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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 delivery of Vision 2030 and the Gateshead Agreement.  It also is an integral part of the Corporate Plan which sets out the six priorities of the Council.  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 2009/10 to 2011/12 are as follows:-

1)
The overall financial strategy will be to ensure that the Council’s resources are directed to achieving Vision 2030, the Gateshead Agreement and more specifically 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 equivalent to 3% cash releasing efficiencies over the three years 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 Vision 2030 and 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 trading opportunities and new charges to maximise income to sustain key services.

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 by 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, expected developments in services and changes to legislation.

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 arising from taking an active role in the Regional Improvement and Efficiency Partnership (RIEP) 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 







   Corporate Plan and MTFS












Service Plans

4.2
Vision 2030 was developed and agreed by the Gateshead Strategic Partnership (GSP) following consultation with over 5,000 people and stakeholders 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
Three Year Service Plans which are reviewed annually are produced by all Council services and demonstrate how each service contributes to achieving Vision 2030 and 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, which feed into the MTFS, 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.  Given the current economic climate, the Treasury Management Strategy will become increasingly influential in the delivery of a sustainable financial position over the medium term.  All of these strategies are linked to the Corporate Plan and MTFS through Service Plans.

4.7
As well as setting out the Council’s role, the corporate strategies described above emphasise the work with partners, including the voluntary sector, in the delivery of Vision 2030.  In some cases this is achieved through pooling of resources where this can be demonstrated to add value.

Key Challenges

4.8
When Vision 2030 was being developed by the GSP, the emerging challenges for Gateshead included:-
· An ageing population, with the likelihood of a 32% increase in people aged over 60 by 2029, and evidence of increasing migration to Gateshead and new communities developing.
· Significant improvement in unemployment (4%), but unemployment is still high in some neighbourhoods at 10%.
· High levels of people out of work, especially disadvantaged groups such as older people, lone parents; and people with disabilities.  This has a negative impact on the numbers of children living in or near poverty.
· 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.
4.9
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 and the recognition by partners that they would need to redirect and, in some cases, pool resources to deliver this step change.
5
Financial Context

Government Policy

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

· Community engagement

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

· Pooled budgets

· 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% ‘cash releasing’ each year.

CSR 2007

5.2
The CSR 2007 was announced in October 2007.  It set 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.

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

· £4.9 billion of annual cash releasing efficiency savings nationally 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.  Any growth will need to be offset by efficiency savings and there is continuing encouragement to pool resources with partners to achieve outcomes.

5.5 Since CSR07 was announced, the downturn in the economy and the injection of public funding into the banking sector is likely to have an impact on the level of public spending in the future.  This has led to the possibility of a review of CSR07 during 2009 to enable a revised CSR to cover the years 2010/11 to 2012/13.  The final year of CSR07 would then become the first year of a CSR09.  This approach has not yet been confirmed.

Current Local Government Finance System

5.6
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.

5.7
In 2008/09, Gateshead received a grant increase of 2.0%, which was half the average of all metropolitan councils.  This level of increase was the lowest available based on a guaranteed minimum increase in grant, known as “the floor”.

5.8
For the next two years covered by CSR07, grant increases are set to be only 1.7% in 2009/10 and 1.5% in 2010/11, well below the average and the minimum available.  In cash terms, the Council will receive only £1.7m extra in 2009/10 and £1.6m in 2010/11.  This is not enough to cover likely increases in pay of at least £2.5m a year.

Education Funding System

5.9
The 2006/07 Local Government Finance Settlement also introduced the new Dedicated Schools Grant (DSG).  For 2008/09 the Council will receive £102.5m to allocate to schools.

5.10
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.

5.11 Surpluses for all schools in Gateshead are relatively high.  At 31 March

2008 these totalled £12.7m.  The Council retain some limited clawback powers working with the Schools’ Forum, but these have not been exercised in the light of individual school returns justifying their surpluses.

Economic Trends

5.12 Most economic commentators believe that the UK, in common with most of

the rest of the world, is heading into a recession, which could last throughout 2009, and into 2010.  There is already evidence that the economy is slowing down as the banks had effectively stopped lending to companies which in turn is forcing the private sector to limit investment.

5.13
The injection of public funds into banks should make lending easier, but the slow down will also have an impact on public spending in the medium term and the cost of long term borrowing to finance new Government obligations.  These conditions will put more pressure on the demand for services provided by the Council at a time when grant funding is set to fall.

