
 

                                                                                                          
AGENDA ITEM NO.   5                                     

    
 Report To: Policy & Resources Committee

   
Date:            17 August 2010      

 Report By: Chief Financial Officer             Report No: FIN/37/10/AP/GJ   
   
 Contact Officer:  Alan Puckrin   Contact No:     01475 712223  
   
 Subject: Proposed Revision to the 2010/11 Revenue Budget and Medium 

Term Financial Strategy 
 

   
1.0 PURPOSE  

   
1.1 The purpose of this report is to obtain Committee approval to implement savings during the 

current financial year to counteract the impact of recent funding cuts announced by the 
incoming Westminster Government and to provide Committee with an update on the 
Medium Term Revenue position from that approved by the Council in June 2010. 

 

   
   

2.0 SUMMARY  
   

2.1 In line with the rest of the Public Sector the Council’s finances are entering a period of 
turbulence and uncertainty.  Until the details of the 2011/14 spending review have filtered 
down to individual Local Authority level in early December 2010 then the Council will not 
have total clarity regarding the financial challenges which it faces over the next three to four 
years. 

 

   
2.2 What is however known is that the incoming Westminster Government has announced two 

significant Public Sector budget reductions for this period over and above those already 
announced by the previous Government.  The impact of these announcements was not 
included in the Financial Strategy approved by the Council in June 2010 and in line with the 
guidance contained in the Financial Strategy it is appropriate that Committee are advised of 
their potential impact on the Council’s finances. 

 

   
2.3 Appendix 1 shows the updated medium term revenue position of the Council based on 

assumptions made following the Emergency Budget of 22 June 2010.  The Appendix 
highlights the main areas of adjustment and shows that the Council’s funding gap could 
increase to £33.7 million for the period 2010/14.  The reason for the increase is the extra 
£15.7 billion funding cuts over 2011/15 announced in the Emergency Budget. 

 

   
2.4 It is estimated that the Council’s share of the Scottish Block reduction of £332 million 

announced by the incoming Westminster Government in May 2010 could be £1.9 million if 
the reduction is all applied to revenue.  The Scottish Government has agreed with the 
Westminster Government that the grant reduction can be deferred until 2011/12 on the 
understanding that the 2010/11 reduction is added to the 2011/12 reduction ie the cut is 
double that which it would have been in 2010/11.  The firm advice of the Corporate 
Management Team is that the Council needs to take action now to mitigate its estimated 
share of this £332 million funding reduction and as such the CMT have developed cost 
reduction proposals totalling over £1.9 million in 2010/11 which increase to over £2.3 million 
in 2011/12. 

 

   
2.5 The cost reduction proposals contained in Appendix 2 are targeted at areas which should 

have a limited impact on the Council’s customers and are focussed on vacancy 
management, improvement attendance levels, reductions in overhead spend and further 
loans charge savings arising from debt restructuring.  None of the proposals in Appendix 2 
will require Early Release/Voluntary Severance albeit some posts which become vacant 
may not be filled. 
 
 

 



2.6 Based on the figures shown in Appendix 1 then there will undoubtedly have to be a 
reduction in the number of people employed by the Council over the next three to four 
years.  There will be significant one-off costs associated with this reduction and based on 
previous release costs then it is estimated that the Council requires to have a one-off fund 
of over £12 million available.  Appendix 3 details how this level of funding can be achieved 
and Committee approval for this action is required. 

 

   
2.7 A significant proportion of the funding gap is planned to be closed by the previously advised 

saving Work Streams.  Appendix 4 gives the initial update in respect of each of the saving 
Work Streams whilst Appendix 5 confirms the Work Stream savings target approved in 
February 2010 and the latest projected position.  It would be the intention that each Policy & 
Resources Committee receives an update in respect of the Work Streams.  To avoid 
Committee receiving an excessive amount of detail it is proposed that information is 
reported on an exception basis whilst all Member briefings will take place on specific Work 
Streams prior to Committee reports being considered. 

 

   
2.8 Whilst the Comprehensive Spending Review covers the three year period 2011/14 it is 

proposed that the next Revenue budget cover the period 2011/13 which will take the 
Council’s budget up to and beyond the next Council Elections.  The Committee is asked to 
confirm that officers should work towards developing proposals for the 2011/13 Revenue 
budget to be considered at a special Council meeting in February 2011.  To support this 
exercise a draft high level timetable is attached at Appendix 6. 

 

   
2.9 Based on the reductions in Capital announced by both the current and previous 

Westminster Governments it is clear that further work is required to the Council’s already 
approved 2010/14 Capital Programme.  Officers are currently developing proposals which 
could result in a reduction in the size of the Council’s 4 Year Capital Programme and these 
will be brought back to a future meeting of the Policy & Resources Committee for 
consideration. 

