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Report by Chief Executive, Director of Corporate Services

 and Director of Waterways

	Summary:
The Authority will be aware of the challenges in setting a budget for the Navigation Account for the coming year. The following factors are particularly important:  the excess of expenditure over income and the need to work towards a balanced budget; the uncertainty about the availability of National Park Grant and the consequential effects if this is discontinued; and the level of Reserves, which are close to their recommended minimum level.

This report sets out details of the proposed Navigation Account budget for 2007/08 (revised) and the draft budget for 2008/09, also having regard to the recent acquisition of the dredging operation from May Gurney.

The Authority is invited to confirm the view expressed at its last meeting that in order to continue the higher level of dredging and maintenance programmed for 2007/08, to bring income and expenditure into balance and to maintain the level of reserves at an appropriate level, then an increase in tolls of 11% for private craft and 7% for hire craft is the minimum necessary to achieve this in 2008/09.

Recommendations:

(i)
That the revised budget for 2007/08, as appended to this report, be approved.

(ii) 
That the Authority adopts a budget for 2008/09 which will allow for an increase in tolls of 11% for private craft and 7% for hire craft, as appended to this report.

(iii) 
That the Authority recognises that it is likely to prove necessary to increase tolls by a further 11% per annum across the board in the following two years if Government support is not forthcoming.


1
Introduction

1.1
This report presents the draft Navigation Account budget for 2007/08 (revised) and 2008/09.

1.2
The budgets have been drawn up incorporating the costs of the transfer of the dredging operation from May Gurney, as supported by the Navigation Committee at its meeting on 6 September and subsequently approved by the Broads Authority on 28 September, building on the reports of the private sector consultants PKF on the due diligence of the May Gurney operation and financial projections for the period up to March 2011.

1.3
The figures show that the costs of the in-house dredging and maintenance operation can be afforded from within the current dredging budget of £750,000.

1.4
The formal transfer agreement was signed on 1 October, and the Authority therefore took over responsibility for the staff and equipment with effect from that date (with the exception of the Dredging Supervisor who will transfer across at a later date).

1.5
There are however a number of other important issues and considerations in relation to the Navigation Account, the first three of which have been equally if  not more significant in influencing the budget than the transfer of the dredging operation. These are as follows:

· the excess of expenditure over income and the need to work towards a balanced budget;

· the uncertainty about the availability of National Park Grant, and the consequential effects if this is discontinued;

· the level of Reserves, which are close to their recommended minimum level;

· employee costs, which are continuing to rise in excess of inflation; and

· the potential additional costs of the Private Bill.

1.6
The Authority has accepted the recommendation of the group of members charged with looking at the transfer issue that it should be prudent in budgeting for 2008/09, and that it should plan on the basis of:

· not receiving any further Defra grant towards dredging;

· maintaining an adequate level of Reserves; and

· looking to sustain the impetus of improvement in maintenance achieved over the past couple of years.

1.7
The budget for 2008/09 has therefore been set on the prudent assumption that National Park Grant will not be received in that year.

2
The Future of Dredging

2.1
Surveys of toll payers show that increased dredging followed by maintenance and patrolling are the three highest priorities for additional expenditure. The Authority has put in place Sediment Management and Mooring strategies and these set the scene for the future of maintenance for the rivers and broads. To meet the target specification agreed with users, 1.8 million cubic metres of sediment needs to be removed from the system. Clearly, this requires a long-term plan and commitment from the Authority to deliver it. Members will recall that the strategy showed that at an average cost of £14/m3 and with only a toll payer contribution of £400,000 a year this would take 400 years, and even with an extra £250,000 from National Park Grant it would take 80 years.

2.2
The transfer of the May Gurney dredging operation to the Authority will transform these figures and estimates indicate that the backlog could potentially be removed in 46 years.  A reasonable estimate of the volume of dredging that could be achieved over the next five years would be to remove 290,000 cubic metres, 16% of the backlog. This represents an increase of 25% per annum over the volumes achieved last year.

2.3
The effect of taking the operation in-house has been to commit the Authority to a higher level of dredging albeit at a lower unit price. Additionally, included within these costs is a further potential 45 man weeks to complete other river works tasks, such as weed clearance, tree clearance and maintenance of moorings. With the new Head of Construction and Facilities post there will also be greater capacity for the design and preparation of projects. Taking the medium-term view taking the decision to take over direct responsibility for dredging was clearly in the best interests of the Broads and the Broads navigation.

3
Navigation Tolls 2008/09

3.1
At its meeting on 28 September the Authority accepted that in order to meet its financial targets, and assuming that National Park Grant is not forthcoming, it would be necessary to raise tolls by 11% for private craft and 7% for hire craft in 2008/09. 

