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1
Purpose of the Medium Term Financial Strategy

1.1
The MTFS is a key part of the Council’s Policy, Service Planning and Performance Management framework which aims to ensure that all revenue resources are directed towards corporate priorities and is an integral part of the Corporate Plan.  The Strategy describes the financial direction of the Council and outlines the financial pressures over a 3 year period.
1.2
The MTFS establishes how available resources will be allocated to services in line with Council priorities following extensive consultation with Councillors, residents and other stakeholders.
2
Benefits of the MTFS
2.1
The MTFS assists in:-

· Meeting the corporate priorities of the Council and responding to service resource demands.

· Improving financial planning and the financial management of the Council’s revenue and capital resources.

· Maximising the use of resources available to the Council, both internal and external.

· Ensuring that the Council provides value for money and continues to achieve efficiency gains.

· Allowing the development of longer term budgets and strategic thinking.

· Aligning financial resources to the Council’s spending priorities.

· Reviewing the Council’s reserves policy to ensure there is protection against unforeseen events.

· Responding to external pressures.

· Developing a sustainable budget over the medium term.

3
Principles of the MTFS
3.1
The principles underlying the MTFS 2008/09 to 2010/11 are as follows:-

1)
The overall financial strategy will be to ensure that the Council’s resources are directed to achieving the Council’s six corporate priorities of:-

· Building Stronger Communities

-
Empowering Children & Young People

· Empowering Older People & Ensuring Healthier Communities

· Improving Accessibility, Connectivity and Economic Prosperity

· Serving our Customers

· Ensuring a Sustainable Gateshead

2)
The Council recognises that it will not be able to continue to resource current levels of service without putting an extra burden on council taxpayers and will ensure that efficiency savings in non-priority areas are identified and redirected to priority areas.

3)
Overall Council spending should be contained within original estimates.  If, following monthly revenue monitoring, service budgets are projected to exceed original estimates, plans should be prepared setting out the actions required to ensure spending at the end of the year does not exceed original estimates.

4)
The Council will maintain its general reserve at a minimum of 3% of its net budget to cover any major unforeseen expenditure.  The Council will aim to balance its revenue budget over the period of the MTFS without reliance on the use of the general reserve.

5)
The Council will maintain earmarked reserves for specific purposes which are consistent with achieving its key priorities.  The use of earmarked reserves will be in line with the principles set out in the MTFS and reviewed annually.

6)
The Council will continue to improve its approach to efficiency, value for money and procurement.  It will specifically ensure that targets for efficiency gains equivalent to 3% in cash per annum to the end of 2010/11 are identified, recorded and delivered.

7)
The Council recognises the impact of increases in council tax levels in an area of relatively low income and low wealth (as measured by property values) and will balance the need for council tax increases against the delivery of the Corporate Plan.

8)
The Council will use the service planning process to review its level of fees and charges annually to ensure they are set at an appropriate level in line with the six corporate priorities and take into account comparative levels of charge and ability to pay.

9)
The Council will consider ways in which it can maximise its powers of well-being including the consideration of new charges to maximise income, and trading opportunities.

10)
The Council will consider the use of prudential borrowing to support the capital programme implications of the delivery of its six corporate priorities and will ensure that the cost of borrowing is met from efficiency gains or the agreed use of earmarked reserves.

11)
The Council will continue to contribute to reviews of the local government finance system, both in its own right and as a member of lobbying groups, such as ANEC and SIGOMA.

12)
The Council will ensure that specific school resources earmarked in the Dedicated Schools Grant are distributed in line with the formula for Local Management of Schools and this distribution is regularly reviewed in conjunction with the Gateshead Schools Forum.

13)
The Council’s service planning process will inform the review of the MTFS on an annual basis.  The annual review will include an update of the 3 year budget forecast.

14)
Opportunities for securing external funding to support the Council’s corporate priorities will be sought.  The implications of the cessation or withdrawal of funding will also continue to be reviewed so that options can be considered on the future of funded schemes.

15)
Opportunities for working in collaboration and partnership will be identified and developed where this will support the Council’s corporate priorities and improve service efficiency and delivery.

4
Policy Context
Corporate Plans and Strategies

4.1
The hierarchy of corporate plans and strategies is shown below.



Vision 2030  (the Sustainable Community Strategy)







   Corporate Plan and MTFS












Service Plans



  and Corporate Strategies

4.2
Vision 2030 was developed and agreed by the Gateshead Strategic Partnership and is the overarching strategy setting out the long term vision and priorities for the future of Gateshead.  It is based on the six big ideas of:-

· City of Gateshead  

· Gateshead Goes Global

· Gateshead Volunteers

· Creative Gateshead  

· Active and Healthy Gateshead  

· Sustainable Gateshead  

4.3
The three year Corporate Plan sets out the Council’s priorities and how these contribute to the delivery of Vision 2030.  The MTFS is a key part of the Corporate Plan.

4.4
The Council’s six priorities, which are linked to the delivery of Vision 2030 and supported by key improvement targets, are:-

· Building Stronger Communities

· Empowering Children and Young People

· Empowering Older People and Ensuring Healthier Communities

· Improving Accessibility, Connectivity and Economic Prosperity

· Serving our Customers

· Ensuring a Sustainable Gateshead  

4.5
Service Plans are produced annually for all Council services and demonstrate how each service contributes to achieving the Council’s six priorities.  Service Plans include 3 year forecasts of strategic operational and budget pressures which help inform the annual review of the MTFS.

4.6
Corporate Strategies include the Human Resources Strategy, the Procurement Strategy, the People and Organisational Improvement Strategy, the ICT Strategy, the Capital Strategy, the Children & Young People’s Plan and the Older Persons Strategy.  These strategies are linked to the Corporate Plan and MTFS through Service Plans.

