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THE ROYAL BOROUGH OF KENSINGTON AND CHELSEA
CABINET AND CORPORATE SERVICES SCRUTINY COMMITTEE –
27 OCTOBER 2014
REPORT BY DIRECTOR OF STRATEGY AND LOCAL SERVICES
DISCUSSION ON BUDGETING
1.

Members will recall that at its June meeting the Committee agreed to
invite the Council’s external auditor to attend this meeting to discuss
budgeting.

2.

By way of background, the minutes of that meeting and the meeting
in July are set out below. Also included in the papers are the Cabinet
report referred to, correspondence between Cllrs. Moylan and
Lightfoot and questions raised by Committee members ahead of this
meeting.
Minutes of meeting in June 2014:
“In respect of the report on the Closure of Accounts (A4), Cllr Moylan
drew attention to paragraph 5.5 which stated that Mr Holgate had
reported a forecast underspend of £15m on 1 May. This had now
doubled. He considered that this amounted to poor budgeting and
was a failure of the system rather than a random variation. Cllr
Moylan suggested that the Council’s External Auditor be asked to
attend a meeting to give advice. The Committee supported this
suggestion and agreed to invite the Auditor to the October meeting.
The Chairman expressed concern at the size of the reserves in the
current climate of austerity. He added that underspends could be
used to support services and avoid cuts.
Cllr Rinker considered that budgets should be more closely related to
expenditure. Some surplus was good but a built-in surplus made it
more difficult to scrutinise budgets.
Cllr Lightfoot spoke of the pressure to bring expenditure under
budget. His aim was to have a prudent budget, fully covering every
eventuality, including hard-to-predict demand-led budgets. Reserves
had been used to finance the Council’s capital programme. He
defended the policy. He disagreed with the Chairman’s view that
services had been reduced: the range and quality of services had
been maintained.”
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Minutes of meeting in July 2014:
“Cllr Lightfoot referred to a recent letter he had written to Cllr Moylan
following the previous meeting, which he hoped would be circulated
to all members of the Committee before it considered budgeting at its
October meeting.
He hoped that the Committee would take that
opportunity to ask the external auditors whether there were any
outstanding issues to which they would draw attention. He referred
to an example with a former auditor where members should have
been forewarned about an issue with rent collection. The Committee
should satisfy itself that the auditors were doing a full and proper job.
Cllr Rinker added that an auditor could inform a council that all the
necessary processes had been followed but still fail to draw attention
to several risk areas or to understate liabilities.”

FOR DISCUSSION
TONY REDPATH
Director of Strategy and Local Services
Public background papers used in preparation of this report:
Minutes of the meetings held in June and July 2014.
Officer Contact:
M. Carver, Governance Services, The Town Hall, Hornton Street, W8 7NX
(Tel: 020 7361 2477) Email: martyn.carver@rbkc.gov.uk
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1.

EXECUTIVE SUMMARY

1.1

This paper sets out the draft outturn for 2013-14. There is an
estimated gross underspend of £30.6 million of which £1.6 million will
be carried forward from 2013-14 to 2014-15. Allowing for the
contingency and health funding, the underspend is 6 per cent of the
Council’s recurrent gross budget1.

1.2

The paper also sets out the options for a Cabinet decision to transfer
the underspend to a range of reserves for future release.

2.

RECOMMENDATIONS

2.1

The Cabinet is recommended to:
a)

note the working balance is confirmed at the agreed minimum
of £10 million at 31 March 2014 as set out in the Council’s
minimum term financial strategy and reserves policy.

b)

note the current estimate of the General Fund underspend of
£30.6 million. Of this:
I.

note the slippage of spending of £1.6 million on the
General Fund carried forward to 2014-15;

II.

agree that the 2013-14 transfer out of Car Parking
reserve for revenue funding matches the surplus
transferred in as budgeted;

III.

reconfirm the transfer of £7.5 million to reserves to fund
the 2014-15 efficiency dividend;

IV.

agree to the transfer of £0.4 million to the VAT (Value
Added Tax) Liability reserve;

V.
VI.

agree to the transfer of £0.5 million to the Property
Strategy reserve;
agree to the transfer of £5 million to the Transformation
Fund (Cost Reduction) reserve; and

1

The underspend (£30.6 million less one off grant funding and income and contingency
budget of £6.8 million) is £23.9 million equivalent to 6 per cent of the gross budget of £378
million.
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VII.

Agree to the transfer of any remaining balance to the
Capital Expenditure reserve (an estimated £15.6 million).

3.

REASONS FOR DECISION

3.1

The Council is, under statute and regulation, required to close the
2013-14 accounts by 30 June 2014 and deliver a balanced outturn in
line with the 2013-14 budget as presented to and agreed by full
Council in March 2013. The Cabinet is requested to discuss and
agree any transfers to or from reserves required in order to achieve
this.

4.

BACKGROUND

4.1

The accounts for 2013-14 are substantially closed and the unaudited
draft accounts will be reported to the Audit and Transparency
Committee for review on 26 June 2014. A final version of the draft
2013-14 Statement of Accounts signed by the Town Clerk and
Executive Director of Finance must then be submitted to the external
auditors, KPMG, by the statutory deadline of 30 June.