3.2
Table 1 below sets out the implications of an increase of 11% for private craft and 7% for the hire boats, as opposed to increases of 9% (5.1%) and 13% (9%).


Table 1. Impact of Toll Increases in 2008/09 assuming no contribution from Defra National Park Grant

	Private Toll Increase
	+9%
	+11%
	+13%

	Hire Boat Toll Increase
	+5.1%
	+7.0%
	+9.0%

	
	
	
	

	Income
	(2,178,200)
	(2,218,800)
	(2,257,700)

	Expenditure
	2,382,100
	2,382,100
	2,382,100

	
	
	
	

	Income less Expenditure
	(203,900)
	(163,300)
	(124,400)

	Reserves at end of the Year
	122,227
	162,827
	201,727


3.3
An increase of 11% (7%) would leave Reserves at £162,827 as at 31 March 2009. Although this is below the minimum recommended level of 10% of net expenditure or £200,000, whichever is the greater (in practice about £240,000), it is considered to be adequate. The figures provided by PKF, supplemented by the Authority’s own calculations, indicate that the pressures on the budget will start to ease in future years, and that an increase of 11% in 2009/10 and 2010/11 would build up the Reserves to above the minimum level.

4
Revised Budget 2007/08

4.1
The detailed proposals for this year’s revised budget – together with the proposals for 2008/09 – are appended.

4.2
Navigation Account Reserves stood at £395,827 as at 31 March 2007, including £52,500 deferred project expenditure from 2006/07.

4.3
The original budget for 2007/08 projected a deficit budget of £115,200. A revised budget has been drawn up which would result in a reduced deficit of £69,700. This would reduce Reserves to £326,127 as at 31 March 2008.

4.4
Income
4.4.1
Members may recall that when the original budget for 2007/08 was drawn up, it was decided to reduce the predicted income from private tolls by £35,000, or approximately 10%, as a cautious allowance for the impact of the Boat Safety Scheme.

4.4.2
In practice toll income from both hire craft and private craft has stood up extremely well, to the extent that these budgets can be increased by a combined total of £63,500. This will result in a total income figure of £2,098,100.

4.5
Expenditure
4.5.1 The significant change in the revised budget is the incorporation of the costs of  the new dredging and maintenance operation costs, and the way these figures are now treated.

4.5.2  A number of savings have had to be made from the original PKF figures – in both 2007/08 and 2008/09 budgets - on the assumption that National Park Grant is not forthcoming. These are as follows:

	
	2007/08

£
	2008/09

£

	· Contingency removed
	22,500
	30,900

	· Capital replacement contribution removed
	60,000
	60,000

	· Addition loan repayments to fund capitalisation of replacement contributions
	(3,195)
	(12,526)

	· Vessel Replacement Fund contribution removed
	0
	20,000

	· Additional expenditure reduced to inflationary level only
	0
	2,500

	Total
	79,305
	100,874


4.5.3
The former May Gurney costs, as shown under the sub-heading ‘Acquired Dredging Operations’, are estimated at £432,400 for this financial year. This differs from the figure of £457,080 reported to the Committee in September for the following principal reasons:

· the Head of Construction and Facilities and Dredging Supervisor commenced their employment with the Authority later than was originally envisaged; and

· one of the crane drivers who transferred has given notice and moved to another job with effect from 1 November.

4.5.4
Other dredging costs are estimated at £332,800. This includes the costs of dredging carried out under contract for the period up to 30 June 2007, the employment costs of the Rivers Engineer (not funded from within the £750,000 dredging budget), Landowner Payments and Disposal Survey Expenses.

4.5.5
A benefit of the acquisition is that the Authority has been able to make significant savings to a number of other budgets, since this work will now be carried out in-house and not contracted out. These budgets are as follows:

· Piling and Maintenance of Moorings – reduced from £60,000 to £20,000;

· Weed Clearance – reduced from £20,000 to £2,000;

· Boat Houses – reduced from £13,000 to £11,000; and

· Removal of Wrecks – reduced from £10,000 to £2,000.

4.5.6
This represents a total saving of £68,000.

4.5.7
Other significant changes are as follows:

· a provision of £50,000 to cover the additional costs of the Private Bill over the remainder of the year (shared jointly with the General Account);

· an increase of £23,300 in Moorings and Yacht Station salary costs, in part to meet the cost of overtime payments;

· the carrying forward of ring-fenced expenditure of £52,500 for work at Jensen’s Island;

· an increase in the Navigation Works and Maintenance – Other Maintenance budget to cover the costs of work at Polkeys Mill; 

· an increase of £17,000 in Launch Running Costs, to meet the third year costs of the contract with Moonfleet Marine.

