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ITEM CA5
CABINET – 21 OCTOBER 2008

FINANCIAL MONITORING

Report by the Transformation & Chief Finance Officer
Introduction

1. This report sets out the Council’s forecast financial position for the 2008/09 financial year based on five months of actuals to the end of August 2008. It includes projections for revenue, balances, reserves and capital. The report sets out explanations where the forecast outturn is significantly different from the budget with action plans to recover the position where appropriate. A capital programme update is also included in the report.

2. The in-year revenue overspend for Directorates is forecast to be £1.677m, as set out in the table below, a decrease of -£0.289m since the 16 September report to Cabinet.  The in-year forecast excludes the variance on the City Schools Reorganisation. 

	Original Budget 2008/09
	
	Latest Budget 2008/09 *
	Forecast Outturn 2008/09
	Variance

Forecast

Aug 08
	Variance

Forecast  Aug 08

	£m
	

	£m
	£m
	£m 

	% 1

	79.552
	Children, Young People & Families 
	90.718
	91.028
	0.310
	0.34%

	151.118
	Social & Community Services 
	157.283
	157.964
	0.681
	0.43%

	60.450
	Environment & Economy
	64.583
	65.236
	0.653
	1.01%

	34.228
	Community Safety & Shared Services
	39.748
	39.848
	0.100
	0.25%

	12.512
	Corporate Core
	11.476
	11.409
	-0.067
	0.58%

	337.860
	Total
	363.808
	365.485
	1.677
	0.46%

	
	
	
	
	
	

	
	Plus: City Schools Reorganisation 
	1.369
	1.369
	

	
	Total Per Annex 1
	
	366.854
	3.046
	0.84%


* As the agreed carry forwards from 2007/08 were reported to Cabinet in September, they will be reflected in the next report.

3. The year-end forecast of general balances is set out in Annex 5 and shows a forecast of £19.438m. After taking into account the forecast Directorate outturn, the consolidated revenue balances forecast is £17.761m. 

4. Figures for each Directorate are summarised within the Annexes and individual Directorate reports setting out the detail have been placed in the Members’ Resource Centre.

5. The following Annexes are attached:

Annex 1 (a-f)
Forecast Outturn by Directorate 

Annex 2 (a-c)
Virements and Supplementary Estimates

Annex 3 (a-b)
Specific Grants and Area Based Grant monitoring

Annex 4
Forecast earmarked reserves

Annex 5
Forecast general balances

Annex 6 (a-g) 
Capital monitoring

Annex 7 

Capital Programme – October Update 

Annex 8 

Lending List Update

Part 1 - Revenue

6. Annex 1 shows the forecast revenue outturn by Directorate based on the position to the end of August 2008. Significant issues or movement in the variances are commented on below and the management action being taken.  

Children Young People & Families: £0.310m in-year Directorate overspend (£1.679m total overspend including City Schools Reorganisation)

7. The overall Directorate position is a forecast overspend of £1.679m, as shown in Annex 1a, an increase of £0.070m since the last report to Cabinet. This includes the £1.369m cost of the City Schools Reorganisation where the repayment is planned over a number of years. This leaves a Directorate in-year overspend of £0.310m. 

8. The cost of early retirements and redundancies resulting from the restructure of the Directorate are now estimated to be £0.270m, £0.070m higher than previously reported.  This estimate takes account of actual and the known potential costs to date but may increase further.  These costs will be carried forward and recouped from future year’s salary savings.

9. The UK Border Agency has now reached agreement with the Local Government Association and London Councils regarding Special Circumstances awards for Unaccompanied Asylum Seeking Children for 2006/07.  Oxfordshire has now been offered an allocation of £0.482m.   After evaluating the offer and consulting with other authorities, the Council has formally accepted the payment as a final settlement for 2006/07.  It has been reported previously that if the UK Border Agency did not fund the costs in full, then any shortfall would need to be met from balances.    The impact of the notified allocation is currently being assessed, along with other outstanding grant claims, and a supplementary estimate to meet the remaining overspend will be requested in a future report.

