ARGYLL AND BUTE COUNCIL EXECUTIVE
STRATEGIC FINANCE 4 NOVEMBER 2010

REVENUE BUDGET MONITORING REPORT - SEPTEMBER 2010
CORPORATE OVERVIEW

FORECAST OUTTURN — UNDERSPEND £245,845

This Corporate Overview and the attached Departmental financial reports summarise
the revenue budget position of the Council as at 30 September 2010. The overall
outturn variance is forecast to be an underspend of £246k based on the September
monitoring exercise.

1. CURRENT FINANCIAL POSITION

The overall Council financial statements are included as appendices to this report. An
overall Objective Summary is included in Appendix 1 and the overall Subjective
Summary for the Council is included as Appendix 2.

YEAR TO DATE POSITION

As at the end of September 2010 there is a year to date deficit of £4.790m. The main
reason for this is the profiling of the AEF grant funding. In terms of expenditure budgets
there is a year to date surplus of £4.535m. The main reasons for this are the profiling of
budgets and the timing differences with payments being made, the material year to date
underspend within departments is not an indication of the year-end outturn position.

The graph below shows the expenditure to date against the remaining budget for each
Department. This is a high level summary to give an indication of the proportion of
controllable budget that each Department has spent to date. The dark shade represents
the actual expenditure to date as a percentage of total budget and the lighter area at
the top represents the available/remaining budget.
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FORECAST OUTTURN POSITION

The current forecast outturn position as at the end of September 2010 is a forecast
underspend of £246k.

All departments are currently expecting their year-end spend to come in on budget, with
the exception of Community Services who are projecting an underspend of £246k. The
Community Services forecast outturn position has increased from a projected
underspend of £119Kk in the last reporting period to £246k in September. The main
reasons for this are an update to the projected budget required to reflect the current
level of commitment and a number of amendments to large client packages, this has
increased the forecast underspend in Adult Services by £930k. This has been partly
offset by a forecast overspend of £725k in Education for the costs in respect of the
Teachers Early Retirals.

The remaining Adult Services underspend relates to an over-recovery of income from
the Council’s residential units and a reduction in the number of clients placed within the
private sector units. This is partially offset by a projected overspend in Children and
Families in Contact and Welfare, as a result of a high level of statutory contact and
other support for vulnerable families.

The line graph below shows the movement in the forecast outturn position for each
Department from the start of the financial year.
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2. FINANCIAL SUCCESSES, CHALLENGES, RISKS AND FUTURE ACTIONS

SUCCESSES

No adverse outturn, overall projected
outturn as at September is an underspend
of £246k

Departments are on target to meet

efficiencies and other savings

CHALLENGES

Maintaining favourable/balanced forecast
outturn position in light of Council wide
risks to expenditure

Possible impact of Single Status and the
outcome of the multiple post exercise

Impact of the Equal Pay settlement, which
at the moment cannot be quantified

Local Government Employees pay
agreement has settled at 0.65% for
2010/11, the impact of this is an
unbudgeted additional cost of £217k
Ongoing service reviews and the
challenges faced in terms of delivering
services more efficiently with less
resources

RISKS

services with
lead to an

Increasing demand for
reduced resources could
adverse outturn position

FUTURE ACTIONS

Ongoing robust monitoring of the financial
position to ensure that any budget issues
are fed back to the management team and
members through the budget monitoring
process

Continually refine/develop systems to
accurately calculate forecast outturns and
the future years financial outlook

3. EFFICIENCY SAVINGS AND OTHER BUDGET SAVINGS

The table below summarises the total efficiency savings and other specific savings
allocated to Departments, along with the amount of savings realised to date:

Type of Saving Target Actual Remaining
Efficiency Savings 4,202,411 2,101,206 2,101,205
Cost Centre Review Savings 295,982 268,525 27,457
Vacancy Savings 726,843 364,301 362,542
Totals 5,225,236 2,734,032 2,491,204
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These savings were removed from service budgets at the start of the year as part of the
budget setting process, departments will monitor the budgets throughout the year to
ensure these are achieved.

Overall services are on track to meet their efficiency savings. 52% of the total target
has been achieved as at the end of September, the overall favourable outturn position
would suggest that these savings will be met.

