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2010-2011 REVENUE BUDGET AND CAPITAL PROGRAMME

FOREWORD
1.
This report is one of the most important documents which the Authority needs to consider during the course of the year.  Its purpose is to review the Authority's current plans and achievements in financial terms and then to set out its aspirations for the coming year, taking into account the Policing Plan, identified priorities and the likely resources available.

2.
With this in mind, and in an attempt to make the report as lucid as possible, it is presented in the following format: -


SECTION 1
-
gives an overview of the budget highlighting the key issues and summarising the budget recommendations.


SECTIONS 2-9
-
deal with the different aspects of the budget in more detail, prudential indicators and the MRP and Treasury Management Strategies.


SECTION 10
-
the appendices, containing supporting information for issues included in the budget report.

3.
As in previous years, it is hoped that this approach will enable Members to identify the major points of the budget whilst greater detail is provided for those who prefer it.

4.
BACKGROUND DOCUMENTS

Background documents to this report are: -


(i)
Various Local Government Settlement letters and reports


(ii)
Various reports to the Authority


(iii)
Various reports and letters from the ten districts.


(iv)
Prudential Code for Capital Finance in Local Authorities – Chartered Institute of Public Finance and Accountancy (CIPFA).


(v)
Guidance note on Local Authority Reserves and Balances - Chartered Institute of Public Finance and Accountancy (CIPFA).


(vi)
Guidance on Local Government Investments.


(vii)
Treasury Management in the Public Services, Code of Practice and Guidance notes – Chartered Institute of Public Finance and Accountancy (CIPFA).


(viii)
Local Government Finance Act 1992.


(ix)
Local Government Act 2003.


(x)
Comprehensive Spending Review 2007.
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SECTION 1 : REPORT OVERVIEW AND SUMMARY OF RECOMMENDATIONS

INTRODUCTION
1.
This budget report should be considered in the light of the Policing Plan, the national and local objectives included within it and other agreed priorities of the Authority.

REVIEW OF 2009-2010
2.
The 2009-2010 budget requirement was £566.044m, including £82.293m special grants, as follows: -

	
	
	£m

	Revenue special grants
	
	

	Counter Terrorism
	
	19.833

	Neighbourhood Policing Fund (NPF)/

Police Community Support Officers (PCSO’s)
	
	17.642

	Crime Fighting Fund (CFF)
	
	17.208

	Rule 2 Police Grant
	
	7.803

	Other
	
	6.649

	Private Finance Initiative (PFI)
	
	5.315

	Security
	
	3.782

	Basic Command Unit (BCU)
	
	2.826

	Asset Incentivisation
	
	1.235

	
	
	82.293


3.
The main assumptions included in the compilation of the budget were:-

	· 
	Pay awards 2.6%, the second year of a three year deal
	

	· 
	General price inflation 3% with specific rates for utilities, motor fuel, forensics, building works and insurance
	

	· 
	Use of £1.191m from the General Fund for non-recurrent expenditure
	


4.
Latest forecasts for 2009-10 indicate a potential unfavourable variance of £3.170m (0.56%).  Every effort will be made to minimise the forecast variance.  The final balance will be accounted for via the General Fund.

5.
AGMA Executive agreed a three-year 7.5% precept rise for Greater Manchester Police Authority (GMPA) from April 2008 to address a number of pressures surrounding:

a) Full implementation of Neighbourhood Policing including resourcing levels and the identification of ‘Priority Neighbourhoods’

b) Drug dealing in local communities

c) Gang and gun crime

d) Child protection issues

e) Estates strategy


A range of new initiatives proposed within the areas a) – e) above were agreed to be phased in over the three year period with the full impact of the funding being realised in 2009-10 onwards.

The aims of the new initiatives were:

a) Increased satisfaction and confidence of  the communities

b) A positive impact upon anti-social behaviour in priority neighbourhoods identified with partners

c) Locally identified outcomes agreed by GMP and the local Crime and Disorder Reduction Partnerships (CDRPs), specific to each priority neighbourhood

d) Reduction in volume crime levels, in line with the crime reduction targets negotiated in the PSA

e) Enhanced protection of vulnerable people


This investment led to the introduction of an extra 104 police officers to front line duties. Each of the 12 Divisions in Greater Manchester were allocated a team of one sergeant and five constables for priority neighbourhoods. A further 32 officers are deployed across the whole of Greater Manchester to deal with priority hot spots identified in partnership with the Community Safety Partnerships.


In the period from April 2009 to January 2010 (compared with the same period in 2008-09) there have been reductions in serious acquisitive crime, burglary, robbery, vehicle crime, serious violent crime, assault and anti social behaviour incidents. 

The force is also in process of delivering a large strategic change programme, “Putting People First” which will facilitate the delivery of improved services and enhanced public confidence. Using Quest methodology in two pilot divisions has identified more efficient ways of operating that ensures police officers are able to spend more time in the neighbourhoods meeting the needs of the public. This will now be rolled out to all divisions through a standard policing model. The force has also started work on driving out efficiencies in back and middle office activities through a project named “Optimus”. 

The force has continued to implement its Estates strategy which is designed to ensure that the Force has modern fit for purpose buildings. The new Serious Crime Division’s Headquarters is now fully operational, the new Bury Divisional Headquarters and Force Headquarters are  currently under construction both replacing old and outdated buildings that are prohibitively costly to maintain. A full business case for the North Manchester Divisional Headquarters has been approved and construction will begin in 2010-11. An Outline Business case for the redevelopment of the Rochdale Divisional HQ has been approved and will move to Full Business Case stage in the next financial year.

LOCAL GOVERNMENT FINANCE SETTLEMENT 2010-2011

6.
The main features of the settlement are: -

· The third year of the first three year settlement, dovetailed with the Comprehensive Spending Review (CSR) 2007

· In line with Government policy on multi-year settlements the final figures for 2010-11 confirm those originally published in January 2008.

7.
The final settlement was announced on the 20th January 2010, and resulted in:

· Police Grant of £245.432m

· Revenue Support Grant (RSG) of £28.794m

· National Non Domestic Rates (NNDR) of £198.292m

· Other revenue grants of £82.306m 

· A contribution to the floor of £13.207m, equivalent to £16.54 on the Precept 

In addition the District Councils notified us of a total Collection Fund surplus of £0.455m and an aggregate tax base of 798,399 dwellings.

8.
The average Band D council tax increase in 2009-10 was 3%.  The Government has announced that it anticipates that this will fall further in 2010-11 whilst frontline services are protected and improved.  The Government expects that the average Band D council tax increase will achieve a 16 year low in 2010-11 and has indicated that it is prepared to take capping action against excessive increases by authorities and require rebilling if necessary.  Capping principles are determined on a year-by-year basis taking into account current economic and social circumstances and are not announced in advance.  The Government has made it clear that if would be a mistake to assume that previous year’s capping principles will apply in 2010-11.  The Authority’s current proposals are for a 7.5% Band D Precept increase in 2010-11 (which will result in a budget requirement increase of 3.92%), the last year of an agreement to increase the Precept by this percentage for 3 successive years made through AGMA.  This level of increase is dependent on the continued delivery of initiatives centred on Neighbourhood Policing in priority areas.


BACKGROUND TO THE 2010-2011 REVENUE BUDGET PROPOSALS

9.
The Force is able to balance its revenue budget for the 2010-11 financial year. 


The main grant figures for 2010-11 have been announced and were as expected.  However, the Force is still awaiting notification of its specific grants for Counter Terrorism, Security and Mandatory Drug Testing.  The latest Strategic Financial Outlook figures assume that these grants will continue at the current level of funding which is £20.2 million for Counter Terrorism, £3.9 million for Security and £2.5 million for Mandatory Drug Testing.


 With respect to expenditure, the projections reflect the agreed pay awards of 2.55% for police officers and 2.58% for police staff.  These will be effective from 1 September 2010.


 In order to deliver a balanced budget next year the Force had to deliver a savings plan of £13.6 million from its devolved financial management and corporate revenue budgets.  It will also be reducing the capital value of its fleet by 10% and as part of its sustainability strategy has set a target of reducing fuel consumption by 10%.

 
The Authority has a risk based general reserves strategy. For 2010-11 this indicates a range between £8.390m and £9.016m (£7.679m to £9.016m in 2009-10). The Authority will also consider invest to save business cases which require pump priming from general reserves. 

 
The draft capital programme currently stands at £102 million for 2010-11, which primarily reflects the continuation of the Estate’s strategy, which will ensure that the Force has modern, cost effective, sustainable and fit for purpose building stock.  


The Force is planning to spend £17 million on IT systems and technology to deliver robust and resilient services to the Force, which will assist the delivery of improved business processes, efficiency and performance.  In particular work will continue on the Automatic Number Plate Recognition Programme to deliver increased capabilities for storage and analysis of this specialist intelligence and crime-fighting tool.  There will be further expansion in the use of Automatic Resource Location System data to support improved resource management, and the implementation of the final stage of the Case Preparation system, which will allow full electronic communication with the Crown Prosecution Service’s Case Management System.  Subject to the approval of business cases, 2010-11 is also expecting to progress an in-vehicle mobile data solution for response and a new command and control system.  
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10.
 The main assumptions used in compiling the budget are:-

· Pay inflation of 2.55% and 2.58% for Police and Police staff respectively from 1 September 2010 – 3rd year of 3 year pay deals 

· General Price inflation of 1.5% except where specific rates apply

· 10 Police Officer ill-health retirements

· The continuation of the strategic change programme “Putting People First”

· The continuation of Project Optimus to drive out efficiencies in back and middle office activities

· No loss of funding in relation to Counter Terrorism, Mandatory Drug testing and Security Grants which are still to be announced

· A contribution of £2.952m from General Fund for non-recurring expenditure

· General Fund to be reimbursed in 2010-11 by the amount of any adverse variance in 2009-10


These assumptions have formed the basis of the budget proposals.


The proposal is to increase the Precept by 7.5% for the third year in succession, following the local agreement to increase the Precept by this percentage for three successive years:

	
	£

	
	

	2009-10
	124.90

	2009-10
	134.26

	2010-11
	144.33

	
	




In preparing the budget for 2010-2011 the Government’s views on capping summarised in paragraph 8 above have been taken into account.  


The Authority has a statutory duty to consult business ratepayers about its budget proposals under Section 65 of the Local Government Finance Act 1992.  This consultation has been undertaken but a reply has not yet been received.  If a response is forthcoming Members will receive a verbal update at their meeting.

PLANNING FOR THE FUTURE
11.
As the next Comprehensive Spending Review is not due to be announced until after the General Election, we have had to make some assumptions regarding future years’ funding levels.

 It is widely forecast that public spending will reduce in the next five years because at a macro level the international recession is having an adverse impact on UK public sector funding.  Should the Force be subject to a 3.1% reduction in formula grant and receive no uplift in precept for 2011-12, there would be an in-year shortfall of £36.9 million.

 
Clearly until greater certainty emerges it will be necessary to plan for a number of differing scenarios which will include deficits in excess of this level.  In order to be able to meet these challenges in 2011-12 and beyond it is necessary to start to put plans in place now to allow for the necessary lead-time for projects to deliver.

 
A coherent plan is now emerging as to how the Force will deliver its vision to be the most effective police Force in the UK within a financially constrained environment.  The New Policing Model and the Optimus Programme are key enablers to this overall change programme, which is known as “Putting People First”.

 
The Chief Constable has recognised that crime and anti social behaviour in Greater Manchester are too high and public confidence is too low when compared with peers.  Using neighbourhoods as the foundation from which we will police and the concept of specialists delivering services in specialist roles, significant improvements will be made in relation to the Force’s performance in Vehicle Crime, Burglary and Robbery.  This will be led by the learning from Operation Storm with the benefit of four Detective Superintendents co-ordinating cross border offending and the realignment of Specialist Operations Branch resources to deliver the VorteX deployment of 104 specialist officers with the capability to provide search, surveillance, ANPR and intercept operations.


The Force is also experiencing a threat from Serious Violent Crime and will be focussing particular attention on tackling this category of crime.  The Force will also increase its investigative capacity for vulnerable people in terms of Domestic Abuse by 30 officers and provide an additional 12 staff to give much needed administrative support to its public protection investigation units.

 
When performance challenges are considered against the current economic backdrop, it is essential that the Force has a strategy, which will aggressively reduce the costs of its corporate overhead and middle office functions.  The main types of activities, which fall in these areas, are general administration, human resource administration, financial administration, facilities and property management, data management, data and evidence processing and learning and development processes.  It will also need to invest more in and increase the productivity of front line services.  This will be achieved by increasing the numbers of officers working in a neighbourhood setting by 200 in 2010-11.  Processes will also be reengineered to ensure that frontline officers and staff use their time efficiently and effectively undertaking activities, which give direct benefit to communities, rather than being held back by old fashioned, bureaucratic and wasteful processes.

 
The New Policing Model is a term which covers the Force’s approach to neighbourhood policing, response and call handling, investigation and custody and demand management.  As a consequence of the change activity in these areas, together with immediate improvements in key areas of business as usual, the Force will see sustained increases in public confidence and performance in tackling key crimes.  A key enabling change for the delivery of the Model will be the introduction of specialist roles for both police officers and police staff.  This will result in a continued civilianisation programme and there are plans to civilianise 200 posts in 2010-11.  The Force is also planning to disestablish 100 police officer posts in non-operational functions.  Together these initiatives will generate cash of £3.8 million in 2010-11 with a full year effect of £8.1 million in 2011-12. 


The main benefits which will accrue from the New Policing Model are improvements in service and productivity.  The implementation of the Model in itself will not produce cash releasing efficiency savings.  However, when combined with the Quest process reengineering work and Project Optimus, the Force will be well placed to bridge future projected budget shortfalls and increase investment in frontline services. 


When the previous Acting Chief Constable was in post, the Police Authority agreed to the creation of earmarked revenue reserves from budget underspends to establish and deliver the “Charting the Way Programme”.  The main deliverables of this programme were early improvements to Call Handling Services, the introduction of Public Service Teams, the creation of Priority Neighbourhood teams, the introduction of Volume Crime Proactive Teams and Test purchase capability.


The change programme in 2008-09 and 2009-10 has therefore been financed through earmarked reserves, which have now been spent.  The future funding of the change programme, “Putting People First”, will utilise a combination of general reserves for invest to save initiatives, £2.2m, reinvestment of savings, £0.9m, internal redistribution of resources, £1.9m, and capitalisation, £0.5m. 


Project Optimus is being undertaken in conjunction with Pricewaterhouse Coopers.  By reviewing employee activities on a standardised thirty six-process model, Optimus is developing a series of projects, which are focussed on reducing operating costs.  It is setting out a cash releasing benefits’ profile over time built around the underlying principles of the simplification, standardisation and sharing of processes.  Four major themed areas have been identified including the creation of “slimmer” corporate HQ functions, a resource management work stream, a management and supervision work stream and a new model for the non-operational areas of the Basic Command Unit. 