 

   
   

3.0 RECOMMENDATIONS  
   

3.1 The Committee is asked to note and approve the latest medium term Revenue Financial 
Strategy position shown in Appendix 1. 

 

   
3.2 That the Committee note the key findings of the Independent Review of the Scottish 

Budget. 
 

   
3.3 The Committee is asked to consider and approve the mid-year savings proposals for 

2010/11 as detailed in Appendix 2. 
 

   
3.4 That the Committee approve the proposals contained in Appendix 3 to generate a 

significant one-off earmarked reserve for the funding of voluntary severance / early retiral. 
 

   
3.5 That the Committee note the progress in respect of the savings Work Streams and approve 

the proposals for keeping Committee informed of progress. 
 

   
3.6 That the Committee agree that officers work towards developing a 2011/13 Revenue budget 

to be approved by the Full Council in February 2011 and note the high level timetable. 
 

   
3.7 That the Committee note the need to review the 2010/14 Capital Programme and that 

proposals in this regard will be brought back to Committee as part of the budget process. 
 

   
3.8 That the Committee approve the increase in relevant Fees & Charges from 1 January 2011 

to reflect the Government’s increase in the level of VAT. 
 

 

 
 
  Alan Puckrin 
  Chief Financial Officer



 
4.0 BACKGROUND  

   
4.1 The Council confirmed its 2010/11 Revenue Budget and amendments to the 2010/14 

Capital Programme at a meeting of the Policy & Resources Committee on 9 February 
2010. 

 

   
4.2 Since that date there have been a number of significant events at a UK level which will 

have a direct impact on the Council’s budget for 2010/11 and in particular the Financial 
Strategy which was approved by the Full Council on 10 June 2010. 

 

   
4.3 Within the Financial Strategy document there is a requirement that where there is a 

material impact (greater than £2 million) on the Financial Strategy then figures require to 
be revised and put before Members for consideration and approval. 

 

   
   

5.0 IMPACT OF THE CHANGE OF WESTMINSTER GOVERNMENT  
   

5.1 A new Conservative/Liberal Democrat Government was elected in early May 2010 and 
almost immediately announced the need for faster and deeper cuts in Public Sector 
Borrowing in order to increase confidence in Sterling.  The initial action of the new 
Government was to announce £6 billion worth of Public Sector cuts in 2010/11.  The 
Scottish share of these cuts was £332 million and it is estimated that Inverclyde ‘s share 
of this sum will be approximately £1.9 million if it is all applied to Revenue. 

 

   
5.2 Subsequent to this announcement the Scottish Government advised that it had 

achieved agreement from the Westminster Government to defer the impact of this cut 
until 2011/12.  The impact however of this will simply be to double the amount of saving 
required in 2011/12 ie from £1.9 million to £3.8 million.  The argument advanced by the 
Scottish Government for the request to defer the impact is that it does not wish this cut 
in funding to derail the tentative economic recovery. 

 

   
5.3 On 22 June 2010 the new Westminster Government announced an Emergency Budget 

which increased the overall deficit reduction plans to £113 billion by 2014/15, this being 
a £40 billion increase from the figures inherited from the previous Government.  Within 
this £40 billion increase there were additional Public Service spending cuts of £15.7 
billion. 

 

   
5.4 The Emergency Budget also contained an increase of VAT to 20% with effect from 1 

January 2011.  This will require the Council to increase any of its vatable charges from 1 
January or face reduced income.  

 

   
5.5 Finally, plans were announced for a two year Public Sector worker pay freeze for all 

employees earning £21,000 or above.  For those employees earning less than £21,000 
it was announced that they would receive a flat rate £250/year uplift for the two year 
period.  It should be noted by Committee that the Westminster Government has no legal 
authority to determine Local Authority pay awards either in England or Scotland 
however the 2011/14 funding settlement will reflect these decisions.  The employer’s 
side will need to be cognisant of the financial impacts of awarding more than this sum 
over the next two financial years. 

 

   
5.6 In addition, the Independent Review of the Scottish Budget was issued on 29 July 2010.  

The recommendations supported much of the information previously given to Members 
or included in the Financial Strategy.  The key messages were: 
 
 Ring fencing of the NHS will lead to massive cuts elsewhere in the Public Sector. 
 Efficiency Savings alone cannot bridge the funding gap. 
 Severe Pay restraint is required over the next 3-4 years. 
 Changes in Public Sector pensions are essential and unavoidable. 
 The current Council Tax Freeze is unsustainable. 
 Free universal provision of certain Services needs to be reviewed. 
 

 



Underpinning all the above was the significant reduction in the numbers employed in the 
Public Sector. 

   
5.7 The acid test is what action is taken in light of the report.  The majority of the issues 

raised are ones which will have to be dealt with by the Scottish Government and/or 
CoSLA but have been anticipated within the Council’s medium term budget strategy. 