10. The schools side of the Food with Thought service is forecasting a breakeven position for 2008/09.  This is based on a school meal price of £1.95 from September (£1.90 up to September) and an increased take up of meals.  At the end of August 2008 the service was £0.064m in surplus compared to the profiled budget.   

Social & Community Services: £0.681m overspend

11. Social & Community Services are forecasting an overspend of £0.681m.   This is an increase of £0.082m since the last report and is made up of various variations, the most significant of which are detailed below.

12. The Library Service has reviewed the write-off of audio visual stock as part of the Service & Resource Planning process.   Of the remaining stock value totalling £0.201m, £0.036m will be written down in 2008/09 funded from a carry forward from 2007/08 of £0.016m and sales income of £0.020m.  The remaining £0.165m will be written down over the next two years.  In doing this, the forecast overspend for 2008/09 has reduced from £0.050m, as previously reported, to zero.    

13. There has been a reduction in the number of older people residential placements in August which has reduced the income forecast by £0.097m, from -£0.437m above the income target to -£0.340m.  As previously reported, the numbers and therefore the level of income may reduce further due to the impact of the new framework for continuing care.

14. The forecast for External Home Support has reduced by -£0.041m to an overspend of £0.907m as a result of increased income from fairer charging.  This overspend is offset by a forecast underspend of -£0.524m on Internal Home Support relating to staff moving to the First Response Team and the transfer of some cases to the external service.

15. Older People Care Management Teams are forecasting an overspend of £0.153m.  Temporary staff have been required to assess the additional patients coming through from the Acute Sector.  To reflect the additional hours worked by the First Response Team in relation to delayed transfers of care, additional funding from the PCT and the pooled budget has been given to Integrated Care Services.  The service is now forecasting an underspend of -£0.214m.     

16. Strategy & Transformation are forecasting an overspend of £0.609m, an increase of £0.324m since the last report.  There is a pressure of £0.337m resulting from the transfer of services from the Directorate into Shared Services.  The Directorate is working closely with Shared Services to address this issue and to ensure that it does not impact on service delivery.

Pooled Budget Memorandum Accounts

17. The Older People’s and Physical Disabilities’ Pooled Budget is forecasting an overall overspend of £1.867m, an increase of £2.439m since the last report.  The Council element of this pool is projecting an underspend of -£0.605m, compared to £0.026m last month.  This significant change is due to a higher than expected number of continuing care referrals and an increase in the number of placements eligible for continuing care funding.  This in turn has partly led to the Council’s underspend position on the pooled budget and a lower level of residential income as clients who are now eligible for continuing care funding were previously liable for paying maintenance charges. The Council is working with the PCT to develop an action plan to reduce their forecast overspend and improve processes. 

18. The Learning Disabilities Pool is forecasting a year end overspend of £1.278m, compared to £0.924m last month.  A developing issue with demography and increased requirements of existing clients has given rise to the significant pressure.  This position may increase to as much as £2.120m as it does not take account of decisions made by the Panel for the last six months of the year or the remaining efficiency savings not yet achieved in 2008/09.  A recovery plan has been implemented which should deliver £1.093m of savings this year. If this is achieved an overspend of £1m is still likely.  As part of the recovery plan it is proposed to vire £0.460m from the budget for Section 117 reassessments and £0.150m from the Service Agreements. The ongoing pressure in 2009/10 is being addressed as part of the Service & Resource Planning process in consultation with the PCT but remains a significant risk area for the authority. 

Environment & Economy: £0.653m overspend

19. The Directorate is forecasting an overspend of £0.653m, a decrease of -£0.066m since the last report.  This forecast takes account of the supplementary estimates for the Minerals & Waste structure plan (£0.027m) and loss of rental income (£0.038m) that Cabinet approved last month.

20. Prices for the Street Lighting energy contract for one year effective from 1 October 2008 have now been confirmed. The increase of 11p per unit equates to an additional £1m over the period of the contract.  It is anticipated that the pressure in 2008/09 will be around £0.500m as proportionately more energy is used in the winter months when daylight hours are shorter.  The Directorate will seek to make savings from other service areas to offset the pressure in this financial year.  The impact for 2009/10 and future years is being considered as part of the Service & Resource Planning process.  