 
The first part of the corporate HQ review is due to be implemented with effect from 1 April 2010.  Savings will be achieved by rationalising the Corporate Development and Performance and Local Policing Improvement Branches.  The first draft projected savings and benefits for the remainder of the Optimus programme and the benefits for the overarching change programme will be finalised by the end of February 2010.

CAPITAL PROGRAMME
12.
The 2009-2010 capital programme was originally set at £89.490m.  It is now anticipated that the programme will be £64.642m.  At this juncture Members are not being requested to approve any carry forwards into 2010-11, but these will become necessary and authority will be sought at a later date.

13.
The proposed Capital Programme for 2010-11, set out in Section 5 and Appendix 10, totals £101.582m; funding is set at 89% of the programme (£90.526m).

THE PRECEPT

14.
Section 6 of this report considers a proposed precept increase of £10.07 per annum (7.5%), which would set the precept for 2010-2011 at £144.33 for a 2 person, band D property.  This represents a charge of £2.77 per week, an increase of 19p per week over 2009-10.

BALANCES
15.
Members have approved that a target General Fund level be set annually based on an assessment of risk.

16.
The General Fund Balance at 31st March 2011 is forecast to be £7.811m. The revenue budget proposals for 2010-11 assume that there will be a contribution of £2.952m from General Fund to revenue, and that the forecast £3.170m variance in 20090-10 will be reimbursed (see paragraph 4).

MINIMUM REVENUE PROVISION (MRP) POLICY STATEMENT
17.
Section 8 of the report sets out the 2010-11 MRP Policy Statement. Under legislation and guidance the Authority must determine an amount of MRP which it considers to be prudent. The broad aim of prudent provision is to ensure that debt is repaid over a period which bears some relationship to the life of the asset being acquired.

PRUDENTIAL INDICATORS

18.
Section 9 of the report sets the 2010-11 to 2012-13 Prudential Indicators for approval by the Authority.  These have been set in accordance with the revised Prudential Code issued in 2009. The key objectives of the Prudential Code are to ensure that the capital investment plans of the Authority are affordable, prudent and sustainable and to ensure that treasury management decisions are taken in accordance with good professional practice.

TREASURY MANAGEMENT STRATEGY DOCUMENT

19.
Section 10 of the report sets the Treasury Management Strategy for 2010-11.  In light of default by Icelandic banks in 2008 the Code of Practice for Treasury Management in the Public Sector has been amended.  As a result the Authority is required to adopt the revised Code and 4 clauses, see paragraph 21o) below.

CONCLUSIONS
20.
The proposals outlined in this report detail a possible 2010-11 budget based on a precept increase of 7.5%, a Budget Requirement of £588.206m and a capital programme of £101.582m (with funding set at 89%, £90.526m).

SUMMARY OF BUDGET RECOMMENDATIONS
21.
The recommendations set out in the report are that: 


a)
the 2009-2010 Revised Estimate as outlined in Section 2 and the 2010-11 Estimate as outlined in Section 4 be approved;


b)
the Authority's Budget Requirement for 2010-11 be set at £588.206m;


c)
the use of £2.952m from General Fund to support the 2010-11 Budget Requirement be approved;

d)
the Authority agrees to underwrite the District Councils rebilling costs should the Authority be capped in year;

e)
the Precept increase of 7.5% resulting in a Budget Requirement increase of 3.92%. For capping purposes this should be noted


f)
the Authority contribution to the floor of £13.207m and cumulative contribution to the floor of £94.386m since 2003-04 as set out in Appendix 5 be noted;


g)
The revenue Strategic Financial Outlook for future years is noted;


h)
the 2010-11 Capital Programme be set at £101.582m, with funding set at 89% of this amount (£90.526m);


i)
the Capital Strategic Financial Outlook for future years is noted;


j)
the Precept on the ten District Councils be set at £144.33 per Band D 2 person equivalent property and the Precept resolution set out in Appendix 12 is approved;


k)
the assurance statements made by the Treasurer in respect of the robustness of estimates and the level of balances are considered and accepted by the Authority;

l)
the forecast level of balances at 31st March 2011 be noted;


m)
that the MRP Policy Statement outlined in Section 8 be approved;


n)
the Prudential Indicators for 2010-11 to 2012-13 set in accordance with the revised Prudential Code as outlined in Section 9 be approved;


o)
the Treasury Management Strategy outlined in Section 10 be approved together with the following specific items;

· Members adopt the revised Code of Practice for Treasury Management in the Public Services and the associated 4 clauses (Section 10, paragraph 1.5)

· Members note the revised definition of Treasury management activities (Section 10, paragraph 1.2)

· Members set their investment priorities as the security of capital and the liquidity of investments, resulting in a low risk appetite (Section 10, paragraph 8.1)

· Members allow investment to be made in UK banks and financial institutions if the UK loses its AAA sovereign credit rating (Section 10, paragraph 8.3)
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SECTION 2  :  REVIEW OF 2009-2010
1.
NET EXPENDITURE
1.1
The original budget requirement for 2009-2010 was £566.044m.  Latest forecasts indicate that this figure will now be £569.214m, an adverse variance of £3.170m (0.56%).  Every effort will be made to minimise the forecast variance.  The final balance will be accounted for via the General Fund.

1.2
Reports during the course of the year have set out detailed explanations of the major variances.  Appendix 1 give an analysis of the major variations and Appendix 2 provides explanations of the significant issues.

2.
PERFORMANCE AGAINST BUDGET ASSUMPTIONS
2.1
The main assumptions included in the budget were as follows: -

· Police Officers and Staff Pay Award – the budget assumption and actual were 2.6%, the second year of a three year deal 

· New long term borrowing to be taken at 4% long term – actual rates varied between 2.6% and 3.75%

· 2% average return on investments – the current average forecast is 1.96%

· Use of £1.191m from the General Fund for non-recurrent expenditure

2.2
The use of additional specific grants to fund government priority areas has continued.  Budgeted and revised specific grants were:

	
	Original Budget

£m
	Revised Budget

£m
	Variance

£m

	Revenue special grants
	
	
	

	
	
	
	

	Counter Terrorism
	19.833
	20.771
	938 

	Neighbourhood Policing Fund (NPF)/

Police Community Support Officers (PCSO’s)
	17.642
	16.729
	(913)

	Crime Fighting Fund (CFF)
	17.208
	17.208
	0 

	Rule 2 Police Grant (including IPLDP)
	7.803
	7.803
	0 

	Other
	6.649
	6.727
	78 

	Private Finance Initiative (PFI)
	5.315
	5.315
	0 

	Security
	3.782
	3.780
	(2)

	Basic Command Unit (BCU)
	2.826
	2.826
	0 

	Asset Incentivisation
	1.235
	1.235
	0 

	
	82.293
	82.394
	101 


3.
REVIEW OF 2009/10
3.1
AGMA Executive agreed a three-year 7.5% precept rise for Greater Manchester Police Authority (GMPA) from April 2008 to address a number of pressures surrounding:

a) Full implementation of Neighbourhood Policing including resourcing levels and the identification of ‘Priority Neighbourhoods’

b) Drug dealing in local communities

c) Gang and gun crime

d) Child protection issues

e) Estates strategy

3.2
A range of new initiatives proposed within the areas a) – e) above were agreed to be phased in over the three year period with the full impact of the funding being realised in 2009-2010 onwards.

The aims of the new initiatives were:

a) Increased satisfaction and confidence of the communities

b) A positive impact upon anti-social behaviour in priority neighbourhoods identified with partners

c) Locally identified outcomes agreed by GMP and the local Crime and Disorder Reduction Partnerships (CDRPs), specific to each priority neighbourhood

d) Reduction in volume crime levels, in line with the crime reduction targets negotiated in the PSA

e) Enhanced protection of vulnerable people

3.3
 This investment led to the introduction of an extra 104 police officers to front line duties. Each of the 12 Divisions in Greater Manchester were allocated a team of one sergeant and five constables for priority neighbourhoods. A further 32 officers are deployed across the whole of Greater Manchester to deal with priority hot spots identified in partnership with the Community Safety Partnerships.


In the period from April 2009 to January 2010 (compared with the same period in 2008-09) there have been reductions in serious acquisitive crime, burglary, robbery, vehicle crime, serious violent crime, assault and anti social behaviour incidents.  

3.4 
The force is also in process of delivering a large strategic change programme, “Putting People First” which will facilitate the delivery of improved services and enhanced public confidence. Using Quest methodology in two pilot divisions has identified more efficient ways of operating that ensures police officers are able to spend more time in the neighbourhoods meeting the needs of the public. This will now be rolled out to all divisions through a standard policing model. The force has also started work on driving out efficiencies in back and middle office activities through a project named “Optimus”. 

3.5
The force has continued to implement its Estates strategy which is designed to ensure that the Force has modern fit for purpose buildings. The new Serious Crime Division’s Headquarters is now fully operational, the new Bury Divisional Headquarters and Force Headquarters are currently under construction both replacing old and outdated buildings that are prohibitively costly to maintain. A full business case for the North Manchester Divisional Headquarters has been approved and construction will begin in 2010/11. An Outline Business case for the redevelopment of the Rochdale Divisional HQ has been approved and will move to Full Business Case stage in the next financial year.

4.
EXTERNAL FINANCE AND THE COLLECTION FUND
4.1
Under the current arrangements the sums payable to the Authority for Police Grant, Revenue Support Grant and from the National Non-Domestic Rate Pool do not change during the course of the year.

4.2
The Collection Fund deficit (or surplus) is the Authority's share of the total of the balances of each of the 10 Greater Manchester Districts' Collection Funds and does not change during the year.

5.
RECOMMENDATIONS

It is recommended that: -

5.1
The latest forecast of a £3.170m adverse variance for 2009-10 be noted.

5.2
The reduction in Crime figures for the 3 months to December 2009 be noted.

6.
APPENDICES
6.1
Appendix 1 summarises the variances from the 2009-2010 original budget.

6.2
Appendix 2 provides explanations of the major variations.
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SECTION 3:  LOCAL GOVERNMENT FINANCE SETTLEMENT 2010-2011 AND COMPREHENSIVE SPENDING REVIEW (CSR) 2007
1.
INTRODUCTION
1.1
Each year, following consultation with the Local Authority Associations, the Secretary of State issues the Local Government Finance Settlement.  For the purposes of the Settlement, Police Authorities are treated as Local Authorities.

2.
FORMULA GRANT 
2.1
The Government introduced the current system of distributing formula grant; Revenue Support Grant (RSG), National Non Domestic Rates (NNDR) and Police Grant in 2007-2008.  

2.2
In order to calculate shares of formula grant the government first calculates a Relative Needs Formula (RNF) for each local authority.

2.3
The RNF’s are mathematical formulae designed to reflect the relative needs of individual authorities in providing services.  They are expressed as a ratio of total RNF.

2.4
Separate RNF formulae cover the major services which local authorities provide.

2.5
The main determinant of the Police RNF is projected population.  Cost adjustments are built into the formula to reflect the socio-economic and other characteristics of Police Authority areas and for differences in the costs of provision between areas.  There are basic amounts per resident and for special events, and top-ups for crime, incidents, fear of crime, traffic, sparsity, special events and area costs.

2.6
Once an RNF has been calculated for each Authority it is used to generate cash amounts related to need.  These cash amounts are based on four blocks of funding.

2.7
Relative Needs Amount (RNA)

This block is based on the Relative Needs Formula (RNF) and is designed to reflect the relative needs of individual Authorities in providing services.

2.8
Relative Resources Amount (RRA)

This block recognises the differences in the amount of precept which each Authority has the potential to raise.  Its basis is the Authority’s tax base.  As it relates to resources that can be raised locally the RRA is a negative amount.

2.9
Central Allocation

This block is shared out on a per head basis, the per head amount is based on data calculated in the Needs and Resources blocks.

2.10
Floor Damping


This has been a continuous part of grant distribution.  Grant floors are set for different classes of authority.  Those whose grant increases are above the floor have their grant scaled back to pay for those protected by the floor.


Floor increases will be:-

	
	
	2008-09

%
	2009-10

%
	2010-11

%



	
	
	
	
	

	Police Authorities
	
	2.5
	2.5
	2.5

	Education/Social Services Authorities
	
	2.0
	1.75
	1.5

	Fire Authorities
	
	1.0
	0.5
	0.5

	Shire Districts
	
	1.0
	0.5
	0.5


2.11
The sum of the cash amounts calculated in the four blocks plus Police Grant equals total Formula Grant for the year.

2.12
Details of the national key settlement statistics for 2010-11 are set out in Appendix 3. 

3.
CSR AND THREE YEAR REVENUE AND CAPITAL SETTLEMENTS
3.1
The last CSR announced on 9th October 2007, covered the periods 2008-2009 to 2010-2011.

3.2
The Home Office budget was to increase by 2.7% per annum over the CSR period, equivalent to nil real growth.

3.3
This is the last year of the first three year settlement covering the years 2008-2009 to 2010–2011, which dovetails with the Comprehensive Spending Review (CSR) 2007.

3.4
Under this system, the first year grant will be fixed with the 2nd and 3rd years being provisional.  Population and Taxbase data will be based on projections available at the beginning of the three year cycle and updated annually, but it is the intention that all other data will be frozen.

3.5
Formula changes will only occur in the first year unless a major systemic error is found.  Adjusted previous year totals for comparison purposes only will still be calculated to reflect any new burdens or transfers of functions.  This therefore offers the opportunity for greater certainty and predictability in future budget setting.

3.6
The next CSR has not yet been announced.

4.
CAPPING
4.1
In the past, the Government set a “cap” or budget requirement limit, for each local authority.  This limit was announced before authorities set their budget requirements; the Government has not done this since 1998-99.

4.2 
The Government has reserve powers to cap local authority budget requirements where it judges authorities have set excessive increases.  It should be noted that in 2009-10 Surrey Police Authority was capped in year and was required to reduce its Precept and rebill residents.  Action has now been taken against Surrey Police Authority twice.  In addition, action was taken against Derbyshire Police Authority to restrict Precept increases in future years.  Following the 2008-09 settlement Cheshire, Leicestershire and Warwickshire Police Authorities have been capped in advance again for 2010-11 at a Budget Requirement which allows a 3% Precept increase.

4.3
The average Band D council tax increase in 2009-10 was 3%.  The Government has announced that it anticipates that this will fall further in 2010-11 whilst frontline services are protected and improved.  The Government expects that the average Band D council tax increase will achieve a 16 year low in 2010-11 and has indicated that it is prepared to take capping action against excessive increases by authorities and require rebilling if necessary.  Capping principles are determined on a year-by-year basis taking into account current economic and social circumstances and are not announced in advance.  The Government has made it clear that it would be a mistake to assume that previous years’ capping principles will apply in 2010-11.  The Authority’s current proposals are for a 7.5% Band D Precept increase in 2010-11 (which will result in a budget requirement increase of 3.92%), the last year of an agreement to increase the Precept by this percentage for 3 successive years made through AGMA.  This level of increase is dependent on the continued delivery of initiatives centred on Neighbourhood Policing in priority areas.

