgets and from other local authorities across the country demonstrates that key areas of service provision to children, adults and the elderly can all come under pressure from increasing demand for those services. Insufficient Government funding and the threat of bed blocking penalties add to the demand pressures, although the latter is under control at present. The introduction of pooled budgets also limits the scope to reallocate resources between budget heads. Whilst the risk in the area of children seems to have reduced for the present it may well return, but there is now growing pressure upon care for adults with learning difficulties.
	2,000

	500
	HB and Council Tax Benefit Subsidy
	The payment of rent rebates became a General Fund responsibility from 2004/05 and the combined benefit budget will be £88m. Benefit payments are subject to demand and certain types of rebate payment which attract nil or low rates of subsidy, eg LA error, overpayments, may be subject to variation. The final benefit subsidy rate for 2004/05 will only be known in late 2005/06 or early 2006/07 when claims have been audited and DWP can finally determine the amount of subsidy payable. There is therefore also a risk of subsidy clawback that needs to be allowed for, in addition to the risk of reduced subsidy on certain categories of benefit payment.
	500

	150
	Development Services - income achievement
	A number of income budgets, eg planning and building control fees, parking fines, market and commercial rents, are all subject to economic conditions or external demand influences, any one of which may unexpectedly develop a significant shortfall.
	250

	500
	Housing – income


	The growth in private sector housing activity, notably through Supporting People, Asylum Seekers and HMRF has placed a greater emphasis on income budgets, particular Government grants for SP/AS and recharging salaries to capital associated with HMRF. There is a risk of over-optimism in assessing the likely income.
	500

	500
	Education - SEN
	Demand pressures from a potential increase in the number and cost of out-of-district placements has begun to emerge and a cost increase of £400k has been allowed for in the 2005/06 budget. There is a risk of a further increase in placements and cost if the trend cannot be arrested.
	250

	250
	Non-achievement of savings
	There is a risk that some proposals built into the budget plans cannot be delivered on time or at all.
	250

	500
	Other unforeseen expenditure /income shortfall
	There is a risk that unexpected events may occur which require expenditure to be incurred or income to be foregone which have not been budgeted for.
	500

	200
	Treasury Management
	There are currently 2 key areas of risk :-

· Investment returns may under-achieve or borrowing costs exceed budget assumptions

· Audit Commission interpretation of the accounting treatment of interest on LOBO loans and premia on restructured loans differing from Salford’s (and all other authorities involved)

The evaluation of risk assumes only the first risk exists as a call upon reserves and that there is adequate cover within provisions for the second.
	200

	0
	Capitalisation of revenue
	Budget plans have reduced the extent of capitalisation of revenue to £2m for 2005/06. The risk that insufficient expenditure can be identified within the revenue budget that can be legitimately categorised as revenue is therefore considered to no longer exist.
	500

	2,000
	VAT – breach of partial exemption limit
	The extent of capital investment on activities that are exempt from VAT is such that the partial exemption limit of 5% of total VAT incurred is at risk of being breached in 2005/06, which if it occurred would result in all partially exempt VAT needing to be met by the Council
	0

	6,850
	Total
	
	6,950
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