 

   
   

6.0 IMPACT ON THE COUNCIL’S FINANCIAL STRATEGY  
   

6.1 Appendix 1 shows the Medium Term Revenue position for the Council after taking into 
account the issues highlighted in Section 5 above. 

 

   
6.2 From this it can be seen that the projected funding shortfall by the end of 2013/14 is now 

estimated to be £33.7 million which is an increase of approximately £3.7 million from the 
position approved by the Council in June 2010. 

 

   
6.3 The main reason for the increase relates to an allowance for a further 3% funding cut 

over the period 2011/15 reflecting the estimated impact of the further £15.7 billion Public 
Sector funding cut. 

 

   
6.4 The revised Medium Term Revenue position also reflects two other important changes 

namely: 
 
(a) It is assumed that 2011/12 will be the final year of the Council Tax Freeze Grant.  

This adjustment has been made due to strong concerns over the affordability of 
the £70 million year on year increase in costs of this initiative given expenditure 
pressures elsewhere. 

 
(b) The inflation allowance for pay and Joint Boards has been reduced from 2.5% to 

2% to reflect a tightening of the Government’s pay restraint proposals.  

 

   
   

7.0 2010/11 MID YEAR SAVINGS PROPOSALS  
   

7.1 As indicated in Section 5 above it has been agreed  by the Scottish Government to defer 
the impact of the £332 million reduction in the Scottish Block from 2010/11 to 2011/12.  
This however simply doubles the impact in 2011/12 at a time where it can be seen from 
Appendix 1 the Council already is projecting a need to cut funding by £10.8 million. 

 

   
7.2 The Corporate Management Team strongly advise that the Committee take action 

during 2010/11 to mitigate the estimated impact of the £332 million budget cut.  What 
this means is that ideally the Council needs to reduce net expenditure in 2010/11 by 
over £1.9 million.  It is not envisaged that the proposals will have a material impact on 
the local economy in addition to which it avoids the need for a double cut in 2011/12. 

 

   
7.3 Various proposals have been developed by the Corporate Management Team to reduce 

expenditure across the vast majority of Council budgets to achieve a £1.9 million 
expenditure reduction during this year, the full year effect of which would be to save 
over £2.3 million in 2011/12. 

 

   
7.4 Appendix 2 shows the makeup of the proposals which it should be stressed are targeted 

at areas which have limited impact on the Council’s customers.  
 

   
7.5 The Corporate Management Team believe that this level of expenditure reduction can 

be achieved by tightly monitoring the filling of vacancies, improving attendance rates 
and the general bearing down on all areas of expenditure including travel, furniture, 
office equipment, catering etc.   

 

   
7.6 The proposals have been discussed with the Trades Unions via the Joint Budget Group 

and it has been confirmed that these proposals are not expected to require any early 
release or voluntary severance. 

 



   
7.7 Subject to Committee approval the Council’s 2010/11 budget will be adjusted to reflect 

these changes and new budgets issued to budget holders.  Budget monitoring reports 
for the October/November cycle will reflect these reductions and budget holders 
performance against these reduced budgets will continue to be closely monitored by the 
Corporate Management Team. 

 

   
   

8.0 VOLUNTARY SEVERANCE TRAWL EARMARKED RESERVE  
   

8.1 The Committee will be aware that the Council spent a significant sum on the release of 
approximately 100 employees during 2009/10 and that this left the Earmarked Reserve 
for Voluntary Severance with a balance of just over £400,000.  Based on the cost 
reductions required in the Financial Strategy it is prudently estimated that the Council 
will require to expend  £12 million on early release/voluntary severance in the period to 
March 2013.  Given the extremely tight financial settlements outlined earlier in this 
report then it is difficult to see how this sum can be set aside from general recurring 
revenue spend. 

 

   
8.2 It is proposed that by using the Council’s Capital Fund and channelling receipts through 

the Capital Fund then this will generate a significant one-off Revenue Fund which could 
be used for the voluntary severance/early retiral proposal. 

 

   
8.3 Appendix 3 outlines proposals from which it can be seen that the Council can generate 

a balance of nearly £13 million by the end of 2012/13 and also shows the impact on the 
Capital Fund.  Were Committee to approve the proposals contained in Appendix 3 then 
it would require the review of the School Estate Management Plan to reflect the 
channelling of receipts through the Capital Fund when its update is presented to the 
Education & Lifelong Learning Committee in September. 

 

   
8.4 The Committee is asked to note that the estimated figure required of £12 million is by no 

way the maximum costs which the Council could face as it assumes that only 
approximately 30% of the expenditure reductions estimated to be required over the 
period 2010/14 will be achieved through employee reductions whereas employee costs 
make up approximately 58% of the Council budget. 