21. There have been a number of changes to the variations forecast within Property Services which offset the increased street lighting pressure.  Staff housing will manage £0.070m of their previously projected overspend resulting from a shortfall in rental income.  This will be achieved by reducing spend on repairs and maintenance.  No estimates are yet available for potential property energy pressures but there is a risk that these will impact across the organisation.
Community Safety & Shared Services: £0.100m overspend 

22. As reported previously, the Directorate is still forecasting a £0.100m overspend due to the rising cost of fuel for the Fire & Rescue fleet.  It is predicted that other pressures within the Directorate can be managed by the services affected. 

Shared Services

23. Negotiations concerning the transfer of the remaining budgets from directorates are almost complete.  The remaining balance in the project budget was £2.418m at the start of this financial year.  Most of this is planned to be spent by the end of the year on system development and project development work.
24. As in previous reports the forecast position assumes that the SCS budget transfers have been made.

25. Annex 1f presents the current cash flow forecast for achieving savings in the business case.  This shows that the project has currently slipped by around 9 months, with payback now expected by March 2011.  
Corporate Core: -£0.067m underspend

26. The Directorate is forecasting an underspend of -£0.067m, a change of -£0.375m since the last report.  The £0.250m supplementary estimate to cover the one-off costs resulting from the closure of the Print & Design Unit has now been approved by Cabinet.  It was also agreed that the £0.058m of on-going costs will be met by top-slicing directorate printing budgets for which virements will be requested in the next report.

27. Finance & Procurement are forecasting an underspend of -£0.067m as a result of unfilled posts during part of the year.

28. The ICT Strategy Group is finalising the work programme for 2008/09 using the £3m investment fund.  Actual spend this year will depend on the progress made on the agreed projects.  Current projections are that spend this year will be within the range of £2.1m and £3.0m.

Virements and Supplementary Estimates

29. The virements requested this month are detailed in Annex 2a with virements previously approved in Annex 2b.  

30. As reported in paragraph 18, Social & Community Services are requesting two virements totalling £0.610m to offset part of the Learning Disabilities overspend.

Grants Monitoring

31. Annex 3a details the movement on specific grants since the original estimate and Annex 3b details the Area Based Grant.  There have not been any significant changes to grant allocations since the last report.

Carry Forwards from 2007/08

32. In the last report it stated that £0.044m of carry forwards from 2007/08 were still being considered.  These related to Strategy & Transformation within Social & Community Services and have now been agreed.  Of the total, £0.106m is an overspend that is automatically carried forward.  The offsetting underspend of £0.150m relates to Change Fund committed project expenditure for Delayed Transfer of Care and Income Generation, and as such have also now been agreed by the Assistant Chief Executive & Chief Finance Officer. 

Strategic Measures

33. Councillors will be aware of the turmoil in financial markets over the past few weeks.  As a consequence, the Treasury Management Strategy Team have been meeting more frequently to consider, within the agreed Treasury Management Strategy, what actions should be taken to minimise risk. Security of capital is the priority for the Councils investments, achieving the optimum return commensurate with proper levels of security is secondary. 

34. The lending criteria, agreed by the Council, uses Fitch ratings to determine who the Council will lend to, the financial limits for such lending and the maximum length of time that we should lend for. In addition to this the Treasury Management Strategy Team apply additional criteria to mitigate risk by diversification.  This includes limiting the amount lent to banks in any one country (excluding the UK) to a maximum of 25% of the investment portfolio.  In the past few weeks Fitch ratings have been changing continuously. A complete list of the consequent changes to the lending list are included in Annex 8.