Key Challenges

4.7
The emerging challenges for Gateshead include:-
· An ageing population, with the likelihood of a 32% increase in people aged over 60 by 2029, but there is evidence of increasing migration to Gateshead and new communities developing.
· Significant improvement in our unemployment rate (4%), but unemployment is still high in some neighbourhoods at 10%.
· Worklessness - high levels of people out of work, especially disadvantaged groups such as older people; lone parents; over 50’s; and people with disabilities.  This has a negative impact on children living in or near poverty.
· Health - poor health remains an issue, with significant differences between wards and engagement in sport and activity below the national average, including the borough’s children and young people.
· A low wage economy and low levels of entrepreneurship.
· Significant variances in life expectancy across the Borough and between Gateshead and the best in England.
4.8
The Council and its partners agreed that doing nothing to deal with these challenges was not an option.  The interventions required to meet these challenges led to the development of Vision 2030.
5
Financial Context

Government Policy

5.1
Government policy for the period of the MTFS is expected to concentrate on:-

· Neighbourhoods

· More collaboration with other local authorities and other public/private sector organisations

· Pooled budgets

· Structural changes in some areas

· Changes to external inspection regimes, and fewer targets

· City Regions, City Development Companies and Multi Area Agreements

· Continued development of achieving efficiency in public services and the extension of efficiency targets to 3% in cash each year.

CSR 2007

5.2
The CSR 2007 was announced in October 2007.  It sets out the Government’s overall funding plans for 2008-2011.

5.3 Key Government announcements in the CSR07 were:-

· Funding for local government is set to increase by 4.2%, 3.5% and 3.4% over the next three years.  Once increases in resources for PFI are taken out, this is, at best, a standstill in cash terms.

· Council tax rises are expected to remain below 5% in each of the three years.

· Significant reduction in the level of funding provided through ring-fenced grants to be replaced by inclusion in Revenue Support Grant or a new Area Based Grant.

· Confirmation of a single set of 198 performance indicators.

· Proposals to raise supplementary business rates with a limit of 2p in the pound.

· £4.9 billion of annual cashable efficiency savings to be achieved by 2010/11, equivalent to 3% a year.

· Education funding to rise by 2.8% above inflation (using the Treasury assumptions on inflation of below 2%).  This is half the growth rate in previous years, and presents schools with a rise in settlement at below cost pressures.

· Adult social care funding is to increase at an average rate of 1% above inflation for three years, which will not support current levels of care for the increasing life expectancy of older people.

5.4 The messages in CSR07 reflect more predictable but tighter funding.  Growth above inflation will need to be offset by efficiency savings and there is continuing encouragement to pool resources with partners to achieve outcomes.

Current Local Government Finance System

5.5
For the 2006/07 Local Government Finance Settlement, the Government introduced a new methodology for distributing grant to local authorities, the Four Block Model.  The change in the model did not improve the Council’s funding allocation.

5.6
In 2007/08, Gateshead received a grant increase of 2.7% compared to a national average increase of 3.8%  This level of increase was the lowest available based on a guaranteed minimum increase in grant, known as “the floor”.

5.7
The Government have consulted on proposed changes to the funding formula.  These changes would provide a mixed set of results for Gateshead with the most likely outcome that the Council will continue to be funded at “the floor” level, which could be as low as 2%.

Education Funding System

5.8
The 2006/07 Local Government Finance Settlement also introduced the new Dedicated Schools Grant (DSG).  For 2006/07 the Council received £95.668m and for 2007/08, £99.9m.

5.9
The DSG has to be spent directly on schools based on an allocation mechanism under the control of the Schools Forum, which has minority representation from the Council.

5.10
Government proposals to allow the Schools’ Forum to reallocate “excess” school balances have recently been rejected after lobbying from school groups.  Surpluses for all schools in Gateshead are relatively high at £11.5m.  The Council retain some, but limited, clawback powers, working with the Schools’ Forum.

Economic Trends

5.11
Interest rates currently stand at 5.75%, although the recent credit squeeze has pushed short term rates above this base rate at various times.  This has positive benefits on increasing returns on investments but it has also increased the cost of borrowing.  In the longer term (2008-10) the market expectation is that inflation will fall back to below 2% if the Bank of England’s interest rate policy is successful.  This is also likely to mean that interest rates will start to fall during 2008.

5.12
A combination of lower investment returns and longer life expectancies have led to a shortfall in the Tyne and Wear Pension Fund which resulted in increases in employer contributions from 2005/06 onwards following the 2004 triennial valuation.  The results of the next actuarial valuation for 2007 will impact on budgets for 2008/09 onwards.  Although it is too early to be precise about the outcome, the difficult decisions made in 2005/06 should mitigate the risks arising from the next valuation and a relatively modest provision has been made in the MTFS to meet any rise in employer contributions.

6
Council’s Current Financial Position

2006/07 Outturn Position
6.1
Actual revenue spending in 2006/07 was £17.5m within budget, largely due to the exceptional Newcastle Airport dividend and the Local Authority Business Growth Initiative (LABGI).  This allowed the Council to supplement the Gateshead Development Pool to support future investment based on a revised set of principles.  On top of this, the General Reserve also increased by £0.3m.  This masked a number of areas where service budgets were under pressure during the year.

6.2
The Council’s reserves as a result of the 2006/07 outturn are covered in Section 10, along with a revision of the Council’s policy on the use of reserves.

2007/08 Budget Pressures

6.3
The 2007/08 Base Budget is under increasing pressure in a number of priority service areas.  A report to Cabinet on 16 October 2007, based on the six monthly position to the end of September, suggests an overspend in the current year of £1.5m.  Action is being taken to reduce this figure to comply with one of the MTFS principles that spending should be contained within budget.

External Funding 

6.4
The Council has been successful in sourcing external funding and delivering the required outcomes.  This places a continuing reliance on the number of different funding regimes which the Council and its partners can access.  These regimes often have financial implications such as the need to provide matched funding and short timescales in terms of the duration of funding.