5.
THE EFFECT ON GREATER MANCHESTER POLICE AUTHORITY (GMPA)
5.1
A summary of the settlement data for GMPA is shown in Appendix 4.

5.2
The Authority’s formula grant is analysed between the four blocks and Police Grant as follows:-

	
	2008-09

Actual

£m
	2009-10

Actual

£m
	2010-11

Actual

£m

	
	
	
	

	Relative Needs Amount
	129.849 
	133.571 
	137.551 

	
	
	
	

	Relative Resources Amount
	(5.470)
	(5.720)
	(5.940)

	
	
	
	

	Central Allocation
	105.616 
	107.178 
	108.682 

	
	
	
	

	Floor Damping
	(17.100)
	(15.075)
	(13.207)

	
	
	
	

	Police Grant
	232.718 
	238.983 
	245.432 

	Total
	445.613 
	458.937 
	472.518 

	Increase £
	13.150 
	13.324 
	13.581 

	Increase %
	3.0 
	3.0 
	3.0 


5.3
Formula grant sets out what the Government believes Greater Manchester Police Authority needs to provide an effective service to the people of Greater Manchester. Floor damping has reduced the actual amount available by £13.207m for 2010-11 equivalent to £16.54 on the Precept. A summary of floor damping is attached at Appendix 5.  GMPA has contributed £94.386m to the floor since the scheme was introduced.

5.4
The Authority’s formula funding is analysed as follows: -

	
	2008-09

Actual

£m
	2009-10

Actual

£m
	2010-11

Actual

£m

	Revenue Support Grant (RSG)
	26.015
	41.247
	28.794

	National Non Domestic Rates (NNDR)
	186.880
	178.706
	198.292

	Police Grant
	232.718
	238.984
	245.432

	Total
	445.613
	458.937
	472.518

	Increase £
	13.150
	13.324
	13.581

	Increase %
	3.0
	3.0
	3.0


6.
RECOMMENDATION
6.1
It is recommended that Members note the settlement data and information on capping.

7.
APPENDICES
7.1
Appendix 3 analyses 2010-2011 Settlement Key Statistics

7.2
Appendix 4 summarises GMPA settlement data for 2009-10 and 2010-11

7.3
Appendix 5 summarises the Floor Damping scheme since 2002-2003

2010-2011 REVENUE BUDGET

SECTION 4:  THE 2010-2011 REVENUE BUDGET PROPOSALS

AND REVENUE STRATEGIC FINANCIAL OUTLOOK (SFO)
1.
INTRODUCTION
1.1
On 26th November 2009 the 2010-2011 Provisional Settlement was announced in Parliament and details were released to local authorities and their associations.  The Final Settlement was announced on 20th January 2010 and no changes from the Provisional or amounts announced in January 2008 were made.

2.
BACKGROUND TO THE 2010-2011 REVENUE BUDGET PROPOSALS

2.1
The Force is able to balance its revenue budget for the 2010-11 financial year.

2.2 
The main grant figures for 2010-11 have been announced and were as expected.  However, the Force is still awaiting notification of its specific grants for Counter Terrorism, Security and Mandatory Drug Testing.  The latest Strategic Financial Outlook figures assume that these grants will continue at the current level of funding which is £20.2 million for Counter Terrorism, £3.9 million for Security and £2.5 million for Mandatory Drug Testing.

2.3
With respect to expenditure, the projections reflect the agreed pay awards of 2.55% for police officers and 2.58% for police staff.  These will be effective from 1 September 2010.

2.4 
In order to deliver a balanced budget next year the Force had to deliver a savings plan of £13.6 million from its devolved financial management and corporate revenue budgets.  It will also be reducing the capital value of its fleet by 10% and as part of its sustainability strategy has set a target of reducing fuel consumption by 10%.

2.5 
The Authority has a risk based general reserves strategy. For 2010-11 this indicates a range between £8.390m and £9.016m (£7.679m to £9.016m in 2009-10). The Authority will also consider invest to save business cases which require pump priming from general reserves. 

2.6 
The draft capital programme currently stands at £102 million for 2010-11, which primarily reflects the continuation of the Estate’s strategy, which will ensure that the Force has modern, cost effective, sustainable and fit for purpose building stock.  

2.7 
The Force is planning to spend £17 million on IT systems and technology to deliver robust and resilient services to the Force, which will assist the delivery of improved business processes, efficiency and performance.  In particular work will continue on the Automatic Number Plate Recognition Programme to deliver increased capabilities for storage and analysis of this specialist intelligence and crime-fighting tool.  There will be further expansion in the use of Automatic Resource Location System data to support improved resource management, and the implementation of the final stage of the Case Preparation system, which will allow full electronic communication with the Crown Prosecution Service’s Case Management System.  Subject to the approval of business cases, 2010-11 is also expecting to progress an in-vehicle mobile data solution for response and a new command and control system
3.
THE REVENUE BUDGET
3.1
With the introduction of three year RSG Settlements the Authority considered the implications of agreeing Precept levels for the CSR period.

3.2 
This concept will bring significant advantages.  It will allow the Authority to hold the Chief Constable to account for the delivery of outcomes over a period of time that will take into account the lead times associated with putting new initiatives into place.  It will allow initiatives to be planned and put in place on a sustainable basis rather than against a backdrop of funding uncertainty.

3.3
The move to a three-year precept agreement will not cater for any unexpected significant changes to financial assumptions that could not have been reasonably foreseen by the Authority, the Force or any other authority.

3.4
The Authority will not be required to consult on an annual precept increase with AGMA because of the new agreement, but would involve the AGMA Executive in monitoring progress against the transactional agreement.

3.5
It was decided to increase the Precept by 7.5% for each year of the current CSR as follows:-

	
	£

	2008-09
	124.90

	2009-10
	134.26

	2010-11
	144.33



It should be noted that a Precept increase of 7.5% in 2010-11 results in a Budget Requirement increase of 3.92% for capping purposes.

3.6
If it chooses to use capping powers the Government may cap in year, which would result in a rebilling exercise, or in the following financial year.


Members may wish to note that in 2009-10 two authorities, both Police Authorities, were subject to capping action:

· Surrey Police Authority was capped in year and required to rebill all charge payers for a lower level of precept and therefore council tax

· Derbyshire Police Authority was set a nominal budget requirement for 2009/10 at a lower level from the one actually set.  Future Budget Requirement and Precept increases will be measured from the lower, notional level.  This action limits the scope for setting increases in future financial years.

· Following the 2008-09 settlement Cheshire, Leicestershire and Warwickshire Police Authorities have been capped in advance again for 2010-11 at a Budget Requirement which allows a 3% Precept increase.


Members should note that although a 7.5% per annum Precept increase has been agreed locally there has been no formal agreement at national level in advance.

3.7
Although it is considered that the potential for in year capping is remote the possibility remains.  Members need to be aware that in that instance the Authority would need to underwrite rebilling costs borne by the 10 District Councils.

3.8
The average Band D council tax increase in 2009-10 was 3%.  The Government has announced that it anticipates that this will fall further in 2010-11 whilst front line services are protected and improved.  The Government expects that the average Band D council tax increase will achieve a 16 year low in 2010-11 and has indicated that it is prepared to take capping action against excessive increases by authorities and require rebilling if necessary.  Capping principles are determined on a year-by-year basis taking into account current economic and social circumstances and are not announced in advance.  The Government has made it clear that it would be a mistake to assume that previous years’ capping principles will apply in 2010-11.  The phrase ‘a 16 year low’ has not been quantified.  However, when commenting on 2009-10 council tax levels, the government stated that the average council tax rise for all households was 2.6%, the lowest ever since the tax was introduced.  2009-10 was the 17th year that the tax had been set.

3.9
The main assumptions used in compiling the budget are:-

· Police pay award 2.55%

· Police staff pay award 2.58%


Both the above reflect the last year of a three year settlement.

· Price inflation at 1.5% except where specific rates apply

· 10 Police officer ill-health retirements

· The continuation of the strategic change programme “Putting People First”

· The continuation of Project Optimus to drive out efficiencies in back and middle office activities

· No loss of funding in relation to Counter Terrorism, Mandatory Drug Testing and Security Grants which are still to be announced

· A contribution of £2.952m from General Fund for non-recurring expenditure.

· General Fund to be reimbursed in 2010-11 by the amount of any adverse variance in 2009-10

3.10
The 2010-11 budget has been set based on a Precept increase of 7.5%. The proposed budget is summarised in Appendix 7.

3.11
Indications from consultation with Association of Greater Manchester Authorities (AGMA) Leaders are that they would maintain their support for a Precept increase of 7.5%.

3.12
The Authority has a statutory duty to consult business ratepayers about its budget proposals under Section 65 of the Local Government Finance Act 1992.  This consultation has been undertaken but a reply has not yet been received.  If a response is forthcoming Members will receive a verbal update at their meeting.

4.
PLANNING FOR THE FUTURE

4.1
 As the next Comprehensive Spending Review is not due to be announced until after the General Election, we have had to make some assumptions regarding future years’ funding levels.

4.2 
It is widely forecast that public spending will reduce in the next five years because at a macro level the international recession is having an adverse impact on UK public sector funding.  Should the Force be subject to a 3.1% reduction in formula grant and receive no uplift in precept for 2011-12, there would be an in-year shortfall of £36.9 million.

4.3 
Clearly until greater certainty emerges it will be necessary to plan for a number of differing scenarios which will include deficits in excess of this level.  In order to be able to meet these challenges in 2011-12 and beyond it is necessary to start to put plans in place now to allow for the necessary lead-time for projects to deliver.

4.4 
A coherent plan is now emerging as to how the Force will deliver its vision to be the most effective police Force in the UK within a financially constrained environment.  The New Policing Model and the Optimus Programme are key enablers to this overall change programme, which is known as “Putting People First”.

4.5 
The Chief Constable has recognised that crime and anti social behaviour in Greater Manchester are too high and public confidence is too low when compared with peers.  Using neighbourhoods as the foundation from which we will police and the concept of specialists delivering services in specialist roles, significant improvements will be made in relation to the Force’s performance in Vehicle Crime, Burglary and Robbery.  This will be led by the learning from Operation Storm with the benefit of four Detective Superintendents co-ordinating cross border offending and the realignment of Specialist Operations Branch resources to deliver the VorteX deployment of 104 specialist officers with the capability to provide search, surveillance, ANPR and intercept operations.

4.6 
The Force is also experiencing a threat from Serious Violent Crime and will be focussing particular attention on tackling this category of crime.  The Force will also increase its investigative capacity for vulnerable people in terms of Domestic Abuse by 30 officers and provide an additional 12 staff to give much needed administrative support to its public protection investigation units.

4.7 
When performance challenges are considered against the current economic backdrop, it is essential that the Force has a strategy, which will aggressively reduce the costs of its corporate overhead and middle office functions.  The main types of activities, which fall in these areas, are general administration, human resource administration, financial administration, facilities and property management, data management, data and evidence processing and learning and development processes.  It will also need to invest more in and increase the productivity of front line services.  This will be achieved by increasing the numbers of officers working in a neighbourhood setting by 200 in 2010-11.  Processes will also be reengineered to ensure that frontline officers and staff use their time efficiently and effectively undertaking activities, which give direct benefit to communities, rather than being held back by old fashioned, bureaucratic and wasteful processes.

4.8 
The New Policing Model is a term which covers the Force’s approach to neighbourhood policing, response and call handling, investigation and custody and demand management.  As a consequence of the change activity in these areas, together with immediate improvements in key areas of business as usual, the Force will see sustained increases in public confidence and performance in tackling key crimes.  A key enabling change for the delivery of the Model will be the introduction of specialist roles for both police officers and police staff.  This will result in a continued civilianisation programme and there are plans to civilianise 200 posts in 2010-11.  The Force is also planning to disestablish 100 police officer posts in non-operational functions.  Together these initiatives will generate cash of £3.8 million in 2010-11 with a full year effect of £8.1 million in 2011-12. 

4.9 
The main benefits which will accrue from the New Policing Model are improvements in service and productivity.  The implementation of the Model in itself will not produce cash releasing efficiency savings.  However, when combined with the Quest process reengineering work and Project Optimus, the Force will be well placed to bridge future projected budget shortfalls and increase investment in frontline services. 

4.10 
When the previous Acting Chief Constable was in post, the Police Authority agreed to the creation of earmarked revenue reserves from budget underspends to establish and deliver the “Charting the Way Programme”.  The main deliverables of this programme were early improvements to Call Handling Services, the introduction of Public Service Teams, the creation of Priority Neighbourhood teams, the introduction of Volume Crime Proactive Teams and Test purchase capability.

4.11 
The change programme in 2008-09 and 2009-10 has therefore been financed through earmarked reserves, which have now been spent.  The future funding of the change programme, “Putting People First”, will utilise a combination of general reserves for invest to save initiatives, £2.2m, reinvestment of savings, £0.9m, internal redistribution of resources, £1.9m, and capitalisation, £0.5m. 

4.12 
Project Optimus is being undertaken in conjunction with Pricewaterhouse Coopers.  By reviewing employee activities on a standardised thirty six-process model, Optimus is developing a series of projects, which are focussed on reducing operating costs.  It is setting out a cash releasing benefits’ profile over time built around the underlying principles of the simplification, standardisation and sharing of processes.  Four major themed areas have been identified including the creation of “slimmer” corporate HQ functions, a resource management work stream, a management and supervision work stream and a new model for the non-operational areas of the Basic Command Unit. 

4.13 
The first part of the corporate HQ review is due to be implemented with effect from 1 April 2010.  Savings will be achieved by rationalising the Corporate Development and Performance and Local Policing Improvement Branches.  The first draft projected savings and benefits for the remainder of the Optimus programme and the benefits for the overarching change programme will be finalised by the end of February 2010.  

5.
RISK ASSESSMENT 
5.1
An assessment of the major financial risks associated with the 2010-11 budget has been undertaken.  These are highlighted below:


5.1.1
Pay - the budget assumes increases of 2.55% and 2.58% for Police Officers and Staff respectively.  This amount has been agreed and is the last year of a three year pay settlement.  The risk of the provision being exceeded is minimal.


5.1.2
Additional grant receipts above those included in the budget which require additional expenditure to secure the funding.  Based on current financial year this is containable within existing resources.


5.1.3
There are no contingencies in the revenue budget to meet unforeseen circumstances.


5.1.4
There is no budget provision for a large scale major incident.  Were such an incident to occur then possible funding would be from:

· General reserves

· Insurance

· Bellwin Scheme

· Specific grants


5.1.5
Material changes to the capital programme.  Based on recent experience this is likely to be a reduction of the in year programme due to slippage.  If major expenditure arises due to the unexpected loss of a building then the Authority has adequate insurance cover in place.


