TELFORD & WREKIN COUNCIL

CABINET – 10TH AUGUST 2010

SERVICE AND FINANCIAL PLANNING – 2010/11 UPDATE AND MEDIUM TERM OUTLOOK
REPORT OF THE CHIEF FINANCIAL OFFICER & HEAD OF FINANCE
1.0 PURPOSE
To provide Members with the latest financial monitoring information for 2010/11 relating to the revenue budget and capital programme, including the impact of the mid-year grant reductions, and income collection.
To outline work already under way to address further expected cuts in government funding from 2011.

2.0
RECOMMENDATIONS

Members are asked to


(i)
note that revenue spend is currently projecting to be within budget at year end despite the significant budget pressures already being experienced and the impact of the recent Government grant cuts announced.  
(ii)
note income collection is behind target for June which is a reflection of the economic climate
(iii) note the impact of the mid year grant cuts and approve the measures  to address the resulting funding shortfall in 2010/11
(iv) note the work already under way to address the further cuts in government funding expected from 2011

(v)    approve the approach around using service balances to underpin the invest to save costs associated with staff restructuring as detailed in paragraph 5.4.
3.0 SUMMARY
3.1 Revenue
The revenue budget is currently projecting to be within budget at year end despite the budget pressures already being experienced and the Government grant cuts recently announced.  This is after offsetting cumulative service overspends against the unallocated balance remaining in the contingency.  The key pressure areas are Children in Care with a projected overspend of £1.4m in relation to placements; Specialist Education which is currently projecting to be £0.437m overspent, income shortfalls totalling just over £1m and Adult Social Care purchasing which is standing at £0.5m overspent, plus the impact of the in-year Government grant cuts of £3.1m offset by a savings package which leaves a residual shortfall of £0.407m.  A number of benefits/underspends are also highlighted, notably relating to Treasury and the early work on restructuring and other savings as part of developing the 2011/12 budget strategy which are already yielding additional in year savings.
3.2 Capital
The 2010/11 approved capital programme is £125.5m, including spend rephased from 2009/10; to date 5.2% spend has taken place.  Robust programme management and monitoring is in place to ensure schemes are delivered.  The capital programme over the next few years relies on a significant amount of capital receipts as part of its funding which is also being closely monitored.  In year capital grant cuts of £0.99m have been announced which is a combination of £0.6m Department of Transport grants and £0.39m Department of Education Grants.  Further detail is provided in para. 7.2.
3.3 Income Monitoring

Council tax collection, NNDR collection and the level of outstanding sales ledger debt are all a little behind target which is probably a reflection of the economic climate.  
4.0 PREVIOUS MINUTES
4.1
04/03/10 – Full Council, Service & Financial Planning Strategy
5.0 2010/11 REVENUE BUDGET
5.1 Spend is currently projected to be within budget at year end which is after offsetting against the unutilised contingency balance.  Variations of more than £0.100m are detailed in section 5.3 of the report for each Service Delivery Unit.  The table below summarises the overall position on the in-year grant cuts and more detail is contained within the appendix.  The overall 2010/11 budget position is then summarised in the second table which shows the impact of the recent Government grant loss, the impact of the 2011/12 operational budget savings which can be delivered early and provide a benefit in 2010/11, the 2011/12 savings feeding through from restructuring activities and other Service variations.
In Year Revenue Grant Cuts

	Department/Area Based Grant


	Grant
	Cut

£m

	Area Based Grant
	
	

	DFE 
	Various-see appendix
	1.490

	CLG 
	Supporting People Admin Grant
	0.091

	DFT 
	Road Safety
	0.079

	Home Office/CLG 
	Prevent
	0.048

	Community Cohesion
	Community Cohesion
	0.033

	Home Office
	ABG
	0.019

	
	
	1.760

	Other Grants
	
	

	CLG
	Housing and Planning
	0.075

	DCMS
	Free Swimming
	0.099

	DCMS
	Find Your Talent
	0.435

	CLG
	LPSA Reward
	0.605

	CLG
	Local Authority Business Growth Incentive (LABGI)
	0.090

	
	
	1.304

	Total Grant Cuts
	
	3.064

	
	
	

	Savings/Alternative Funding Arrangements
	2.657

	
	

	Net shortfall
	0.407


2010/11 Overall Position
	Service Delivery Unit
	Net Grant Loss
	Accelerated 11/12 Operational Savings
	Accelerated Staff Restructure
Savings
	Other In Year Service Variations
	Total

	 
	£
	£
	£
	£
	£

	
	
	
	