6.5
The MTFS identifies the financial implications of these external funding regimes, particularly those resulting from the withdrawal of funding, so that decisions can be made as part of the Policy, Service Planning and Performance Management framework on whether alternative funding can be identified.  For 2008/09 onwards, a significant amount of external funding will either not be available, or is at risk pending decisions nationally on the continuation of funding sources.  There is also an added complication with the introduction of a new Area Based category of funding, replacing many grants which are currently earmarked for specific purposes.  At the time of writing, further details on how this will work are awaited.

6.6
The new category of Area Based grants will be linked to the Local Area Agreement (LAA).  The “next generation” of LAAs will be based on 35 national indicators, plus 16 statutory children’s targets and is timetabled to be agreed by the Gateshead Strategic Partnership in February 2008, and in place by April 2008.

6.7
The MTFS includes, £10m of external funding which is at risk in 2008/09, and additional sums in the following two years.  Assumptions have also been made about how much of this might be replaced by alternative sources, resulting in an estimated net liability of £4m in 2008/09 and £2m a year to 2010/11.  It may be well into 2008 before all external funding can be finalised.

7
Medium Term Budget Pressures 

7.1
As part of the Council’s Policy, Service Planning and Performance Management Framework, individual service plans have identified future medium term budget pressures.  For each Council Group, the relationship with the Council’s six key priorities have been identified as follows:-

Community Based Services

7.2
Community Based Services manages a net revenue budget of £61m.  The past 2-3 years have proved challenging for all services, particularly around sustainability of external funding, the growing demand and cost of services and achieving the decent homes standard for the Council’s housing stock.

7.3
Empowering children and young people will require the transition of young people into adult services.  This represents a significant number of expensive social care packages over the next few years.

7.4
For older people, projections for natural demographic growth demonstrate that pressure on adult social care services will continue to rise across all client groups.  The over 75 age group will grow significantly in a five year period.  In addition, the nature of the cases is beginning to reflect very complex needs for a growing number of frail people.

7.5
Adaptations to support people in their own homes are increasing and costly.  The cost of care will continue to rise as the growth will impact on the number reliant on support, wherever that may be, which will be on top of the annual negotiations on price increases.  There will also be an increasing demand to support and enable older people to manage their financial affairs.

7.6
The service has come some way to address the budget pressures by addressing costs of the service.  Services are now being commissioned differently, from the independent and voluntary sector and some £25m is currently invested in external provision.  This in itself presents problems, as the flexibility to reduce and save costs is less once a contract has been let.

7.7
There is the longer term need to reduce the life expectancy gap across the Borough and implement the findings of the scrutiny and service improvement review of Health Inequalities, which are likely to have financial implications.

7.8
The Government’s increased emphasis on homelessness prevention requires the development of support services to vulnerable households to provide longer term savings for other services and agencies.  Growth has been identified for support in the private sector for domestic violence sufferers and debt advice.

7.9
The Government expects in “Our Health, Our Care, Our Say” that social care and health agencies will start to jointly commission services and develop a market place to provide choice for all service users.  The extension of direct payments and individualised commissioning will impact upon traditional service delivery and requires more resources to support service development and service users.

7.10
In the Library’s AIRS transcription service, there is concern about the ability to meet income targets with a projected under achievement of £100,000 in the current year.  Future pressures may be envisaged in respect of Audio Visual Service, which generates a revenue stream – new technology (downloading music, etc) will see a reduction in demand for recorded music and film.

7.11
The development of the new member led Area Forums, will be key in ensuring that we engage communities in the issues that affect their neighbourhoods and engage partners in developing inter-agency responses to meet local need.

7.12
In Culture and Communities & Neighbourhoods, a number of services are facing uncertainty around sustainability of the service and funding withdrawal over the next few years in areas such as arts, sports/physical activity, community safety, community health and neighbourhood management.  The outcome of the majority of external funding has resulted in a standstill budget for the last few years, but services continue to provide the same level of service.

7.13
To support building stronger communities, there is a key role for ongoing community engagement to develop neighbourhood plans, Area Forums and relevant partnerships, a revised Community Cohesion Strategy and community “hubs”.  The service will also take on responsibility for Community Centres across the borough.

7.14
A priority for the refresh of the Local Area Agreement (LAA) in June 2008 will be to ensure that there is a clear partnership focus on those initiatives that are required to create safe and strong communities and to ensure that the LAA is informed by the neighbourhood perspective.

7.15
To improve accessibility, connectivity and economic prosperity, some leisure, library and archive facilities need investment.  At present, there are great demands on repairs budgets, large utility costs due to inefficient and poor quality buildings, many of which are over thirty years old.  Income streams are also affected by the poor quality of buildings.

7.16
Transitional costs for capital development projects for sports and leisure will impact upon income targets over the next three years, although the opportunities for investment provide the ability to build in more efficient and sustainable buildings.

7.17
To deliver a sustainable Gateshead, work is ongoing across Community Based Services and Learning and Children in support services.  This involves reviewing business support and administration functions, around the principle of resourcing a central operation, funded across the two Groups, and making greater use of improved IT and system processes.

Development and Enterprise

7.18
Development and Enterprise has a net revenue budget of £11.6m and a gross budget of £30m.  The service relies heavily on external funding and income generated from fees and property.  A third of the Group’s gross budget is spent within the Transport and Highways service.

7.19
Priorities identified for 2008/09 are all linked to the Council’s 6 key priorities.  In particular:-

· Building Stronger Communities
· Enforcement work (virtual enforcement team, Goldfinch, etc)

· Decriminalised parking enforcement

· Meeting public expectations – responding to requests within limited budgets.

· Need to maintain policy development capacity for the preparation of Local Development Framework Core Strategy and Green Space Strategy.

· Empowering Children and Young People 
· Review of community centres and establishment of community hubs.

· Empowering Older People and Ensuring Healthier Communities
· Review of community centres and establishment of community hubs.

· Wider health agenda.

