EXECUTIVE COMMITTEE – 6 APRIL 2009
  

  RESOURCES POLICY AND SCRUTINY COMMITTEE – 26 MARCH 2009  
PART   I -   

  NOT DELEGATED
6a.  
BUDGET ASSUMPTIONS AND EFFICIENCY SAVINGS  

  (DCRG)


  

  
1.
Summary
1.1
This report is presented to enable the Committee to respond to the request of the Council that it considers the assumptions affecting the Council’s budget in the longer term, and any changes required to financial procedure rules to ensure that the efficiency savings included in the budget are achieved.  
2.
Details


Background
2.1
  At its meeting on 24 February 2009 the Council resolved:-

“that the Resources Policy and Scrutiny Committee be requested to consider:

i)
the assumptions affecting the Council’s budget in the longer term, and

ii)
changes to financial procedure rules in order to ensure that the efficiency savings included in the budget are achieved.”

Budget Assumptions

2.2
In considering a report on ‘Strategic, Service and Financial Planning 2009-12’ at its meeting on 1 September 2008, the Executive Committee noted that:-

“In view of the level of balances that exist as a result of stock transfer and the revenue impact of interest earned from the capital receipt an attempt will be made to model budgets at a summary level over the longer (say 10 year) term.”

2.3
Attached at Appendix 1 is a Ten-Year Financial Model. Figures for the first three years are those set by the Council on 24 February 2009. Figures for years 4 to 10 depend on the assumptions entered into the model.   

2.4
The purpose of this modelling is to understand the factors affecting the Council’s budget in the longer term, the impact if assumptions significantly change, and hence, how robust the Council’s forward planning is.
2.5
The figures in the Appendix show the revenue account breaking even (actually a £48,967 surplus) at the end of the ten year period with a revenue balance of £4.5m. The capital account in year 10 is supporting expenditure of £3.0m and shows a balance of £27.0m. The table below shows the sensitivity of the assumptions used by varying each by +/- 1%. It can be concluded that:-

a)
By far the most significant assumption is that used for efficiency gains; calculated as a percentage saving on ‘employee’ and ‘other’ expenditure in the model. 

b)
A 1% increase above the assumed rate for inflation on either employee or other expenditure would result in a balance at 31 March 2019 below that considered as prudent.
	
	1% Decrease in  Assumption
	1% Increase in  Assumption

	
	Surplus (+)
	Revenue
	Surplus (+)
	Revenue

	
	/ Deficit 
	Balance 
	/ Deficit 
	Balance 

	
	Year 10
	31/03/2019
	Year 10
	31/03/2019

	
	£
	£
	£
	£

	Council Tax Base
	-487,702
	2,149,170
	618,642
	6,582,387

	Government Grant
	-351,970
	2,854,768
	474,567
	6,127,422

	Council Tax Increase
	-476,843
	2,460,271
	606,036
	6,535,455

	Employee Inflation
	800,217
	7,348,419
	-747,948
	1,450,527

	Parish Precept Increases
	48,967
	4,458,418
	48,967
	4,458,418

	Other Inflation
	698,081
	7,071,658
	-640,607
	1,737,823

	Interest Rates
	-216,241
	2,700,919
	314,174
	6,215,916

	Fees & Charges
	-390,458
	2,783,993
	514,748
	6,200,623

	Efficiency Gains
	-1,604,951
	-1,875,890
	1,702,885
	10,792,725


2.6
It should also be noted that by adding £1m to capital expenditure in each of years 4 to 10, the revenue account balance falls to £3.7m at 31 March 2019 and shows a deficit of £163k in year 10 as a result of the reduced interest income.

Efficiency Savings and Financial Procedure Rules
2.7
In setting the budget on 24 February 2009, the Council included a number of potential savings identified by officers and reported to the Executive Committee on 26 January 2009. These had been included at pages 78 to 88 of the Strategic, Service and Financial Planning papers to that Committee in response to the worsening financial position reported to members in the Monthly Budget Monitoring report for Month 9.

2.8
The Council also included savings resulting from a tender for insurances and notification from the government of an area based grant received late in the budgetary process. These changes were e-mailed to all members by the Director of Corporate Resources and Governance on 20 February 2009.
2.9
In addition the Council included further efficiency gains as follows:-

	
	2009/10

Original

Budget

£
	2010/11

Forecast

£
	2011/12

Forecast

£

	Reduce Provision for Pay Awards from  3% to 2%
	94,160
	97,140
	101,270

	Vacancy Management  - Temporary Staff
	50,000
	60,000
	70,000

	Virement Procedures
	50,000
	60,000
	70,000

	CSC Efficiencies – Back Office Savings
	56,000
	56,000
	56,000

	Future Shared Services
	0
	100,000
	150,000



These are considered below.