5.1.6
The need to underwrite the Greater Manchester District Councils’ billing costs should the Police Authority be capped in year.


5.1.7
The revenue budget includes interest earned on investments.  The budget for 2010-11 has already been reduced in the light of the current economic downturn but it is possible that the recession may be deeper and longer lasting than forecast, with a further adverse effect on interest earned.

6.
STRATEGIC FINANCIAL OUTLOOK  (SFO)


6.1
The Strategic Financial Outlook (SFO) process has identified future budgetary pressures.


The main identified items are:

· Costs associated with the Strategic Change Programme

· Increased demand for Forensics

· Prudential borrowing and revenue consequences associated with the Capital programme

· The current low Precept level compared to the national average

6.2
The SFO process has currently identified potential budget gaps of £36.9m in 2011-12 and £24.4m in 2012-13 (a cumulative amount of £61.3m).  These are summarised in Appendix 6. Work is underway through Budget Strategy Group (BSG) and the Authority to bridge the gaps identified.

7.
RECOMMENDATIONS

It is recommended that: -

7.1
Members approve a Budget Requirement of £588.206m for 2010-2011.  

7.2 
Members note the forecasts for the following financial years.

8.
APPENDICES

8.1
Appendix 6 details the movement of proposed Budget Requirement between years.

8.2
Appendix 7 summarises the proposed budget for 2010-2011.

2010-2011 REVENUE BUDGET
SECTION 5: THE 2010-2011 CAPITAL PROGRAMME PROPOSALS

AND CAPITAL STRATEGIC FINANCIAL OUTLOOK (SFO)
1.
REVIEW OF 2009-2010
1.1
The Capital Programme was set at £89.490m at the Authority meeting on 13th February 2009.  Home Office general resources in year amounted to £11.179m and the Authority added £69.362m from its own and external resources.  The funding resources identified were 10% (£8.949m) less than the programme in order to accommodate slippage during the year.

1.2
Capital expenditure, incorporating amendments, is now estimated to be £64.642m.  The reduction in programme has resulted from a detailed review of the capital programme profile for the next 3 years.

1.3
A summary of the current estimated capital expenditure and funding is set out in Appendix 8 and an analysis of major variations is set out in Appendix 9.

2.
THE 2010-2011 CAPITAL PROGRAMME
2.1
The proposed Capital Programme for 2010-11 is summarised below:-

	
	
	£m

	
	Estates
	74.317

	
	Business systems 
	5.988

	
	Infrastructure
	11.009

	
	Business Services
	4.109

	
	Counter Terrorism Unit (CTU)
	0.919

	
	Forensic Services
	0.352

	
	Serious Crime Division (SCD)
	0.167

	
	People and Development
	0.475

	
	Professional Standards
	0.031

	
	Capital Salaries
	4.215

	
	Total
	101.582

	
	
	



The proposed programme excludes any carry forwards that Members may approve at a later date.

2.2
The Home Office notified the Authority of the Capital resources it will make available in 2010-2011 as follows:


	
	
	£m

	
	Home Office Capital grant
	7.435

	
	Supported Capital expenditure
	3.744

	
	General resources notified by Home Office
	11.179

	
	In addition other resources have been identified as follows:
	

	
	Specific Capital grants
	26.841

	
	Unsupported borrowing
	48.506

	
	Capital receipts
	4.000

	
	Other resources
	79.347

	
	
	

	
	Total
	90.526


2.3
The funding resources identified are 11% (£11.056m) less than the proposed programme.  This is in order to accommodate any slippage of the programme during the year.

3.
THE 2011-2012 AND 2012/13 INDICATIVE CAPITAL PROGRAMMES





3.1
Proposed capital programmes of £54.592m and £38.010m have been identified for 2011/12 and 2012/13 respectively.

3.2
It has been assumed that the Home Office will make the same capital resources, i.e., £11.179m, available for the next two financial years.

3.3
Resources are estimated to be available as follows:

	

	2011-2012
	2012-13

	
	£m
	£m

	Home Office Capital grant
	7.435
	7.435

	Supported Capital expenditure
	3.744
	3.744

	General resources notified by Home Office
	11.179
	11.179

	In addition other resources are currently identified as:
	
	

	Specific Capital grants
	0.249
	0

	Unsupported borrowing
	34.805
	22.145

	Capital receipts
	2.000
	0

	Other resources
	37.054
	22.145

	
	
	

	Total
	48.233
	33.324


3.4
Again, funding at a level of 89% of expenditure has been identified.

3.5
The proposed programmes and potential funding will be kept under continuous review by Budget Strategy Group (BSG) and the Authority.


4.
STRATEGIC FINANCIAL OUTLOOK (SFO)

4.1
The proposed programmes for 2010-2011 to 2012-2013 are summarised in Appendix 10.

5.
RECOMMENDATION

It is recommended that: -

5.1
The proposed capital programme for 2010-2011 is set at £101.582m.





5.2
Funding be set at 89% of the programme (£90.526m).  

5.3
Members note the future forecasts of Capital expenditure and funding. 

6.
APPENDICES
6.1
Appendix 8 shows capital expenditure and funding, for 2009-2010. 

6.2
Appendix 9 summarises the variations in the 2009-2010 capital programme.

6.3
Appendix 10 summarises capital expenditure proposals in 2010-2011 and future forecasts.

2010-2011 REVENUE BUDGET

SECTION 6 : THE PROPOSED PRECEPT
1.
INTRODUCTION
1.1
Greater Manchester Police Authority is a major precepting authority and empowered to issue a precept under section 40 of the Local Government Finance Act 1992.

1.2
Sections 43 to 48 of the Local Government Finance Act 1992 require the Authority to calculate its budget requirement for each financial year including the revenue costs which flow from capital financing decisions.  The Authority must then set a precept sufficient to meet its expenditure after taking into account its sources of income.  This is known as the balanced budget requirement.

2.
COUNCIL TAX BASE FOR 2010-2011
2.1
A Council Tax base of 798,399 Band D 2 person equivalent properties has been calculated, being the aggregate of the tax bases calculated by the Districts.  An analysis of the returns from the Districts is attached at Appendix 11.

3.
PRECEPT LEVEL
3.1
If the proposals set out in this report are accepted then the Precept on the districts will total £115.233m, as shown below:

	
	£m
	£m

	Budget requirement
	
	588.206

	
	
	

	Less:
Police Grant
	245.432
	

	
Revenue Support Grant (RSG)
	28.794
	

	
National Non Domestic Rates (NNDR)
	198.292
	

	
Collection Fund Surplus
	0.455
	472.973

	Precept
	
	115.233


3.2
The precept is then divided by the Council Tax base (paragraph 2.1 above) to determine the amount per Band D, 2 person equivalent property as follows:-

£115.233m ÷ 798,399 = £144.33 (rounded)


(£134.26 in 2009-10, an increase of £10.07 per annum or 7.5%).  See also Appendix 12.


Members may wish to note that the proposed weekly cost to Band D charge payers is £2.77 (£2.58 in 2009-10, an increase of 19p).  

4.
ASSURANCE STATEMENT
4.1
As required by Section 25 of the Local Government Act 2003 the Treasurer is satisfied that the estimates made to establish the Authority’s Budget Requirement as set out in Appendix 12 of this report are robust.

5.
RECOMMENDATIONS

It is recommended that: -

5.1
Members have regard to the positive assurance statement made by the Treasurer when setting the precept.

5.2
The precept for 2010-2011 be set at £144.33 and that Members approve the resolution set out in Appendix 12, thus setting a balanced budget.

6.
APPENDICES
6.1
Appendix 11 shows the returns made by the Districts and the basic amount of tax at a 7.5% Precept increase.

6.2
Appendix 12 is the formal precept resolution.

2010-2011 REVENUE BUDGET

SECTION 7:  BALANCES
1.
GENERAL FUND
1.1
At their meeting on 18th March 2005, Members reviewed their existing balances strategy and approved:

· a target General Fund level to be set annually based on an assessment of risk

· a formal review of balances at budget and final accounts stages

1.2
There is no prescriptive guidance on the minimum (or maximum) level of general reserves required, either as an absolute amount or a percentage of budget.

1.3
The Treasurer should take account of the strategic, operational and financial risk facing the Authority when recommending a minimum level of balances to Members, and that level can be expressed in cash terms or as a percentage of budget.

1.4
The General Fund is held to:

· Provide a working balance to help cushion the impact of uneven cash flows and avoid unnecessary temporary borrowing

· act as a contingency to cushion the impact of unexpected events or emergencies

1.5
Factors to be considered in setting the level of General Fund are:


· cash flow requirements

· treatment of inflation and interest rates

· estimates of the level and timing of capital receipts

· the treatment of demand led pressures

· the treatment of planned savings/efficiencies

· financial risks inherent in any significant new funding partnership, major outsourcing arrangement or major capital development

· the adequacy of other funds, e.g., insurance provision

1.6
A risk assessment has been undertaken to establish what the minimum General Fund level should be.  The assessment is not an exact science and views may differ on what constitutes key financial risks and their evaluation.  Taking into account the factors listed in paragraph 1.5, the assessment indicates minimum and maximum levels of £8.3m and £9.4m respectively during 2010-2011.  The calculation is set out in Appendix 13.

1.7
The General Fund Balance at 31st March 2010, is forecast to be £7.811m.

1.8
The forecast is below the assessed levels due to the forecast revenue deficit, which will be reimbursed in 2010-11. The estimate for 2010-11 assumes support from the General Fund of £2.952m.  This is to fund non recurring growth, the Strategic Change Programme and Shared Services.  The actual level of General Fund at 31st March 2010 will be reported to Members and reviewed again when the Statement of Accounts is prepared. 

1.9
The Authority has in the past agreed to utilise part of the General Fund balance to fund budget savings that could not be fully realised within a financial year.  Another option could be to use balances to fund investment required to deliver longer-term efficiencies.  These are legitimate short term options but the Treasurer’s advice would be not to finance recurrent expenditure from reserves.  The amount held in cash balances contribute to investment income received and is credited to the Income and Expenditure Account.

2.
EARMARKED REVENUE RESERVES
2.1
Reserves are created for specific projects only and returned to General Fund if no longer required.  They arise either where monies have been set aside or anticipated expenditure has been postponed

2.2
The Bank Holiday and Clothing and Uniform Reserves are funded from monies set aside from revenue.  Transfers will be made into or out of these reserves on a budgeted basis.  

2.3
Earmarked Revenue Reserves are forecast to be £4.151m at 31st March 2010, consisting of:-

	
	
	£m

	Clothing and uniforms
	
	2.126

	Bank holidays
	
	1.800

	Other carry forwards 
	
	225

	
	
	4.151


2.4
The balance is forecast to be £3.476m at 31st March 2011, consisting of:-

	
  
	
	£m

	Clothing and uniforms
	
	2.171

	Bank holidays
	
	1.080

	Other carry forwards
	
	225

	
	
	3.476


3.
EARMARKED CAPITAL RESERVES
3.1
Again, these reserves are created for specific projects only and returned to General Fund if no longer required.

3.2
Earmarked Capital Reserves are forecast to be £3.834m at 31st March 2010, and £4.700m at 31st March 2011.  These sums relate entirely to the set-aside in respect of the residual value of the PFI project and are likely to change to reflect the new accounting treatment for PFI, which is to be introduced.

4.
ASSURANCE STATEMENT
4.1
As required by Section 25 of the Local Government Act 2003, the Treasurer is satisfied that the proposed level of financial reserves as summarised in Appendix 14 of this report are adequate.

5.
RECOMMENDATION
5.1
It is recommended that Members have regard to the positive assurance statement made by the Treasurer when considering the forecast level of balances.

5.2
It is recommended that the forecast level of balances at 31st March 2010 be noted.


6.
APPENDICES
6.1
Appendix 13 is the General Fund risk assessment.

6.2
Appendix 14 summarises General and Earmarked Balances.

2010-2011 REVENUE BUDGET

SECTION 8: MINIMUM REVENUE PROVISION (MRP)

1.
BACKGROUND
1.1
Capital expenditure is generally expenditure on assets which have a life expectancy of more than one year, e.g., buildings, computer equipment, vehicles, etc.  Such expenditure is not wholly charged to revenue in the year that it is incurred but is spread over several years to match the time that the asset acquired will benefit the authority and the services that it provides.  The manner of spreading these costs is through an annual Minimum Revenue Provision (MRP).

1.2
MRP was previously determined under Regulation and was based on 4% of the Authority’s adjusted Capital Financing Requirement (CFR) at the beginning of the financial year.

1.3
The CFR is one of the Prudential Indicators approved as part of the budget process (see Section 9 of this report) and measures the Authority’s outstanding debt liability as depicted by their balance sheet.

1.4
It should be noted that the MRP liability is not directly related to the actual repayment of principal and interest on long term loans taken.

2.
NEW LEGISLATION
2.1
The new legislation is The Local Authorities (Capital Finance and Accounting) (England) (Amendment) Regulations 2008 (SI 2008 No. 414).  MRP calculated under this legislation was first provided for by GMPA in 2009-10.

2.2
This legislation lays down that:



“A local authority shall determine for the current financial year an amount of minimum revenue provision which it considers to be prudent.”

3.
NEW GOVERNMENT GUIDANCE
3.1
Along with the above duty the Secretary of State issued guidance on MRP under Section 21 (1A) of the Local Government Act 2003.  Local authorities must have regard to this guidance.

3.2
Local authorities are required to prepare an annual statement of their policy on making MRP for approval by the Authority before the start of the financial year.  Any subsequent revisions to the policy statement must be approved by the Authority.

3.3
The effect of this is to add the making of MRP to the list of functions which are not to be the sole responsibility of an authority’s executive.  This mirrors the existing requirement to report to the Authority on the Prudential Indicators and Investment Policy.

4.
PRUDENT PROVISION
4.1
The broad aim of prudent provision is to ensure that debt is repaid over a period that bears some relationship to the life of the asset being provided.

4.2
To achieve this the guidance sets out four options for prudent provision but states that other approaches are not ruled out.

5.
OPTIONS
5.1
Option 1 : Regulatory Method

This is the current method based on 4% of the authority’s adjusted Capital Financing Requirement (CFR) at the start of the financial year and is calculated on a reducing balance basis.


This option must continue for all capital expenditure incurred before 1st April 2008 and may be used for capital expenditure incurred after that date which is part of Supported Capital Expenditure.

5.2
Option 2 : CFR Method

This is a variation on option 1 based on 4% of the authority’s CFR at the start of the financial year without the benefit of the adjustment.  In GMPA’s case removal of the adjustment increases the MRP required.


This option can only be used for capital expenditure incurred before 1st April 2008 and for capital expenditure incurred after that date which is part of Supported Capital Expenditure.

