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DRAFT MEDIUM TERM FINANCIAL PLAN 2007/08 TO 2009/10

BACKGROUND INFORMATION AND OPTIONS

1.1 The Medium Term Financial Plan is the key policy document to guide the Council’s forward financial planning process.  The attached report details the proposed Plan for the period 2007/08 to 2009/10.

1.2 Members should note that the financial projections contained in this will change once the 2004/05 and 2005/06 Accounts have been completed and this will be amended in the final version.

2. CONSULTATION

2.1 Consultation took place with the Strategic Financial Planning Group on 15th and 30th May, and the report will be referred to the Corporate Resources Overview and Scrutiny Committee on 29 June. 

3. RECOMMENDATIONS

3.1 The Executive is asked to comment on and approve the draft Medium Term Financial Plan for consideration by the Corporate Resources Overview and Scrutiny Committee.

4.
IMPLICATIONS
· Staffing/Resources

· Financial

· Legal

· Corporate




Included within Medium

· Risk Management


           Term Financial Plan as

· Equality Issues



attached

· Environmental

· Crime and Disorder

· Impact on Customers

A BROWN

Director of Corporate Services

CARLISLE CITY COUNCIL

DRAFT for consultation

MEDIUM TERM FINANCIAL PLAN

2007/08 TO 2009/10

JUNE 2006

Carlisle City Council

Draft Medium Term Financial Plan 2007/08 to 2009/10

1. INTRODUCTION

The Medium Term Financial Plan (MTFP) provides the corporate financial planning framework to provide strategic direction to the Council for the forward three years, and to ensure that the financial resources of the Council are directed to achieving the Council’s key corporate priorities. 

The objectives of the MTFP is to:

· Guide the integration of financial planning with the priorities set out in the Corporate Plan to ensure that spending decisions contribute to the achievement of the Council’s priorities.

· Guide and be informed by the Directorate and other Plans and other relevant strategies and plans of the authority which set out how they will direct resources to deliver the outcomes and priorities specified in the Corporate Plan

· Forecast a minimum three-year corporate and financial planning horizon, with longer periods developed where necessary. 

· Manage performance management and decision making procedures to help achieve the best use of available resources.

· Consider the implications of the proposed use of financial resources on the levels of Council Tax.

· Review the policy over the level of reserves held by the Council.

· Set out processes to monitor and evaluate proposed and actual spending to ensure that value for money is obtained.

The MTFP is supplemented by the following policy documents that provide further guidance on key areas of the financial planning process:

· Corporate Charging Policy

· Capital Strategy

· Asset Management Plan

· Treasury Management Strategy Statement

2. STRATEGIC PLANNING 

This is the mechanism for generating the Council’s key priorities and targets for the 3 forward years and for ensuring that the financial and planning processes are aligned and consistent. 

The Strategic Planning Framework guides and delivers the Council’s key priorities for the future.  The framework is:

· Community Plan

The community plan is ‘owned’ by the Local Strategic Partnership (LSP). It reflects and develops the aspirations of the communities of Carlisle and provides a strategic context for the partnership activities of all members of the LSP. For the City Council it is particularly important that the Corporate Plan enables delivery of the Community Plan; there must be congruence between the strategic objectives of both plans.

The intention is that the communities of Carlisle are consulted and involved in the development of the Community Plan. This will in turn ensure that the LSP drives the strategic thinking of partner organisations—this will inevitably be more explicit with the public service partners than those within the private sector as our primary aim will be delivery of the Community Plan.

· Carlisle City Council Corporate Plan 

The Corporate Plan explains how the City Council will contribute towards the Local Strategic Partnership’s Community Plan, and incorporates those aspects of the Community Plan pertinent to its priorities. Delivery of the Corporate Plan will be carried out in partnership with other key stakeholders.

The Councils key priorities are:

· Carlisle - The Learning City

· Cleaner, Greener and Safer 

The Council also recognises the importance of and fully supports the Carlisle Renaissance agenda.

The Corporate plan defines these priorities and the actions that will be taken to deliver these together with the criteria for success (targets). It provides a strategic framework within which decisions can be consistently made with regards to allocation of resources. It also defines the constraints within which the MTFP and policy and strategy can be developed.

The Corporate Plan will be annually reviewed and updated where necessary through the publication of the Best Value Performance Plan (BVPP). The BVPP will thus serve as both an annual report that reviews performance and a ‘health check’ on the suitability of the Corporate Plan. This will give the Council flexibility to respond to circumstances that do not fit within the three-year planning cycle while ensuring that the Corporate Plan serves as a consistent framework.