Pay Awards

2.10
The Council’s Base Budget included pay awards for each of the three years 2009/10, 2010/11 and 2011/12 at 3%. The Council agreed to reduce this to 2%. Pay awards included in other Hertfordshire budgets are understood to be:-
	
	%

	Broxbourne
	2.5

	Dacorum
	1.5

	Hertsmere
	2.0

	Hertfordshire CC (exc Teachers)
	1.5

	North Herts
	2.0

	St Albans
	2.0

	Stevenage
	2.5

	Watford
	2.0

	Welwyn Hatfield
	3.0


2.11
In considering financial and budgetary risks the Council noted that a variance of 1% in pay awards would represent £292,570 over a three year period and  considered the impact to be significant and the likelihood of the variance occurring to be between 2% and 24%. As a result a notional £6k is held in balances. The Audit Committee will monitor this risk.


Vacancy Management – Temporary Staff

2.12
The Council budgets for a full establishment and includes a vacancy ‘provision’ to recognise that at any one time there are posts unfilled whilst the recruitment process takes place.

The table below shows the out-turn position for 2007/08:

	
	£

	Original Budget (Salaries / Wages / Employer’s Contributions)
	14,040,561

	Out-Turn Expenditure
	13,118,929

	Adjustment for Thrive Homes Ltd (20/3/08 – 31/03/08)
	-254,863

	Sub-Total
	666,769

	Agency Staff Employed During Year as Cover
	-548,546

	Balance (cf Vacancy Provision £120,000)
	118,223



This demonstrates that the vacancy provision was set at a realistic level. 

2.13
Permission to fill all vacancies with permanent replacements is obtained by service heads from the Management Board. In the meantime, however, temporary or agency staff are employed. 

2.14
With effect from 1 April 2009, permission will have to be sought to fill vacancies on either a temporary or permanent basis. This will also apply to cover for maternity leave. The effect will be to extend the existing review of the necessity to fill a vacant post and reduce the cost of agency staff whilst the review is carried out. This should achieve the saving included in the budget. It will be monitored through the monthly budget monitoring process.     


Virement Procedures
2.15
The Council’s Financial Procedure Rule 7 sets out the procedure for virement (the movement of expenditure between budget headings). It states that:-

“Both revenue and capital accounts shall be analysed and reported to the Executive Committee by cost centre. If a projection of net income or expenditure to the year end is likely to vary from an approved budget / latest approved estimate by more than the tolerance set by the Council, then the Chief Officer shall provide an explanation. Reports must include significant items of unbudgeted income and under-spends and make requests for their utilisation. Whenever possible equivalent savings should be identified to avoid a projected overspend.”


The tolerance set by the Council is 5% or £1,000, whichever is the greater.

2.16
The Executive Committee has the power to vire amounts between cost centres, but only the Council may increase the total budget.

2.17
It is not proposed to change Financial Procedure Rule 7 at this stage. Proposals are likely to be made in due course to harmonise Financial Procedure Rules, as far as is practical, with Watford Borough Council. In the interim the existing Rule should be applied more rigorously. It is proposed that cost centre managers be informed that:-

a)
with effect from the 2009/10 financial year, no tolerance will be set by the Council and that any overspend will require an explanation to the Executive Committee.

b)
no slippage will be allowed for capital schemes with repetitive budgets  (e.g. £150k in 2009/10, 2011/12, 2012/13 and future years) after the revised budgets have been set. 


and reminded that:-

c)
the Executive Committee will only approve virement to an overspending cost centre when it has been positively demonstrated that there are no equivalent savings to be made within that cost centre.

d)
in no circumstances should expenditure be incurred from an existing budget on a growth item rejected when setting the budget even if this is achieved by applying savings within the cost centre. Similarly, if members approve an item of growth within a cost centre then the resources allocated should, in no circumstances, be used for a different purpose without member approval.
e) 
virement rules apply to the medium-term three-year financial plan and not just the current financial year, i.e. overspends having a longer term impact on the budget must be reported, and, 

f) 
no ‘carry over’ or slippage will be allowed in revenue budgets.  

CSC Efficiencies – Back Office Savings
2.18
The Council has included in its budget efficiency savings equivalent to two posts resulting from work transferring from the back office to the CSC. The Director of Community and Environmental Services is currently preparing a Project Initiation Document for this.

Future Shared Services

2.19
The shared services programme with Watford Borough Council was set up with a view to either extending the number of services the two councils shared or the number of councils sharing the services.

2.20
At this stage there are no proposals to extend the number of councils, although the contracts that are being entered into on behalf of the shared services (e.g. for payroll services and software) allow this to happen in the future.

2.21
In the shorter term it is suggested that Watford be approached to discover their appetite for including further activities under the shared services ‘umbrella’. Further investigations might include:

a)
Legal and Democratic Services
 

b)
Customer Services Centre - although this may be longer term in view of the technology changes required
c)
Building Control 
d)
Surveying

e)
Some office services, e.g. post, courier, printing.
2.22
Members are also reminded that in a report on the strategic housing function to the Sustainable Environment Policy & Scrutiny Committee on 26/02/08 it was stated that:
 


“The Council has been in discussions with Watford Borough Council, with the view to exploring options for joint working.  These plans were set aside to allow Watford to work through their housing stock transfer. More recently it was agreed (Watford and TRDC) to revisit options for joint working, following the transfer of TRDC housing stock and after the effects of stock transfer had been fully absorbed by both councils, that is, this council would revisit joint working 9‑12 months after stock transfer.”