5.14 The Council currently has a deposit of £4.5m at risk in Heritable Bank,

which is in administration.  The risks to the Council of the current banking crisis are spread widely in only the highest rated banks and building societies.  The outcome is that even if it took a number of years to recover this deposit, there would be no impact on the MTFS.  What is uncertain, however, is the impact of further changes in the banking sector, which might jeopardise the medium term financial position.  These risks have been mitigated through a review of the procedures for making deposits which further limits the maximum length and takes into account Government guarantees for individual banks in the UK and Europe.

5.15
The base rate currently stands at 4.5%, after coordinated action across the world to reduce rates by 0.5% on 8 October.  This action has not had the desired effect of reducing short term rates significantly, which are more closely linked to the banks cash requirements.

5.16
The Retail Price Index (RPI) for September was 5%, the highest for some years.  The Consumer Price Index (CPI) was even higher at 5.2%.  Forecasters believe that inflation has peaked and will start to fall.  The former rate is important because it dictates many of the Government’s benefit increases, such as pensions as well as non-domestic rate rises in April 2009.

5.17
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 2008/09 onwards following the 2007 triennial valuation.  These rises were not as significant as previous years, but the events in the global economy since the 2007 valuation will have a negative impact on the outcome of the next valuation in 2010 unless there is a significant recovery.

6
Council’s Current Financial Position

2007/08 Outturn Position
6.1
Actual revenue spending in 2007/08 was £1.6m within budget.  Although service spending in some areas was above budget, the action taken during the year, along with additional income, meant that overall spending was within budget.

6.2
The Council’s reserves as a result of the 2007/08 outturn are covered in Section 10, along with a revision of the Council’s policy on the use of reserves.

2008/09 Budget Pressures

6.3
The 2008/09 Base Budget is under pressure in a number of service areas.  A report to Cabinet on 21 October 2008, based on the six monthly position to the end of September, suggests an overspend in the current year of £4.6m.  Action is being taken to reduce this figure to comply with one of the MTFS principles that spending should be contained within budget.  The assumptions in the MTFS are based on an actual overspend of about £2m at the end of the current year.

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.

6.6
For 2008/09, the Government replaced a number of earmarked external funding sources with what is called Area Based Grant (ABG).  The Council will receive £17.2m ABG in 2008/09 to be deployed to meet spending priorities.  For 2008/09, ABG was aligned to meet current commitments pending a full review.  This review will inform the use of this general funding for 2009/10 and future years.

6.7
For 2009/10, ABG is expected to increase to £25.7m as a result of Supporting People grant being transferred from the now limited pool of specific grant.  This does not represent a real increase in overall available resources.

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 £72.6m.  The past 2-3 years have proved challenging for all services, particularly around sustainability of external funding, growing demand and cost of services and the need to achieve the decent homes standard for the Council housing stock.


The challenges and priorities for 2009/10 include:-

· Dealing with demographic pressures, including the growth in the numbers of very elderly with complex needs and the transition of young people into adult services within a context of personalisation.

· Maintaining services which support well-being such as active leisure, community safety, health, and the arts with changing and reducing funding streams.

· Providing a range of services which are available in neighbourhoods, including community cohesion.

· Community Centre Review and Establishment of Community Hubs.

· Implementing Health Inequalities Review.

· Achieving the Active and Healthy Capital Programme.

· Working with the Housing Company to build Council owned properties that addresses homelessness issues.

Development and Enterprise

7.3
Development and Enterprise has a net revenue budget of £13.5m and a gross budget of £31.8m.  The Group relies heavily on external funding and income generated from fees and property.  A fifth of the Group’s gross budget is spent within the Transport and Highways service.  The income received from planning applications, building control and rents from business premises and business centres have all been failing to meet their targets, due to the downturn in the economy.

7.4 Key priorities for 2009/10 linked to delivery of Vision 2030 are:-

· Progressing the major initiatives, especially the Town Centre.

· Tackling issues such as worklessness, health and congestion.

· Progressing the Local Development Framework – a document which will set out the long term land uses of the borough.

· Leading by example to tackle Climate Change.

· Pitt review on Flooding – the review of flood protection following last year’s floods has placed additional duties on local authorities, including flood risk assessment, surface water management plan, water cycle study and a flood defence asset management plan.