5.3
Option 3 : Asset Life Method

This can only be applied to new capital expenditure and may be assessed in one of two ways:-


5.3.1
Equal Instalment Method



Equal annual instalments over the asset’s estimated life.


5.3.2
Annuity Method



Annual payments gradually increase during the life of the asset.


MRP becomes payable in the year after the one in which expenditure is incurred.  Option 3 allows MRP to be postponed until the financial year after the asset becomes operational.  

5.4
Option 4 : Depreciation Method

This can only be applied to new capital expenditure and is based on the useful life of the asset using the standard accounting rules for depreciation (but with some exceptions).  

6.
MINIMUM REVENUE PROVISION POLICY STATEMENT 2010-2011

6.1
The Authority implemented the new Minimum Revenue Provision (MRP) guidance in 2009-10 and will assess the MRP charge for 2010-11 in accordance with the main recommendations contained within the guidance issued by the Secretary of State under section 21(1A) of the Local Government Act 2003 (see paragraph 3).

6.2
The major element of the MRP charge for 2010-11 will relate to the more historic debt liability incurred before 1st April 2008.  MRP in relation to this debt will be based on 4% of the Authority’s adjusted CFR in accordance with Option1 of the guidance (see paragraph 5.1).

6.3
MRP on capital expenditure incurred on or after 1st April 2008 will be calculated in accordance with Option 3: The Asset Life (Equal Instalment) Method (see paragraph 5.3.1) and will be charged over a period reasonably commensurate with the estimated useful life of the asset acquired.  For example, the MRP charge on a new building will be related to the estimated life of that building.

6.4
Estimated asset lives will be determined under delegated powers.  Generally, these will reflect the life assigned to the asset on the asset register unless the Authority considers a different life is more appropriate.  Estimated asset lives will be determined in the year that MRP commences and will not subsequently be revised.  To the extent that expenditure is not on the creation of an asset and is of a type that is subject to estimated life periods that are referred to in the guidance, these periods will generally be adopted by the Authority.  However, the Authority reserves the right to determine useful life periods and prudent MRP in exceptional circumstances where the recommendations of the guidance would not be appropriate.

6.5
Estimated asset lives will apply to the whole of the asset acquired and will only be divided up in cases where there are two or more major components with substantially different useful economic lives.

7.
RECOMMENDATION
7.1
It is recommended that Members approve the MRP Policy Statement for 2010-11.

2010-2011 REVENUE BUDGET
SECTION 9: 2010-11 TO 2012-13 PRUDENTIAL INDICATORS

1.
BACKGROUND
1.1
The Local Government Act 2003 and Regulation 2 of The Local Authorities (Capital Finance and Accounting) (England) Regulations 2003 provide that local authorities must have regard to the Chartered Institute of Public Finance and Accountancy (CIPFA) Prudential Code for Capital Finance in Local Authorities when carrying out their duties under Part 1 of the Local Government Act 2003.  It is a professional Code of Practice to support local authorities in the decision taking process.  CIPFA issued a revised Prudential Code in 2009.

1.2
The key objectives of the Prudential Code are to ensure, within a clear framework, that the capital investment plans of the Authority are affordable, prudent and sustainable – or, in exceptional cases, to demonstrate that there is a danger of not ensuring this, so that the Authority can take timely remedial action.  A further key objective is to ensure that treasury management decisions are taken in accordance with good professional practice and in a manner that supports prudence, affordability and sustainability.  The Prudential Code also has the objectives of being consistent with and supporting local strategic planning, local asset management planning and proper option appraisal.

1.3
To demonstrate that the Authority has fulfilled these objectives, the Prudential Code sets out the indicators that must be used, and the factors that must be taken into account.  In setting or revising its prudential indicators the Authority is required to have regard to the following matters:

· affordability, e.g., implications for Precept

· prudence and sustainability, e.g. implications for external borrowing and whole life costing

· value for money, e.g. option appraisal

· stewardship of assets, e.g. asset management planning

· service objectives, e.g. strategic planning for the authority

· practicality, e.g., achievability of the forward plan.

1.4
The Prudential Indicators are designed to support and record local decision making in a manner that is publicly accountable.  They are not designed to be comparative performance indicators.  They should be considered in parallel with the Treasury Management indicators required by the CIPFA Code of Practice for Treasury Management in the Public Services (see Section 10).

1.5
The Prudential Indicators are to be set before the beginning of the financial year and may subsequently be revised.  Three year rolling revenue and capital forecasts and plans are required.  The Treasurer is required to establish procedures to monitor performance against prudential indicators and to report significant deviations from expectations.

1.6
The Prudential Code requires that the setting and revising of prudential indicators will be done by the full Authority.  The Treasurer will be responsible for ensuring that all matters required to be taken into account are reported to the full Authority for consideration, and for establishing procedures to monitor performance.

2.
PRUDENTIAL INDICATORS FOR AFFORDABILITY
2.1
The fundamental objective in the consideration of the affordability of the Authority’s capital plans is to ensure that the level of investment in capital assets proposed means that the total capital investment of the Authority remains within sustainable limits, and in particular to consider its impact on the Authority’s Precept.  Affordability is ultimately determined by a judgement about acceptable Precept levels.  When considering affordability, the Authority needs to pay due regard to risk and uncertainty.

2.2
Ratio of financing costs to net revenue stream

The actual ratio of financing costs to net revenue stream for 2008-09 and estimates for the current and future years are: -

	
	2008-09

Actual
	2009-10

Estimate
	2010-11

Estimate
	2011-12

Estimate
	2012-13

Estimate

	
	£m
	£m
	£m
	£m
	£m

	
	
	
	
	
	

	Financing costs
	754
	5.228
	9.641
	11.629
	13.002

	Net revenue stream
	629.575
	648.438
	670.512
	657.839
	641.739

	%
	0.120
	0.810
	1.440
	1.770
	2.030



This ratio identifies the Capital financing costs of the Capital expenditure proposals shown in paragraph 2.2 above as a proportion of the net revenue stream for the same periods.


Net revenue stream is defined as the sum of:




Police Grant




Other grant




Revenue Support Grant (RSG)




National Non Domestic Rates (NNDR)




Precept (including Collection Fund balance)


The above estimates include current commitments and the proposals in this report.

2.3
Incremental impact on Precept

The estimate of the incremental impact of capital investment proposals over and above decisions previously taken by the Authority for the Band D two person equivalent Precept are:-

	2010-11

£
	2011-12

£
	2012-13

£

	0.92
	8.79
	9.45

	
	
	



An estimate of the incremental impact on the Band D (2 person equivalent) precept is required in respect of the Capital financing and other revenue costs of the proposed capital programme.  Approval is sought for the 2009-10 Capital programme.  The impact on 2010-11 and 2011-12 is indicative.

3.
PRUDENTIAL INDICATORS FOR CAPITAL EXPENDITURE 

3.1
Capital expenditure

The actual capital expenditure incurred in 2007-08 and the estimates of capital expenditure to be incurred for the current and future years that are recommended for approval are:

	
	2008-09

£m

Actual
	2009-10

£m

Estimate
	2010-11

£m

Estimate
	2011-12

£m

Estimate
	2012-13

£m

Estimate

	
	
	
	
	
	

	Estates
	27.260
	45.578
	66.886
	29.815
	14.560

	Business systems and infrastructure
	12.321
	9.585
	14.399
	11.102
	12.129

	Vehicles
	4.812
	4.820
	3.698
	3.632
	3.629

	Equipment and other
	2.968
	4.659
	5.543
	3.684
	3.006

	
	47.361
	64.642
	90.526
	48.233
	33.324



The 2009-10 Capital programme for Members’ approval is set out in Section 5 of this report.  The estimates of capital expenditure for 2010-11 and 2011-12 are indicative at this stage.

3.2
Capital financing requirement (CFR)

The actual year end Capital Financing Requirement for the Authority at 31st March 2009 and estimates for the current and future years are: -

	
	2008-09

£m

Actual
	2009-10

£m

Estimate
	2010-11

£m

Estimate
	2011-12

£m

Estimate
	2012-13

£m

Estimate

	
	
	
	
	
	

	CFR
	102.580
	142.965
	189.543
	219.869
	235.586

	
	
	
	
	
	



The Capital Financing Requirement measures the Authority’s underlying need to borrow for Capital purposes.  CIPFA advises that net external borrowing should not, except in the short term, exceed the total of the CFR in the preceding year plus the estimates of any additional CFR for the current and next two financial years.  The figures in the table above make no allowance for new borrowing beyond that required in each year.

4.
PRUDENTIAL INDICATORS FOR EXTERNAL DEBT
4.1
Authorised limit for external debt

The following authorised limits for external gross debt are recommended for approval:-

	
	2008-09

£m

Actual
	2009-10

£m

Estimate
	2010-11

£m

Estimate
	2011-12

£m

Estimate
	2012-13

£m

Estimate

	
	
	
	
	
	

	Borrowing
	102.418
	128.401
	180.651
	219.183
	245.055

	Other long term liabilities
	0
	0
	0
	0
	0

	
	102.418
	128.401
	180.651
	219.183
	245.055



The authorised limit represents the total level of external debt the Authority is likely to need in any one year, including both long term and temporary borrowing for cashflow purposes.

4.2
Operational boundary for external debt

The Authority is also recommended to approve the following operational boundary for external debt for the same period:

	
	2008-09

£m

Actual
	2009-10

£m

Estimate
	2010-11

£m

Estimate
	2011-12

£m

Estimate
	2012-13

£m

Estimate

	
	
	
	
	
	

	Borrowing
	77.418
	103.401
	155.651
	194.183
	220.055

	Other long term liabilities
	0
	0
	0
	0
	0

	
	77.418
	103.401
	155.651
	194.183
	220.055



The operational boundary reflects the most likely, prudent, but not worse case, scenario for external debt.  In practice, it reflects the long term borrowing need for capital purposes.  This is a key benchmark against which detailed monitoring will be undertaken by the Treasurer and his staff.  Actual external debt for 2008-09 is noted in the table above.

5.
PRUDENTIAL INDICATORS FOR TREASURY MANAGEMENT
5.1
The Authority has adopted the CIPFA Treasury Management Code of Practice on 15th March 2002 and is asked to adopt the revised Code today (see Section 10,paragraph 1.5).

5.2
Limited on fixed interest rate exposures (interest)
	
	
	
	2010-11

£m

Estimate
	2011-12

£m

Estimate
	2012-13

£m

Estimate

	Total projected interest payable on borrowing
	6.275 
	8.371 
	9.866 

	Total projected interest receivable on investments
	(1.235)
	(1.800)
	(2.365)

	Net interest payable
	5.040 
	6.571 
	7.501 

	
	
	
	
	
	

	Upper limit fixed rates 
	
	
	100%
	100%
	100%

	Upper limit variable rates 
	
	
	50%
	50%
	50%


5.3
Limits on fixed interest exposures (principal)
	
	
	
	2010-11

£m

Estimate
	2011-12

£m

Estimate
	2012-13

£m

Estimate

	Total projected principal outstanding on borrowing
	155.634 
	194.166 
	220.038 

	Total projected principal outstanding on investments
	(114.000)
	(114.000)
	(114.000)

	Net principal on borrowing
	41.634 
	80.166 
	106.038 

	
	
	
	
	
	

	Upper limit fixed rates 
	
	
	100%
	100%
	100%

	Upper limit variable rates 
	
	
	50%
	50%
	50%



The above two Prudential Indicators limit the proportion of borrowing subject to variable rates to 50% of outstanding debt.

5.4
Maturity structure of borrowing

The amount of projected borrowing that is fixed rate maturing in each period as a percentage of total projected borrowing that is fixed rate for all years is:

	
	
	
	2010-11

Estimate
	Upper limit
	Lower limit

	Under 12 months
	
	
	5.79%
	50%
	0%

	12 to under 24 months
	
	
	2.58%
	50%
	0%

	24 months to under 5 years
	
	
	16.09%
	50%
	0%

	5 years to under 10 years
	
	
	50.04%
	50%
	0%

	Above 10 years
	
	
	25.50%
	100%
	40%



In addition the following local limit will apply:

	Variable rate debt maturing in any one year
	30%
	0%


5.5
Total principal sums invested for periods longer than 364 days
	
	2008-09

£m

Actual
	2009-10

£m

Probable
	2010-11

£m

Maximum
	2011-12

£m

Maximum
	2012-13

£m

Maximum

	Total principal sums invested to final maturities beyond the period end
	17.9
	9.0
	30.0
	30.0
	30.0


6.
RECOMMENDATIONS

It is recommended that 

6.1
Members note that the Prudential Code was revised in 2009.  No major changes were introduced.

6.2
Members approve the Prudential Indicators for 2010-11 and the estimates for future years.

2010-2011 REVENUE BUDGET
SECTION 10 :  TREASURY MANAGEMENT STRATEGY DOCUMENT 2010-11

1.
BACKGROUND
1.1
The Authority adopted the Chartered Institute of Public Finance and Accountancy (CIPFA) Code of Practice for Treasury Management in the Public Services on 15th March 2002.  The Code requires the Authority to consider its Treasury Management Strategy for the forthcoming financial year.  The CIPFA Prudential Code for Capital Finance in Local Authorities also applies (see Section 9 paragraph 1.1).

1.2
In the light of the default by Icelandic banks in 2008, CIPFA has amended the Code of Practice above. As a result the Authority is asked to adopt the revised Code. The revised Code requires that a report be submitted to the full Authority setting out four amended clauses, which should be formally passed.  


The revised Code also includes an amended version of the treasury management policy statement (TMPS) incorporating just three clauses and a revised definition of treasury management activities.  The Code does not require this statement to be approved by the Authority but the definition of treasury management activities is:-


1.2.1
The management of the Authority’s investments and cash flows, its banking, money market and capital market transactions; the effective control of the risks associated with those activities; and the pursuit of optimum performance consistent with those risks.


1.2.2
The Authority regards the successful identification, monitoring and control or risk to be the prime criteria by which the effectiveness of its treasury management activities will be measured.  Accordingly, the analysis and reporting of treasury management activities will focus on their risk implications for the organisation.


1.2.3
The Authority acknowledges that effective treasury management will provide support towards the achievement of its business and service objectives.  It is therefore committed to the principles of achieving value for money in treasury management, and to employing suitable comprehensive performance measurement techniques, within the context of effective risk management.