4.2

The external audit will begin in July and the accounts must be signed
off by 30 September 2014, with any significant changes being
reported back to the Audit and Transparency Committee and a copy
being sent to all Council members.

4.3

A full report on the outturn of the service areas and other accounts
will be presented to Cabinet on 18 July 2014.

5.

PROPOSALS AND ISSUES
Budget Carry Forwards to 2014-15

5.1

Budgets are carried forward from earlier financial years to complete
agreed tasks that have suffered delay. Funds available for release in
2013-14 amounted to £8.3 million, of which £2.2 million has been
released to services for revenue spending. The Council has a policy
of transferring unneeded funds in the reserve back to the General
Fund. This amounted to £0.6 million.

5.2

Budget carry forwards from 2013-14 budgeted spending of £1.6
million have been approved to be carried forward in 2014-15 in
accordance with my delegated authority as follows:
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£
Adult Social Care Budget Carry Forward Bids

121,000

Children's Services Budget Carry Forward Bids

123,820

Environment, Leisure and Residents' Services Carry Forward Bids

383,000

Library, Archive and Heritage Services Budget Carry Forward Bids

60,000

Planning and Borough Development Budget Carry Forward Bids

49,350

Transport and Technical Services Budget Carry Forward Bids

151,000

Corporate Services Budget Carry Forward Bids

714,400

Adult and Family Learning Services Budget Carry Forward Bids
Total Budget Carry Forward Bids

44,000
1,646,570

5.3

Full details of individual items for each service area are set out in
Appendix 1.

5.4

The balance on the Budget Carry Forward reserve is therefore £6.3
million at 31 March 2014.
Budget Carry Forward Reserve
Balance at 31 March 2013
Released for service spending 2013-14 -

£'000
8,314
2,191

Transferred to other reserves Released back to General Fund 2013-14 Budget carry forward approved 2014-15 and beyond
Balance at 31 March 2014

923
569
1,647
6,277

Outturn 2013-14 and proposals for the underspend
5.5

At the 1 May 2014 Cabinet, I reported a forecast underspend for
2013-14 of £15 million excluding the contingency. Taking into
account the contingency, further underspends reported by the
services and other factors set out in the table below, the estimated
underspend on the General Fund is now a total of £30.6 million.

5.6

The breakdown of the underspend is set out overleaf with an
explanation of the change from the last forecast considered by
Cabinet in May 2014.
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Adult Social Care
Children's Services
Environment, Leisure and Resident's Services
Housing Services
Library, Archive and Heritage Services
Planning and Borough Development
Public Health
Transport and Technical Services
Corporate Services
Adult and Family Learning Services
Service Total
Contingency
Other Budgets
Underspend
Change

Quarter 4
Forecast
Actual
2013-14 2013-14
£m
£m
(3.6)
(6.4)
(0.2)
(0.6)
(2.3)
(2.3)
(0.6)
(0.6)
(0.2)
(0.2)
(1.8)
(1.6)
0.0
0.0
(5.2)
(6.4)
(1.2)
(3.8)
0.0
(0.0)
(15.1)
(22.0)
0.0
(6.8)
0.0
(1.8)
(15.1)
(30.6)
(15.5)

Explanation of Change from Forecast Outturn
Department of Health funding (reported in budget monitoring)
Housing benefits year-end variation (varies annually)
Services net addition underspending
Contingency budget not required (annual budget)
Additional Income and Grants (mainly windfall)
Other net changes (mainly pension costs reducing)
Increased underspend

5.7

5.8

Change
2013-14
£m
(2.8)
(0.4)
(0.0)
(0.0)
(0.0)
0.2
0.0
(1.2)
(2.6)
(0.0)
(6.9)
(6.8)
(1.8)
(15.5)

£m
(2.3)
(2.7)
(1.9)
(3.0)
(3.8)
(1.8)
(15.5)

Although the Council’s underspend against budget is substantial, it
appears that the quality of all or nearly all ‘front line’ services has
been maintained. It can also be confirmed that this is not the result
of either a delay in or the non-delivery of pre-existing local spending
commitments.
Car Parking Reserve
The Council originally set the 2013-14 budget assuming a revenue
contribution matched by a drawdown of £26 million from the Car
Parking reserve. It is proposed that the drawdown, as in previous
years, is adjusted to match the final outturn 2013-14 contribution of
£33 million from the surplus on street car parking income. The
Council’s legally eligible revenue spending is at least this value. The
policy remains for releases for legally permitted capital spending to
continue to reduce the balance of this reserve.
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5.9

The proposals for the balance of the underspend are as follows:










5.10

£7.5 million transfer to the Efficiency Dividend Reserve
This was approved by March 2014 Council as part of 2014-15 revenue budget
and Council Tax setting. Eligible local tax payers have already received all or
part of the £100 credit on their Council Tax accounts for 2014-15.
£0.4 million transfer to the VAT (Value Added Tax) Liability Reserve
The balance of the reserve is currently £1.8 million which was based on the
estimated financial risk associated with potential VAT liabilities at 31 March
2013. The current potential exposure is £2 million. It is proposed that the
balance of the reserve is increased to cover this sum and an additional £0.4
million is provided for one-off VAT and tax advice (linked to projects related to
more efficient use of the Council’s assets).
£0.5 million transfer to the Property Strategy Reserve
The reserve is held and released to progress projects that will lead to more
efficient use of the Council’s assets and potentially generate future income
streams.
£5 million transfer to the Transformation Fund (Cost Reduction)
Reserve
This contribution provides resources for ‘invest or spend to save’ projects such
as tri- and bi-borough set up costs.
The balance transferred to to the Capital Expenditure Reserve (an
estimated £15.6 million).
This contribution both ensures that some of the underspending on services is
available for future capital investment and provides the resources to complete
existing capital projects part funded from release of assets (e.g. income from
sale of assets) where these may not be realised immediately.

The final proposed position is as follows:
Working balance 31 March 2013
Add 2013-14 General Fund underspend
Less 2013-14 underspend carried forward to 2014-15
Transfer to Efficiency Dividend Reserve
Transfer to VAT Liability Reserve
Transfer to Property Strategy Reserve
Transfer to Transformation Fund
Transfer to Capital Expenditure Reserve
Working balance 31 March 2014

5.11

£m
10.0
(30.6)
1.6
7.5
0.4
0.5
5.0
15.6
10.0

The Council’s General Fund reserves stood at £186 million as at 31
March 2013 and are now at £193 million as at 31 March 2014. The
forecast reserves balance for 31 March 2014 was £153 million. The
£40 million difference is a £10 million reduction in the forecast capital
programme drawdown from reserves (most of which is carried
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forward into 2014-15) and the balance is the transfer of the £30
million 2013-14 underspend into reserves.
6.

OPTIONS AND ANALYSIS

6.1

These are set out in section 5 above of this report.

7.

CONSULTATION

7.1

There are no specific consultation issues relating to this report.

8.

EQUALITY IMPLICATIONS

8.1

There are no equality implications arising from this report.

9.

LEGAL IMPLICATIONS

9.1

The legal implications are contained within the body of the report.

10.

FINANCIAL AND RESOURCES IMPLICATIONS

10.1

These are addressed within the report.

NICHOLAS HOLGATE
TOWN CLERK AND EXECUTIVE DIRECTOR OF FINANCE
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Local Government Act 1972 (as amended) – Background papers used
in the preparation of this report.
2013-14 revenue budgets as set by Council in March 2013 which can be found at
http://www.rbkc.gov.uk/councilanddemocracy/howthecouncilmanagesmoney.aspx
2013-14 closing files
Contact officer (s)
Hitesh Jolapara, Bi-Borough Director of Finance, The Royal Borough of Kensington and Chelsea and London
Borough of Hammersmith and Fulham. Telephone: 020 7361 2316 E-mail: Hitesh.jolapara@rbkc.gov.uk
Jess Laing, Corporate Finance Manager, The Royal Borough of Kensington and Chelsea. Telephone: 020 7361 2427
Email: jess.laing@rbkc.gov.uk

Attachments:
Appendix I

Budgets Carried Forward Detail
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Appendix 1
Budgets Carried Forward Detail
Adult Social Care
Item
Allocated winter pressures funding by the Clinical Commissioning Groups
Collaborative.

£

Adult Social Care Budget Carry Forward Bids

Justification
121,000 This is to support the expansion of the social work service to a seven
day a week service, to improve access to services and to expand
community services. The intention is to use this funding over the
two year period 2013-14 to 2014-15 (already agreed at Cabinet).

121,000

Children’s Services
Item

£

Training Awards

Justification
74,970 This is a ring-fenced budget to support training awards scheme. Due
to access to government funding available in 2013 this budget was
not fully used. Underspend to be carried forward to support scheme
in 2014-15.

Looked After Children Psychologist

37,500 The Looked After Children Psychologist was initially funded by the
Council. Negotiations have been underway with health colleagues as
part of the CAMHS (Child and Adolescent Mental Health Services)
review to transfer the funding to health. These negotiations have not
yet been fruitful and further work is required next year. In the
meantime budget for the post has been withdrawn and carry forward
is required to pay for the post.

EPIC setup costs

11,350 Underpend against YSDS ( Youth Support and Development, Sports
and Advisory Services) that is required to be passed to EPIC (the
youth service mutual).
Children's Services Budget Carry Forward Bids

123,820
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Environmental, Leisure and Residents’ Services
Item

£

'Big Belly' bins

Justification
99,000 Decision made to introduce more solar powered self compacting bins
('big belly' bins). This will allow bins to contain more waste and
reduce occurrences of bins overflowing (improved street scene)

Bi-borough accommodation moves

74,000 RBKC share of bi-borough accommodation moves, enabling colocation of all bi-borough teams

Training and Education for staff in ELRS

50,000 Learning and development needs have been identified across the
department as part of the bi-borough service reviews (e.g. Contracts
and Enforcement Officers - training to reinforce new ways of working
and develop professional skills post restructure).