Learning and Children

7.5 Learning and Children has a net revenue budget of £142.9m, of which £102.5m is funded by Dedicated Schools Grant.  Central to the delivery of services is the inter-agency Children and Young People’s Plan, with direct links to the corporate priority of Empowering Children and Young People.

7.6 Key priorities for 2009/10 include:-

· Providing safe and accessible play areas.

· Support and help for parents to prepare children for achievement and citizenship.

· Combating bullying, harassment and discrimination.

· Ensuring children and young people perform well at school.

· Coordinate preventative services in communities.

· Increase training and education opportunities for over 16’s.

· More young people in decent, affordable homes.

· Ensuring children and young people lead healthier lifestyles.

· Provide for more pupils with additional needs to access mainstream education.

· Closing the gaps for looked after children.

Local Environmental Services

7.7 Local Environmental Services’ turnover is in excess of £100m per annum, which is made up of trading accounts and budgets covering Construction Services, Transport, Building Cleaning, School Catering and Business Support.  Waste Services, Grounds Maintenance and Highways Maintenance are supported from the Revenue Budget, which amounts to £30.3m gross and £23.5m net.

7.8 Challenges and priorities for the service during 2009/10 include:-

· Developing collaboration and partnerships to secure existing and new markets.

· Reconfiguring services to provide a Facilities Management approach.

· Establishing a Trading Company to enable partnering with the private sector.

· Leadership of the South Tyne & Wear Waste Management Partnership.

· Further configuration of services to complement Neighbourhood Management.

· Delivering a safer, cleaner, greener Gateshead.

Central Services

7.9 The net budget for Central Services is £26.6m.  Central Services supports the delivery of Council wide priorities and services.  It aims to ensure Council policies and projects are effectively developed and Council activities are within the Council’s powers, 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.

7.10 The challenges and priorities for 2009/10 include:-

· Delivering Vision 2030, the Gateshead Agreement and the Corporate Plan to continuously improve performance.

· Supporting corporate priorities and projects such as the Town Centre, Waste Strategy and City Development Company.

· Embedding the Council’s new approach to neighbourhoods.

· Supporting communities during the economic downturn.

· Delivering effective Customer Service hubs and satellites across the borough.

· Improving communications and developing mechanisms to involve all user groups in the improvement of customer focused services.

· Ensuring best use of resources to deliver value for money.

· Ensuring financial stability through effective financial planning with the MTFS and effective financial management.

· Minimising the risk of equal pay claims.

· Reducing sickness absence.

· Ensuring delivery of the Council’s People Organisation Improvement Strategy.

Corporate Budget Pressures
Equal Pay

7.11
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 met from capital resources 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 outcome of recent legal cases involving councils in Tees Valley have increased the likelihood of further costs having to be met in the future.  Given the current uncertainty and the options available, a specific strategy to deal with future equal pay costs will be developed for adoption by the Council.

7.12
The Council has now implemented a new pay structure following a job evaluation exercise to meet obligations arising from Single Status.  The costs of the new pay structure are in the region of £2.5m a year, and have been backdated to April 2007.

Schools PFI/Building Schools for the Future (BSF)

7.13
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 for the next 25 years.  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, although there may be an opportunity to bring the rest of the secondary school estate forward in the programme if a case can be made to Government.  More recently the Department for Children, Schools and Families invited bids for investment in primary schools.  The outcome of the Council’s bid, which is targeting at least half of the schools in Gateshead, is expected before the end of 2008.

Efficiency Targets

7.14
CSR07 set challenging efficiency targets for councils for the three years to 2010/11.  These are defined as 3% ‘cash releasing’ efficiencies for each of the three years.  Not only has the category of ‘non-cashable’ savings been removed, the target now includes capital spending.  This pushes up the target for ‘cash releasing’ efficiencies to £28m over the next three years.  It is clear, however, that even without these targets the Council will need to ensure efficiencies are generated to redirect to deliver its priorities.

Pay and Price Increases

7.15
The negotiations for the April 2008 pay award have been difficult, resulting in industrial action and subsequent arbitration.  The result of the arbitration is not expected until December 2008.  The Government has indicated that it expects pay awards for 2009/10 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 future years in line with these expectations against the background that the difficult negotiations in 2008 are likely to be repeated next year, given the current rate of inflation at 5%.