1.3
The revised Code has emphasised a number of key areas including the following: 

a) All authorities must formally adopt the revised Code and four clauses

b) The strategy report will affirm that the effective management and control of risk are prime objectives of the Authority’s treasury management activities.

c) The Authority’s appetite for risk must be clearly identified within the strategy report and will affirm that priority is given to security of capital and liquidity when investing funds and explain how that will be carried out.

d) Responsibility for risk management and control lies within the authority and cannot be delegated to any outside organisation.

e) Credit ratings should only be used as a starting point when considering risk.  Use should also be made of market data and information, the quality financial press, information on government support for banks and the credit ratings of that government support. 

f) Authorities need a sound diversification policy with high credit quality counterparties and should consider setting country, sector and group limits. 

g) Borrowing in advance of need is only to be permissible when there is a clear business case for doing so and only for the current capital programme or to finance future debt maturities.

h) The full Authority MUST approve the main annual treasury management reports.

i) Their needs to be, at a minimum, a mid year review of treasury management strategy and performance.  This is intended to highlight any areas of concern that have arisen since the original strategy was approved.

j) Each Authority must delegate the role of scrutiny of treasury management strategy and policies to a specific named body.

k) Treasury management performance and policy setting should be subjected to prior scrutiny.

l) Members should be provided with access to relevant training.

m) Those charged with governance are also personally responsible for ensuring they have the necessary skills and training.

n) Responsibility for these activities must be clearly defined within the organisation.

o) Officers involved in treasury management must be explicitly required to follow treasury management policies and procedures when making investment and borrowing decisions on behalf of the Authority (this forms part of the updated Treasury Management Practices).

1.4
This strategy statement has been prepared in accordance with the revised Code.  Accordingly, the full Authority will approve the Authority’s Treasury Management Strategy annually and there will also be three quarterly reports and an annual report.  The aim of these reporting arrangements is to ensure that those with ultimate responsibility for the treasury management function appreciate fully the implications of treasury management policies and activities, and that those implementing policies and executing transactions have properly fulfilled their responsibilities with regard to delegation and reporting.


This Authority will adopt the following reporting arrangements in accordance with the requirements of the revised Code: -

	Area of Responsibility
	Authority/ Committee/ Officer
	Frequency

	Treasury Management Policy Statement (revised)
	Full Authority
	Initial adoption in February 2011

	Treasury Management Strategy / Annual Investment Strategy / MRP policy
	Full Authority 
	Annually before the start of the financial year

	Treasury Management Strategy / Annual Investment Strategy / MRP policy – quarterly reports
	Full Authority
	Quarters ending June, September and December

	Annual Treasury Outturn Report
	Full Authority
	Annually by 30 June after the end of the year

	Section 151 Officer
	Treasurer
	Ongoing

	Treasury Management Practices
	Deputy Treasurer
	Annually before the start of the year

	Scrutiny of treasury management strategy
	Finance, Assets and Technology Resources Committee
	Annually before the start of the year (commencing 2010-11

	Scrutiny of treasury management performance
	Finance, Assets and Technology Resources Committee 
	Quarters ending June, September and December and after the end of the year


1.5 
The Authority is requested to adopt the revised CIPFA Code of Practice for Treasury Management in the Public Services and the following four clauses:


1.5.1
Greater Manchester Police Authority will create and maintain, as the cornerstones for effective treasury management:

· a treasury management policy statement, stating the policies, objectives and approach to risk management of its treasury management activities

· suitable treasury management practices (TMPs), setting out the manner in which the organisation will seek to achieve those policies and objectives, and prescribing how it will manage and control those activities.

The content of the policy statement and TMPs will follow the recommendations contained in Sections 6 and 7 of the Code, subject only to amendment where necessary to reflect the particular circumstances of this authority. Such amendments will not result in the authority materially deviating from the Code’s key principles.


1.5.2
The full Authority will receive reports on its treasury management policies, practices and activities, including an annual strategy and plan in advance of the year, two quarterly reviews and an annual report after the end of the financial year, in the form prescribed in its TMPs.


1.5.3
Greater Manchester Police Authority will retain responsibility for the implementation and regular monitoring of its treasury management policies and practices. The Authority delegates responsibility for the execution and administration of treasury management decisions to the Treasurer, who will act in accordance with the authority’s policy statement and TMPs and, as he is a CIPFA member, CIPFA’s Standard of Professional Practice on Treasury Management.


1.5.4
Greater Manchester Police Authority nominates the Finance, Assets and Technology Resources Committee (FATR) to be responsible for ensuring effective scrutiny of the treasury management strategy and policies, commencing in 2010-11.

2.
TREASURY MANAGEMENT STRATEGY FOR 2010/11
2.1
The Local Government Act 2003, and supporting regulations, requires the Authority to “have regard to” the Prudential Code and to set Prudential Indicators for the next three years to ensure that the Authority’s capital investment plans are affordable, prudent and sustainable.

2.2
The Act therefore requires the Authority to set out its treasury strategy for borrowing and to prepare an Annual Investment Strategy (as required by Investment Guidance issued subsequent to the Act) (included in paragraph 8 of this section); this sets out the Authority’s policies for managing its investments and for giving priority to the security and liquidity of those investments.

2.3
The suggested strategy for 2010-11 in respect of the following aspects of the treasury management function is based upon the Treasurer’s views on interest rates, supplemented with leading market forecasts provided by the Authority’s treasury advisor, Sector Treasury Services.  The strategy covers: -


(a)
treasury limits in force which will limit the treasury risk and activities of the Authority;


(b)
Prudential and Treasury Management Indicators;


(c)
the current treasury position;


(d)
the borrowing requirement;


(e)
prospects for interest rates;


(f)
the borrowing strategy;


(g)
policy on borrowing in advance of need;


(h) 
debt rescheduling;


(i)
the investment strategy;


(j)
creditworthiness policy;


(k)
policy on use of external service providers;


(l)
the MRP strategy (see section 8).

2.4
It is a statutory requirement under Section 44 of the Local Government Finance Act 1992, for the Authority to produce a balanced budget.  In particular, Section 43 requires a local authority to calculate its budget requirement for each financial year to include the revenue costs that flow from capital financing decisions.  This, therefore, means that increases in capital expenditure must be limited to a level whereby increases in charges to revenue from:-


(a)
increases in interest charges caused by increased borrowing to finance additional capital expenditure, and


(b)
any increases in running costs from new capital projects 


are limited to a level which is affordable within the projected income of the Authority for the foreseeable future.

2.5
Treasury limits for 2010-11 to 2012-13

It is a statutory duty under Section 3 of the Local Government Act 2003 and supporting regulations, for the Authority to determine and keep under review how much it can afford to borrow.  The amount so determined is termed the “Affordable Borrowing Limit”.  In England and Wales the authorised limit represents the legislative limit specified in section 3 of the Local Government Act 2003.


The Authority must have regard to the Prudential Code when setting the Authorised Limit, which essentially requires it to ensure that total capital investment remains within sustainable limits and, in particular, that the impact upon its future Precept levels is ‘acceptable’.


Whilst termed an “Affordable Borrowing Limit”, the capital plans to be considered for inclusion incorporate financing by both external borrowing and other forms of liability, such as credit arrangements (if any).  The Authorised Limit is to be set, on a rolling basis, for the forthcoming financial year and two successive financial years, details of this limit can be found in section 9 of this report.

3.
CURRENT PORTFOLIO POSITION AND BORROWING REQUIREMENT 
3.1
Current Portfolio Position

The Authority’s treasury portfolio position at 31st January 2010, comprised:

	

	
	Principal
	
	Average Int Rate

	Debt
	
	£m
	
	%

	Public Works Loan Board (PWLB) 
	
	
	

	
	- fixed
	127.409
	
	3.811

	
	- variable
	0
	
	6.516

	Former Greater Manchester County debt (administered by Tameside)
	13.832
	
	

	Other long term liabilities
	0
	
	

	Gross Debt
	141.241
	
	

	
	
	
	
	

	Total Investments
	93.500
	
	1.405

	
	
	
	

	Net Debt
	47.741
	
	


3.2
Borrowing Requirement

The Authority’s actual and forecast borrowing requirement is set out below:

	
	2008-09

£m

actual
	2009-10

£m

probable
	2010-11

£m

estimate
	2011-12

£m

estimate
	2012-13

£m

estimate

	New borrowing
	10.000
	50.000 
	52.250
	38.549
	25.889

	Alternative financing arrangements
	0
	0
	0
	0
	0

	Replacement borrowing
	37.000
	0
	5.000
	4.000
	4.000

	Total
	47.000
	50.000
	57.250
	42.549
	29.889


3.3
Prudential  and Treasury Indicators for 2010/11 to 2012/13

Prudential and Treasury Indicators as set out in section 9 of this report are relevant for the purposes of setting an integrated treasury management strategy.

4.
PROSPECTS FOR INTEREST RATES
4.1
The Authority has appointed Sector Treasury Services as its treasury advisor and part of their service is to assist the Authority to formulate a view on interest rates.  Appendix 17 draws together a number of current City forecasts for short term (bank rate) and longer fixed interest rates.  The following gives the Sector central view of forecast bank and new borrowing rates.


Sector bank rate forecast

Year ended 31st March 2010
0.50%


Year ended 31st March 2011
1.50%


Year ended 31st March 2012
3.50%


Year ended 31st March 2013
4.50%


There is a downside risk to these forecasts if recovery from the recession proves to be weaker and slower than currently expected.
5
ECONOMIC BACKGROUND

5.1 
The economic background that has influenced this document is set out in Appendix 15.

6.
BORROWING STRATEGY
6.1
The Sector forecast for the PWLB new borrowing rate is as follows:


Sector new borrowing rate forecast 

	
	Mar 

2010
	June 2010
	Sept 2010
	Dec 2010
	Mar 2011
	Mar 2012
	Mar 2013

	Bank Rate
	0.50%
	0.50%
	0.75%
	1.00%
	1.50%
	3.50%
	4.50%

	5 yr PWLB rate
	3.05%
	3.20%
	3.30%
	3.40%
	3.60%
	4.60%
	4.85%

	10 yr PWLB rate
	4.00%
	4.05%
	4.15%
	4.30%
	4.45%
	5.00%
	5.15%

	25 yr PWLB rate
	4.55%
	4.65%
	4.70%
	4.80%
	4.90%
	5.20%
	5.35%

	50 yr PWLB rate
	4.60%
	4.70%
	4.75%
	4.90%
	5.00%
	5.30%
	5.45%



In view of the above forecast the Authority’s borrowing strategy will be based upon the following information.

· Rates are expected to gradually increase during the year, so It should therefore be advantageous to time new long term borrowing for the start of the year when 25 year PWLB rates fall back to or below the central forecast rate of about 4.65%, a suitable trigger point for considering new fixed rate long term borrowing. 

· Variable rate borrowing is expected to be cheaper than fixed rate borrowing and will therefore be attractive throughout the financial year compared to taking long term fixed rate borrowing.

· PWLB rates on loans of less than ten years duration are expected to be substantially lower than longer term PWLB rates, offering a range of options for new borrowing which will spread debt maturities away from a concentration in long dated debt.  

· There is expected to be little difference between 25 year and 50 year rates thus loans in the 25-30 year periods could be seen as being more attractive than 50 year borrowing as the spread between the PWLB new borrowing and early repayment rates is considerably less.  This would maximises the potential for debt rescheduling and allow the Authority to rebalance its debt maturity profile.

· Consideration will also be given to borrowing fixed rate market loans at 25 – 50 basis points below the PWLB target rate and to maintaining an appropriate balance between PWLB and market debt in the debt portfolio.

6.2
Sensitivity of the forecast – In normal circumstances the main sensitivities of the forecast are likely to be the two scenarios noted below. Authority officers, in conjunction with the treasury advisors, will continually monitor both the prevailing interest rates and the market forecasts, adopting the following responses to a change of sentiment:

· if it were felt that there was a significant risk of a sharp FALL in long and short term rates, e.g. due to a marked increase of risks around relapse into recession or of risks of deflation, then long term borrowings will be postponed, and potential rescheduling from fixed rate funding into short term borrowing will be considered.

· if it were felt that there was a significant risk of a much sharper RISE in long and short term rates than that currently forecast, perhaps arising from a greater than expected increase in world economic activity or a sudden increase in inflation risks, then the portfolio position will be re-appraised with the likely action that fixed rate funding will be drawn whilst interest rates were still relatively cheap.

6.3
External v. internal borrowing

	Comparison of gross and net debt positions at year end
	2008/09
	2009/10
	2010/11
	2011/12
	2012/13

	
	Actual
	Probable outturn
	Estimate
	Estimate
	Estimate

	
	£m
	£m
	£m
	£m
	£m

	Actual external debt (gross)
	77.418
	103.401 
	155.634
	194.166
	220.038

	Cash balances
	73.500
	120.000 
	114.000
	114.000
	114.000

	Net debt
	3.918
	(16.599)
	41.634
	80.166
	106.038


· Measures taken in the last year have already reduced substantially the level of credit risk (see paragraph 8.2). Another factor which will be carefully considered is the difference between borrowing rates and investment rates to ensure the Authority obtains value for money once an appropriate level of risk management has been attained to ensure the security of its investments.

· The next financial year is expected to be one of historically abnormally low Bank Rate.  This provides a continuation of the current window of opportunity for local authorities to fundamentally review their strategy of undertaking new external borrowing.

· Over the next three years, investment rates are expected to be below long term borrowing rates and so value for money considerations would indicate that value could best be obtained by avoiding new external borrowing and by using internal cash balances to finance new capital expenditure or to replace maturing external debt (this is referred to as internal borrowing).  This would maximise short term savings.

· However, short term savings by avoiding new long term external borrowing in 2010-11 will also be weighed against the potential for incurring long term extra costs by delaying unavoidable new external borrowing until later years when PWLB long term rates are forecast to be significantly higher.

· The Authority has examined the potential for undertaking early repayment of some external debt to the PWLB in order to reduce the difference between its gross and net debt positions.  However, the introduction by the PWLB of significantly lower repayment rates than new borrowing rates in November 2007 has meant that large premiums would be incurred by such action and would also do so in the near term;  such levels of premiums cannot be justified on value for money grounds.  This situation will be monitored in case the differential is narrowed by the PWLB or when repayment rates rise substantially.


Against this background caution will be adopted with the 2010/11 treasury operations.  The Treasurer will monitor the interest rate market and adopt a pragmatic approach to changing circumstances, reporting any decisions to the authority at the next available opportunity.

6.4
Policy on borrowing in advance of need

The Authority will not borrow more than or in advance of its needs purely in order to profit from the investment of the extra sums borrowed.  Any decision to borrow in advance will be considered carefully to ensure value for money can be demonstrated and that the Authority can ensure the security of such funds.


In determining whether borrowing will be undertaken in advance of need the Authority will:

· ensure that there is a clear link between the capital programme and maturity profile of the existing debt portfolio which supports the need to take funding in advance of need 

· ensure the ongoing revenue liabilities created, and the implications for the future plans and budgets have been considered

· evaluate the economic and market factors that might influence the manner and timing of any decision to borrow

· consider the merits and demerits or alternative forms of funding

· consider the alternative interest rate bases available, the most appropriate periods to fund and repayment profiles to use 

7.
DEBT RESCHEDULING
7.1
The application of the new PWLB rates structure on 1 November 2007 that introduced a spread between the rates applied to new borrowing and repayment of debt, has meant that PWLB to PWLB debt restructuring is now much less attractive than before that date.  However, significant interest savings may still be achievable through using LOBOs (Lenders Option Borrowers Option) loans and other market loans in rescheduling exercises.