 

   
   

9.0 SAVING WORKSTREAMS  
   

9.1 The Policy & Resources Committee approved 10 main saving work streams in February 
2010.  The intention is that these saving work streams will achieve a significant 
proportion of the reduction in the funding gap required with the balance in simple terms 
being required through Service Reduction/Withdrawal. 

 

   
9.2 Appendix 4 gives Committee a short summary of progress against each of the sub work 

streams within the main 10 work streams whilst Appendix 5 shows the latest projected 
saving position against the initially approved targets.   

 

   
9.3 It is proposed that increases in Council Tax be removed from the work stream exercise 

as this is a purely Political matter and should be considered in the same context as 
Service reduction and withdrawal.  The effect of this would be to reduce the overall 
saving work stream target for 2010/14 to £20.6 million.  It can be seen from Appendix 5 
that there is a projected over-achievement against this target of £1.653 million. 

 

   
9.4 Appendix 5 also shows the actual achieved savings against each of the work streams to 

date.  This demonstrates good progress to date in a number of the work streams and it 
is proposed for future Committees that this list be updated to show any movements 
between the current figures and the figures previously reported. 

 

   
   
   
   



9.5 In order to manage the bureaucracy associated with the work streams it is proposed that 
progress is reported on an exception basis.  The Committee can be reassured however 
that at the point in time when decisions are required by Members that a briefing will be 
organised for all Members prior to the report being brought before the relevant 
Committee for consideration. 

 

   
   

10.0 BUDGET TO BE SET FEBRUARY 2011  
   

10.1 The current two year budget expires on 31 March 2011 and as such the Council 
requires to set a new budget by February 2011. 

 

   
10.2 Given the success of the 2009/11 two year budget it is proposed that the Council agrees 

to set another two year budget covering the period 2011/13.  The rationale for 
recommending another two year budget is that it is expected that sufficient information 
will be received as part of the spending review to allow the Council to set a two year 
budget with confidence.  A two year budget also covers a period up to and initially 
beyond the next Council Elections. 

 

   
10.3 Appendix 6 shows an initial high level timetable for reports to be brought back to 

Members on progress in respect of the budget.  This timetable will be populated in more 
detail to reflect meetings required with Members, Unions and other stakeholders. 

 

   
   

11.0 2010/14 CAPITAL PROGRAMME  
   

11.1 It is clear that both the previous and current Westminster Governments are expecting 
huge reductions in the level of Capital investment over the next spending review.  The 
figures being quoted are approximately 60% and whilst much of this reduction will go 
against projects of a national scale it is expected that the amount of funding received 
from the Scottish Government for Capital expenditure will be significantly reduced over 
the next spending review. 

 

   
11.2 When setting the 2010/14 Capital Programme in February 2010 the Council anticipated 

an element of this by reducing the expected resources from the Government by some 
£5 million (20%). 

 

   
11.3 This anticipated reduction may not be sufficient and as such the Council needs to 

consider further areas where it believes it can reduce Capital expenditure.  Officers are 
currently working on developing options for the Members to consider and these will be 
brought back to a future meeting of the Policy & Resources Committee. 

 

   
   

12.0 CONCLUSIONS  
   

12.1 Recent announcements arising from the ongoing current national financial position are 
unprecedented in terms of their impact on the Council’s budgets.  The Council requires 
to take action now in order to mitigate as far as possible the impacts on the Council’s 
customers/Council Tax payers.   

 

   
12.2 The revised Medium Term Revenue position shows an increase in the amount of 

funding reductions required of approximately £3.7 million by 2013/14.  The net effect of 
this is to increase the amount of the funding gap which requires to be closed by either 
Service reduction/withdrawal or Council Tax increases. 

 

   
12.3 Given the need for the Council to act strategically and take financial decisions on a 

Medium Term basis then it is strongly recommended that the Council agrees to set a 
2011/13 Revenue Budget in February 2011. 

 

   
   
   
   



13.0 CONSULTATIONS  
   

13.1 The contents of this report have been reviewed and endorsed by the Corporate 
Management Team. 

 

   
13.2 The contents of this report have been discussed with the Trades Unions via the Joint 

Budget Group who support the need for a mid year savings exercise and recognise that 
the proposals have protected employees as much as possible.  The Trades Unions also 
support the need to have sufficient funding within its Early Retiral/Voluntary Redundancy 
Earmarked Reserve for the Council to be able to meet the costs of those individuals who 
wish to leave the Council’s employment. 

 

   
13.3 The Trade Unions retain concerns around the scope of the Commissioning work stream  

and officers will meet with the Trade Unions in the near future to provide greater detail of 
the scope and potential outcomes of this exercise.  

 

   
   

14.0 EQUALITIES  
   

14.1 The proposals included in the Mid Year Savings exercise have been reviewed by the 
Councils Equalities Group who will prepare an Equalities Impact Assessment. 
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