7.16
Other price inflation has been assumed to increase in line with the appropriate price indicators.  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 and energy costs which have increased significantly during 2008.

8
Fees and Charges
8.1
Many fees and charges within Gateshead are still relatively low in some areas compared to neighbouring authorities.  To ensure that the Council maintains essential services, all existing fees and charges are being reviewed 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 in the medium term.

9.3
A provision for some prudential borrowing to support high priority capital investment in areas such as leisure and community centres was made in 2008/09.  Given the likely impact of the downturn in the economy, the Council has a key role to play in ensuring investment continues to strengthen the community of Gateshead.

10
Reserves

10.1
The Local Government Finance Act 1992 requires 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 twice a year 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 review process covers 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 2009 the Council’s usable reserves are expected to be £64.7m.  Of this sum, £57.2m 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 £7.4m is held in a general reserve to provide a level of contingency and meet any unforeseen expenditure.

Review of Reserves 2008

10.8
Pensions (£8.5m at 31 March 2009)

This reserve has been used to smooth past increases in pensions contributions.  These will increase at the rate of £1.2m a year until the next valuation of the Pension Fund in 2010.  £3m is earmarked in the Pensions Reserve for use in 2008/09.  If the value of this contribution is to be maintained at the same level, £4.5m a year will be required from 2009/10 onwards.  Given this level of commitment, it is proposed that the resources released from the review of reserves totalling £4.6m, are transferred to the pension reserve to allow future contributions to support known liabilities.  This will be reviewed following the next actuarial valuation, which will come into effect in April 2011.

10.9
Capital (£3.6m)

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, and has been revised downwards to reflect the revised level of asset sales for the next three years.  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 (£3.9m)

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.  This has been reviewed and it is proposed that £3.9m remains the appropriate level for the Insurance Reserve to avoid a major impact on the revenue budget in any year.

10.11
Grant Clawback (£5.8m)

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 projects mostly in relation to Gateshead Quays.  Some of these risks covered by this reserve have been dealt with making it possible to reduce the reserve from £7.4m to £5.8m, but there are still some outstanding liabilities which need to be covered.

10.12
Gateshead Development Pool (£31.5m)

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.  Since then, the proceeds of the one-off Airport dividend and LABGI receipt have been added to the Development Pool.  As well as the Council agreeing to use this reserve to support the delivery of new and refurbished leisure centres, a revised set of principles for the further use of the reserve were agreed in 2007.  For the three years of the MTFS, it is proposed that a contribution be made of £4.1m in 2009/10, rising to £4.3m in 2011/12, to support investment in leisure centres, further prudential borrowing, City Development Company, Ward Based Schemes 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 10.19.

10.13
Cultural Development Reserve (£0.7m)

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.  Contributions to cultural programmes can be made in 2009/10 and 2010/11 before this reserve is fully utilised.

10.14
Bridge Maintenance (£1m)

This reserve was established to meet the costs of future bridge maintenance work in partnership with Newcastle.  The reserve exists to mitigate the risk of insufficient financial resources being available for both planned and reactive maintenance for these key structures.  Historically, major bridge refurbishment works have been carried out with support from Local Transport Plan funding.  It is proposed therefore that this reserve be reduced to £1m (from £2.1m) to cover future liabilities of Gateshead Millennium Bridge, which is the sole responsibility of the Council.

10.15
Developer Contributions (£0.6m)

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 Local Area Agreement (LAA) Reward Grant (£1.6m)
The Council has to hold a reserve to reflect the amount of reward grant earned for successful performance arising from the Gateshead Agreement, Delivering Vision 2030.  The amount expected to be earned is shown as a reserve in the years the performance is achieved, although the actual grant is not received until 2010/11 and 2011/12.  In line with principles agreed by the Gateshead Strategic Partnership, a proportion of the grant is paid to partners to reflect their role and pooling of resources to deliver key targets with the balance remaining with the Council to support corporate priorities.

10.17
General Reserve (£7.4m)

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 £6.5m in line with the Council’s reserves policy and MTFS principles.  The proposals in Section 10.21 recommend using the General Reserve in 2009/10 to support revenue expenditure.  From 2010/11 onwards, the budget will need to be balanced without any contribution from the General Reserve in line with one of the principles of the MTFS.

10.18
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 £0.2m, Dedicated School Grant carried forward from previous years of £0.8m, and £12.7m 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, although schools now have a duty to report the planned use of their proportion of the reserve annually to the Schools Forum.