· Directorate Plans 

The primary purpose of a Directorate Plan is to describe the events between resources being consumed and the delivery of outputs. The Directorate Plan is inextricably linked with that Directorate’s budget.

The Council’s Directorate Plans are being developed to include:

· the forecast of the use of resources over the 3 year planning horizon and further if significant issues are thought to arise  

· a forecast of the resources required and a range of options for meeting these

· a demonstration of how value for money is delivered in the use of those resources

· target performance measures 

· direct and indirect links to the Corporate Plan

· risk analysis and mitigation actions

The Directorate Plan therefore interprets the Corporate Plan into meaningful activities for the people within directorates and provides a framework for their performance management.

· Other Council Strategies and Plans
The MTFP takes account of other Council Plans and Strategies of the Council. In particular the Asset Management Plan and IT Strategy are key to the delivery of the MTFP. During 2006/07 further work will be carried out to ensure consistency of all of the Council’s Strategies and Plans. 

3. FORECASTING

Forecasting is the mechanism by which the Council obtains a firm indication of the level of funding available in forward years and matches this to known and anticipated commitments.  

The Council has well established mechanisms in place for forecasting resources and expenditure commitments over a three-year planning period. The Council approved the current forecast for the period 2006/07 to 2008/09 on 23rd February 2006. This has now been updated to provide an initial projection for 2009/10, and is attached at Appendix A.

The current medium term financial projections point to a potential significant shortfall in the Council’s budgets from 2007/08.  The cause for the majority of the shortfall (£1million) is the estimated impact of the Pay and Workforce Strategy and Job Evaluation exercise.  This project will need to be managed carefully to ensure that outcomes are consistent with available Council resources.

As in previous years, additional savings will need to be identified both to meet the projected shortfall and also to continue support for initiatives and redirect resources to priority areas. 

Based on current projections, the table below shows the amount that will be required to be taken from Council Reserves to support Council expenditure. The amount required to fund recurring expenditure is the target level of ‘savings’ that are required to be found from the budget process. This is to ensure that the Council complies with its policy of not meeting recurring expenditure from Reserves and Balances. The forecast will be updated during the budget process.

Year


Recurring

Expenditure

£000
Non-Recurring Expenditure

£000
Total

£000

2006/07
  74
   990
1,064

2007/08
855
   605
1,460

2008/09
1076
   580
1,656

2009/10
1246
   580
1,826

FORECASTING RESOURCES
The Council’s Gross budget of £59,190,455 for 2006/07 is financed as follows:

Source
£
%
Note

Council Tax (including Parishes)

Revenue Support Grant

National Non-Domestic Rates

CTax Surplus

Net Budget for Council Tax Purposes

Grants and Receipts

Other Income

Reserves and Balances

Total Gross Budget
6,075,835

1,581,045

8,190,403

145,589

_________

15,992,899

30,014,400

12,119,800

1,063,356

_________

59,190,455
10

3

14

0

___

27

51

20

2

___

100
(i)

(ii)

(ii)

(iii)

(iv)

(v)



Notes:

(i) Council Tax:

Payments from Council Taxpayers contribute 10% to the Council’s gross budget for 2006/07 of £59m.

As part of its grant settlement, the Government has made it clear that Council Tax increases over 5% per annum would, at least for 2006/07, be unacceptable and potentially lead to the Government using its capping powers. For the purposes of this strategy therefore, it is assumed that an annual increase in Council Tax of 3.5% is an acceptable way forward for the Council to develop its strategy for the period under review

Based on the Council Tax base projected for 2005/06, a 3.5% increase in Council Tax per annum will provide additional resources over the period 2006/07 – 2009/10 as follows: - 

Year
Council Tax

[Band D]
Tax Base
Yield
Annual

Increase

2005/06
£165.25
32,623
£5,390,950
-

2006/07
£171.03
33,563
£5,740,280
£349,330

2007/08
£177.02
33,658
£5,958,139
£217,859

2008/09
£183.21
33,754
£6,184,070
£225,931

2009/10
£189.62
33,850
£6,418,637
£234,567

The Council’s Policy on taxation levels is that these should be set wherever possible at fair and reasonable levels and that the Council Taxpayer should not automatically bear the largest burden for any additional spending that may be required by the authority. This was informed by the extensive budget consultation exercise undertaken as part of the 2004/05 budget process. 