7.2
As short term borrowing rates will be considerably cheaper than longer-term rates, there are likely to be significant opportunities to generate savings by switching from long-term debt to short term debt.  However, these savings will need to be considered in the light of their short term nature and the likely cost of refinancing those short term loans, once they mature, compared to the current rates of longer term debt in the existing debt portfolio. Any such rescheduling and repayment of debt is likely to cause a flattening of the Authority’s maturity profile as in recent years there has been a skew towards longer dated PWLB.

7.3
Consideration will also be given to the potential for making savings by running down investment balances to repay debt prematurely as short term rates on investments are likely to be lower than rates paid on current debt.  


The reasons for any rescheduling to take place will include:

· the generation of cash savings and / or discounted cash flow savings,

· helping to fulfil the strategy outlined in paragraph 6 above, and

· enhance the balance of the portfolio (amend the maturity profile and/or the balance of volatility).

7.4
There has been much discussion as to whether the size of spread between long term PWLB repayment and new borrowing rates should be revised (downwards) in order to help local authorities currently dissuaded from using investment cash balances to repay long term borrowing and thereby reduce counterparty and interest rate risk exposure.  The DMO/PWLB have issued a consultation document with suggested options to revise the methodology used to calculate the early repayment rate.  The consultation period ended in January 2010 and the authority will monitor developments in this area and amend its strategy if significant changes are introduced.

7.5
All rescheduling will be reported to the Authority, at the first available opportunity.

8.
INVESTMENT STRATEGY

8.1
Investment Policy


The Authority will have regard to the Department for Communities and Local Government Guidance on Local Government Investments (“the Guidance”) issued in March 2004.  DCLG is currently undertaking a consultation exercise on draft revised investment guidance which will result in the issue of amended investment guidance to come into effect from 1st April 2010.  The outcome of the consultation will be reported to the Authority when it is available.  The Audit Commission’s report on Icelandic investments and the 2009 revised CIPFA Treasury Management in the Public Services Code of Practice and Cross Sectoral Guidance Notes (“the CIPFA TM Code”) also apply.  The Authority’s investment priorities are:- 


(a)
the security of capital and 


(b)
the liquidity of its investments. 

The Authority will also aim to achieve the optimum return on its investments commensurate with proper levels of security and liquidity. The risk appetite of this Authority is low in order to give priority to security of its investments.


The borrowing of monies purely to invest or on‑lend and make a return is unlawful and this Authority will not engage in such activity.

8.2
Creditworthiness policy 


This Authority uses the creditworthiness service provided by Sector Treasury Services.  This service has been progressively enhanced over the last year and now uses a sophisticated modelling approach with credit ratings from all three rating agencies - Fitch, Moodys and Standard and Poors, forming the core element.  However, it does not rely solely on the current credit ratings of counterparties but also uses the following as overlays: - 

· credit watches and credit outlooks from credit rating agencies

· credit default swap (CDS) spreads to give early warning of likely changes in credit ratings

· sovereign ratings to select counterparties from only the most creditworthy countries


This modelling approach combines credit ratings, credit watches, credit outlooks and CDS spreads in a weighted scoring system for which the end product is a series of colour code bands, which indicate the relative creditworthiness of counterparties.  These colour codes are also used by the Authority to determine the duration for investments and are therefore referred to as durational bands.  The Authority is satisfied that this service now gives a much-improved level of security for its investments.  It is also a service that the Authority would not be able to replicate using in house resources.  

The selection of counterparties with a high level of creditworthiness will be achieved by selection of institutions down to a minimum durational band within Sector’s weekly credit list of worldwide potential counterparties.  The Authority will therefore use counterparties within the following durational bands: -

· Purple 
2 years

· Blue 
1 year (only applies to nationalised or semi nationalised UK Banks)

· Orange
1 year

· Red 
6 months

· Green 
3 months 

· No Colour 
not to be used 


This Authority will not use the approach suggested by CIPFA of using the lowest rating from all three rating agencies to determine creditworthy counterparties as Moodys are currently very much more aggressive in giving low ratings than the other two agencies. This would therefore be unworkable and leave the Authority with few banks on its approved lending list.  The Sector creditworthiness service does though, use ratings from all three agencies, but by using a scoring system, does not give undue preponderance to just one agency’s ratings.


All credit ratings will be monitored at least weekly. The Authority is alerted to changes to ratings of all three agencies through its use of the Sector creditworthiness service. 

· If a downgrade results in the counterparty/investment scheme no longer meeting the Authority’s minimum criteria, its further use as a new investment will be withdrawn immediately.

· In addition to the use of Credit Ratings the Authority will be advised of information in movements in Credit Default Swap against the iTraxx benchmark and other market data on a weekly basis. Extreme market movements may result in downgrade of an institution or removal from the Councils lending list.


Sole reliance will not be placed on the use of this external service.  In addition this Authority will also use market data and market information, information on government support for banks and the credit ratings of that government support.

8.3 
Country limits


The Authority has determined that it will only use approved counterparties from countries with a minimum sovereign credit rating of AAA from Fitch Ratings (or equivalent from other agencies if Fitch does not provide) The list of countries that qualify using this credit criteria as at the date of this report are shown below.  This list will be added to or deducted from by officers should ratings change in accordance with this policy. Appearance on the list below does not automatically mean that the Authority invests in these countries.


AAA

· Canada

· Denmark

· Finland

· France

· Germany

· Luxembourg

· Netherlands

· Norway

· Singapore

· Spain

· Sweden

· Switzerland

· U.K.

· U.S.A.


Fitch has warned that the UK risks losing its AAA status due to its level of debt as a percentage of gross domestic product (GDP). If this happens the Authority is asked to allow investment in UK banks and financial institutions which otherwise meet its creditworthiness policy, as not to do so would be unworkable.

8.4 
Investment Strategy



In-house funds: The Authority has both core balance and cash flow derived funds available for investment. Investments will accordingly be made with reference to the core balance and cash flow requirements and the outlook for short-term interest rates (i.e. rates for investments up to 12 months).   



At 31st January 2009 the Authority had the following longer-term investments (364 days or more):-

	
	Amount

£
	Maturity
	Rate

%

	Barclays
	2,000,000
	13/06/2011
	6.27

	Royal Bank of Scotland
	2,000,000
	29/09/2011
	5.92

	Royal Bank of Scotland
	5,000,000
	15/08/2012
	0.86




Specified and Non Specified Investments



Investment instruments identified for use in the financial year are listed below under the “specified” and “non-specified” investments categories.



Specified investments will be sterling denominated and fulfil the following minimum criteria where judged by treasury officers to be appropriate having regard to the security of the principal sum invested.

	Sector
	Fitch 

rating
	Maximum investment
	Maximum period

	
	L/T
	S/T
	Ind
	Supp
	
	

	UK Banks
	AA-
	F1
	C
	3
	£20m 

or 20% of total investments
	364 days

	UK Building Societies
	AA-
	F1
	C
	3
	As above
	364 days

	European Banks
	AA-
	F1
	C
	3
	As above
	364 days

	Money Market Funds
	AAA
	n/a
	n/a
	n/a
	As above
	3 months

	Local Authorities
	n/a
	n/a
	n/a
	n/a
	As above
	364 days

	Debt Management Office
	n/a
	n/a
	n/a
	n/a
	As above
	364 days




In accordance with the guidance, all local authorities and the Government’s Debt Management Office will count as specified investments, even though they do not carry a formal rating.



Non-Specified investments must be with counterparties rated at least AA- by Fitch or equivalent, and include products such as callable deposits, range accruals, UK government gilts, Treasury Bills and Certificates of Deposit (CDs).



The main reasons for making a non-specified investment would be:

· Liquidity:  increased liquids with negligible effect to yield;

· Yield:  in a circumstance where advantageous interest rates could be secured at a negligible risk.



Interest rate outlook: Bank Rate has been unchanged at 0.50% since March 2009. Bank Rate is forecast to commence rising in quarter 3 of 2010 and then to rise steadily from thereon. Bank Rate forecasts for financial year ends (March) are as follows: -

· 2010  0.50%
· 2011  1.50%
· 2012  3.50%
· 2013  4.50%


There is downside risk to these forecasts if recovery from the recession proves to be weaker and slower than currently expected.

The Authority will avoid locking into longer term deals while investment rates are down at historically low levels unless exceptionally attractive rates are available which make longer-term deals worthwhile. 


For 2010/11 the budget for investment returns is 1.00% on investments placed during the financial year.


For its cash flow generated balances, the Authority will seek to utilise its business reserve accounts and short-dated deposits (overnight to three months) in order to benefit from the compounding of interest.  

8.5
End of year investment report


At the end of the financial year, the Authority will report on its investment activity as part of its Annual Treasury Report. 

8.6
External fund managers 


The Authority does not currently use external fund managers. Were it to do so then the fund manager would be required to comply with the Annual Investment Strategy.  

8.7 
Policy on the use of external service providers


The Authority uses Sector Treasury Services as its external treasury management advisers.


The Authority recognises that responsibility for treasury management decisions remains with the organisation at all times and will ensure that undue reliance is not placed upon our external service providers. 


It also recognises that there is value in employing external providers of treasury management services in order to acquire access to specialist skills and resources. The Authority will ensure that the terms of their appointment and the methods by which their value will be assessed are properly agreed and documented, and subjected to regular review. 

8.8 
Scheme of delegation


The scheme of delegation is set out below:


i) Full Authority

· receiving and reviewing reports on treasury management policies, practices and activities

· approval of annual strategy.

· approval of/amendments to the organisation’s adopted clauses, treasury management policy statement and treasury management practices

· budget consideration and approval

· approval of the division of responsibilities

· receiving and reviewing regular monitoring reports and acting on recommendations

· approving the selection of external service providers and agreeing terms of appointment.



(ii) Finance, Assets and Technology Resources Committee

· reviewing the treasury management policy and procedures and making recommendations to the responsible body.

8.9
Role of the section 151 officer


In this Authority the officer undertaking duties under Section 151 of the Local Government Act 1972 is the Treasurer, whose duties include:

· recommending clauses, treasury management policy/practices for approval, reviewing the same regularly, and monitoring compliance

· submitting regular treasury management policy reports

· submitting budgets and budget variations

· receiving and reviewing management information reports

· reviewing the performance of the treasury management function

· ensuring the adequacy of treasury management resources and skills, and the effective division of responsibilities within the treasury management function

· ensuring the adequacy of internal audit, and liaising with external audit

· recommending the appointment of external service providers. 

9.
RECOMMENDATIONS

It is recommended that:-

9.1
Members note the revised definition of Treasury Management activities (paragraph 1.2).

9.2
Members adopt the revised Code of Practice for Treasury Management in the Public Services and the four clauses (paragraph 1.5).

9.3
Members set their investment priorities as the security of capital and the liquidity of investments resulting in a low risk appetite (paragraph 8.1).

9.4
Members allow investments to be made in UK banks and financial institutions if the UK loses its AAA sovereign credit rating (paragraph 8.3).

10.
APPENDICES

10.1
Appendix 15 summarises the economic background.

10.2
Appendix 16 summarises the prospects for interest rates.
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Appendix 1

2010-2011 REVENUE BUDGET

REVIEW OF 2009-2010

VARIATIONS FROM THE 2009-2010 ORIGINAL BUDGET

	Description
	Original Budget 

2009-2010
	Revised Budget 

2009-2010
	Variance

Adv/(fav)

	
	£m
	£m
	£m

	
	
	
	

	DFM
Divisions
	306.256
	320.698
	14.442 

	
Branches
	185.161
	194.010
	8.849 

	
Other

	517
	392
	(125)

	Managed DFM budgets
	491.934
	515.100
	23.166 

	
	
	
	

	Managed Corporate budgets
	51.514
	50.811
	(703)

	
	
	
	

	Other budgets
	22.596
	3.303
	(19.293)

	
	
	
	

	Budget Requirement
	566.044
	569.214
	3.170 

	
	
	
	

	Funded by:
	
	
	

	
Home Office Grant
	238.984
	238.984
	0 

	
Revenue Support Grant (RSG)
	41.247
	41.247
	0 

	
National Non Domestic Rates (NNDR)
	178.706
	178.706
	0 

	
Collection Fund Surplus
	282
	282
	0 

	
Precept
	106.825
	106.825
	0 

	
	566.044
	566.044
	0 

	
	
	
	

	Balance
	0
	3.170
	3.170 

	
	
	
	

	
	
	
	


Description

Devolved Financial Management (DFM) Budgets - operational divisions and support branches where the relevant Commander has devolved responsibility to deliver a balanced budget for their division or branch

Corporate and Non DFM budgets - budgets managed by Branch Commanders on behalf of the Force as a whole

Other budgets - these include provisions and movements to and from reserves.  The provisions account is used to budget for large projects where divisional allocations are not known at the time of budget preparation

Appendix 2
2010-2011 REVENUE BUDGET

REVIEW OF 2009-2010

SUMMARY OF MAJOR VARIATIONS FROM THE 2009-2010 ORIGINAL BUDGET
Major variations were:

	

	
	£m
	

	
	Favourable 
	
	

	
	PCSO's - Vacancy Factor
	(372)
	

	
	PFI Unitary Charge (RPI adjustment)
	(245)
	

	
	Performing Rights Society
	(486)
	

	
	IT Software & Licences
	(276)
	

	
	IT Network Circuit Rent / Calls
	(213)
	

	
	IT Hardware Maintenance
	(374)
	

	
	Lead Authority - Interest payments
	(652)
	

	
	CTU - return of funds
	(200)
	

	
	Centrally Funded Posts
	(244)
	

	
	Release of South Manchester Custody Funding
	(409)
	

	
	Reduction in Ill health Retirements
	(759)
	

	
	VAT Reclaim
	(595)
	

	
	Fuel costs
	(229)
	

	
	
	
	

	
	Adverse
	
	

	
	HR / Finance Project
	221 
	

	
	Additional FTCG Funding (Storm)
	500 
	

	
	IT Services Market Supplements
	250 
	

	
	Operation Foot
	206 
	

	
	LPIB Medical Fees Doctor Claims
	262 
	

	
	Force HQ Project Team
	314 
	

	
	DFM Forecasts
	2.272 
	

	
	Salford SLA
	200 
	

	
	Regional Crime Unit
	310 
	

	
	Forensic Submissions
	1.940 
	

	
	Employment Tribunal Awards
	313 
	

	
	
	
	

	
	Other Changes to Budget Versus Forecast
	1.437 
	

	
	
	
	

	
	Total
	3.170
	




Appendix 3

2010-2011 REVENUE BUDGET

LOCAL GOVERNMENT FINANCE SETTLEMENT

SETTLEMENT KEY STATISTICS 2010-2011
Formula Grant, Specific and Other General Grants