· Getting long term sick and disabled people back to work.

· Improving Accessibility, Connectivity and Economic Prosperity
· Delivering six major projects – Town Centre, Baltic Business Quarter, Gateshead Quays, HMR activity, Blaydon.

· Dealing with consequences of expiry of external funding.

· Achieving quality of design by working with developers on major applications.

· Dealing with emerging policy for additional new housing in terms of release of land, planning briefs and handling planning applications.

· Establishment of Newcastle/Gateshead partnership and City Development Company.

· Increasing number of site acquisitions in the next 3 years to deliver the wider Town Centre strategy.

· Serving our Customers 
· Developing solutions for data sharing, public communication and customer services.

· Condition of local car parks.

· Improving streetscape.

· Ensuring a Sustainable Gateshead 
· Invest to save and demonstration projects linked to energy efficiency.

· Working with partners to encourage sustainability and address climate change.

Learning and Children 
7.20
Learning and Children has a net revenue budget of £129m (£29m net of Dedicated Schools Grant).  A number of major external funding streams are either due to end in March 2008 or there is no confirmation of the form in which these streams will continue beyond that date.  The major sources are:-

· Neighbourhood Nursery funding ended in March 2007.  Solutions to address a shortfall of a maximum of £770k are being investigated.

· Children’s Centres funding is uncertain beyond March 2008, and final rounds will have a different, and lower, funding package.

· Some Standards Fund

· Teenage Pregnancy funding tapers

· Neighbourhood Renewal Fund covers large programmes

· Early Years funding tapers, some elements end

· Budget Holder Lead Professional funding grant tapers

· Youth Opportunity and Capital Fund move towards clients directing spending

· Future Funding of the Change for Children Programme

· Children’s Fund will be driven through the Council and far more targeted than previously

· The majority of YOT funding, circa 65%, is fixed term ending in March 2008

· Extended Schools Funding comes in with a changed profile and more must be devolved.

7.21 Other financial issues include:-

· Falling rolls in schools, where pupil numbers drive levels of budgets.

· The Raising Achievement service, which has Beacon status, has had to raise additional income of over £1m in the last three years, and may need to increase income further, downsize or modify its service delivery model in a competitive market to continue on its existing scale.

· Implementation of the joint support services review with Community Based Services to improve service delivery and achieve targeted efficiencies.

7.22 There is also a growing demand for services, including:-

· Continuing pressure on transport, especially highly specialised provision for additional needs.

· Continued high level of looked after children with the need to manage these down safely and reduce out of Borough placements further.

· High cost of supporting a small number of children with disabilities and complex needs, often in independent provision which can dictate costs.

· Continuing pressure on foster care allowances to encourage take up.

· Extended school pressures.

· Access and inclusion buildings not DDA compliant, and require high levels of investment to address.

· Requirement for investment in ICT to deliver the Electronic Social Care Record (in line with national targets), ContactPoint child index compliance, Integrated Children’s System, and improved performance and management information to meet statutory and partnership requirements.

7.23 Currently £100m of Learning and Children’s headline budget is supported from DSG, which is ring fenced for schools in the Borough.  In addition, there is to be an increase in the proportion of funding that will be given directly to schools.  The Schools Forum continues to have increased responsibilities and significance in decision making.  Some of the services affected will need additional freedoms and flexibilities, to begin to move towards a trading environment, they will require support to enable their continued effective operation.

7.24 The SEN review proposals anticipate increased demands on central


monitoring and evaluation which will fall on the non-DSG element of the 
budget, while efficiencies will accrue to the DSG element.  Demand is very 
volatile in a number of areas, with the potential for tribunals to enforce levels 
of SEN provision that are not predictable and may not be sustainable.

7.25 Connexions will transfer back to the Authority in April 2008.  Work is 
continuing on the method of service delivery, and we await the exact level of 
financial settlement, but expect less than is spent now.

7.26 Implementing the impending Act on Children in Care is likely to require 
significant resources and it is not yet clear how additional government 
funding will be allocated, or whether there will be additional resources 
available.

7.27 Aiming High for Disabled Children: Better Support for Families, is part of the 
Treasury-led policy review of children and young people, and proposes a 
public service agreement on services for disabled children underpinned by a 
core offer outlining the support available.  A review of SEN Provision is 
going through at the same time as the government is driving changes in 
arrangements for behaviour support.  Management restructuring of 
Gateshead PCT may continue to leave some funding vulnerable.

7.28 The Group’s priorities support the Council’s six key priorities and are laid out 
in the Children & Young People’s plan, owned and monitored by both the 
Council as lead partner, and a range of organisations on the Children and 
Young People’s Partnership.

Local Environmental Services 

7.29 The Local Environmental Services net revenue budget is £19m.  The 
service also manages a trading account turnover of £100m.

7.30 Current key issues include:-

· Reconfiguring Neighbourhood Services with new arrangements having been rolled out to all five Neighbourhood Management areas.  The approach is being widened to include other services and improved relationships with residents and traders being developed.

· Collaboration on Waste Management procurement, leading in Partnership with South Tyneside and Sunderland Councils.

· Pressure on trading accounts created by Job Evaluation, PFI, School Meals and apportionment of costs.

· Budgets have been affected by various spending pressures with Waste Services, Grounds Maintenance and Highways under pressure due to increased workload.

7.31 Challenges in meeting the Council’s six key priorities are:-

· Neighbourhood Services Configuration
· Consolidate and extend to other services

· Respond to Area Portfolios and Neighbourhood Forums

· Engage communities

· Share the learning

· Develop Cleaner Greener Safer Agenda 
· Communications and Marketing – roll out of “It’s Your Gateshead” campaign.

· Enhance Enforcement and integrate with Parking Attendants

· Integration with other strategies

· Environmental management

· Develop Waste Management Strategy 
· Increase recycling rates

· Progress South of Tyne & Wear Partnership

· Secure funding to meet the significant extra costs of managing waste in the future

· Bring Kerb-It Scheme in-house with effect from 1 April 2008.