	
	

	Safeguarding & Corporate Parenting
	91,000
	0
	0
	1,576,850
	1,667,850

	Learning & Achievement
	0
	0
	0
	396,000
	396,000

	Regeneration & Housing
	172,000
	(2,000)
	0
	0
	170,000

	Early Intervention
	182,000
	(8,000)
	0
	0
	174,000

	Property & Design
	0
	0
	0
	300,000
	300,000

	Economic Development
	0
	(3,000)
	0
	0
	(3,000)

	Environmental Services
	0
	(144,000)
	0
	86,000
	(58,000)

	Planning & Transport
	0
	0
	0
	270,000
	270,000

	Adult Social Care (Delivery)
	0
	(112,000)
	0
	506,000
	394,000

	Adult Social Care (Commissioning)
	0
	0
	0
	0
	0

	Community Protection & Cohesion
	(55,000)
	(16,400)
	(7,000)
	0
	(78,400)

	Customer & Leisure Services
	7,000
	(97,150)
	0
	29,898
	(60,252)

	Governance
	0
	(36,700)
	0
	(20,848)
	(57,548)

	ICT & Procurement
	0
	(20,000)
	0
	0
	(20,000)

	Finance
	(9,000)
	(26,000)
	0
	12,006
	(22,994)

	Core Services
	0
	0
	(387,611)
	(4,499)
	(392,110)

	Council Wide
	19,000
	0
	0
	(663,497)
	(644,497)

	
	
	
	
	
	

	Total
	407,000
	(465,250)
	(394,611)
	2,487,910
	2,035,049

	Uncommitted Contingency
	
	
	
	
	(2,587,000)

	Total Projected Year End Position
	 
	 
	 
	 
	(551,951)


5.2 Services must aim to spend within budget by year end and should have action plans in place to deal with pressure areas.  It is important that all variations are reported and underspends are preserved so that the overall budget remains in balance.  Clearly the decision to pull a significant proportion of the “service balances” together for prioritised corporate use (see para. 5.4) will place additional pressure on service revenue accounts.  However this will enable funding to be used to support corporate priorities as an element of this funding will be held centrally to offset in year pressures that would previously have been used to contain service pressures. 
5.3
Projected variances over £0.100m are highlighted below.
	Key
	
	
	

	£0 to £100k
	
	
	Underspend

	£101+to £250k
	
	
	Overspend

	£251+to £500k
	
	
	

	over £500k 

	
	
	

	Service Delivery Unit
	Projected Variation £m



	Safeguarding & Corporate Parenting

Looked After Children - this cost is based on a total of 276 Children in Care (latest figures as of w/e 2/7/10). This reflects the full year impact of the care system entrants during March, any known leavers and latest placements details identified. This may change due to a revision of placement types or length. Regular meetings are in place to review all placements.  It should be noted that £0.500m of the corporate contingency was earmarked towards LAC pressures which has not yet been allocated.  A review of placements with external challenge is to be undertaken as part of the Transforming Children’s Social Care Action Plan.
Staffing - this Service Unit currently has a number of vacancies, long term sick absences and newly qualified staff. There is a need to use Agency staff to ensure the critical work of this Service is fully covered. The overspend identified is the additional cost of Agency staff       above the available budget for staff vacancies. 

	+1.381
+0.121

	

	Learning & Achievement

Specialist Education - Additional resources were allocated to this budget as part of the 2010/11 Education Budget strategy to ensure all current placements were fully funded. The overspend is a combination of the cost of placements and a shortfall in income relating to other Local Authority placements.
Special Education Placements - Additional resources were allocated to this budget as part of the 2010/11 Education Budget strategy Projections in this area are volatile due to the constant updating of available information.
School/Premature Retirement/Redundancy Costs - pressure may be experienced on these budgets as the year progresses as a result of the budget pressures being experienced by schools and their subsequent need to reduce staffing where costs fall on the local authority budget.

	+0.142m
+0.295m
	

	Property & Design

Asset & Property Management – there is a projected shortfall of £0.500m relating to rental income due to the continuing high level of voids.  This is over and above the £0.400m already allocated from the corporate income/inflation provision. Other costs due to void properties total £0.100m and are also reported as an overspend.

The rationalisation of PIP stock and service efficiencies is expected to generate £0.300m.


	+0.600
-0.300
	

	Planning & Transport

Planning Fees – shortfall in planning fees due to the downturn in the economy.