The actual City Council tax increase for 2006/07 was 3.5%, with projections for the three-year forward planning period set at an indicative 3.5% annual increase. This will however be subject to review during the annual budget process, and will be particularly dependent on annual Government funding levels and future spending pressures.  The Government has retained powers to cap what it considers to be excessive Council Tax increases, and has used this power in the past 2 years.   

Other national initiatives, which may impact on future levels of Council Tax include:

· The Lyons Inquiry into Local Government functions, its future role and funding which is due to report towards the end of 2006.

· Council Tax Revaluation which has currently been deferred until after the 2007 Government spending review and indeed may not take place during the life of the current Parliament.

There are no details yet available on any of the above.  As and when details become available, the effect on the Council’s Medium Term Financial Plan will be assessed and reported.

(ii) Government Grants:

Government Grants in the form of Revenue Support Grant and National 

Non-Domestic rates meet 17% of the Council’s gross budget for 2006/07. The Council received a headline 5% increase in Grant for 2006/07 over the 2005/06 level, plus an approximate £700,000 contribution towards additional concessionary travel costs arising from Government policy to provide free off peak bus travel to the over 60’s.

The 2006/07 Revenue Support Grant settlement from the Government provided both the actual settlement for 2006/07 and a provisional settlement for 2007/08. Both figures have been incorporated into the budget summaries presented in this plan. The Government intends to announce 3-year grant settlements following the 2007 Comprehensive Spending Review (CSR), and although it has not been yet been confirmed, settlement figures for the years 2008/09 to 2010/11 are anticipated in November 2007. 
Caution must be exercised in viewing the projections as the distribution of grant to individual Councils has previously varied considerably from one year to another. As stated above, the government is currently considering proposals for a number of national initiatives, which may impact on the future balance of funding for local government finance.

The current projection for Government Grants for the financial year’s 2008/09 - 2009/10 is for an increase of 2.5% per annum. Increases of this level will lead to a shortfall in overall Council funding as the increase will barely keep pace with the level of expenditure commitments.

(iii)  Grants and Receipts:

Income from Grants and Receipts meets 51% of the Council’s expenditure. The bulk of this is in respect of Housing Benefit payments, which from 2004/05 is 98% recoverable in grant from the Government (previously was 95% recoverable).

Through its Corporate Plan the Council is committed to working in Partnership, and this is central to the achievement of the Council’s aims and objectives. Maximising income from Grants and External Funding sources continues to be a key priority and this will be further progressed over the period of this Plan. 

(iv) Income:

The City Council’s revenue budget is heavily dependent on the income it generates, with 20% (£12.1m) of the gross budget being met from this source. The main areas are: 

· Fees and Charges for Services

Fees and Charges for individual services generate in the region of £4.5m per annum for the City Council. The Council’s Corporate Charging Policy 2007/08 to 2008/09 provides more detailed guidance in reviewing fees and charges on an annual basis. In terms of income generation, the Corporate Charging Policy’s aim is to increase significantly the proportion of income contributed by users of services where appropriate, rather than the cost of service being met by Council Taxpayers in general. Current policy is to increase charges for discretionary services by 1% above inflation as measured by the RPIX, year on year for the life of the MTFP. The effect of this policy on income yields from individual services will be reviewed as part of the budget process later in the year.  

· Property Rental
The level of income received from Property rental is in the region of £4.0m per annum. The principle of re-investment in the property portfolio to ensure that income streams are maintained has been accepted with the establishment of an Asset Investment Fund. This fund means that, subject to capital receipt generation, a maximum of £200,000 per annum is earmarked for investment in the Industrial Estates. 

The Council’s Asset Management Plan 200708 to 2009/10 guides the authority in the best use of its assets and considers the important issue of sustainability of the asset base.

· Investment Income
Investment Income from revenue funds and balances as well as set-aside capital receipts continues to be a significant element of the City Council’s original budget forecast at £1.420m in 2006/07 (based on an average investment yield of 4.4% interest).  This projection will be reviewed in the light of money market conditions and the improved balances resulting from the Preserved Right to Buy Receipts. The Council currently manages funds of about £30m internally.  Further details of the Council’s investment policies are contained in the Investment Strategy, which was approved by the Council on 6 February 2006 as part of the Treasury Management Strategy Statement.
(iv) Reserves and Balances:

It is the responsibility of the Director of Corporate Services to advise the Council on the level of reserves that it should hold and to ensure that there are clear protocols for their establishment and use. Full details on the Reserves and Balances held by the City Council are attached at Appendix B.