· Assess and exploit opportunities for further collaboration with internal and external partners and develop delivery arrangements for trading services
· Deliver Decent Homes Programme

· Continue Transport Review with Learning & Children and Community Based Services.  Extend review to other areas.

· PFI/BSF/BNG

· Seek out external markets

· Stabilise School Meals trading account

· Further increase efficiencies and effectiveness and demonstrate value for money

· Rationalise depots

· Further develop mixed economy to enhance flexibility and maximise value for money

· Seek clarity relating to budgets and role – Gateshead Quays, Highways Maintenance, CCTV/Security

· Improve marketing


Central Services
7.32
The Central Services revenue budget is £23.6m.  Central Services supports the delivery of Council wide priorities and services.  It aims to ensure Council services are value for money and funding opportunities are maximised across the Council and through partnerships, such as the Gateshead Strategic Partnership.  It also aims to ensure that risks to the Council are managed or reduced.  Priorities for 2008/09 include:-

· Developing Vision 2030 and agreeing the “next generation” LAA.

· Implementing the Corporate Plan to deliver Vision 2030.

· Customer Service Strategy.

· Playing a major role in corporate priorities and projects (PFI, BSF and Town Centre).

· Supporting the Council’s new approach to neighbourhoods.

· Developing capacity across the Council and the Borough.

· Cross cutting efficiencies

· Collaborative working to improve efficiency.

· 21st Century working – workspaces and technologies.

Corporate Budget Pressures
Equal Pay

7.33
The Council has previously agreed a compensatory payments scheme to prevent a large number of equal pay claims.  The cost of this scheme at £8.5m was capitalised in order to minimise the potential financial risk to the Council.  Although the Council is partially protected as a result of this action, further significant liabilities are accruing which could destabilise the Council’s budget in the medium term.  The impact is still uncertain and is dependent on the outcome of legal cases across the region.

7.34
The Council has agreed a new pay structure following a job evaluation exercise and new conditions of service.  When these are implemented, the implications will be significant for the Council over the period of the MTFS and will require efficiency savings to meet the additional costs.

Schools PFI/Building Schools for the Future (BSF)

7.35
PFI and BSF have afforded the Council opportunities to improve school buildings and improve educational standards.  However there are significant financial implications in terms of the affordability gap which will need to be met by redirecting resources from non-schools services.  The Schools PFI affordability gap is £1.1m from 2007/08 onwards.  The costs of setting up a Local Education Partnership (LEP) to deliver BSF in 2008/09 onwards will be recovered from the projects being delivered in the first phase.  Currently, Thomas Hepburn and Heworth Grange Schools are programmed to start in 2010.

Efficiency Targets

7.36
The Spending Review 2004 introduced efficiency targets of 2.5% per year for each year up to 2007/08.  Nationally local government is expected to deliver £6.45 billion of efficiency gains and productivity improvements over this period.

7.37
The Council has submitted Annual Efficiency Statements which identified how efficiencies are planned to be achieved, and the level of efficiencies actually achieved for each financial year.  Over the three years to 2007/08 efficiencies of £24m are expected to be achieved.  These are a mix of cashable and non-cashable savings.

7.38
The CSR07 set out targets for local government to achieve further efficiency savings of 3% a year, which equate to £6m, or £18m over the three years of the MTFS.  These will be required to meet the cost of any growth above inflation and therefore need to be cashable.  We are still waiting for further guidance on how these should be achieved.

Pay and Price Increases

7.39
The negotiations for the April 2007 pay award have been protracted, and have only been settled at just under 2.5%, despite Government expectations of around 2%.  The Government has indicated that it expects pay awards for 2008/09 onwards to be around 2% to reflect tighter funding settlements over the period of the CSR07.  The MTFS needs to make adequate provision for the likely pay award for 2008/09 and future years in line with these expectations against the background that the difficult negotiations in 2007 are likely to be repeated next year.

7.40
Other price inflation has been assumed to increase in line with the appropriate price indicators, which are generally higher than the Government’s measure of inflation of less than 2%.  A significant share of this provision will be required to meet the pressure from the independent sector for rises in fees to care for older people.

8
Fees and Charges
8.1
Fees and charges within Gateshead are still relatively low in some areas compared to neighbouring authorities.  To ensure that the Council maintains essential services, existing fees and charges need to be reviewed by each Service and this will form part of the overall budget setting process in line with the principles of the MTFS.

8.2
Groups and Services also need to explore the potential for new fees and charges for discretionary services afforded to the Council under its trading and charging powers to support the delivery of the Council’s priorities.

9
Capital and Prudential Borrowing
9.1
The revenue impact of the Council’s Capital Programme is identified as part of the process for setting the Council’s Capital Programme and is reflected in the MTFS.

9.2
The introduction of prudential borrowing allows local authorities to borrow for capital spending when it is affordable.  Consideration of the impact of any potential future prudential borrowing on the MTFS and the Council’s annual budget position needs to ensure that cashable efficiencies are generated to at least meet the additional cost of borrowing, or that adequate provision is made within the Council’s reserves to meet these costs.

9.3
A provision for some prudential borrowing to support high priority capital investment in areas such as leisure and community centres is included in the budget forecast in Section 12.

10
Reserves

10.1
Sections 32 and 43 of the Local Government Finance Act 1992 require local authorities to have regard to the level of reserves needed for meeting estimated future expenditure when calculating the budget requirement.

10.2 In establishing reserves, the Council must comply with the Code of Practice on Local Authority Accounting in the United Kingdom (the SORP).  The Strategic Director, Finance and ICT is required, as part of the budget setting process, to provide a statement on the adequacy of reserves.

Reserves Policy

10.3
The Council’s policy on reserves is as follows:

· The Council will maintain its general reserve at a minimum of 3% of its net revenue budget to cover any major unforeseen expenditure.  The Council will aim to balance its revenue budget over the period of the MTFS without reliance on the use of the general reserve.