Extend Arts and Culture Policy Reserve

40,000 The RBKC Arts and Culture Policy (ACP) 2009-2020 was approved in
2009. It has fifteen separate policy commitments. The final policy is
about expanding the existing cultural and creative networks in the
borough to provide a network of comprehensive forums to promote
and encourage arts and culture. This money will be awarded as
grants to 2 existing networks - FACK! (Forum for Artists in Chelsea
and Kensington) and WLFN (West London Film Network). This carry
forward is funded from pre-existing carry forwards (a request for
continuation).

Street Washing and Chewing gum removal

40,000 Enhanced street washing programme with some chewing gum
removal at key locations. This was raised by the leader very recently
and we said we would look at potential funding mechanisms as the
current BAU budget is very limited.

150 year celebrations of Portobello Market

10,000 For the Council's contribution to the 150 year celebrations that will
take place in 2015. Portobello and Golborne Management Committee
will be seeking alternative contributions from private companies and
residents etc.

Delay to Garden Waste Service Reconfiguration

25,000 Expected amendments to the RBKC garden waste service, that were
factored into the 2014/15 MTFS, have been postponed until the
summer. A carry forward is requested to create a temporary reserve
to offset the one-off half year MTFS pressure resulting from the
unexpected delay

Waste and Street Scene Enforcement

20,000 To fund a one-off campaign that will provide a mixture of information
guidance, and hard-hitting messages about fixed notice penalties.
Deferred from 2013-14 due to political sensitivities around fixed
notice penalties.

Leighton House Phase 3 feasibility

15,000 Agreed at capital programme officer meeting in October 2013. Should
have been fully spent in 2013-14 but there have been unavoidable
delays in appointing an Architect. £33k of the £48k approved was
spent in 2013-14

Campaign to residents on Council's achievements on climate change

10,000 The Climate Change Programme board and the 2013 results survey
reinforced the necessity to communicate to residents the successes of
the programme and the role of the residents and local community.
Works have been deferred from 2013 to allow for the achievement of
our first interim targets (due 2014) to be promoted as well as the
new council commitment under the new Climate Change Strategy

Environment, Leisure and Residents' Services Carry Forward Bids

383,000
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Library, Archive and Heritage Services
Item

£
Justification
30,000 Purchase of new hardware (beam counters) to track visitor numbers
was planned to be implemented in 2013/14

Hardware

Furniture

5,000 New furniture at Business Information Point Central Library partially completed project 2013/14

Managed Services Backfill

15,000 Managed Services backfill costs to be absorbed by the service budget

Library Management System

10,000 Library Management System implementation and deferral costs since
go-live moved from April to June 2014

Library, Archive and Heritage Services Budget Carry Forward Bids

60,000

Planning and Borough Development
Item
SuDS (Sustainable Urban Drainage) Approving Body (DEFRA grant)

£
Justification
24,350 This is grant received to help with the costs of setting up the SuDS
(Sustainable Urban Drainage) Approving body. The grant only
notified in late March so there was not enough time to use the grant
in 2013-14 and, as a result, the work is scheduled for 2014-15.

High Speed 2 (HS2) Rail Link Lobbying

25,000 Costs involved in the Parliamentary lobbying for the HS2 Rail link.
This cost will be shared with Transport and Technical Services.

Planning and Borough Development Budget Carry Forward Bids

49,350

Transport and Technical Services
Item
Highways Improvements to Victoria Road and De Vere Gardens

£
100,000

Bi-borough accommodation moves

Justification
The Council is undertaking major highway improvements as part of
the Section 278 agreement for the De Vere Gardens development.
Representations from the Victoria Road Area Residents’ Association
have been made to Councillor Paget-Brown and Councillor Coleridge
requesting that the Council approves and funds two entry treatments
at the top of Victoria Road and De Vere Gardens. These are intended
to address residents' concerns with traffic management and road
safety issues emanating from the development.

51,000 Royal Borough Transport and Technical Services contribution to the
cost of the accommodation moves to facilitate the Transport and
Technical Services bi-borough restructure.

Transport and Technical Services Budget Carry Forward Bids

151,000
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Corporate Services
Item
Commission to support Social Enterprise

£
Justification
10,000 This is funding to support a Council-backed social enterprise (Credit
Union). The was delayed as a result of the union’s Annual General
Meeting (the work is now in progress).

Managed Services Implementation Support

45,000 Additional support to assist with Managed Services implementation
(essential support for the Corporate Finance functions).

Community Policing

120,000

This is one-off funding to invest in the new neighbourhood policing
team by putting aside: £40k for transport; £10k for equipment; £70k
for the police recruitment project.

Support the Third Sector

200,000

It was agreed that the Council should make further resources
available to local voluntary organisations in recognition of the
valuable services they continue to deliver and the pressure their
budgets are under as a result of decreases in other sources of
funding and rising costs for property and other overheads.

Troubled Families Programme

50,000 This is a contribution to help run the employment component of the
government's Troubled Families Programme in the Royal Borough.

Total Facilities Management Contract Forward Maintenance Plan

289,400

Corporate Services Budget Carry Forward Bids

This is the half year share of the minor capital works 'pledge'. To
allow for the fact that contract year straddles our financial year.

