  

  EXECUTIVE COMMITTEE 5 JUNE 2006
PART   I   - NOT DELEGATED
7.  
  GAS PRICES

(  DSS) 

This is a key decision because it affects tenants in three or more wards


  
1.
Summary
1.1   The Procurement Officer presented a late information item at the Resources Policy Panel on 2 March 2006 relating to an increase in the price of gas from 31 October 2006, when the current gas contract expires.  The increase is expected to be significant.  The Panel agreed that a report be presented to the Executive Committee at the earliest opportunity to identify the implications of the projected increase and detail the actions required to ensure that funds are available to cover the increase.

2. Background

2.1 Approximately 95% of TRDC’s gas usage is supplied through a contract established by the Central Buying Consortium (CBC).  This is a consortium of seventeen counties and unitaries.  All of the boroughs and districts in each of the counties are allowed to use the contracts set up by the consortium but have no say in the choice of supplier, etc.

2.2 In February 2005 Hertfordshire County Council (HCC), who are responsible for purchasing gas on behalf of the consortium placed a fixed price contract for the supply of gas for the period 1 November 2005 until 31 October 2006.  Since this contract was signed the price of gas on the open market has risen steadily and is now nearly double the current contract price.  The Energy Managers for each of the consortium members liaise regularly.  Sometime over the next few months, when they judge that the price on the open market is as low as it will get, they will instruct HCC to enter into a twelve or twenty four month contract, with the preferred contractor.

2.3 HCC have indicated that the price paid for gas after 1 November 2006 is likely to be between 50/70% higher than current prices.  They also indicated that the higher prices will continue for the next few years

2.4 Most of the TRDC sites are signed up to the CBC agreement but the six sports pavilions, Bullsland Hall and South Oxhey Housing office are not included at present.  The increase for these sites will only be 22%.  For future years, all TRDC sites supplied by gas directly paid for by the Authority, will be included in the new CBC contract.

3.
Details

3.1 The Council has made budget provision of £141,300 for the cost of gas during 2006/07 financial year.  No   increase in price, other than the normal inflationary increase was included in that provision or for future years.  

3.2 In calculating the impact of the increase the following has been assumed.

· The increase will take effect from 1 November 2006.

· Historically, 60% of the annual gas consumption occurs between November and March.  It is assumed this will be repeated in coming years

· An increase in the consortium price of 60% over existing rates has been assumed

· The gross cost increase over current prices in 2006/07 will be £47,820

· The gross cost increase over current prices in 2007/08 will be £82,820. 

· For 2008/09, the net effect is less than 2007/08 because the calculations will no longer include leisure buildings.


A table setting out the underlying calculations is provided at Appendix A. 
4.
Options/Reasons for Recommendation
4.1 Property and Facilities Management section within TRDC have commissioned a consultant to prepare a report on the energy consumption in each of the buildings owned by TRDC.  The report will recommend how energy consumption might be reduced and will be presented to the Resources Policy Panel during July 2006. 

4.2 Nearly 70% of the gas consumed by TRDC is supplied to sheltered housing schemes that have district-heating systems.  Costs attributable to the gas used on district heating schemes are recovered through service charges. Should the increase be deferred until the next financial year there would be an additional cost to be borne by the Housing Revenue account to the order of £33,690.  It is recommended that tenants are informed that the increases are expected and that they will be added to the tenants’ service charges from the 1 November 2006. 

4.3 The Council has a legal obligation to give a minimum one months notice to tenants of any increase in rents or service charges.  In practical terms, 8–10 weeks is needed to ensure that the process of communication and changes to standing orders / direct debits can be accomplished with minimum inconvenience to tenants. 

4.4 If the above actions are taken, the net cost increase to be borne by the Council will be £14,130 in 2006/07 and £21,080 in 2007/08.  The Procurement Officer has already warned the budget managers of the possible increase and will advise them of the actual increase, as soon as it is known.

5.
Policy/Budget Implications
5.1
The recommendations in this report are not within the Council’s agreed budgets.  
  6.
Financial Implications
6.1 The tables below show the summarised net effect of the estimated gas price increase on both the General Fund and the Housing Revenue Account (HRA). Appendix A shows this in more detail.


General Fund  
CASH IMPLICATION OF PRICE CHANGE
2006/07
£


2007/08
£


2008/09
£

Revenue





Expenditure Increase
13,370
19,810
10,350


Income/savings
0
0
0

Net additional commitment
13,370
19,810
10,350


Housing Revenue Account  
CASH IMPLICATION
Current Year 2006/07
£


2007/08
£


2008/09
£

Revenue





Expenditure Increase
34,450
63,010
64,390


Income – additional Recharge to Tenants
(33,690)
(61,740)
(63,110)

Net additional Commitment
760
1,260
1,270

6.3
The HRA table assumes that the gas price increase for sheltered schemes will be recovered through tenant recharges. 
  7.
Risk Management Implications
7.1
  The following table shows the risks that have been identified and gives an assessment of their impact and likelihood in accordance with the Council’s Risk Management Strategy:-

Description of Risk
Impact
Likelihood

1
Elderly tenants may be unable to meet the increased costs
III
C

Note: 

1.
For the meaning of the assessment score see the key to the matrix in paragraph 13.2 below.

2.
For the definitions of ‘catastrophic’, ‘almost certain’, etc, see the extract from the ‘Risk Management Strategy Statement’ at the end of the agenda.