· The Council will maintain earmarked reserves for specific purposes which are consistent with achieving its key priorities.  The use of earmarked reserves will be in line with the principles set out in the MTFS and reviewed annually.

· The Council will maintain capital reserves at a minimum of 10% of the anticipated capital receipts over the life of the 3 year capital programme to meet any shortfall in any one year.

Annual Review of Reserves

10.4
A review of all strategic reserves is undertaken annually in line with the CIPFA guidance on Reserves and Balances (LAAP Bulletin No 55 February 2003) and the requirements of the SORP.

10.5
The annual review process involves the review of each individual strategic reserve and identifies:-

· The purpose for which the reserve is held.

· An assessment of the appropriate level of the reserve to meet potential future liabilities in line with the Council’s reserves policy

· A risk assessment of each reserve

· The reviewed level of reserve following this risk assessment.

10.6 At 31 March 2008 the Council’s usable reserves are expected to be £62.1m.  Of this sum, £53.8m is earmarked to meet some of the pressures outlined in the MTFS, as well as other specific purposes including the Insurance Reserve, to meet current and future claims, Gateshead Development Pool and Cultural Development Fund.

10.7 The remaining £8.3m is held in a general reserve to provide a level of contingency and meet any unforeseen expenditure.

Review of Reserves 2007

10.8
Pensions (£3m)

This reserve is earmarked to meet increases in employer’s liability and increases in back funding requirements, with £3m earmarked for use in 2008/09 pending the tri-annual actuarial valuation.  The current MTFS assumed that this reserve would be fully used by April 2009.  In the light of the current actuarial valuation of the Tyne and Wear Pension Fund, the future of the reserve will need to be determined, but for the purposes of the MTFS, the current strategy is reflected in the table in 10.20.

10.9
Capital (£5.6m)

This reserve is to provide for future development on large capital projects as an alternative to borrowing.  The level of reserve is based on minimum 10% of anticipated capital receipts over the 3 year capital programme.  The reserve exists to mitigate the risk of insufficient capital funds to finance the capital programme, for example capital receipts not generated or capital grant not secured, which would otherwise have to be met from revenue.  It therefore does not lend itself to planned usage.

10.10
Insurance (£5.9m)

The reserve is to allow for possible claims against the Council which are not covered by external policies such as claims for liability and storm damage and to cover insured liability claims falling within the claims excess and policy stop loss.  The reserve is based on an assessment of both insured and uninsured liabilities and claims potentially falling on the Council.  The risk assessment undertaken for 2006/07 proposed that this reserve be reduced to £4m by April 2009 to support revenue spending.

10.11
Grant Clawback (£7.4m)

The reserve is for grant received which may need to be repaid.

The reserve exists to mitigate the risk of potential clawback of funding following European Audit of ERDF grant claims and is based on the value of claims in respect of Baltic and The Sage Gateshead and other projects subject to audit.  Some of these risks covered by this reserve have been dealt with, but there are still some outstanding liabilities which need to be covered.

10.12
Gateshead Development Pool (£27.3m)

The reserve was established following the sale of shares in Newcastle International Airport Ltd when the Council agreed to use the proceeds of the airport capital receipt to set up Gateshead Development Pool.  It has been used to deliver a number of Council priorities since 2002.  During 2006/07, the proceeds of the one-off Airport dividend and LABGI receipt added to the Development Pool.  As well as the Council agreeing to use this reserve to support the delivery of the Leisure Best Value Review, a revised set of principles for the further use of the reserve have been agreed.  For the three years of the MTFS, it is proposed that a contribution be made of £4.5m in 2008/09, rising to £5.5m in 2010/11, to support the Leisure Best Value Review, further prudential borrowing, support for Neighbourhood Nurseries, setting up the GatesheadNewcastle City Development Company and invest to save proposals in line with the agreed principles.  Details of the proposed contributions from this key strategic reserve are shown in paragraph 10.18.

10.13
Cultural Development Fund (£1.4m)

In addition to establishing the Gateshead Development Pool, the Council also agreed that interest earned from investing the airport capital receipt would be used to establish a Cultural Development Fund to be used for cultural initiatives within the Borough.  The reserve is earmarked for Gateshead contributions to Culture 10 initiatives and has been established to mitigate the risk of insufficient financial resources for this programme to 2010/11.

10.14
Bridge Maintenance (£2.1m)

This reserve was established to meet the costs of future bridge maintenance work.  It is based on estimated future costs of replacing main bearings and protective systems on bridges and unplanned repairs and maintenance.  The reserve exists to mitigate the risk of insufficient financial resources being available for both planned and reactive maintenance for these key structures.  It is not appropriate therefore to set out a planned usage for this reserve.

10.15
Developer Contributions (£0.9m)

This reserve consists of developer contributions in respect of agreed regeneration schemes following Section 106 agreements and relates to developers contributions to play schemes on future residential developments and other contributions arising from Development Control decisions.  The reserve will fluctuate depending on the level of regeneration and the use of the contributions to support schemes such as play areas in areas of new housing.

10.16
General Reserve (£8.3m)

The General Reserve acts as a contingency and allows the Council to meet any unforeseen expenditure without destabilising the budget in the short term.  It has been assessed at a minimum of 3% of net revenue budget (excluding schools), which is currently £5.4m in line with the Council’s reserves policy and MTFS principles.  The table in Section 10.21 recommends a planned use of the General Reserve to support revenue expenditure based on the agreed strategy.

10.17
The Council also holds reserves to reflect the shares issued by Newcastle International Airport, which would only be realisable if any part of the shareholding is sold (£8.9m), unused landfill allowances carried forward to future years of £2.2m, Dedicated School Grant carried forward from previous years of £0.4m, and £11.5m representing the cumulative balance of schools reserves.  Schools reserves are currently ring fenced for schools use and cannot be used for other priorities within the Council.  Plans by the Government which would have allowed the Schools Forum to redistribute “excess” school surpluses have been deferred.