714,400

Adult and Family Learning
Item
Adult and Family Learning Services Staff Restructure

£
Justification
44,000 Potential liabilites arising from staff reductions exercise e,g.
Redundancy and capital costs of retirements. These costs are not
elligible to be taken from the in year government grant that funds
the majority of the service.

Adult and Family Learning Services Budget Carry Forward Bids

44,000
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CABINET AND CORPORATE SERVICES SCRUTINY COMMITTEE 27 OCTOBER 2014
MEMBERS’ QUESTIONS

Cllr Mason’s (Chairman) Questions
1. Is the level of budget underspend and the level of Reserves, no matter how large
they may be in relation to the Council’s budgeted annual spend, simply a local
democratic decision, or is there any government legislation/guidelines to control
the amounts that Local Authorities can underspend (and carry forward), or move
to and keep in Reserves?
KPMG External Audit Response
CIPFA LAAP Bulletin published in November 2008 considers local authority reserves and
balances. ‘The requirement for reserves is acknowledged in statute. Local authorities are
required to have regard to the level of reserves needed for meeting estimated future
expenditure when calculating the budget requirement.
The Chief Financial Officer has a duty to report on the robustness of estimates and the
adequacy of reserves (under section 25 of the Local Government Act 2003) when the
authority is considering the budget requirement. CIPFA has not introduced a minimum
level of reserves and suggest that local authorities, on the advice of their chief finance
officers, should make their own judgements on such matters taking into account all the
relevant local circumstances’.
Earmarked reserves remain legally part of the General Fund, although they are
accounted for separately.
We have analysed the level of General Fund reserves across all the London Boroughs.
In 2013/14 GF reserves range from £7.9m at RB Kingston upon Thames to £65m at LB
of Tower Hamlets. RB K&C GF reserves in 2013/14 are £10m.
2013/14 Earmarked reserves range from £205m at LB Hackney to £17m at LB
Hillingdon. RBK&C earmarked reserves in 2013/14 were £183m
RBKC Officer Response
The figures quoted, to clarify, are for the un-earmarked reserves (the local authority’s
working balance).
Some additional extracts below are taken from the CIPFA guidance on levels of reserves
and balances which might be useful (LAAP Bulletin 77 November 2008 Local Authority
Reserves and Balances, paragraphs 34 and 35):
The many factors involved when considering appropriate levels of reserves can only be assessed
properly at a local level. A considerable degree of professional judgement is required. The chief
finance officer may choose to express advice on the level of balances in cash and/or as
percentage of budget (to aid understanding) so long as that advice is tailored to the
circumstances of the authority.
The advice should be set in the context of the authority’s risk register and medium term plans
and should not focus exclusively on short-term considerations. Balancing the annual budget by
drawing on general reserves may be viewed as a legitimate short-term option. However, it is not
normally prudent for reserves to be deployed to finance recurrent expenditure. Where such
action is to be taken, this should be made explicit, and an explanation given as to how such
expenditure will be funded in the medium to long term. Advice should be given on the adequacy
of reserves over the lifetime of the medium term financial plan, and should also take account of
the expected need for reserves in the longer term.
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CABINET AND CORPORATE SERVICES SCRUTINY COMMITTEE 27 OCTOBER 2014
MEMBERS’ QUESTIONS
2. When the Council agrees the Annual Budget, they agree to support a specific level
of residents services across all Business Groups, and in recent years the Budget
has included some £10m+ of reductions annually to compensate for the loss of
government grant.
If, as in 2013/14, the Budget is underspent by £30.6m, as opposed to the
forecast £15m reported to Cabinet in May 2014, then this means the Council
actually reduced the Budget by some £40.6m in 2013/14. Is the Council’s
budgetary/planned(?) underspends process designed to understate the real
intended level of reductions being planned, (which would mislead the voting
Councillors at the Budget meeting), or are the Council’s Finance officers /
Departmental Heads creating excessive underspends without Cabinet
authorisation?
KPMG External Audit Response
We suggest that a response from officers is required.
RBKC Officer Response
The Council set a balanced budget for 2013-14 as it was legally required to do.
The final outturn position for 2013-14 – the underspend - is the result of a range of
factors including early delivery of reduced spending levels ahead of future plans. The
basis for budget-setting and details of the underspend for 2013-14 are set out in the
letter of 9 July 2014 from Cllr Lightfoot to Cllr Moylan and its annex.
The Council did not reduce its budget by £40.6 million in 2013-14: the Chairman’s
arithmetic in effect compares a budget and an outturn for two successive financial years,
ie the budget for 2012-13 and the outturn for 2013-14.
Neither of the Chairman’s propositions follows for reasons set out in Cllr Lightfoot’s letter.
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CABINET AND CORPORATE SERVICES SCRUTINY COMMITTEE 27 OCTOBER 2014
MEMBERS’ QUESTIONS