   

That Committee agreed (Minute SE53/07 refers) that the Executive Committee be recommended to review the targets and performance of Housing Needs and Strategy towards the end of the financial year, with a detailed report on the situation and advice on whether the staffing level should be retained or changed.

It is suggested that as part of any review of the strategic housing function shared services be considered as an option.
3.
Options/Reasons for Recommendation
3.1
The recommendations   enable the Committee to respond to the request of the Council that it considers the assumptions affecting the Council’s budget in the longer term, and any changes required to financial procedure rules to ensure that the efficiency savings included in the budget are achieved. No alternative options have been considered.
4.
Policy/Budget Reference and Implications
4.1
The recommendations in this report are within the Council’s agreed policy and budgets.  The relevant policy is entitled Strategic, Service and Financial Planning ASK   \* MERGEFORMAT  and was agreed on 24 February 2009 ASK   \* MERGEFORMAT .  
5.  
Legal, Environmental, Community Safety, Communications & Website Implications
  5.1
None specific.

6.
Financial Implications
6.1
T  here are no changes to the budget or the efficiency gains already agreed by Members as a result of this report.
7.
Equal Opportunities Implications

7.1
Relevance Test

	Has a relevance test been completed for Equality Impact?

The subject of this report has no effect on the Council’s legal equalities duties for different minority groups. 
	No


8.
Staffing Implications
8.1
  Delays in filling vacant posts may cause backlogs of work.
9.
Customer Services Centre Implications
9.1
The Committee will be aware of the reduction in workloads in the Customer Services Centre as a result of Thrive Homes vacating Three Rivers House. (It is anticipated that this reduction will now come into effect at the end of July 2009).   Reductions to staff numbers were made in the budget, and by transferring work from the back office to the CSC it is anticipated that it will be working at full capacity.
10.
Risk Management and Health & Safety Implications

10.1
The Council has agreed its risk management strategy which can be found on the website at http://www.threerivers.gov.uk. In addition, the risks of the proposals in the report have also been assessed against the Council’s duties under Health and Safety legislation relating to employees, visitors and persons affected by our operations.  The risk management implications of this report are detailed below.

10.2
The subject of this report is covered by the Shared Services (Client) Service ASK   \* MERGEFORMAT  Plan. Any risks resulting from this report will be included in the risk register and, if necessary, managed within this plan.
10.3

The following table gives the risks if the recommendations are agreed, together with a scored assessment of their impact and likelihood: 

	Description of Risk
	Impact
	Likelihood

	1
	Delays in filling vacant posts may cause backlogs of work.
	II
	D


10.4
The following table gives the risks that would exist if the recommendation is rejected, together with a scored assessment of their impact and likelihood:

	Description of Risk
	Impact
	Likelihood

	2
	That the efficiency gains identified within the Council’s Three-Year Medium-Term Financial Plan are not achieved. 
	III
	E


10.5
Of the risks detailed above none is already managed within a service plan.

10.6
The above risks are plotted on the matrix below depending on the scored assessments of impact and likelihood, detailed definitions of which are included in the risk management strategy. The Council has determined its aversion to risk and is prepared to tolerate risks where the combination of impact and likelihood are plotted in the shaded area of the matrix. The remaining risks require a treatment plan. 

	Likelihood
	A
	
	
	
	
	
	Impact
	Likelihood

	
	B
	
	
	
	
	
	V = Catastrophic
	A = >98%

	
	C
	
	
	
	
	
	IV = Critical
	B = 75% - 97%

	
	D
	
	1
	
	
	
	III = Significant
	C = 50% - 74%

	
	E
	
	
	2
	
	
	II = Marginal
	D = 25% - 49%

	
	F
	
	
	
	
	
	I = Negligible
	E = 3% - 24%

	
	
	I
	II
	III
	IV
	V
	
	F =  <2%

	
	Impact


	
	


10.7
In the officers’ opinion none of the new risks above, were they to come about, would seriously prejudice the achievement of the Strategic Plan and are therefore operational risks.  The effectiveness of treatment plans are reviewed by the Audit Committee annually.

11.  
Recommendation

To the Executive Committee:-

11.1
That the assumptions used in the Ten Year Financial Model be noted, and that due to the sensitivity of inflation on expenditure and efficiency gains in the forecasts, that these items be monitored as part of the monthly budget monitoring process.   

11.2 That no changes be made to Financial Procedure Rules at this time, and that the arrangements set out in this report to ensure that the efficiency gains in the budget are achieved be noted.


Report prepared by:

David Gardner – Director of Corporate Resources and Governance  
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