[image: image1.png]Gateshead

Council



[image: image2.png]Gateshead

Council





REPORT TO CABINET


 26 January 2010

TITLE OF REPORT:
Revenue Budget Monitoring 2009/10   
REPORT OF:

Derek Coates, Strategic Director, Finance and ICT
   

Purpose of the Report 

1. This report sets out the latest position on the 2009/10 revenue budget at the end of the third quarter to 31 December 2009. Cabinet is being asked to note the contents of this report and agree the projected outturn as the revised estimate for 2009/10.  



Background 

2. Cabinet receives quarterly reports on the agreed revenue budget so that any variances can be identified and actions can be put in place. This report sets out the position at 31 December 2009.  

Proposal 

3. Without any further action from services, the projected outturn for 2009/10 at 31 December 2009 is £227.730m compared to an original estimate of £223.043m, a projected overspend of £4.687m (2.1%) for the year. This is higher than the same period in recent years and is reflective of a number of known spending pressures coupled with a significant fall in investment income, which is only partially offset by lower borrowing costs.

4. There are a number of known areas of unbudgeted income which will partly alleviate the projected outturn, in particular a projected surplus on the DLO trading account. The Economic Downturn reserve is also available to cover short term budget pressures caused by the impact of the recession. If the reserve was used to meet the shortfall in investment income, along with the unbudgeted income it would reduce the impact on the General Fund to £1.244m.

5. Continued monitoring within services and the delivery of action plans to address budget variances aim to ensure that spending for the year is contained within the original estimate. This is now extremely unlikely and it is proposed that the projected outturn set out in this report should be agreed as the revised estimate for 2009/10.

6. Action plans are being monitored during the final quarter. If the action plans are not successfully delivered the projected overspend will impact on an already tight settlement for 2010/11. This, coupled with the likelihood of reductions in public spending beyond the Government’s current Comprehensive Spending Review period, emphasises the need for effective budget monitoring and action planning to ensure that spending in 2009/10 is contained within approved budgets and that the financial position of the Council is sustainable to allow resources to be reallocated to priority areas.  

Recommendations

7. It is recommended that   Cabinet note the Council’s revenue expenditure position at 30 September 2009, as set out in appendix 2 and agree the projected outturn of £227.730m as the revised estimate for 2009/10.

 


For the following reason:


To contribute to the sound financial management of the Council.

CONTACT:    David Johnson extension 3685  
PLAN REF:  281











APPENDIX 1


Policy Context 

1.   This report meets the standards required to comply with the Accounts and Audit Regulations 2006. It is also consistent with Vision 2030 and the Council’s Corporate plan, in particular Ensuring a Sustainable Gateshead by ensuring best use of resources to deliver Value for Money services and long-term financial sustainability.


Background

2. The Accounts and Audit Regulations 2006, which represent financial management good practice, recommend that Councillors should receive regular reports on performance against revenue and capital budgets. The frequency of the reports is determined following a risk assessment of the budget, and Cabinet currently receives a report on a quarterly basis.

3. This report sets out the latest position on the 2009/10 revenue budget as at 31 December 2009 and projects spending and income to the end of the financial year.

4. Council agrees the revenue budget and it also approves any variations and revisions to the original budget.

5. Council agreed the revenue budget for 2009/10 on 26 February 2009. This was set at £223.043m (excluding schools).

6. Appendix 2 details the original budget for 2009/10 compared to an assessment of the projected outturn for the year.

7. At the third quarter of the year, the projected outturn of £227.730m is £4.687m more than the original budget. This is a difference of 2.1%. This is a decrease of £2.378m from quarter 2 mainly as a result of additional Working Neighbourhood Fund grant income, maximisation of external funding and V.A.T. refunds due to legislative changes.

8. The projected outturn reflects the fact that there are a number of areas where the budget is continuing to come under pressure, mainly as a result of increased demand on services such as Adult Social Care and as a result of the economic downturn.