35. The turmoil in financial markets intensified on 6 October 2008 and the Treasury Management Strategy Team met and agreed to severely limit the banks on the council’s lending list, temporarily.  The list was restricted to ten banks that the Treasury Management Strategy Team believed the respective Governments would not let fail, including two in the UK and four in Ireland.  In addition the council has retained the ability to lend to the Government’s debt management office via a low risk deposit account, paying interest rates significantly below rates offered by banks.  Notwithstanding the low rate for the Government debt management office, it is proposed that the current limit of £30m plus £5m overnight should be increased to £60m plus £5m overnight.  This will give greater flexibility to place money at minimal risk

36. On 7 October 2008 the Council learned that two Icelandic Banks on the Council’s lending list went into receivership.  The Council has outstanding investments totalling £5m with one of these, Landsbanki.  The Council’s investment have been frozen until the receiver has had a chance to assess the situation.   The funds, which are not due back to the Council until November and December, represent a very small proportion of our cash flow, and are not anticipated to have any impact on our service delivery.

37. The Council has to manage cash on a daily basis and there are significant sums being repaid during the next three months which will need to be placed.  With the number of banks on the list reducing this is becoming more and more difficult.  The Treasury Management Strategy Team will need to consider whether to expand the list to other banks, such as including on the list nationalised banks with UK government guarantees for wholesale deposits but whose credit rating does not meet our criteria.  In addition to this there may be a need to increase the individual bank limits or expand the list to cover other banks.  

38. Managing investments within the existing credit matrix set out in the strategy is becoming increasingly difficult and consequently it is recommended that some amendments to the strategy are taken to Council for approval.   It is therefore proposed that in relation to the Treasury Management Strategy the changes recommended for onward approval by Council are:

· Add to the investment instruments any nationalised bank which has a government guarantee for wholesale deposits, with maturities up to the period of the guarantee, up to a limit of £15m;

· Increase the lending limit for the Government debt management office to £60m plus £5m overnight;

39. It is further recommended that Council agree to delegate any further changes to the lending criteria to the Chief Finance Officer in consultation with the Cabinet Member for Finance and leaders of the Opposition and other groups. 

Part – 2 Balance Sheet

Reserves

40. Annex 4 details the forecast movement on earmarked reserves. 

41. An additional contribution of £0.688m from the On-Street Parking Account will be used for capital schemes at park and ride sites and in Summertown.  

Balances

42. Annex 5 sets out the year-end forecast of general balances taking into account known changes. Forecast balances are £19.438m as at the end of August.    This includes £0.591m carried forward from 2007/08 that will be held in balances until directorates are in a position to utilise their agreed allocations.

Part – 3 Capital  

43. The projected in-year commitment on capital is estimated at £101.6m, compared with the July capital programme of £105.3m, a variation of -£3.7m. Actual expenditure to the end of August was £21.5m, 21% of projected spend, as shown in Annex 6.

44. The table below summaries the in–year variations for each of the directorates:

	Directorate
	April 08 Variation
	May 08 Variation
	Programme update
	June 08 Variation
	July 08 Variation 
	August 08 Variation 
	Movement July to Aug

	
	£’m
	£’m
	
	£’m
	£’m
	£’m
	£’m

	CYP&F
	-7.3
	-8.5
	
	-0.5
	-0.7
	-2.7
	-2.0

	S&CS
	-2.7
	-4.1
	
	0.0
	0.0
	+1.6
	+1.6

	E&E
	-2.1
	1.9
	
	0.4
	-3.8
	-2.5
	+1.3

	CS
	0.0
	0.0
	
	0.0
	0.0
	-0.2
	-0.2

	CC
	0.0
	-0.0
	
	0.0
	0.0
	+0.1
	+0.1

	Sub-total
	-12.1
	-10.8
	
	-0.1
	-4.5
	-3.7
	+0.8

	Devolved Formula (Schools)
	-8.5
	-8.5
	
	0.0
	0.0
	0.0
	0.0

	TOTAL
	-20.6
	-19.3
	
	-0.1
	-4.5
	-3.7
	+0.8


45. As reported previously, there is a risk in the current economic climate that the amount realisable through capital receipts is not as high as expected. Anticipated receipts for 2008/09 included in the July programme were £15.9m, the current forecast is £14.6m. There is some further risk and there is a possibility that only £12.1m receipts will be realised by the year end.

