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2.
BACKGROUND
2.1
The ‘maintaining a durable budget’ report is now a standing report to every meeting of the Executive Committee. 

2.2 The Council’s financial strategy, revised budget 2010/11 and budget 2011/12 were approved at February’s meeting of Full Council. The key messages in relation to the General Fund budget were;

· Council Tax remains below the national average (around £3 per week;


· The Council has maintained its balanced budget without cutting front line services or using one-off reserves;


· The budget is of course only a paper exercise and the challenge of delivering the £2m of savings during 2011/12 must not be underestimated.  The Council’s focus will remain on maintaining the delivery of high quality front-line services however with the level of changes necessary some transition turbulence is inevitable.

· A further £1m of savings is estimated to be needed to balance the budget for 2012/13.  Work on the budget delivery framework will continue to ensure this is delivered.
· The financial outlook past 2012/13 is impossible to predict with a new government grant regime likely to be introduced.  The Council will need to maintain its focus on big ticket items and continue with its successful lobbying strategy;


2.3 The Council’s approach to budget setting and monitoring has been developed to cope with the very significant cuts in Government funding both in year (HPDG) and through the grant settlement (15.2% cut in core grant).  The Council had the advantage of starting from a 'strong financial platform' with no reliance on reserves or structural budget deficit.  It developed its own budget delivery framework to ensure that the Council had a robust mechanism on which to base its financial strategy.



2.4 The foundations of the Medium Term Financial strategy are the 'guiding principles,' 'modelling for recovery’ principles and newly approved ‘budget containment strategy.’ which are set out below: - 


Guiding principles:
a. Revenue balances should not fall below £1m and overall revenue reserves should not fall below 10% of net revenue expenditure;
b. In setting the Council Tax, members should consider the medium term to ensure that a sustainable budgetary position is preserved (with due regard being given to any penalties that might apply);

c. The level of household Council Tax to increase each year in line with inflation at least, where the budget is in deficit, to ensure resources remain consistent with budgeted costs;

d. When setting the Capital Programme, consideration is given to allocating capital resources to schemes that are beneficial to the Council’s overall revenue budget position;

e. To maximise the resources available to the Authority, the Council will actively lobby the Government on relevant issues (e.g., grant distribution/ planning fees).

2.5 The guiding principles have been instrumental in helping the Council deliver a balanced budget  The principles discourage the use of one-off reserves to balance the budget in favour of more sustainable methods like proactive budget management, ongoing efficiency savings and attracting external funding.



2.6 The Council has recognised that as a major economic engine in the Borough it has an important role as a stimulus for the economy and as support to other local businesses.  The Council endorsed a set of counter cyclical 'modelling for recovery' principles.  The principles were designed to help the Council continue to invest in both infrastructure and services and to help achieve its major objectives of higher grade higher density jobs, better town centres and a better education offer.
Modelling for recovery principles

1. Wherever possible, continue with all planned investments and programmes, to protect the local economy and lever in other investments;

2. Given that we currently have no long-term debt, we should be prepared to consider debt-funding as a means of programme delivery or stimulus – if this can be shown to be sustainable and have a wider economic benefit;

3. Organise our fiscal structures and business models to attract and retain the maximum amount of revenue within the local economy;

4. To ensure all possible avenues are used within procurement rules to source locally;

5. Protect the performance of Council services which come under particular strain;

6. Work closely with partners in the voluntary, public and private sectors, to ensure optimum efficiency.



2.7
During the budget cycle 2011/12 the Council approved a further set of principles for managing the impact of changes made externally and outside the control of the Council. 

Budget Containment Strategy:
1. Where a specific grant which funds a specific service is withdrawn, the service stops;

2. Where grant funding reduces, which Kettering Borough Council passports through to another organisation, the reduced sum continues to be passported, providing the end recipient organisation feels it can still provide a value-added service at that funding point.


3. Where a function is transferred to another provider, the Council leaves all service-provision discussions, including any top-up funding, with the new provider;
4. The Council would ordinarily neither seek to buffer nor profit from tax changes;  
5. The Council should not substitute itself as the provider / funder of services when another public provider cuts such a service.
2.8 Whilst these principles provide a robust framework to work within the Council’s success comes from an ability to deliver.  The Budget Delivery Framework has provided the operational mechanism for delivering the savings required to balance the budget for 2011/12 and this will continue for maintaining a durable budget into the medium term.
2.9 The budget is of course only a paper exercise and the challenge of delivering the £2m of savings during 2011/12 must not be underestimated.  The Council’s focus will remain on maintaining the delivery of high quality front-line services however with the level of changes necessary some transition turbulence is inevitable.