The Council is currently in a sound financial position with robust balances as set out in Appendix C. In order to maintain the financial stability of the Council, the fundamental principle on the usage of Reserves and Balances is that they should not be used to fund recurring expenditure. However, where they are, the usage should be explicitly stated, and steps taken to address the situation in following years. 

FORECASTING COMMITMENTS
Mechanisms are in place for forecasting known commitments and price movements as follows: 

(i) New Policies and Service Improvements

Only those initiatives identified in the Corporate and Directorate Plans as being in accordance with the Council priorities will be considered for funding as part of the annual budget process. 

New initiatives require the completion and formal submission of a Spending Proposal, which is subject to an evaluation process including the Strategic Financial Planning Group prior to consideration by the Executive and Members of Overview and Scrutiny Committee.

(ii) Efficiency and Saving Target:

Target efficiency or policy savings are identified annually as part of the budget process, depending on the level of forecast resources and commitments. In the light of the forecast budget deficit the Council approved the investigation of a number of key areas to be investigated during 2006/07 and as set out in detail in the budget resolution approved by Council on 23rd February and summarised as follows:

· Reorganisation efficiencies

· Improvement Planning and Review of services

· Pay and Workforces Strategy Implications

· Use of Resources and Value for Money

· Trading and Charging Opportunities

· Shared Services investigation

In terms of the Gershon efficiency targets set by the Government, an efficiency plan covering the three-year period from 2005/06 was developed and is proactively monitored.  

The original three-year target based on 2004/05 outturn was £1.8m across the three-year period.  The three-year plan sets out efficiencies that meet this target. 

Returns made to date (subject to Audit) are as follows:

2005/06 Forward Look
April 2005
£622,000

2004/05 Backward Look
June 2005
£645,000

2005/06 Forward Look 
April 2006.
£236,000

2007/08 Not yet due
           Provisional
£300,000



Provisional Total


         £1,803,000

Although the original efficiency exercise is due to draw to a close in 2007/08, the need to provide ongoing efficiencies will continue. There have been some indications from the Government that an ongoing efficiency target of 3% per annum will be required from 2008/09. This requirement has not been included in the strategy at the moment.

(iii) Treatment of Inflation:

Inflation levels are forecast over the three-year planning period, with targets set annually as part of the detailed budget process. The Council’s policy is to budget for inflation in cash terms, with no contingencies held for variations from estimates.

(iv)
 Revenue Budgets  

The estimated base net budget requirement for 2007/08 is £15,909 million. This figure has been uplifted in the forecast for the three years 2007/08 - 2009/10 to reflect a series of assumptions that will impact on the Council’s budget.

The forecast makes the following key assumptions: -

· Pay – 3% per annum over period 2007/08 to 2009/10.

· A freeze on general corporate purchasing and general supplies as in 2006/07 to reflect efficiencies generated by improved corporate purchasing.

· 2.1% inflation increase (as measured by the Consumer Price Index) on other costs, except in specific instances where different treatment is approved by the Director of Corporate Services.

· A  target of 3.1% increase from fees and charges (subject to feasibility review) in line with the Corporate Charging Policy .

· Repair and maintenance of Council buildings will continue to be made at 2006/07 levels. This may need to be reviewed when plans are developed to address the backlog maintenance of £4.5 million contained within the Council’s Asset Management Plan, as this will identify specific targeted investment in the Council’s property portfolio.

· Affordable borrowing costs will not be required to finance the council’s capital programme.

· Investment income is generated from interest received on the temporary investment of general reserves and unused capital receipts. This strategy assumes that the Council will continue to have approximately  £30 million available for this purpose on an ongoing basis and assumes an interest rate of approximately 4.5% per annum over the period of the review.

· Natural salary turnover savings of 3% per annum.

· No specific contingency budgets have been included against the potential for any unforeseen expenditure.

(v) Core Budgets:

Core work is funded on an ongoing basis and budgets will be thoroughly reviewed as part of the improvement review of services. Amendments to core budgets arise from efficiency reviews specified as part of the annual budget process. Resources will continue to be targeted at the Council’s higher priorities and this may result in decreases to lower priority areas.