Planned Use of Reserves 2009/10 to 2010/11

10.19
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

· Invest to Save Schemes

· City Development Company

· Ward Based Schemes*

· Other Corporate Initiatives

· Contributions from Services

Estimated Closing Balance


	2009/10

£m

31.5

 -2.0

 -1.0

 -0.5

 -0.5

 -0.1

 -0.4

+0.4
	2010/11

£m

27.4

-2.0

-1.0

-0.5

-0.5

-0.2

-0.4

+0.4
	2011/12

£m

23.2

-2.0

-1.0

-0.5

-0.5

 -0.3

-0.4

+0.4

	
	
	27.4
	23.2
	18.9


*  Expenditure on ward based schemes has been funded from the share

of the Development Pool which has been held as capital receipts in the past  From 2009/10 onwards it is proposed that these initiatives are funded from prudential borrowing with the reserve meeting the capital financing costs over the medium term.

10.20 Beyond 2011/12, 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.

10.21 The following table illustrates the planned use of all usable reserves over

the life of the MTFS which forms part of the indicative funding package set out in Section 12.

	
	Balance

31.3.09

£000
	Balance

31.3.10

£000
	Balance

31.3.11

£000
	Balance

31.3.12

£000

	Pensions

Capital

Insurance

Grant Clawback

Development Pool

Cultural Development

Bridge Maintenance

Developer Contributions

LAA Reward Grant

Strategic Reserves

General Reserve

Total
	8,555

3,578

3,878

5,800

31,500

    726

1,000

   586

1,600
	4,905

3,578

3,878

5,800

27,400

    326

1,000

   323

2,050
	   905

3,578

3,878

5,800

23,200

-

1,000

   172

   796
	-

3,578

3,878

5,800

18,900

-

1,000

-

-

	
	57,223

 7,444
	49,260

  6,444
	39,329

 6.444
	33,156

 6,444

	
	64,667
	55,704
	45,773
	39,600


10.22 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.

10.23 The level of reserves carries an opportunity cost in that the funds held in reserve could be used for other purposes.  This course of action has to be balanced against the benefits derived from income earned on reserves which is used to support the delivery of services and the need to make prudent provision for dealing with future risks and commitments.

10.24 The Council’s revenue and capital reserves will be further reviewed before the revenue budget and capital programme are agreed in February 2009.

11
Funding

11.1
Anticipated Formula Grant funding is illustrated in the budget forecasts outlined in Section 12.  The three year funding settlement for local government provides for grant increases of only 1.7% in 2009/10 and 1.5% in 2010/11 for Gateshead.  This is the lowest possible for metropolitan authorities.  Given the current economic picture and the prospects for public spending, future rises at this level can be expected beyond 2010/11.

11.2
Schools budgets and DSG have been excluded from these future figures, given that any variation in DSG must be passed on to school budgets.

11.3 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 £0.8m and is ultimately limited by 
the risk of capping.  The Government used its capping powers in the current 
year to limit rises for a small number of police authorites.

11.4 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.

12
Indicative Budget Forecasts 2009/10 – 2011/12
12.1
Indicative budget forecasts for the period 2009/10 – 2011/12 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, and the recognition that further work is required to refine these figures before the budget is finalised in February 2009.

	1.
Revenue Base Budget

       less DSG

       Revised (Non Schools) Base Budget 

2.
Increase in Pay and Prices

· Salaries (3.0%)

· Pay and Prices

3.
Budget Pressures


Corporate Pressures:-

-    Job Evaluation

· Pensions

· Treasury Management

· Energy Prices


Service Pressures:-


-
Adults Social services

              - Transitional costs of Children’s to Adults

              - Demographic changes

              - Older Persons Care Packages

       -     Children’s Services

              - Fostering and Adoptions

              - Residence Orders


-
Waste Management

-  Recycling

-  Waste Contract affordability

· Energy Certificates

· Flooding Measures

· Local Development Framework


	2009/10

£m

324.8

102.5

222.3

  2.5

  3.0


	2010/11

£m

227.0

  2.6

  3.0
	2011/12

£m

229.3

  2.7

  3.0

	
	  0.5

  1.2

  1.0

  1.0

  0.5

  0.5

  0.5

  0.5

  0.1

-

  1.5

  0.2

  0.2

  0.5
	-

  1.2

-

-

  0.5

  0.5

-

  0.4

-

  1.1

  0.5
-

-

  (0.5)
	-

  1.2

-

-

-

  0.5

-

-

-

-

-

-

-

-

	
	236.0
	236.3
	236.7


	4.
Efficiency Savings/Target

5.
Revised Base Budget


Anticipated Funding

· Formula Grant

· Area Based Grant

· Council Tax

Use of Reserves


-
Earmarked


- 
General

Other Funding Options


Total Funding Requirement


	2009/10

£m

(9.0)