	+0.200


	

	Adult Social Care (Delivery)

Purchasing budgets – In response to benchmarking information and issues raised by their external auditors, the PCT has revised its approach to funding some individuals for the care element of their assessed needs i.e. the part falling to the NHS to fund and termed Continuing Health Care (CHC). The impact on funding responsibilities of the changes made since last Autumn and processes in place around these care assessments is currently subject to a joint review by senior Council and PCT officers. Pending completion of that work the current position is being reflected in this monitoring.

Current projections show additional costs of around £1.2m falling on 2010/11 Council budgets as a result of changed care liability assessments for existing clients. Of this £0.7m can be met from a mix of funding budgeted for this purpose plus an ongoing underspend brought forward from 2009/10 leaving a net projected overspend of £0.5m at present. Without anticipating the outcome of the current joint review, this additional cost could grow because:

· Some clients assessed to lose CHC now (i.e. NHS funding) are appealing and their CHC funding is left in place while that process is under way

· Clients in the Adults with Learning Disability area have yet to have their care needs reassessed under the changed approach and so could yet lose NHS funding

· There are obviously new cases now coming forward(as opposed to the review of existing clients)  particularly in the elderly client group who could be deemed ineligible for NHS funding under the new approach

	+0.506
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	Customer & Leisure Services

Telford Ice Rink – continued shortfall of income due to the impact of the recession and a fall in attendance compared to last year.

	+0.179

	

	Core Services – a projected underspend is reported due in the main to staff restructuring savings.

	-0.388
	

	Planning Process Costs
Technical and legal advice in support of planning decisions
	+0.150m


	


	Treasury – benefits mainly from the impact of the re-phasing of capital programme schemes into 2010/11 from 2009/10

	-0.725
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5.4
Service Balances


Previously Service Areas have been able to retain any balances they have accumulated from prior year underspends to meet future service pressures.   A review of the amount held as Service balances has been undertaken and it is proposed to re-distribute the amount as follows:
	
	£m

	Total Service Balances
	8.6

	Unavoidable contractual commitments
	(3.8)

	Balance Available
	4.8

	
	

	Proposed Use:
	

	Restructure Reserve
	3.5

	Hold centrally to meet additional in year service pressures identified and prioritised
	1.3

	
	4.8



The Council re-structure aims to deliver a minimum of 20% staff savings over the medium term and is vital to be able to continue to deliver services to the community as public spending is being cut – at least £0.395m savings will be delivered in 2010/11 which is in addition to savings to fund the grant losses.  This figure will rise in year as the restructuring programme continues.  There are one-off costs associated with the restructures and the proposed transfer of service balances to the restructure reserve will be used to meet these future costs. 
As it is proposed to hold and manage the remaining £1.3m of available balances centrally more variations will be highlighted through the financial monitoring process which would previously have been dealt with directly by services.
5.5 MID YEAR REVENUE GRANT CUTS


The Government announcement on 10th June that Local Government would contribute £1.16bn towards the £6.2bn 2010/11 spending reduction, has been followed by further announcements of cuts in both revenue and capital grants.  The impact on the Council so far is that £3.1m of revenue grants have been lost in 2010/11 and £0.99m of capital grants.

Since the 10th June Officers have
 maintained an up to date position statement on emerging grant cuts and have looked for ways to absorb the impact within existing budgets by making in year revenue savings, and scaling back the capital programme.  The latest position is that £2.7m of this can be met in 2010/11 by revenue savings proposed of £1.9m and because £0.8m was not planned for use until 2011/12 (i.e. LAA/LPSA reward where claims were pending) leaving a shortfall of £0.4m which is being addressed in the overall financial monitoring position reported above.
6.0 CONTINGENCIES
6.1 The 2010/11 budget includes combined contingencies of £2.725m, which are set aside to meet any unforeseen expenditure.  The table below shows that, after the proposed uses and the amount currently needed to offset the in-year variations, under a quarter of the contingency is left for the remaining 9 months of the year.
	
	£m

	General Revenue Contingency
	1.596

	Children & Families Additional Contingency
	0.500

	Income/Inflation Contingency (£1.5m less £0.871m allocated as part of the budget)
	0.629

	Total Contingency
	2.725

	Approved Use:

2010/11 Insurance Premiums – Cabinet 27 April 2010
	0.138

	
	

	Uncommitted element of Contingency
	2.587


7.0
2010/11  CAPITAL PROGRAMME


7.1
The capital programme for 2010/11 totals £125.5m (including rephasing from 2009/10 approved as part of the outturn report).  Expenditure at the time of compiling this report was £6.6m and is shown by priority theme in the table below.  Robust programme monitoring is in place to ensure delivery of projects.
	Priority 
	Budget
	Spend
	%
	Projection