4. PERFORMANCE REVIEW

This is the process that allows the outturn expenditure and outputs delivered to be measured against budgeted expenditure and targets.

Currently, out-turn expenditure is measured against budgeted expenditure as part of the final accounts process and outputs are measured against targets via the performance management framework. Quarterly budget monitoring reports are considered by Officers and Members to monitor progress throughout the year.

Directorate Plans set out the outcomes to be delivered within agreed level of resources over a three-year period, and are currently being developed. Monitoring Reports are formally reviewed by the Overview and Scrutiny Committees and by Executive Members according to their portfolio responsibilities. 

5. RISK ASSESSMENT

 There are a number of inherent risks in the strategy as proposed and these are identified in Appendix D to this report. 

       The appendix also provides information on how performance against the 

MTFP will be measured, together with details of responsibilities and lines of reporting to Management Team and the Council.

6. THE ROLE OF MEMBERS 

The purpose of this report is to provide members with information on the prospective financial position of the Council over the next three years to allow informed decisions to be made on the forward strategy to be adopted by the Council to deliver balanced capital and revenue budgets. Members have a key role to play in this exercise and will need to actively: -

· Consider and set strategic priorities for the Council.

· Consider and set the budget strategy for the Council, after considering all available information contained in this strategy.

· Scrutinise and challenge existing Council budgets and proposals for growth and savings.

· Provide guidance on the acceptable level of Council Tax to be levied over the next three years.

The Strategic Financial Planning Group (SFPG) consisting of senior officers and members of the Executive was set up to assist in the successful integration of planning, budgeting and performance monitoring. The Group operates in an advisory capacity only, with any recommendations made being subject to formal approval of the Executive and scrutiny by the Corporate Resources Overview and Scrutiny Committee. The role of the SFPG will be reviewed during 2006/07.

7. SUMMARY

The Council has in place a robust medium term planning framework geared to achieve the aims and objectives set within the Corporate Plan and to assist the improvement of core service quality and national and local Performance Indicators.  Corporate strategic and monitoring systems are described within this document.

APPENDIX A

Carlisle City Council – Financial Projections to the Period 2009/10

2005/06

Original

£000
2005/06

Revised

£000
Summary Net Budget Requirement
2006/07

Budget

£000
2007/08

Proj’d

£000
2008/09

Proj’d

£000
2009/10

Proj’d

£000



 Recurring Revenue Expenditure







 Existing Expenditure 
15,327
15,909
16,593
17,257



 Budget reductions 
(975)
(1,218)
(1,202)
(1,202)



 New Spending pressures 
1,288
2,288
2,288
2,288

14,461
14,498
Total Recurring Expenditure 
15,640
16,979
17,679
18,343











Non-Recurring Revenue Expenditure





572
582
- Existing Commitments  
671
550
580
580



- Spending pressures 
409
55
0
0

0
1,535
- Carry Forward (note 1)
0
0
0
0

15,033
16,615
Total Revenue Expenditure 
16,720
17,584
18,259
18,923











Less Contributions from Reserves:





0

69

(437)
0

32

(437)
Recurring Commitments 

- Pay & Workforce Strategy

- Balance 
Pensions Reserve
0

(74)

0
(1,000)

145

0
(1,000)

(76)

0
(1,000)

(246)

0

(572)

0
(2,117)

 0
Non Recurring Commitments

- Existing Commitments 

- New Commitments 
(671)

(319)
(550)

(55)
(580)

0
(580)

0

14,093
14,093
Total City Council Budget requirement
15,656
16,124
16,603
17,097

317
317
Parish Precepts Est.  
336
340
350
360

14,410
14,410
Projected Net Budget Requirement for Council Tax Purposes 
15,992
16,464
16,953
17,457

(5,391)

(5,694)

(2,942)

(66)

(317)
(5,391)

(5,694)

(2,942)

(66)

(317)
Funded By:

-     Council Tax Income 

-     Revenue Support Grant

-     National Domestic Rates Grant

-     Estimated Council Tax Surplus

-     Parish Precepts
(5,740)

(1,581)

(8,190)

(145)

(336)
(5,958)

(10,111)

0

(55)

(340)
(6,184)

(10,364)

0

(55)

(350)
(6,418)

(10,624)

(55)

(360)

(14,410)
(14,410)
TOTAL
(15,992)
(16,464)
(16,953)
(17,457)

Note:

1. This reflects the amount of committed expenditure carried forward at the end of each financial year. The carry forward from 2005/06 to 2006/07 will be incorporated into the projections once Members have approved the 2005/06 General Fund Out-turn report.  