Transitional Funding

9. There are a number of growth areas in the 2009/10 base budget which are funded from earmarked reserves in the short term. In addition, a number of transitional growth areas from 2008/09 have continued. This represents an acknowledgement of service pressures and anticipated overspends this year funded by a short term use of reserves on the understanding that the service will deliver an action plan to find a sustainable solution. Progress on these areas is as follows:

· Fleet (2008/09) - a review of fleet is continuing with the intention of stabilising the fleet trading account and providing greater transparency in the usage and internal charging process.

· Neighbourhood Nurseries (2008/09) - the sustainability of the Council’s Neighbourhood Nurseries was considered by Cabinet on 15 July 2008. This confirmed the need to continue funding a deficit in the medium term. Provision of this service is subject to review following the childcare sufficiency audit which was reported to Cabinet on 14 July 2009.

· Development and Enterprise Technical Costs (2008/09) - a review of the recovery of technical costs is progressing. The amount charged to capital has been maximised and an analysis of revenue expenditure is continuing with a view to finding a sustainable solution.

· Adults Social Care (2009/10) – transitional growth to reflect the movement of former Looked After Children who transfer to Adult Social Care on the understanding that costs will be appropriately shared with the Primary Care Trust (PCT).

· Adults Social Care (2009/10) – transitional growth to reflect the increasing cost of care packages on the understanding that the service will develop an action plan to address the assessment criteria for care packages and work closer with the PCT to agree a single panel assessment process. Progress is being made with the PCT but the cost of care packages is still significantly higher than budgeted.

Variations

10. The projected overspend on Education and Young People’s Service relates mainly to two areas, teachers’ premature retirement costs and under recovery of income following withdrawal of Government funding for Neighbourhood Nurseries which is being funded by use of reserves in the short term. In relation to the former, a review of the appropriate share of costs between the Council and schools is taking place to manage the exposure to rising costs in this area.

11. There is a projected under spend of £171,000 on expenditure relating to schools budgets funded by the Dedicated Schools Grant (DSG). This projected under spend is excluded from the overall projected outturn as this grant is ring-fenced to meet expenditure on schools budgets and any under or over spend will be appropriated to or from the DSG reserve as part of the final accounts process.

12. The projected over spend on Children and Families reflects the fact that the numbers of Looked After Children have increased following recent media coverage and the likely safeguarding implications of The Laming Report. A contingency budget exists and a corresponding adjustment has been reflected in the contingency projected spend.

13. The projected overspend on Adults’ Services is mainly due to continuing pressure on Older People and Disabilities budgets. The projected overspend has increased from quarter 2, mainly in relation to Learning Disability packages and clarity over the committed spend following the introduction of the Care First Financials system. Greater clarity is still needed over the level of PCT contributions towards care packages and action plans have been prepared with the aim of containing spend within budget, including a review of the most significant packages. Work is also underway on improving the process for assessing PCT support to care packages.

14. The projected overspend on Libraries and Arts is mainly due to the continuing under-recovery of the costs of the AIRS service. This is the subject of a fundamental review with a view to diversifying business in this area. The projected over spend also includes the impact of the Central Library closure which is offset in the contingency provision.

15. The projected overspend on Sport and Leisure relates to expenditure on events budgets, catering at the Old Town Hall and the impact of the Leisure Centre closures to allow investment to take place. A corresponding adjustment has been shown in the contingency provision to reflect closures.

16. The projected overspend on Regulatory Services is in relation to reduced income from planning fees as a result of the economic downturn. A contingency budget exists for this and a corresponding adjustment has been made.

17. The projected over spend on Economic Development reflects reduced income from Business Centres arising from action taken to support small businesses during the economic downturn as part of the Ten Point Plan. Mitigation of this impact will need to be considered as part of revenue outturn 2009-10 and appropriation from the Economic Downturn reserve.

18. The projected overspend on Local Environmental Services (LES) is mainly in relation to three areas, implementation of an integrated transport management system to support the review of fleet, fees in relation to the waste partnership and a shortfall on the agreed saving to generate income from managing packed lunches in schools. Although not reflected in LES service outturn at quarter 3, additional expenditure, estimated at £0.28m, has recently been incurred as a result of the adverse weather and this is currently reflected in contingency.

19. Adverse variances on Central Services include a deficit on the Central Print Unit and energy costs in relation to Office Accommodation.