7.2
The above risks have been prioritised in the matrix below.  The Council has determined its aversion to risk.  It is prepared to tolerate risks where the combination of impact and likelihood are shaded in the bottom left in the table below.  The remaining risks require management and monitoring.  Those combinations of impact and risk shaded centrally below are less time critical but those shaded to the right require immediate management and monitoring.

Likelihood
A





Impact
Likelihood


B





V = Catastrophic
A = Almost Certain


C


1


IV = Critical
B = Very High


D





III = Significant
C = High


E





II = Marginal
D = Low


F





I = Negligible
E = Very Low



I
II
III
IV
V

F = Almost Impossible


Impact





7.3 An action plan has been drawn up for each risk that requires management and monitoring and, depending on the recommendation adopted, will be included in the Housing Service Plan.

8.
Legal, Equal Opportunities, Staffing, Environmental, Community Safety, Customer Services Centre and Website Implications
8.1
None specific.

9.  
Recommendation
9.1
That   the Executive Committee confirm that the following actions are to be taken:-

a) Procurement Officer to monitor progress and advise Management Board and Budget Managers of any relevant information relating to the gas price increase as it becomes available.

b) Subject to consideration by the Housing and Environment Policy Panel, that the appropriate timely action is taken to implement an increase in service charges to cover the additional costs as set out above

c) That the Tenants and Leaseholders Panel is informed of the proposed changes

d) Report on Energy Reduction to be submitted to Resources Policy Panel, by PFM during July 2006.

e) That the projected overspend in 2006/7 be reported on as part of budget monitoring.

f) That the final decision to enter into a new contract for the supply of gas be delegated to the Portfolio Holder for Resources in conjunction with the Director of Strategic Services. 


Background Papers


  none


Report prepared by:
  George O’Sullivan – Procurement Officer.





Helen Ratcliffe – Head of Housing Services


The recommendations contained in this report  constitute a KEY DECISION. 

APPENDICES / ATTACHMENTS

  Appendix A  - Gas price increase – Effect on General Fund and Housing Revenue Account


Gas price increase – Effect on General Fund and Housing Revenue Account


APPENDIX A



Cost
NAME
ADDRESS
CURRENT
Original Budget
Forecast
Difference
Original Budget
Forecast
Difference
Original Budget
Forecast
Difference

Centre


SUPPLIER
2006/07
2006/07
2006/07
2007/08
2007/08
2007/08
2008/09
2008/09
2008/09


GENERAL FUND


£
£
£
£
£
£
£
£
£

1291
Three Rivers House

Shell
8,050
10,950
2,900
8,050
12,880
4,830
8,050
12,880
4,830

1292
Basing House

Shell
1,300
1,770
470
1,300
2,080
780
1,300
2,080
780

1294
35/37 Oxhey Drive
South Oxhey
British Gas
680
770
90
680
830
150
680
830
150

1455
Watersmeet

Shell 
5,000
6,800
1,800
5,000
8,000
3,000
5,000
8,000
3,000

1462
Centre The
South Oxhey, Watford
Shell 
6,270
8,530
2,260
5,270
8,430
3,160
0
0
0

1473
Sports Pavilions 


7,000
7,920
920
7,000
8,540
1,540
7,210
8,800
1,590

3573
Sir James Altham Pool
Little Oxhey Lane
Shell
13,700
18,630
4,930
10,580
16,930
6,350
0
0
0



Total - General Fund 



13,370


19,810


10,350
















HRA












2134
1-10 Arden Court
Hall Close, 
Shell
8,490
11,550
3,060
9,340
14,940
5,600
10,270
16,430
6,160

2134
Boiler House, Barn Lea 
Hall Close,  
Shell
9,190
12,500
3,310
10,110
16,180
6,070
11,110
17,780
6,670

2134
Frogmore Court
Harefield Road, 
Shell
7,440
10,120
2,680
8,180
13,090
4,910
9,000
14,400
5,400

2134
Grove Court
Grove Crescent 
Shell
13,320
18,120
4,800
14,650
23,440
8,790
16,120
25,790
9,670

2134
Harrogate Court
Harrogate Road 
Shell
6,900
9,380
2,480
7,590
12,140
4,550
8,340
13,340
5,000

2134
Hallowes Court
Trevose Way 
Shell
10,470
14,240
3,770
11,520
18,430
6,910
12,670
20,270
7,600

2134
Moneyhill Court
Dellwood, 
Shell
16,970
23,080
6,110
18,670
29,870
11,200
12,540
20,060
7,520

2134
St Mary's Court
Skidmore 
Shell
9,660
13,140
3,480
10,620
16,990
6,370
11,690
18,700
7,010

2134
Tannerswood Court
Oak Green 
Shell
11,120
15,120
4,000
12,230
19,570
7,340
13,460
21,540
8,080

2137
Bullsland Hall (Cannot be recharged to tenants)
10 Bullsland Lane, 
British Gas
5,740
6,500
760
5,780
7,050
1,270
5,820
7,100
1,280















Total  - HRA

99,300
133,750
34,450
108,690
171,700
63,010
111,020
175,410
64,390
















less recharged to tenants

93,560
127,250
33,690
102,910
164,650
61,740
105,200
168,310
63,110
















Note: Shell Increases are at 60% - British Gas Increases at 22%
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