APPENDIX B

CITY COUNCIL RESERVES 

The City Council maintains various Reserves for the purpose of meeting liabilities other than those covered by provisions.  They are analysed between general usable reserves which can be applied to any approved purpose and earmarked reserves which can only be applied for specific purposes. 

The reserves and the purposes for which they are held are reviewed annually as part of the MTFP process.

(Members should note that the financial projections contained in this will change once the 2004/05 and 2005/06 Accounts have been completed and this will be amended in the final version).

GENERAL USABLE RESERVES

· GENERAL FUND RESERVE

Purpose of the Reserve:

To be a general working balance / contingency to cushion the Council against unexpected events and emergencies.

How and when the Reserve can be used:

The issues that are taken into account in reviewing the level of this Reserve are judgements on:

· Cash flow requirements

· Inflation and interest rates

· Demand led pressures

· Planned efficiency and productivity savings

· Risks arising from significant new funding partnerships, major outsourcing arrangements or major capital developments

· The availability of available funds to deal with major contingencies.

The target for this reserve is that it should broadly equal 20% of Net Revenue Expenditure plus £1million as an emergency contingency.  The target amount has been retained at £3.8m as in 2006/07 as this is considered sufficient taking into account the risk factors set out above, and in addition. This has been set in the light of the Council moving towards tighter base level budgeting, which increases the risk to the Council from any economic downturn, and which could impact heavily on the income estimates. 

Currently the balance on this reserve is £2.8m as £1m was allocated to flood recovery work during 2004/05.  The reserve has now been restored to previous levels. Any future years’ underspends or windfall gains and uncommitted resources from the Projects Reserve will be allocated to this fund to maintain the current target.

· HRA/BENEFIT RESERVE

Purpose of the Reserve:

Following the transfer of the Council’s Housing Stock in December 2002, the Housing Revenue Account was formally closed on 1st April 2005, and the remaining balance in the HRA Reserve was transferred to the Projects Reserve. 

A small amount of £30,000 was retained for 2005/06 as an earmarked Benefit reserve following changes to the method of funding of Rent Allowances and Council Tax Benefits introduced in 2004/05.

How and when the Reserve can be used:

This Reserve will no longer be required from 2006/07. 

· PROJECTS RESERVE

Purpose of the Reserve:

This Reserve supports the Council’s capital programme or any other major initiatives (including substantial reorganisations). Any revenue budget shortfall is also a first call on the Projects Reserve. Any windfall gains over and above the amount required to maintain the target for the General Fund Reserve (currently £3.8m), plus the former HRA balance will be transferred to the Projects Reserve. It is anticipated windfall gains and underspends will reduce over time as the Council’s base budgeting procedures become tighter. 

How and when the Reserve can be used:

Usage from the Fund will be subject to approval by the Council as part of the budget process where possible. However, on those occasions where major schemes or items of expenditure arise outside of the budget process, Council can consider these on an ad-hoc basis as supplementary estimate requests. 

· RENEWALS RESERVE

Purpose of the Reserve:

This reserve was established in 1974 in order to make a sufficient annual revenue contribution to fund the future replacement of all of the Council’s vehicles, plant and equipment.  A fundamental review of this fund was undertaken by Internal Audit during 2003/04 and the recommendations from that report are being progressed, particularly where there is evidence that there are items, particularly of an IT nature, which are not adequately provided for. The balances contained within this fund will be retained at the current levels pending this further work, which has been delayed due to the diversion of available staffing resources to flood recovery work and to improving the financial reporting processes. 

How and when the reserve can be used:

The allocation from the Reserve is approved annually by the Council as part of the budget process. The usage to be for replacement of specific items as set out in the detailed Renewals Plan.  As part of the ongoing review of this fund, it will be investigated whether existing virement rules should be extended to the Renewals Fund.

· PENSIONS RESERVE

Purpose of the Reserve:
The results of the triennial review of the Pension Fund were received in December 2004, with new rates operative from 1 April 2005.  The triennial review identified a substantial deficit on the fund with employer rates increasing from 10.7% to 15.9%. This reserve (set at £1m) was set aside to cushion the impact of any increase in the first 2 years as an interim measure pending confirmation of the actual amount required and identification of savings to meet the deficit on an ongoing basis.  The extent to which the Reserve has been earmarked to cushion revenue funding is shown within Appendix C.  The Reserve is no longer required from 2006/07 as approved by Council on 23rd February 2006.