	
	
	To Date
	
	

	
	£m
	£m
	
	£m

	
	
	
	
	

	Adult Care & Support
	0.552
	0.552
	25.0
	0.552

	Active Lifestyles
	3.292
	0.013
	0.4
	3.292

	Community Protection & Cohesion
	2.715
	0.168
	6.2
	2.715

	Children & Young People
	46.042
	4.317
	9.4
	46.042

	Housing, Regeneration & Prosperity
	53.049
	0.806
	1.5
	53.049

	Efficient, Community Focussed Council
	4.331
	0.184
	4.3
	4.331

	Environment & Rural Areas
	15.488
	0.578
	3.7
	15.488

	
	
	
	
	

	Total
	125.469
	6.618
	5.21
	125.469


7.2 MID YEAR CAPITAL GRANT CUTS 
Paragraph 5.6 summarises where the Council is at present with £3.06m cut from revenue grants and £0.99m from capital grants, made up of £0.6m from Department for Transport grants and £0.39m from Department for Education grants. There are also grants at risk where detailed announcements have not yet been made by Government.  To meet the £0.6m reduced DFT funding the proposals include a rephased programme of highways works.  The DFE proposals of £0.39m were announced on 5th July and work continues to try to address these cuts.     

8.0
TREASURY UPDATE
In the current economic climate, the strategy for the next few months is to keep investments relatively short, aligned to cash flow needs.  Borrowing will be required to fund the substantial capital programme and opportunities will be reviewed as the year progresses to take advantage of the current low interest rates.  Treasury is currently outperforming budget by £0.725m to date which is mainly due to the re-phasing of the capital programme schemes into 2010/11 from 2009/10 which has deferred the need to borrow.
9.0
CORPORATE INCOME MONITORING 

9.1    
The Council’s budget includes significant income streams which are regularly monitored to ensure they are on track to achieve stretch targets that have been set and so that remedial action can be taken at a very early stage.  The three main areas are Council Tax, NNDR (business rates) and Sales Ledger.  Current monitoring information relating to these is provided below.  The Council pursues outstanding debt vigorously, until all possible recovery avenues have been exhausted, but also prudently provides for bad debts in its accounts.

 

9.2 Council Tax (£59.0m)
The percentage of only the current year liability for council tax which the authority should have received during the year, as a percentage of annual collectable debit. The measure does not take account of debt that continues to be pursued and collected after the end of the financial year in which it became due.  As a general rule the final collection figure for any financial year exceeds 99%.     

 

Year end performance 2009/10                                     97.5%

Year End Target for 2010/11                                         97.7%  

 

Performance is cumulative during the year and expressed against the complete year’s debit.  Performance to the end of June is:


 

	Month End Target
	Month End Actual
	Last year Actual

	29.69%
	29.46%
	29.49%


 

 9.3     NNDR-Business Rates (£63.6m)
The % of business rates for 2010/11 only that should have been collected during the year.  This target, as for council tax, ignores our continuing collection of earlier years’ liabilities.  

 

The measure does not take into account the debt that continues to be pursued and collected after the end of the financial year in which it became due.  As a general rule the final collection figure for any financial year exceeds 99%.

 

 

          Year end performance 2009/10                                  98.2%

          Year End Target for 2010/11                                      98.5%

 

	Month End Target
	Month End Actual
	Last year Actual

	34.08%
	33.95%
	33.78%


 
  
9.4
Sales Ledger (£52.0m)
Recovery processes for other income due to the council vary between income billed by Social Services (circa. £27m a year) and the rest which is around £25m a year.  Debt below 2 months is classified as a normal credit period.
Adult Social Care
	Outstanding Debt
	Annual Target

%
	June 2010

	
	
	£’000
	%

	Total
	2.3%
	1,004
	3.6%


A number of large value invoices have been raised to partner agencies. Certain small amounts have been disputed and invoices therefore remain outstanding, adversely impacting upon the level of short-term debt and resulting in the non-achievement of target for June. It is anticipated that full payment will shortly be received.