Planned Use of Reserves 2008/09 to 2010/11

10.18
The proposed use of the Gateshead Development Pool over the period of the MTFS following the establishment of a revised set of principles is as follows:-


Gateshead Development Pool

	
	Estimated Balance 1 April

· Prudential Borrowing (leisure)

· New Prudential Borrowing

· Neighbourhood Nurseries

· Invest to Save Schemes

· City Development Company

· Ward Based Schemes*

· Other Corporate Initiatives

· Contributions from Services

Estimated Closing Balance


	2008/09

£m

    27.3

 -2.0

 -1.0

 -0.5

 -0.5

 -0.5

  -

 -0.4

+0.4
	2009/10

£m

22.8

-2.0

-1.0

-0.5

-0.5

-0.5

-0.3

-0.4

+0.4
	2010/11

£m

18.0

-2.0

-1.0

-0.5

-0.5

-0.5

-1.0

-0.4

+0.4

	
	
	  22.8
	18.0
	12.5


*  Estimated expenditure on ward based schemes can be funded from the share

   of the Development Pool, which is held as capital receipts in 2008/09 and

   2009/10.

10.19 Beyond 2010/11, the Council will need to consider the sustainability of this strategic reserve if it continues to be used as a mechanism to pump prime corporate initiatives.

10.20 The following table illustrates the planned use of reserves over the life of the MTFS which forms part of the indicative funding package set out in

Section 12.

	
	Balance

31.3.08

£000
	Balance

31.3.09

£000
	Balance

31.3.10

£000
	Balance

31.3.11

£000

	Pensions

Capital

Insurance

Grant Clawback

Development Pool

Cultural Development

Bridge Maintenance

Developer Contributions

Strategic Reserves

General Reserve

Total
	3,000

5,622

5,931

7,442

27,308

1,429

2,117

   956


	-

5,622

3,931

7,442

22,808

1,029

2,117

   956


	-

5,622

3,931

7,442

18,008

    629

2,117

   956


	-

5,622

3,931

7,442

12,508

    229

2,117

   956



	
	53,805

  8,303
	43,905

  6,303
	38,705

  5,600
	32,805

  5,600

	
	62,108
	50,208
	44,305
	38,405


10.21 The overall level of financial resources available to the Council is finite and therefore the continued use of reserves above a certain level cannot be sustained in the longer term without placing the Council’s financial position at risk.  The MTFS recognises that the Council’s financial reserves are maintained at a prudent level to protect present and future Council services.

10.22 The Council’s revenue and capital reserves will be further reviewed before the revenue budget and capital programme are agreed in February 2008.

11
Funding

11.1
Anticipated Formula Grant funding is illustrated in the budget forecasts outlined in Section 12.  The CSR07 announced global sums for formula grant increases to 2010/11.  It is assumed that these will be at the lower end of expectations for Gateshead, which is effectively a 2% increase in each of the three years.

11.2
The Council is also at risk from Government proposals to taper the protection available from the system of “floors and ceilings”.  Councils which lose grant from the application of the formula are protected by a guaranteed minimum funding level known as the “floor”.  Gateshead have been at the “floor” for a number of years and is therefore threatened by a proposed tapering of the “floor” increase over the next three years.  Options which are being considered for the Local Government Finance Settlement in early December include reducing the “floor” by 1% each year, so that the guaranteed minimum increase by 2010/11 will be zero.  This option, if implemented, will result in a loss of grant for Gateshead.

11.3
Schools budgets and DSG have been excluded from these future figures, given that any variation in DSG must be passed on to school budgets.

11.4 The funding included in Section12 assumes at this stage that there are no council tax increases to meet future budget pressures.  An increase of 1% on council tax equates to an additional £0.773m and is ultimately limited by the risk of capping for increases over 5%.  Following the CSR07, it is clear that this capping risk is still significant.

11.5 The use of reserves reflect both the principles of the MTFS and the outcome of the risk assessment reported in Section 10.  Further use of reserves above this level are not recommended.

11.6 Confirmation is still required on other sources of external funding highlighted in the CSR07.  Assumptions have been made based on the best information available.

12
Indicative Budget Forecasts 2008/09 – 2010/11
12.1
Indicative budget forecasts for the period 2008/09-2010/11 have been produced to reflect the issues raised as part of the review of the MTFS.  These are for illustrative purposes at this stage, given the uncertainty surrounding the costs of some of these financial pressures, the outcome of external funding, and the recognition that further work is required to refine these figures before the budget is finalised in February 2008.

	1.
Revenue Base Budget

       less DSG

       Revised (Non Schools) Base Budget 

2.
Increase in Pay and Prices

· Salaries (2.5%)

· Pay and Prices

3.
Budget Pressures


Income Pressures

· Cessation of external funding (net)


Expenditure Pressures
Corporate Pressures:-

-    Job Evaluation

· Pensions

· City Development Company

· Ward Based Schemes


	2008/09

£m

285.3

  99.9

185.4

  2.6

  2.5


	2009/10

£m

193.3

  2.7

  2.5
	2010/11

£m

199.3

  2.8

  2.5

	
	  4.0


	  2.0
	  2.0



	
	  1.0

  1.0

  0.5

  (1.0)
	  0.5

-

-

  0.3
	-

-

-

  0.7


	
Service Pressures:-


-
Adults Social services

              - Transitional costs of Children’s to

                     Adults

              - Demographic changes

       -     Children’s Services

              - Adoptions

              - Out of Borough Placements

              - Transport for Looked After Children

              - Foster Carer Allowances


-
Waste Disposal

-  Recycling

-  Waste Contract affordability

· Town Centre Regeneration

· Asset management, design advice

and transport

· Highways Maintenance

· Other service pressures

4.
Invest to Save Initiatives


Planned Efficiency Savings/Target


Treasury Management


New Prudential Borrowing

5.
Revised Base Budget


Anticipated Funding

· Formula Grant

· Council Tax

· Use of Reserves

-   Earmarked

-   General

· Other Funding Options


Total Funding Requirement


	2008/09

£m

  0.9

  0.3

  0.1

  0.2

  0.1

  0.5

  1.2

  0.3

  0.6

  0.5

  0.2

  0.4
	2009/10

£m

  0.5

  0.3

  0.1

-

  0.1

-

  0.5

  1.5

-

-

-

-
	2010/11

£m

  0.5

  0.3

  0.1

-

  0.1

-

  0.5

  0.5

-

-

-

-

	
	201.3
	204.3
	209.3

	
	  0.5

  (6.0)