How and when the Reserve can be used:

The reserve was drawn upon to cover any potential revenue shortfall in the short term arising from the triennial review of the pension fund. The long-term impact of the pension revaluation was addressed as part of the 2006/07 budget process, and so the Reserve is no longer required.

· COMMERCIAL AND TECHNICAL SERVICES (CTS) RESERVE

Purpose of the Reserve:

This reserve was established from surpluses arising from former DSO trading activities under the CCT regime to cover potential losses and unforeseen expenditure. Since then, the abolition of the CCT regime, together with the reorganisation of the authority, has determined that CTS no longer operates as a trading organisation.  In the short term however, given the scale of the changes that CTS have absorbed and its transition from ‘trading’ organisation to core service, it is prudent to retain a small reserve to cushion any short-term transitional implications. It is recommended that this reserve be phased out over 2 years with the balance being transferred to the Projects Fund, and  £100,000 will be retained in 2004/05 dropping to £50,000 in 2005/06 and nil in 2006/07.

How and when the Reserve can be used:

The Reserve is no longer required from 2006/07 as the former trading sections have now been embedded into the new organisational structure. 

· LANES CAPITAL RESERVE 

Purpose of the Reserve:

The Lanes Capital Fund was established under the terms of the original agreement whereby the Council was permitted to charge up to 1% of capital expenditure to the gross rent account as a permitted deduction. This annual amount has created a Reserve Fund from which the Council’s share of any exceptional expenditure required on the Lanes could be met in future years. Under the terms of the new lease agreement, any requirement to fund up to the first 1% of capital expenditure will fall on the Council’s partner and the Council’s permission (not to be unreasonably refused) would be required to spend in excess of 1%. The Council would ultimately meet its share of any further exceptional expenditure through a lower rent distribution for that year (once the rent guarantee has run out). Given this situation, it is considered prudent to continue to set aside the annual contribution to meet any future liability.

How and when the Reserve can be used:

Any usage from the reserve would be subject to a formal report to Council.

· ASSET INVESTMENT RESERVE

Purpose of the Reserve:

This Reserve is to provide resources to purchase properties as part of the Carlisle Renaissance project through the capital programme and to provide revenue resources to buy-in marketing assistance to enable sales to progress. In addition an amount was set aside from the Industrial Estates Asset Review subject to completion of the review of assets.

How and when the Reserve can be used:

Any usage from the reserve would be subject to a formal report to Council. 

EARMARKED RESERVES

· CONSERVATION RESERVE

Purpose of the Reserve:

The Conservation Reserve is a rolling conservation fund, first set up by the Council in 1994. The purpose of the fund is to purchase historic buildings at risk, repairing and improving them if necessary with the help of a local building preservation trust and on the sale of the property using the money to reimburse the fund.  The fund was used in recent years to contribute finance to the Heritage Economic Regeneration Scheme.

How and when the reserve can be used:

Any usage from the reserve would be subject to a formal report to the Executive.

· COLLECTION FUND

Purpose of the Reserve:

The Collection Fund is a statutory fund which the Council, as the billing authority, must maintain to record transactions on council tax and business rates. The year end surplus or deficit on the Collection Fund, in relation to council tax, is distributed to the precepting bodies i.e. Cumbria County Council, Cumbria Police Authority and the Council’s General Fund in the following year. This redistribution is calculated on the basis of estimates of the year end balance made on 15 January each year and is reported annually to the Executive as part of the budget process. 

How and when the Reserve can be used:

The Reserve can only be used for the purpose set out above and as such it is not available for the use of the City Council (except to receive its share of any annual surplus)

· RESIDENTS PARKING RESERVE

Purpose of Reserve:

This reserve accumulates the funds from the establishment and operation of the residents parking initiative. The Parking agreement between the City Council and Cumbria County Council stipulates that the balance on this reserve be reported to the County Council on an annual basis and be spent only on measures or schemes consistent with the provisions of the Local Transport Plan.

How and when the Reserve can be used:

The Reserve can only be used for the purpose set out above and as such it is not available for the use of the City Council (except as agreed by the County Council).

· BUILDING CONTROL RESERVE

Purpose of Reserve:

This reserve accumulates the funds from the Building Control function, a statutory ring-fenced service, which must break-even over a rolling 3-year period. Any surplus generated must be spent on improving service delivery. 