4. FINANCIAL OUTLOOK FOR FUTURE YEARS

Given the current state of public sector finances it is likely that there will be a
challenging financial outlook for a number of years. The annual funding gap for the
next three years is estimated to be between £9m and £13m and forward forecasts
suggest that this level of annual funding gap is likely to continue through to 2017-18.

The graph below represents the forecast trend in budget requirement over the next
three years, and demonstrates the budget gap being the difference between the funding
and expenditure forecasts. This forecast is based on a 1% cut in Government Grant
and has been updated to reflect the impact of the Local Government employee pay
award. After adjusting for the pay award, the funding gap has reduced from approx
£11.5m each year to around £9.5m each year.

Forecast Budget Trend
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At this stage we are unable to predict the likely cut in Government Grant and the graph
above assumes a 1% cut in grant each year. However, it is now anticipated that the
Scottish Government may choose to impose the cut in funding in the first year (2011-
12) and then freeze the funding for the following two years. The anticipated cut is
around 4%. The graph below adjusts the forecast budget trend above to incorporate
the increased reduction in funding in Year 1.
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The original three year forecast budget gap was around £30m and this approximate
figure remains in either of the scenarios graphically represented above. The first
scenario evens the funding gap across each of the years, with the second scenario
having a much larger funding gap in the first year. If this is the case, this could place
significant pressure on the Council’s reserves.

When calculating the budget forecast for the three future years the following approach

was taken:

e A general inflation allowance has been applied to the approved budget for 2010-
11. For 2011-12 a general inflation allowance of 2.0% has been adopted and for
2012-13 and 2013-14 this has been increased to 2.5%.

e Specific inflation allowance has also been made for other costs.

Cost and demand pressures known at this time were added. The only demand
pressures known at this stage relate to the projected growth in the elderly
population and additional funding required to meet concordat commitments.

¢ A general allowance/contingency of 1% of budget to make some provision for
other areas where we do not have specific estimates of costs, for example,
ongoing cost of roll out of successful job evaluation appeals, other demand
pressures that have yet to be identified.
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5. GENERAL FUND RESERVES

The audited balance on the General Fund as at 31% March 2010 was £33.020m. There
are a number of balances earmarked within the General Fund, these total £28.538m.
The table below summarises these earmarked balances, along with the total amount

withdrawn from reserves to the end of August.

Remaining
Balance
Balance Withdrawn from | 30 September
31 March 2010 Reserves 2010
Earmarked Category £'000 £'000 £'000

Waste Management PPP 5,466 5,466
NPDO Affordability Funding 10,527 10,527
Revenue from Additional Council Tax on

Second Homes (Strategic Housing fund) 6,953 6,953
Unspent Grants 1,044 657 387
Contributions Carried Forward 465 19 446
Unspent Budget Carried Forward 1,343 85 1,258
Money Management 85 85
Licensing Standards 368 368
School Budget Carry Forwards 595 595 0
Unspent Budget Required for Existing Legal

Commitments 258 113 145
CHORD 860 860
Process for Change 574 574
Total 28,538 1,469 27,069

The unallocated General Fund balance at 31 March 2010 was £4.482m, this equated to
1.7% of the net revenue expenditure for 2010/11. The minimum level of ‘free’ General
Fund Reserves is 1.5%, which equates to £3.988m. Therefore at the start of 2010/11
the Council had a surplus in reserves over and above the minimum requirement of
£0.494m.

This figure requires to be adjusted for the projected outturn position and any additional
funding agreed to be funded from the ‘free’ reserves during the year.

Free General Fund Balance at 31 March 2010 £4.482m
Projected Outturn Position as at end September 2010 £0.246m
Free General Fund Balance at 30 September 2010 £4.728m
Minimum Level £3.988m
Surplus General Fund Balance £0.740m

The Council faces a number of financial challenges in the current year, such as Single
Status and Equal Pay, and is also undertaking a number of major change projects such
as the ongoing Council Modernisation and Process for Change. The financial impact of
these possible liabilities and the risk of the change programmes could have an impact
on the Council’s General Fund Balance.
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