	2010/11

£m

(7.0)


	2011/12

£m

(6.0)



	
	227.0


	229.3


	230.7


	
	104.2

  25.7

  81.1

   9.0

   1.0

   6.0
	105.8

  25.6

  81.1

 10.2

-

   6.6
	107.4

  25.6

  81.1

   6.0

-

  10.6

	
	227.0
	229.3
	230.7

	
	
	
	


12.2 The above forecasts show that the budget is increasing above funding levels

for each of the next three years to deliver priorities.  In order to balance the budget, efficiency savings are required to redirect to these priority areas.

12.3
Given that there is more certainty about funding levels for 2009/10 and 2010/11 within the context of the current CSR07, it is proposed that the Council should adopt an approach which aims to redirect £16m to priority areas over the first two years of the MTFS.  This strategy will be reviewed during 2009, alongside the MTFS for the next three years.

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 2009/10 and 2010/11.

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 for the last two years of CSR07 assume that efficiencies of £16m for the period 2009/10 and 2010/11 will be needed 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.  Further efficiency savings delivered in 2009/10 and 2010/11 will assist in reducing the funding gap in future years.


Council Tax Increases

13.5
A 1% increase in council tax generates £0.8m 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% (the current rate of inflation) would generate £4.1m additional revenue in 2009/10.  The cumulative additional income generated for a range of council tax increases is as follows:-

	Increase
	2009/10

Additional

Income

(£m)
	2010/11 Additional Income

(£m)
	2011/12 Additional Income

(£m)

	1%

2%

3%

4%

5%


	0.811

1.622

2.433

3.244

4.055
	1.630

3.276

4.939

6.618

8.313
	  2.457

  4.964

  7.520

10.127

12.784


13.6
The Retail Price Index (RPI), the higher measure of inflation, was 5% in September 2008.  This is an important benchmark because of its use in uprating pensions and other benefits, as well as business rates, from April 2009.


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 2009.


External Funding and Additional Income
13.8
The Council has been successful in securing and delivering 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) is not available in 2009/10 with a much reduced scheme in the following two years.

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


	Likelihood
Possible

Possible

Possible

Unlikely

Unlikely

Likely


	Impact
High

Low

Medium

Medium

Low

Medium


	Risk Management
Annual review of reserves and reserves policy to identify future resources alongside the Treasury Management framework.  Three year settlement gives greater certainty.

Central contingency budget for pay and price increases increases set on the basis of the best available evidence

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.  Development and communication of Efficiency and VFM Framework

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

Current economic climate likely to impact.  Regular monitoring and reporting and fees and charges review being undertaken.




	Risk
Budget monitoring not effective

Exit strategies for external funding leasing/tapering not met

Loss of principal deposit

Interest rates lower than expected

Changes to Government and/or policy, e.g. freeze on council tax

Triennial actuarial review of pensions

Greater emphasis on partnership working to deliver services

All MTFS risks not adequately identified


	Likelihood
Unlikely

Possible

Possible

Unlikely

Possible

Likely

Likely

Low


	Impact
High

Medium

Medium

Low

Medium

Medium

Medium

Low
	Risk Management
Regular monitoring and reporting in line with corporate framework.  Action plans developed to address problem areas.

Regular monitoring and reporting.  Three year ABG funding gives greater certainty.

Limited by the controls in the Treasury Management Strategy which focus on security of deposit rather than returns.  Impact limited due to the strategy of a diverse portfolio with top rated institutions.

Regular review, monitoring and reporting on interest rates.  Prudent assumptions on likely interest rates for 2009/10 onwards have been incorporated into the MTFS.

Source alternative funding options

Actuarial report on performance of pension fund

Clearly defined governance arrangements.

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 six corporate priorities.

15.2
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.

15.3
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 2009.
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