Cllr Dent Coad’s Questions
3. Challenges in tracking bi and tri-borough savings in relation to
implementation.
Given that most of the savings to date have come from redundancies in senior staff, how
do we save going forward without affecting services?
KPMG External Audit Response
We agree that this will be one of the key challenges going forward against a
background of further reductions in central government funding.
We suggest that this is one for officers to answer.
RBKC Officer Response
Savings achieved through bi- and tri-borough working have if anything run slightly ahead
of the forecast numbers. It is right to say that savings in management have yielded more
than other sources such as procurement so far. But we can also achieve savings through
learning from one another, which sometimes takes time; and procurement savings very
rarely involve the premature ending of a contract (as compensation would probably be
payable to the contractor). Therefore there should be further savings arising from
procurement as long term contracts fall due.
Cllr Dent Coad’s question nevertheless remains the pertinent one for future years – as the
medium term prospects paper on the Cabinet agenda estimates that we will have to find
about £52 million of net savings over the next four years. It is very unlikely that shared
services, whether tri-borough or with other Councils will fill a large fraction of this gap.
4. Level of Reserves/keeping usable Reserves in low interest DMO
What is the wisdom of keeping the whole £283m in accounts whose interest are lower
than inflation, thereby losing value? Would there be some logic in dividing the sum into
funds genuinely needed short-term (for upcoming Capital projects), then mid- or longerterm, and seeing if better returns can be achieved?
KPMG External Audit Response
We suggest that this is one for the Council’s Treasury management team to respond on
and to consider against the Council’s Treasury strategy. Higher return / higher risk – to
some extent depends on the Council’s risk appetite which may have decreased in recent
years and following the collapse of the Icelandic banks which impacted a number of
councils.
RBKC Officer Response
We accept that the return achieved on the Council’s cash deposits falls below any relevant
measure of inflation. This reflects the very depressed level of interest rates and the very
small additional return we would achieve from investing in riskier ways, such as deposits
with certain banks, which we judge to pose too great a risk of loss of capital.
Unfortunately, we are simply not allowed to invest Treasury funds in assets such as
equities. The Council does gain exposure to equities through the pension fund but it
would not be appropriate to over-fund the pension fund in order to achieve that. It would
also remove the capital from being available for either recurrent spending or capital
investment.
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CABINET AND CORPORATE SERVICES SCRUTINY COMMITTEE 27 OCTOBER 2014
MEMBERS’ QUESTIONS
5. Relating savings to Budget prioritisation
How can Cabinet amend the approach to its budget prioritisation as it has already met its
savings target in the past four years, and given the very high level of underspending?
KPMG External Audit Response
We suggest that a response from officers is required.
RBKC Officer Response
It would be a delight to cease all savings measures for a period! Unfortunately, it would
be most unwise to do so.
 The question assumes that the whole of the 2013-14 underspend can be
expected to recur in future years. The annex to Cllr Lightfoot’s letter explains that
this is not so;
 The Council has so far been fortunate that windfalls have exceeded misfortunes.
But the medium term prospects paper for Cabinet sets out several significant
risks which could reduce the underspend significantly. Above all:
 the Council has a long period of significant retrenchment to negotiate. A major
way in which we have avoided service losses so far has been ‘learning by doing’ –
taking opportunities to model lower spending than that permitted in-year to see
whether we continue to deliver required services and the savings are fit and
sustainable for future years. Any forgoing of this practice would reduce the
testing of savings and add to the risks of umplanned loss of service or an
overspend in a future year.
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6. Underspends to Capital
Could you explain the principle behind moving Revenue underspends to the Capital
Expenditure Reserve, where such underspends may be the result of a reduction in service
level. Could they be recycled within Revenue to protect services?
KPMG External Audit Response
We suggest that a response from officers is required. However we understand that the
Council has been building up reserves to fund its capital programme and the regeneration
of estates.
We also understand that the Council carries out impact assessments to understand the
impact on service levels of budget reductions.
RBKC Officer Response
Reserves can only be spent once so using these to support ongoing revenue spending on
services would only be a temporary measure. In the context of ever lower grant funding
from central government, it would simply delay the required cuts to balance the budget.
The Council has a clearly stated policy of not releasing reserves for ongoing spending.
The Council has built up reserves both to support capital investment in services and to
provide service delivery resilience.
There are considerable potential service risks which the Council could survive due to the
ability to release reserves. This protects existing front line services from in-year budget
‘shocks’. These include volatile benefit costs and the increasing pressure on the
temporary accommodation budget.
The Council’s existing three year capital programme is ambitious and is likely to continue
to be so. It is currently funded without recourse to borrowing through a range of
sources including a substantial release of reserves and some release of the Borough’s
high land value. The next three year capital programme will be tested for affordability
using the current financial planning parameters (including that total reserves remain at
around 30 per cent of total gross revenue spend which is forecast at around £105
million for 2017-18).
However in the future it is highly likely that, in order to be able to continue to maintain
the local service infrastructure, the Council will borrow. Borrowing has a revenue cost
and will present a challenge if the Council’s external funding continues to reduce.
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Cllr Lindsay’s Questions
7. What are the reserves of RBKC, and over the past 10 years?
KPMG External Audit Response
RBK&C General Fund balance has remained constant at £10m over the last three years.
Earmarked reserves have increased from £163m in 2010/11 to £183m in 2013/14.
We have only analysed over the past three years and suggest that the Council should
provide the 10 year analysis.
RBKC Officer Response
Please see below taken from the Council’s annual Statement of Accounts.
For reserve forecasting purposes these figures are adjusted to reflect, for example,
sums already allocated. The final 31 March 2014 figure includes the £7.5 million
efficiency dividend already returned to Council Tax payers.