3. BUDGET UPDATE



3.1 Given the relatively short space of time between the Council approving the budget (24th February) and this meeting, there are no major budget updates to provide in this report.
As previously reported, we anticipate the main accounts to come in at an acceptable level for 2010/11.

3.2 Work is now concentrating on delivering the identified efficiency measures for 2011/12 whilst commencing the closedown procedure for the 2010/11 accounts.  Given the high level of concentrated effort that was required to balance the 2011/12 budget, more detailed attention is now being given to the 2010/11 budgets as the closedown process commences.

3.3 Experience from previous years has shown that the closedown process will identify a number of favourable and unfavourable variances at operational budget level. Following the closedown process, should there be an overall favourable budget variance it would be advisable to consider this as a source of funding to help stimulate and secure future savings.

4. TREASURY MANAGEMENT STRATEGY 2011/12


4.1 The Council has a number of strategies and policies that when considered together comprise the Overall Investment Strategy (see diagram below).   This report considers only the strategic Treasury Management elements of the Overall Investment Strategy;
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4.2 The Treasury Management Policy Statement is a high level document, which defines the Council’s policies and objectives of its Treasury Management activities.  See Appendix A.


4.3 The CIPFA Treasury Management Code of Practice requires the Executive Committee to approve the Annual Treasury Management Strategy in advance of the financial year this then requires approval by Full Council. 

4.4 To comply with recommended best practice, the Council is required to set a number of Prudential and Treasury Indicators at the same time as it sets its annual budget. These were reported and approved as part of the budget report to Full Council on 24th February 2011. 

4.5 For completeness the indicators form part of the proposed Treasury Management Strategy for 2011/12 as detailed at Appendix B.

4.6 The indicators are a technical accounting requirement and are based upon a range of different external borrowing scenarios that may happen during the medium term. These are reviewed and updated annually by the Council. The Council’s budget model makes provision for the cost of estimated debt charges (associated with borrowing); the indicators themselves provide a statutory framework for officers to work with during the year.

4.7 The Council like all local authorities uses ratings to determine, which institutions it can invest with.  The Council monitors credit ratings daily and is alerted to changes through the Sector creditworthiness service.  If a downgrade results in the counterparty / investment scheme no longer meeting the Council’s minimum criteria, its further use as a new investment will be withdrawn immediately.


4.8 The Treasury Management Strategy requires a Minimum Revenue Provision (MRP) strategy; this is included at Appendix B Section 15.  MRP is a technical adjustment but is a real cost to the council tax payer.  

4.9 During the preparation of the proposed strategy for 2011/12 officers have liaised with, Sector Treasury Services Ltd, the Council’s appointed treasury advisors.  A standardised template devised by Sector has been used as the basis to develop the proposed strategy.  See Appendix B.

4.10 An information sheet is detailed at Appendix C to provide additional information on the Prudential and Treasury Indicators, together with reasons why changes have been made to the Indicators.
4.11 Members should note that the Treasury Management Strategy (and associated prudential indicators) that are outlined in this report do not take account of the Government’s proposed changes to the housing finance system. The Government is expected to announce further details of their proposals over the coming months. When the Government transfers the national housing debt to individual local authorities, each local authority will need to take on external borrowing to fund and service the debt – these are likely to be significant sums and could be in the region of £70,000,000 for this council. When further details are known, the Executive Committee and Full Council will need to revise the Councils Treasury Management Strategy (and the prudential indicators) to deal with the increased levels of external debt that the Council will need to take on.
5. CONSULTATION AND CUSTOMER IMPACT


5.1 The annual budget is subject to full customer consultation the details of which will be included in the budget report to the Executive in December 2011.  


6. POLICY IMPLICATIONS


6.1 There are no direct policy implications in this report.


7. USE OF RESOURCES


7.1 The implications on the Council resources are considered throughout the report.
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1.	PURPOSE OF REPORT





The purpose of the report is to:	�


Remind members of the Guiding Principles that underpin the Council’s Financial Strategy;	





To present the Treasury Management Strategy 2011/12 for approval.





8.	RECOMMENDATIONS


	�That the Executive;





Notes the contents of the report;





Approve the Treasury Management Policy Statement as detailed in Appendix A;





Approve the Annual Treasury and Investment Strategy as detailed in Appendix B;	
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