4.5.8
Details of the above were reported to the Navigation Committee at its meeting on 6 September 2007.

4.5.9
In addition there has been an increase of £17,000 in income from Great Yarmouth Yacht Station, a saving of £24,400 in Navigation Works and Maintenance salary costs, although some of this is as a result of internal adjustments to other budget lines, notably Patrolling salary costs, and an increase of £14,000 in Navigation Works and Maintenance Vehicle Costs, in part to meet the costs of tax payments.

5
Budget 2008/09
5.1
The budget for 2008/09 has been drawn up on the basis of an 11% increase in tolls for private craft and 7% increase for hire craft, taking into account the fall in the multiplier between hire boats and the private fleet from 2.8 to 2.7, and assuming no contribution from Defra National Park Grant.

5.2
The anticipated effect of such an increase on selected craft is as set out in the table below:

Table 2.  Effect of toll increase of 11% for private craft and 7% for hire craft

	Private Craft
	2007/08
	2008/09

	
	Size (m2)
	
	

	Motor
	5
	
77.70
	
86.25

	
	22
	
172.03
	
190.95

	
	28
	
206.59
	
229.31

	
	38
	
264.19
	
293.25

	Auxiliary Yacht
	11
	
87.38
	
96.99

	
	17
	
106.67
	
118.40

	

	20
	
119.51
	
132.66

	Sail
	5
	
51.46
	
57.12

	
	11
	
54.33
	
60.31

	Row
	All
	
21.98
	
24.40

	Hire Craft
	
	

	Motor
	12
	
343.29
	
381.05

	
	22
	
481.68
	
515.57

	

	37
	
723.60
	
774.51

	
	46
	
868.76
	
929.88


5.3
Income
5.3.1
Predicted income from private craft has been reduced by £40,000, as a prudent provision for the potential effects of the Boat Safety Scheme. This results in a projected total income of £2,218,800, an increase of 5.8%.

5.4
Expenditure
5.4.1
Total expenditure is planned at £2,382,100, a reduction of £58,200 (2.4%).

5.4.2
This results in a net deficit of £163,300, and would reduce the level of Reserves to £162,827 as at 31 March 2009.

5.4.3
The total cost of the transferred dredging operation is estimated at £633,100, which is close to the figure of £635,510 reported to members at the last meeting. This includes the costs of an additional member of staff to replace the crane driver who will shortly be leaving, although in practice it may be possible to manage the operation satisfactorily without having to recruit a replacement. Other dredging costs are estimated at £137,500

5.4.4
Other significant variances from the 2007/08 revised budget are as follows:

· interest received is likely to reduce as a result of the diminished balances;

· a reduced provision of £20,000 has been made for the Private Bill;

· Moorings and Yacht Station salary costs have been reduced as a result of the decision not to operate Norwich Yacht Station in future years;

· it is assumed that the work at Jensen’s Island will be concluded, but if not this expenditure is ring-fenced and could be carried forward;

· Other Maintenance costs are reduced – these were increased in 2007/08 to fund the cost of works at Polkeys Mill;

· Patrolling salary costs increase as a result of inflation and increments;

· Accommodation Costs have been reduced to recognise the reduced contribution which will be made from the Navigation Account to the costs of the Field Base in future years; and

· Employee/Vehicles/Premises income will reduce as the Authority ceases to be responsible for opening the lifting bridge at Carrow Road.

6
Conclusion

6.1
The transfer of the May Gurney operation has been an important step in improving the long-term maintenance of the Broads. Once this expenditure is incorporated into the Navigation Account, the current deficit of income compared to expenditure and the uncertainty over the availability of additional Defra grant become more significant factors when considering levels of toll income for 2008/09.

6.2
It is worth noting that if May Gurney had continued to run its dredging operations the Authority would have needed a similar level of toll increase in 2008/09 in order to bring the budget into balance, cope with uncertainty around Defra funding and sustain the level of maintenance achieved in the previous two years. A toll increase of 11% for private boat owners and 7% for the hire fleet is the minimum necessary to achieve this.

6.3
Although the outcome of the Comprehensive Spending Review has been announced in Parliament the implications for the Authority’s grant settlement are unlikely to be known before the end of December. However, on the assumption the settlement is likely to be tight, the Authority has started a rolling review of all expenditure with a view to making savings where it can. This has commenced with a review of all premises owned or leased by the Authority.
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