How and when the Reserve can be used:

The Reserve can only be used for the purpose set out above and as such it is not available for the general use of the City Council, although this policy will be reviewed once new Guidance has been received from the Government.

· LSVT WARRANTIES RESERVE

Purpose of Reserve

This reserve was set up following the Council’s LSVT of its housing stock in December 2002.  Its purpose is to meet any claims arising from the breach of any environmental warranties given at the time of the transfer in years 13 – 25 following the expiry of the period that such claims have been covered by appropriate insurance provisions.

How and when the reserve can be used:

Use of the reserve to the costs of meeting any claims arising from the situation described above.












APPENDIX C

CITY COUNCIL RESERVE PROJECTIONS 

Members should note that the financial projections contained in this will change once the 2004/05 and 2005/06 Accounts have been completed and this will be amended in the final version.

Council Reserves
Out-turn

31/03/05

£000
Projected

31/03/06

£000
Projected

31/03/07

£000
Projected

31/03/08

£000
Projected

31/03/09

£000
Projected

31/03/10

£000

General Fund Reserve
(2,835)
(3,005)
(3,800)
(3,800)
(3,800)
(3,800)

HRA/Benefits Reserve
(3,537)
(30)
0
0
0
0

Projects Reserve
(3,248)
(4,499)
(3,203)
(1,743)
(87)
1,739

Renewals Reserve
(2,408)
(1,533)
(1,816)
(1,871)
(1,925)
(1,981)

Pensions Reserve 
(1,000)
(563)
(0)
(0)
0
0

CTS Reserve
(100)
(50)
0
0
0
0

Lanes Capital Reserve 
(236)
(251)
(266)
(281)
(296)
(311)

Asset Investment Res.
(100)
(1,100)
(2,100)
(2,100)
(2,100)
(2,100)

Total General Usable Reserves
(13,464)
(11,031)
(11,185)
(9,795)
(8,208)
(6,453)

Conservation Reserve
(139)
(176)
(214)
(252)
(290)
(328)

Collection Fund







Residents Parking Res.
8
0
0
0
0
0

Building Control Res.
(121)
(155)
(155)
(155)
(155)
(155)

LSVT Warranties Res.
(488)
(488)
(488)
(488)
(488)
(488)

Earmarked Reserves
(740)
(819)
(857)
(895)
(933)
(971)

RISK ASSESSMENT















APPENDIX D
Risk
Likelihood
Level of Risk
Severity
Control
Review
Responsibility
Reports to

The assumptions contributing to the Financial Plan prove to be incorrect. 
Low/Medium
Low/Medium
Medium
Review budget forecasts regularly and continually adjust for known and likely variations that impact on the forecast
Ongoing
Head of Financial Services
SMT,  Executive , CROS and Council

Spending exceeds budget or assumed income levels not achieved 
Medium
Low
Medium
Regular budgetary monitoring reports. 

Updates to medium term financial strategy
Monthly

As needed
Chief Accountant, Heads of Service
SMT,  Executive , CROS and Council

Unforeseen spending
Low
Low
Medium
Budget Monitoring. Adequate contingency reserve. 

Updates to medium term financial strategy
Monthly

As needed
Chief Accountant, Heads of Service
SMT,  Executive , CROS and Council

New Schemes / Initiatives
Low
Medium
Medium
Review priorities. Assess effects on budget.

Updates to medium term financial strategy
As needed
Chief Accountant, Heads of Service
SMT,  Executive , CROS and Council

Dependence on reserves and general balances
Low
Low
High
Compliance with CIPFA / Audit Commission recommendations on level of balances and reserves
Annually
Head of Financial Services
SMT,  Executive , CROS and Council

Efficiency Savings or budget savings not achieved
Medium
Medium
High
Review budget forecasts regularly and continually adjust for known and likely variations that impact on the forecast
Ongoing
Head of Financial Services, Heads of Service
SMT,  Executive , CROS and Council

Changes to existing Government funding regimes e.g. RSG, Housing Benefits 
Medium
Medium
High
Review service priorities, assess other funding opportunities, update medium term financial strategy
As Needed
Head of Financial Services
SMT,  Executive , CROS and Council

Changes to the local government finance system as a result of the Lyons review
Medium
Medium
High
Report due in 2006. Assess implications of proposals and impact on medium term financial strategy
As Needed
Head of Financial Services 
SMT,  Executive , CROS and Council
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