Other Council Services



The target percent are set relating cumulative debt outstanding from all years to the current annual debit.  The current targets and performance of the general income collection are as follows:
	Age of debt
	Annual Target 

%
	June 2010

	
	
	£m
	%

	Total
	4.50
	1.32
	5.10 


 

Overall outstanding Sales Ledger debt is now 0.60% outside target for other Council Services. 
10.0    MEDIUM TERM OUTLOOK
The Council faces a period of considerable challenges. As well as an outlook of austerity and public sector funding cuts on a scale not seen for many decades, the new coalition government is embarking on a series of major policy shifts which seem to be surfacing on a weekly basis and many of which will impact in some way on the role and approach of the Council. For the next few months the forward planning in Councils will be taking place against a backdrop of major uncertainties and massive change for the public sector.
Policy Change
The new Government is taking a radical approach, challenging and changing the overall direction of the public sector and its relationship with its citizens. This is significantly but not solely driven by the difficult inherited financial position for both the Government’s own finances and the economy as a whole. Major reforms and policy direction already coming forward which will affect the Council include:
· ‘The Big Society’/Localism -shifting responsibilities from the state back to citizens whether individually or as part of voluntary organisations and at the same time looking to devolve power away from the centre and closer to where people live.
· Reducing the central control and inspection overhead placed on Local Government

· Reforming the Planning system

· Abolishing many of the government’s current regional bodies and replacing them with Local Enterprise Partnerships involving both business and Councils to drive the economic prosperity of those regions

· Major changes to the structure of the National Health Service with power and funding moving to GP practices through GP Commissioning groups and Public Health responsibilities switching to Councils.

· A move to encourage schools away from Local Authority control and support by promoting Academies and ‘free schools’ to be run by parents and community groups

· Radical reform of the benefits system


The policy direction within which Councils operate is changing ‘overnight’ and Councils need to be on the front foot to respond positively to the challenges and opportunities this brings.
Financial Position


The Government faces a dilemma over its approach to addressing the unprecedented inherited public spending deficit trying both to rebalance public sector funding while protecting and encouraging a very fragile economy. Different countries are taking different approaches with the US still looking to invest public spending to kick start a recovery while in Europe the approach is largely driven by sovereign debt concerns exemplified by countries such as Greece, Portugal, Spain etc. leading to a mix of spending cuts and tax increases. In this country the coalition government’s approach is to take early action to address the unprecedented public sector funding deficit through a strategy based on meeting around 20% of the structural deficit by tax increases and 80% in spending cuts.  

In early June the Government announced a first round of grant cuts followed by further information in the Emergency Budget later that month and departmental announcements still emerging on a weekly basis. Some cuts to other Government bodies and their funding also then subsequently impact on contributions they were making to Councils’ funding, leading to an ever changing financial scene for the council to respond to as outlined in the first part of this report. However this year’s cuts are but the precursor to far more drastic grant cuts to follow over the next 4 years and councils have only general indications of anything from 25-40% cuts depending on the degree of protection Government gives to other parts of the public sector. At present the government has indicated protection for the Health Service and to some extent schools, the two main areas of investment by the previous government, so it is likely that local government which benefited far less from the decade of investment will actually bear a high level of cuts leading to significant service impacts at a time when demand for services, particularly for the elderly and children at risk, is rising every year and inflation continues to run above Monetary Policy Committee targets. 

The first firmer indication for local government of the scale and timing of further grant cuts will come on 20th October with the announcement of the Comprehensive Spending Review which will show the Government’s planned spending totals for all parts of the public sector probably up to the next General Election. The Council will then have to wait until probably early December to find the actual implications for this area…just over 3 months before the next financial year actually starts. Anticipating the general situation for some time, the Council started some months ago on a savings strategy to restructure the whole organisation which is already driving out savings this year. Complementing this is a rolling programme of service reviews started last year to challenge the level of and way services are provided across the Council which again is already driving out savings. However only after the CSR announcement will the Council get a further steer on the level of cuts in year 1 of the Government’s cuts programme, which may necessitate additional action in the short term.
11.0
OTHER CONSIDERATIONS
Equality & Diversity
The impact of any proposals to mitigate the impact of the grant cuts has been taken into account.  
Environmental Impact
The impact of any proposals to mitigate the impact of the grant cuts has been taken into account.  

Legal Comment


Regular financial monitoring forms part of the assurance for strong financial management.  Section 28 of the Local Government Act 2003 makes it a statutory duty for Local Authorities to monitor their income and expenditure against budget, and to take action if overspends or shortfalls in income emerge.
Links with Corporate Priorities

           Good financial monitoring and the efficiency agenda form part of building a Community Focussed Efficient  Council
Opportunities & Risks

The opportunities and risks associated with the report have been identified and assessed.  Arrangements will be put in place to manage the risks and maximise the opportunities that have been identified.
Financial Implications

The financial implications are fully detailed within the report.  
Ward Implications

Borough Wide Implications
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