  (3.5)

  1.0
	-

  (6.0)

  1.0

-


	-

  (6.0)

  1.0

-

	
	193.3
	199.3
	204.3

	
	  98.7

  77.2

    9.9

    2.0

    5.5


	100.7

  77.2

   5.2

   0.7

  15.5


	102.7

  77.2

    5.9

-

  18.5



	
	193.3


	199.3
	204.3


13
Funding Options
13.1
The indicative budget forecasts outlined in Section 12 show that other funding options need to be considered to deliver a balanced budget.

13.2
Further consideration of budget proposals will take place over the next few months to enable the Council to consider its priorities for 2008/09 alongside the provisional Local Government Finance Settlement expected to be announced in early December.

13.3
At this stage funding options include:-

· Additional efficiencies

· Council Tax increases

· Reassessment of priorities for growth

· External Funding/Additional Income

Additional Efficiencies

13.4
The indicative budget forecasts assume that efficiencies of £6m a year for the period 2008/09 to 2010/11 will be achieved to support growth in priority areas.  Opportunities for additional efficiencies over and above these efficiency targets will need to be sought over the life of the MTFS.  Efficiency savings delivered in 2008/09 will assist in reducing the funding gap in future years.


Council Tax Increases

13.5
A 1% increase in council tax generates £0.773m before taking account of potential changes in council tax base.


For illustrative purposes, and given council tax capping is expected to continue to be applied, a maximum increase of 5% would generate £3.85m additional revenue in 2008/09.  The cumulative additional income generated for a range of council tax increases is as follows:-

	Increase
	2008/09

Additional

Income

(£m)
	2009/10 Additional Income

(£m)
	2010/11 Additional Income

(£m)

	1%

2%

3%

4%

5%


	0.77

1.54

2.31

3.08

3.85
	1.55

3.12

4.70

6.29

7.90
	2.34

4.73

7.16

9.63

12.16


13.6
The Retail Price Index (RPI), the higher measure of inflation, was 3.9% in September 2007.  This is an important benchmark because of its use in uprating pensions and other benefits, as well as business rates, from April 2008.


Reassessment of Priorities
13.7
A further option is to reassess the current base budget and the priorities for growth.  This will be carried out over the next two months to allow a balanced budget to be considered in February 2008.


External Funding and Additional Income
13.8
The Council has been successful in securing and delivery outcomes from external funding in previous years.  Specific general and one-off funding will continue to be sought in line with the principles of the MTFS.  Further Local Authority Business Growth Initiative (LABGI) funding could be received in 2007/08, although it will not be on the scale of the £6.8m received in 2006/07.  This has not been reflected in the MTFS due to the uncertainty surrounding the amount and timing.  Proposals for the future of LABGI over the period of the CSR07 indicate that there will be no payment in 2008/09 and substantially reduced amounts, if any, available for 2009/10 onwards.

14
Risk Assessment

14.1
A comprehensive financial risk assessment is undertaken for the Revenue and Capital Budget setting process to ensure that all risks and uncertainties affecting the Council’s financial position are identified.  The key strategic financial risks to be considered in developing the MTFS are as follows:-

	Risk
Future available resources less than assumed

Pay Awards and price inflation higher than assumed

Future spending plans underestimated

Anticipated savings/ efficiencies not achieved

Revenue implications of capital programmes not fully anticipated

Income targets not achieved

Budget monitoring not effective


	Likelihood
Medium

Low

Medium

Medium

Low

Medium

Medium


	Impact
High

Medium

Medium

Medium

Medium

Medium

High


	Risk Management
Annual review of reserves and reserves policy to identify future resources

Central contingency budget for pay and price increases in line with previous year’s expected increases

Service planning process identifies future budget pressures.  Growth bids in line with Council priorities.

Regular monitoring and reporting. Non achievement of savings would require compensating reductions in planned spending within services.

Capital bid approval identifies revenue implications and links to Council priorities.

Regular monitoring and reporting

Regular monitoring and reporting in line with corporate framework


	Risk
Exit strategies for external funding leasing/tapering not met

Interest rates lower than expected

All MTFS risks not adequately identified


	Likelihood
Medium

Medium

Low


	Impact
High

High

Low


	Risk Management
Regular monitoring and reporting

Regular review, monitoring and reporting on interest rates.  Prudent assumptions on likely interest rates for 2008/09 onwards have been incorporated into the MTFS.

Council’s Risk Management Framework ensures all operational and strategic risks are identified as part of the annual service planning process.




15
Conclusion
15.1
The MTFS presents a sustainable financial position over the medium term that will allow resources to be directed towards the Council’s key priority areas.

15.2
The Strategy also shows that not only is the Council’s revenue budget under pressure in a number of areas, the prospects for local government over the next three years suggest even tighter funding over the medium term.

15.3
The Council’s base budget is increasing at a much greater rate than the funding available to meet priorities.  Earmarked reserves are available to strategically support the budget over the medium term, but there will also be the need to achieve efficiency targets over the next three years to allow resources to be redirected to priority areas.

15.4
Further funding options, including council tax increases, will be considered over the next two months that will allow a balanced budget over the medium term to be considered by Members in February 2008.
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