1
2
3
4
5
6
7
8
9
10

Year
2004-05
2005-06
2006-07
2007-08
2008-09
2009-10
2010-11
2011-12
2012-13
2013-14

Earmarked
Reserves
£m
111
139
154
164
164
159
163
169
175
183

Working
Balance
£m
13
13
14
14
17
10
10
10
10
10

Total
£m
124
153
169
179
181
169
173
179
185
193
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MEMBERS’ QUESTIONS
8. What are the reserves, of Westminster, of LBHF and Wandsworth?
KPMG External Audit Response
City of Westminster GF reserves increased from £15.6m in 2010/11 to £35m in 2013/14.
Earmarked reserves increased from £25m in 2010/11 to £90m in 2013/14.
Hammersmith and Fulham GF reserves increased from £16m in 2010/11 to £19m in
2013/14. Earmarked reserves increased from £42m in 2010/11 to £93m in 2013/14.
Wandsworth GF reserves increased from £31m in2010/11 to £34m in 2013/14.
Earmarked reserves increased from £116m in 2010/11 to £155m in 2013/14
We have only analysed over the past three years and suggest that the Council should
provide the 10 year analysis.
RBKC Officer Response
We do not hold or have access to copies of the past 10 years of Statements of Accounts
for these three authorities. These would have to be requested directly from the relevant
authorities. RBKC officers can only access easily what each local authority has on their
external website. This is what we assume KPMG has done.
We can however access back to 2008-09 outturn statistics for all local authorities via our
subscription to the CIPFA Statistical Information Service (SIS). Please note that as this
reserves information is a memorandum to a much larger unaudited government return it
is not always completed in line with the audited Statement of Accounts.
The summary data is as follows:

London Borough of Hammersmith and Fulham
London Borough of Wandsworth
City of Westminster

2008-09
£m
43
53
115

2010-11
£m
58
147
41

2013-14
£m
112
189
125

It is not remotely surprising that Councils have in general increased their reserves: they
face a period of huge retrenchment by historical standards, entailing higher risk as
services are adapted and one-off costs of adaptation. Like the Royal Borough, they will be
trying out savings in-year where they can to make the next year’s reductions less risky.
On balance they will wish to run slightly ahead of schedule if they can do so without
damaging existing services as falling behind could entail a loss of reserves and a vicious
circle of less well-considered reductions causing difficulties in turn.
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9. What are these reserves as a % of total revenue budget and of capital spend?
Which Local Authority has the highest reserves in the country, in absolute and %
terms? Which is second?
KPMG External Audit Response
We have only analysed the level of reserves across the London Boroughs. 2013/14
Earmarked reserves range from £17m at LB Hillingdon to £205m at LB Hackney. GF
reserves range from £7.9m at RB Kingston upon Thames to £65m at LB of Tower
Hamlets.
We have only analysed reserves at London Boroughs and suggest that the Council may
like to provide the further detail required.
RBKC Officer Response
Based on the CIPFA Finance and General Statistics data for 2014-15 budgets, the
Council does not have the highest percentage of reserves to net revenue spend/budget
(as defined by government).
It ranks 64th of 350 local authorities at 94 per cent. It ranks fourth by value (after
Hampshire, Essex and Lancashire). The Council does however rank the highest in
London on both measures. Please see London data overleaf.
This is ahead of a continuing, substantial planned capital investment which is due to
reduce the reserves substantially over the next three years.
Capital spend data is volatile and determined by whether or not a local authority has
major projects underway. Past capital investment is not a predictor of future capital
investment. There are no national published datasets for planned or future capital
spending. The reserves as a percentage of capital spending is not therefore
meaningful.
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Authority
Kensington & Chelsea
Wandsworth
Hackney
Greenwich
Westminster
Hounslow
Hammersmith & Fulham
Bromley
Camden
Havering
Waltham Forest
Bexley
Southwark
Ealing
Tower Hamlets
Haringey
Barnet
Lambeth
Redbridge
Sutton
Brent
Barking & Dagenham
Merton
Richmond upon Thames
Croydon
Hillingdon
Enfield
Lewisham
Islington
Newham
Kingston upon Thames
Harrow

Earmarked
Reserves
£m
183,064
117,897
157,000
140,034
75,864
62,500
51,143
65,964
90,790
48,690
67,518
44,714
91,953
71,700
32,600
55,371
64,100
68,039
44,100
25,309
57,148
15,791
21,809
27,438
53,604
9,556
42,694
47,076
33,043
10,161
3,500
7,649