20. There are no significant variances in Other Services except for the movement on contingencies. The budget held in contingency is mainly in respect of four main areas, the pay award for 2009-10, the potential impact of job evaluation appeals, anticipated increased expenditure in relation to Looked After Children and provision to support budgets to reflect the impact of the economic downturn. Where contingency spend is reflected in the service, a corresponding reduction has been made in the projected contingency outturn.

21. The pay award for 2009-10 has now been agreed at a 1% increase, with 1.25% for lower grades. Agreement at this level releases about £1m from contingencies and this is reflected in the projected outturn.

22. The majority of job evaluation appeals arrears have now been paid. Backdated arrears for 2007/08 and 2008/09 have been dealt with as part of the provision created during final accounts 2008/09 and arrears for 2009/10 are met by contingency. The cost of the backdated arrears was less than the provision which enables a write-back of £0.25m which has been reflected in the projected outturn as part of contingency.

23. There is a projected significant under recovery of investment income totalling £3.9m which will need to be mitigated by an appropriation from the Economic Downturn reserve. The impact of the under recovery of investment income is partly offset by lower borrowing rates as a result of debt restructuring which has secured a £1.4m saving to date.

24. The variance on funding reflects movements in reserves matching service expenditure and additional Working Neighbourhood Fund grant of £0.514m which will be paid as part of Area Based Grant.

25. Gateshead’s allowance for 2009-10 Local Area Business Growth Incentive (LABGI) has been formally announced to be £0.26m. As per previous decisions, this will be appropriated to the Development Pool as part of 2009-10 revenue outturn and is consequently not reflected in the projected outturn.

26. As a result of legislative changes, the Council has made claims to HM Revenue and Customs in respect of V.A.T. over payments. The total value of claims is just under £1m, excluding interest, however there is no guarantee that all claims will be successful.  To date £1.233m (net of consultants fees) has been received including £0.667m interest and this figure is included in the projected outturn within Other Services.

27. For all other variances regular monitoring will continue to take place with action plans being produced with the aim of containing spending within the original budget. 

All action plans are assigned to a lead officer and contain milestones in order to measure achievements.
Savings and Efficiencies

28. Savings and efficiencies identified during the budget process are monitored on a monthly basis. The overall target for revenue savings to redirect to priority areas in 2009-10 is £7.879m. The projected achievement at the third quarter is £6.682m, a potential reduction of £1.197m which is reflected in service outturn projections. The main variances are in relation to demand for school packed lunches, premature retirement costs of teachers and several areas within Adult Social Care including commissioning services, Older Peoples day service review, commissioning arrangements with the voluntary sector and efficiencies in Social Care management structure. Action plans will be developed with a view to bringing savings and efficiencies budgets in on target or by identifying alternatives.

Balance Sheet Management

29. Balance Sheet control accounts are reconciled on a quarterly basis. In addition, a number of key Balance Sheet control accounts are now reconciled on a monthly basis as part of the revenue monitoring process. This is part of a proactive approach to Balance Sheet management which, if carried out on a timely basis, ensures the early identification of problems which could impact on the Council’s General Fund.

30. Key control accounts are assessed based on experience from previous years, materiality and reliance on third party data. Those key control accounts reconciled as at December 2009 are operating satisfactorily and any revenue impact has been reflected in the projected outturn.


Consultation

31. There has been no external consultation. The Cabinet member for Corporate Vitality and Sustainable Communities has been consulted.  

Alternative Options

32. There are no alternative options proposed.  

Implications of Recommended Option 

33. Financial Implications -  These are set out in the report.
34. Risk Management Implication

Regular budget monitoring and the associated actions that arise from this activity assists in reducing the risk of the Council overspending its agreed budget. This enables effective financial planning which allows the Council to deploy resources in line with the Corporate Plan.

35. Human Resources Implications   -  Nil.
36. Equality and Diversity Implications -  Nil.
37. Crime and Disorder Implications -  Nil.
38. Sustainability Implications -  Nil.
39. Human Rights Implications -  Nil.
40. Health Implications – Nil.
41. Area and Ward Implications -  Revenue spending supports the delivery of services across the whole of Gateshead.
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