Directorate Specific

Children, Young People & Families

46. Including devolved formula capital, spent in and by schools, the in-year commitments estimated for Children, Young People & Families are £50.8m compared with a budget of £53.5m.  This is a total variation of -£2.7m, a movement of -£2m from last month. The most significant movement (-£0.8m) relates to the Children’s Centres and Extended Schools Programme where there is further scheme slippage on the Larkrise and Woodfarm scheme due to their relationship with the Primary Review. 

Social & Community Services

47. The in-year commitments estimated for Social & Community Services are £9.7m compared with a budget of £8.1m, a variation of £1.6m.  The most significant variation (£2m) relates to the inclusion of the appropriation of Shotover within the HOPs Programme.

Environment & Economy

48. The in-year commitments estimated for Environment & Economy are £39.1m compared with a budget of £41.6m, a variation of -£2.5m. This is a movement of £1.3m from July.  The main variations are £0.8m relating to the Interchange scheme at Didcot and £0.850m for the West End Partnership. 

Community Safety 

49. The in-year commitments estimated for Community Safety are £0.8m compared with a budget of £1.0m. The variation comprises of slippage on the Redbridge site from 2008/09 to 2009/10 of £0.1m and lower final costs relating to the Travellers Site refurbishment of £0.1m.  

50. There are likely to be cost increases to both Thame and Wallingford Fire Stations schemes which will be funded through an increase in government grant.

Capital Programme

51. An updated Capital Programme is attached at Annex 7. The programme has been updated to reflect the projected spend in 2008/09 of £101.6m (which is also in the capital monitoring at Annex 6), as well as changes to phasing of schemes and revisions to capital receipts.  

52. Over the period of the programme there is a surplus of £4.376m compared to a surplus of £6.995m in the programme agreed by Cabinet in July 2008. Of the surplus reported, some is earmarked and the table below sets out the unallocated element for both the revised programme and the programme agreed in July 2008.

	
	July 2008

£’m
	Oct 2008

£’m
	Change

£’m

	Programme surplus
	6.955
	4.376
	-2.579

	Less earmarked allocations:
	
	
	

	HOPS
	4.118
	0.343
	-3.775

	Earmarked capital receipts
	0.236
	0.236
	0

	Transport funding
	1.500
	1.500
	0

	Unallocated surplus/(deficit)
	1.101
	2.297
	1.196


53. THE variation in the Homes for Older People (HOPS) Programme is as a result of including the appropriation of Shotover for -£3.6m over the medium term.

54. New capital receipts totalling £2.1m are anticipated over the programme period.  These receipts are not earmarked, however as mentioned above there is a risk that the realisable amount may not be as high as expected due to the current economic climate.  

55. The increase in capital receipts is partially offset by increases in scheme costs including Thame Library and the Thames Towpath.

56. The remaining unallocated surplus is £2.297m, an increase of £1.196m from the July Capital Programme update.

RECOMMENDATIONS

57. The Cabinet is RECOMMENDED to:
(a) note the report; 
(b) approve the virements as set out in Annex 2a
(c) recommend Council to approve:
(i) The changes to the Treasury Management Strategy credit matrix as set out in Paragraph 38;
(ii) That any further changes required to the credit matrix be delegated to the Chief Finance Officer in consultation with the Cabinet Member for Finance and leaders of the Opposition and other groups’.
(d) approve the changes to the capital programme as set out in paragraphs 51 to 56 and the updated programme at Annex 7.

SUE SCANE

Transformation & Chief Finance Officer

Background papers:
 
Directorate reports

Contact Officers:
Lorna Baxter, Assistant Head of Finance (Corporate Finance) Tel: (01865) 816087

Kathy Wilcox, Principal Financial Manager (Financial Planning & Management)  Tel: (01865) 816351

October 2008 

� The variance has been calculated as the difference between the latest budget and forecast outturn.  The percentage is a measure of variance to latest budget.


� The consolidated revenue balances forecast is the forecast general balances less the forecast Directorate in-year overspend.
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