Working
Balance
Total Reserves
£m
£m
10,000
193,064
17,976
135,873
15,000
172,000
15,581
155,615
35,200
111,064
17,000
79,500
18,000
69,143
20,156
86,120
14,449
105,239
11,766
60,456
10,683
78,201
12,074
56,788
18,197
110,150
15,400
87,100
59,552
92,152
20,347
75,718
15,800
79,900
24,668
92,707
16,939
61,039
10,175
35,484
12,060
69,208
25,885
41,676
18,838
40,647
9,956
37,394
11,597
65,201
36,987
46,543
13,996
56,690
12,000
59,076
14,337
47,380
16,044
26,205
7,326
10,826
6,320
13,969
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Net Revenue
Reserves/S
Spend
pend
£m
%
205,291
94%
197,226
69%
283,162
61%
284,747
55%
219,171
51%
177,467
45%
166,982
41%
220,593
39%
281,050
37%
163,926
37%
212,055
37%
164,114
35%
320,048
34%
266,811
33%
292,952
31%
241,534
31%
259,834
31%
307,786
30%
216,070
28%
134,249
26%
263,882
26%
161,143
26%
163,859
25%
156,698
24%
277,465
23%
199,146
23%
248,492
23%
271,062
22%
227,390
21%
276,267
9%
122,137
9%
175,685
8%

CABINET AND CORPORATE SERVICES SCRUTINY COMMITTEE 27 OCTOBER 2014
MEMBERS’ QUESTIONS
10. What do the auditors think that the reserves should be?
KPMG External Audit Response
This is a policy decision for the Council, acting on the advice of the Chief Financial
Officer.
RBKC Officer Response
No response required.
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11. What do the auditors think of RBKC's policy on reserves?
KPMG External Audit Response
The Council’s basic reserves policy is to keep the level of GF reserves at £10m, a number
of other Councils follow a similar approach. The level of GF and earmarked reserves at
RBK&C is at the higher end of the London Borough scale in absolute and percentage
terms. However there has been a trend in the last three years for most London Boroughs
to increase their level of reserves.
RBKC Officer Response
No response is required but for ease of reference a key extract from the Council’s the
policy on reserves is set out below (as reported to February Cabinet and March Council
each year as part of revenue budget and Council Tax setting).
The Council has also established a framework of medium term financial management principles,
aimed at maintaining its strong financial base. In summary, the Council will:
.....
 maintain financial and budgetary resilience by holding:
o
o

o

not less than £10 million in working balances;
earmarked reserves to mitigate future liabilities and risks to funding sources that
could affect the revenue budget and destabilise service provision broadly
equivalent to 30 per cent of recurrent spending; and
reserves to meet the costs of the capital investment programme over the next
three years...
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12. What do they think of the implementation of that policy?
KPMG External Audit Response
We have no concerns.
RBKC Officer Response
The Council has a clear policy on reserves and conforms to it.
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13. It could be argued that RBKC has pursued a policy of budget surpluses (i.e.
revenue), so that they can be transferred into a capital reserve, for capital spend
in the future. Is this a fair assessment of what has gone on over the last 5-10
years?
KPMG External Audit Response
We suggest that a response from officers is required.
RBKC Officer Response
No.
The Council has consistently underspent delivering savings ahead of the financial year
and for a range of reasons including windfall external income. The Council has
transparently reported all underspends against budget each financial year. The details
are reported to July Cabinet annually.
The analysis of underspends for the past five years and where they went is set out
below. This clearly shows that only a proportion of the underspends are earmarked for
capital investment (43 per cent).

Adult Social Care
Children's Services
Environment, Leisure and Residents' Services
Housing Services
Library, Archive and Heritage Services
Planning and Borough Development
Public Health
Transport and Technical Services
Corporate Services
Adult and Family Learning Services
Services
Below the Line
Total +Over/-Underspend

2009-10
£m
-1
0
-2
-1
0
0
0
0
-2
0
-6
0
-7

2010-11
£m
-1
-1
-1
-1
0
0
0
0
-2
0
-6
-5
-12

2011-12
£m
-7
-2
-2
-2
0
0
0
-3
-1
0
-17
-3
-20

2012-13
£m
-8
-2
-1
0
0
-1
0
-5
-2
0
-19
-5
-24

2013-14
£m
-6
-1
-2
-1
0
-2
0
-6
-4
0
-22
-9
-31

Transfer to Capital Expenditure Reserve
Transfer to Pension Fund
Transfer to Budget Carry Forward Reserve
Transfer to Transformation Fund
Transfer to Efficiency Dividend Reserve
Transfer to Severance Reserve
Transfer to VAT Liability Reserve
Transfer to Property Strategy Reserve
Transfer to Voluntary Sector Fund
Transferred to Reserves

5
0
2
0
0
0
0
0
0
7

4
0
3
0
0
4
0
0
0
12

4
9
5
0
0
0
0
1
1
20

11
6
2
4
0
0
1
1
0
24

16
0
2
5
8
0
0
1
0
31
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Total
£m
-24 Later years increased by Department of Health grant
-5
-9
-5
0
-3
0
-13
-11
0
-71
-22
-93
40
15
14
9
8
4
1
2
1
93

43%
16%
15%
9%
8%
4%
1%
2%
1%
100%

Funding capital investment (substantial programme without borrowing)
Delivering reduced pension costs (-£2 million from 2014-15 onwards)
Delayed service spending (spent in later years on service commitments)
Invest to save in tri and bi borough working (delivering future savings)
Paid back to taxpayers
Prudent provision (downsizing the public sector).
Prudent provision to mitigate known risk
Investment to generate property income
Member priority