	
	2009-2010

Unadjusted
	2009-2010

Adjusted
	2010-2011
	Change

Adjusted

	
	£bn
	£bn
	£bn
	%

	
	
	
	
	

	Total Aggregate External Finance (AEF)
	73,435 
	73,331 
	76,238 
	4.0

	of which
Specific and General Grants


(excluding PFI)
	48,535 
	48,437 
	50,502 
	

	
NET AEF (CSR07)
	24,920 
	24,900 
	25,763 
	3.5

	plus
Total post-CSR transfers
	(20)
	(6)
	(27)
	

	equals
NET AEF 
	24,900 
	24,894  
	25,736 
	3.4

	minus 
PFI
	853 
	853 
	1,069 
	

	equals     NET AEF (excl PFI)
	24,047 
	24,041 
	24,667 
	2.6

	minus
NNDR distributable amount
	19,500 
	19,500 
	21,500 
	

	equals
TOTAL RSG
	4,547 
	4,541 
	3,167 
	

	minus
RSG for specified bodies
	47 
	47 
	45 
	

	equals
TOTAL RSG FOR RECEIVING AUTHORITIES
	4,501  
	4,495 
	3,122 
	

	add back NNDR distributable amount
	19,500 
	19,500 
	21,500 
	

	plus
Police Grant (incl. Met special payment)
	4,253 
	4,253 
	4,374 
	2.8

	equals
FORMULA GRANT
	28,254 
	28,248
	28,996 
	2.6

	
	
	
	
	


Note:


No adjustments relate to Police Authorities

Appendix 4

2010-2011 REVENUE BUDGET

REVENUE SUPPORT GRANT

GMPA DATA 2009-2010 TO 2010-2011
	
	2009-2010


	2010-2011


	Variance


	

	
	£m
	£m
	£m
	%
	

	Police Grant
	238.984
	245.432
	
	
	

	Revenue Support Grant
	41.247
	28.794
	
	
	

	 (RSG)/National Non Domestic Rates (NNDR)
	178.706
	198.292
	
	
	

	
	
	
	
	
	

	Formula grant
	458.937
	472.518
	13.581 
	3.0 
	

	Floor contribution
	15.075
	13.207
	(1.868)
	(12.0)
	

	
	
	
	
	
	

	Other grants
	
	
	
	
	

	
	
	
	
	
	

	
Crime Fighting Fund (CFF)
	17.208
	17.208
	
	
	

	
Neighbourhood Policing Fund (NPF)/Police Community Support Officers (PCSO’s)
	17.642
	16.887
	
	
	

	
Basic Command Unit (BCU)
	2.826
	2.826
	
	
	

	
Security
	3.782
	3.855
	
	
	

	
Private Finance Initiative (PFI)
	5.315
	5.315
	
	
	

	
Other
	6.649
	6.942
	
	
	

	
Rule 2 police grant (incl IPLDP)
	7.803
	7.803
	
	
	

	
Asset Incentivisation
	1.235
	1.272
	
	
	

	
Counter Terrorism grant
	19.833
	20.198
	
	
	

	
	82.293
	82.306
	0.013 
	0.01 
	

	

	
	
	
	
	

	
	
	
	
	
	

	Resident population
	2,579,796
	2,588,552
	8,756 
	0.3 
	

	
	
	
	
	
	

	Revenue Support Grant Taxbase
	819,822
	827,966
	8,144 
	1.0 
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2010-2011 REVENUE BUDGET

	2010-2011 REVENUE BUDGET

FLOORS AND CEILINGS / DAMPING FROM 2002-03

	
	
	Total
	
	
	
	

	
	
	2002-03 to 2009-10
	2010-11
	Totals
	
	

	
	
	£
	£
	£
	
	

	
	Northumbria
	108,343,819
	36,252,590 
	144,596,409 
	
	

	
	Sussex 
	62,746,915
	6,983,457 
	69,730,372 
	
	

	
	Surrey
	56,041,635
	3,046,785 
	59,088,420 
	  
	

	
	Essex
	34,883,236
	(4,229,299)
	30,653,937 
	
	

	
	Cumbria
	50,686,451
	12,828,200 
	63,514,651 
	  
	

	
	Kent
	34,580,607
	(2,787,645)
	31,792,962 
	 
	

	
	West Mercia
	45,126,130
	10,570,100 
	55,696,230 
	 
	

	
	North Yorkshire
	34,280,265
	5,542,382 
	39,822,647 
	
	

	
	Cheshire
	30,028,978
	9,483,661 
	39,512,639 
	
	

	
	Dorset
	20,622,555
	2,640,198 
	23,262,753 
	
	

	
	Durham
	22,215,436
	6,716,862 
	28,932,298 
	
	

	
	Devon and Cornwall
	14,504,336
	(484,407)
	14,019,929 
	
	

	
	Hampshire
	10,762,956
	(1,943,952)
	8,819,004 
	
	

	
	Suffolk
	13,636,628
	1,707,441 
	15,344,069 
	
	

	
	Wiltshire
	12,535,970
	2,692,794 
	15,228,764 
	
	

	
	Norfolk
	11,298,372
	1,307,738 
	12,606,110 
	
	

	
	Humberside
	8,069,844
	(1,132,503)
	6,937,341 
	
	

	
	Gloucestershire
	10,669,566
	2,266,180 
	12,935,746 
	 
	

	
	Staffordshire
	3,954,465
	(1,302,337)
	2,652,128 
	 
	

	
	Hertfordshire
	(25,542)
	(4,091,222)
	(4,116,764)
	
	

	
	South Yorkshire
	2,417,551
	36,606 
	2,454,157 
	 
	

	
	Cleveland
	2,088,580
	1,115,208 
	3,203,788 
	
	

	
	Lancashire
	(4,707,518)
	(2,627,460)
	(7,334,978)
	
	

	
	Warwickshire
	(2,702,365)
	(548,121)
	(3,250,486)
	
	

	
	Northamptonshire
	(4,246,366)
	(852,953)
	(5,099,319)
	
	

	
	Lincolnshire
	(7,044,582)
	(2,699,087)
	(9,743,669)
	
	

	
	Merseyside
	(7,318,329)
	(1,250,850)
	(8,569,179)
	
	

	
	Thames Valley
	(11,309,274)
	(3,796,967)
	(15,106,241)
	
	

	
	Leicestershire
	(14,911,425)
	(2,805,179)
	(17,716,604
	
	

	
	Cambridgeshire
	(15,172,417)
	(2,705,054)
	(17,877,471)
	
	

	
	Bedfordshire
	(16,436,430)
	(3,551,111)
	(19,987,541)
	
	

	
	Derbyshire
	(22,802,072)
	(4,490,978)
	(27,293,050)
	
	

	
	Nottinghamshire
	(27,632,043)
	(6,702,699)
	(34,334,742)
	
	

	
	GLA -  Police
	10,765,783 
	25,137,395 
	35,903,178 
	
	

	
	Avon and Somerset
	(48,503,739)
	(11,474,950)
	(59,978,689)
	
	

	
	Greater Manchester
	(81,179,439)
	(13,206,991)
	(94,386,430)
	
	

	
	West Yorkshire
	(87,444,321)
	(17,708,936)
	(105,153,257)
	
	

	
	West Midlands
	(257,142,416)
	(37,934,896)
	(295,077,312)
	
	

	
	Police sub total
	(8,318,207)
	0 
	(8,318,207)
	
	

	
	Fire services
	8,318,207 
	0 
	8,318,207 
	 
	

	
	Overall total
	0  
	0 
	0  
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2010-2011 REVENUE BUDGET

THE 2010-2011 ESTIMTE OF EXPENDITURE

MOVEMENT ON BUDGET REQUIREMENT BETWEEN YEARS

	2010/11 STRATEGIC FINANCIAL OUTLOOK
	
	
	
	

	Expenditure Forecast
	2009/10

Budget

£m
	2010/11

Budget

£m
	2011/12

SFO

£m
	2012/13

SFO

£m

	
	
	
	
	

	Budget Requirement 
	566.0 
	566.0
	566.0 
	566.0 

	
	
	
	
	

	Commitments
	
	
	
	

	Police Officer Pay & on-costs
	
	11.6 
	19.0 
	21.2 

	Police Overtime 
	
	1.2 
	1.0 
	0.8 

	Police Staff Pay & on-costs
	
	3.1 
	5.4 
	6.9 

	General Inflation
	
	0.2 
	0.4 
	0.6 

	Other Devolved Financial Management
	
	1.3 
	1.1 
	1.0 

	Police Officer & Police Staff Pensions
	
	(0.2)
	0.0 
	0.1 

	Other Police Officer & Police Staff related
	
	0.0 
	0.5 
	0.5 

	Transport Related Costs
	
	0.2 
	0.6 
	1.1 

	Estates Running costs
	
	0.9 
	4.7 
	5.1 

	IT Running Costs
	
	0.8 
	1.2 
	1.8 

	Forensic Services
	
	0.2 
	0.4 
	0.7 

	Medical Fees
	
	0.1 
	0.2 
	0.2 

	Insurances / Uninsured loss provisions
	
	1.0 
	1.7 
	2.0 

	Capital Financing - existing projects
	
	1.1 
	1.0 
	1.0 

	Transfer to Reserves
	
	(0.1)
	(0.2)
	(0.3)

	Specific Grants
	
	0.0 
	0.0 
	0.0 

	Income 
	
	2.8 
	2.5 
	1.9 

	Additional Cost to GMP of PCSOs
	
	0.5 
	1.6 
	2.1 

	Other Standstill Changes
	
	1.5 
	2.7 
	3.1 

	
	
	
	
	

	New Budget Pressures
	
	
	
	

	Replenish General Reserves for predicted 09/10 overspend
	
	3.2 
	0.0 
	0.0 

	Increased demand for Forensics
	
	1.4 
	1.5 
	1.5 

	Additional 1% NI Contribution from 1 April 2011 - Police Officers
	
	0.0 
	2.9 
	2.9 

	Additional 1% NI Contribution from 1 April 2011 - Police Staff
	
	0.0 
	1.0 
	0.9 

	Additional 1% per annum Superannuation Contribution from 1 April 2011 - Police Staff
	
	0.0 
	1.0 
	1.9 

	Strategic Change Programme
	
	2.4 
	(0.6)
	(2.2)

	2010/11 Mandatory / Legislative Bids
	
	0.8 
	0.9 
	0.9 

	Capital Financing - new borrowing
	
	1.2 
	5.9 
	9.4 

	Revenue Consequences of IT Capital Schemes (Estimate)
	
	0.0 
	1.0 
	2.0 

	
	
	
	
	

	Savings
	
	
	
	

	LPIB & CD&P Restructure
	
	(0.4)
	(0.8)
	(0.8)

	P & D Savings (10/11only)
	
	(1.3)
	0.0 
	0.0 

	200 Civilianisations
	
	(1.2)
	(3.0)
	(3.0)

	100 Disestablishments (Police Officers)
	
	(2.6)
	(5.1)
	(5.1)

	Devolved Financial Management
	
	(5.2)
	(5.2)
	(5.2)

	Disestablish Civilian Staff Officers
	
	(0.1)
	(0.1)
	(0.1)

	Review of Chief Officer Secondments
	
	(0.2)
	(0.2)
	(0.2)
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	On-costs associated with nil police officer recruitment in 2010/11
	
	(0.5)
	0.0 
	0.0 

	Reduction in Police Officer ill healths from 20 to 10 per annum
	
	(0.8)
	(0.8)
	(0.8)

	Telephone Bureau Staff Savings (Surveys)
	
	(0.2)
	(0.2)
	(0.2)

	Overtime – Force Tasking
	
	(1.3)
	(1.3)
	(1.3)

	
	
	
	
	

	Reserves
	
	
	
	

	Use of General Reserves
	
	(1.8)
	1.2 
	1.2 

	Use of Earmarked Reserves
	
	2.3 
	2.6 
	3.1 

	
	
	
	
	

	Total - Full Budget Requirement
	566.0 
	588.2 
	610.5 
	620.7 

	
	
	
	
	

	Estimated Funding Available
	2009/10

Budget

£m
	2010/11

Budget

£m
	2011/12

SFO

£m
	2012/13

SFO

£m

	
	
	
	
	

	Police Grant
	239.0
	245.4
	237.8
	230.5

	RSG/NNDR
	220.0
	227.1
	220.0
	213.2

	Formula Grant (3.1% reduction in formula grant each year in 2011/12 and 2012/13))
	458.9
	472.5
	457.9
	443.7

	Precept @ 7.5% p.a. (nil increases in 2011/12 and 2012/13)
	106.8
	115.2
	115.2
	115.2

	Collection Fund Surplus
	0.3
	0.5
	0.5
	0.5

	
	566.0
	588.2
	573.6
	559.4

	
	
	
	
	

	
	
	
	
	

	Shortfall at Full Budget Requirement
	 
	 
	 
	 

	 
	
	
	
	 

	Cumulative Shortfall   
£m
	
	0.0
	36.9
	61.3

	 
	
	
	
	

	Year on year Shortfall   
£m
	
	0.0
	36.9
	24.4

	 
	
	
	
	

	Increase on previous year   
£m
	
	22.2
	22.3
	10.2

	
%
	 
	3.9
	3.8
	1.7


	PLANNED USE OF GENERAL RESERVES
	2009/10
	2010/11
	2011/12
	2012/13

	 
	£m
	£m
	£m
	£m

	b/f 31/3/09
	12.9 
	 
	 
	 

	Applied in year - Quest
	(0.4)
	 
	 
	 

	Applied in year - Non-recurrent Chief Officer Essential Bids (2009-10)
	(0.8)
	 
	 
	 

	Applied in year - Strategic Change Programme (YR1 of £2.1m)
	(0.7)
	 
	 
	 

	Forecast Overspend 2009-10
	(3.2)
	 
	 
	 

	General Reserves - Opening Balance
	7.8 
	7.8 
	8.0
	8.0

	Top up to Reserves for 2009-10 Forecast Overspend
	 
	3.2 
	0.0
	0.0

	Applied in year - Non-recurrent Chief Officer Essential Bids (2009-10)
	 
	(0.8)
	0.0
	0.0

	Applied in year - Strategic Change Programme (Balance of £2.1m) & Invest to Save
	 
	(2.2)
	0.0
	0.0

	General Reserves - Closing Balance
	7.8 
	8.0 
	8.0
	8.0
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2010-2011 PROPOSED BUDGET

	Description
	Original Budget 

2009-2010
	Original Budget 

2010-2011
	Variance

	
	£m
	£m
	£m

	
	
	
	

	DFM
Divisions
	306.256
	319.551
	13.295 

	
Branches
	185.161
	191.812
	6.651 

	
Other

	517
	231
	(286)

	Managed DFM budgets
	491.934
	511.594
	19.660 

	
	
	
	

	Managed Corporate budgets
	51.514
	64.902
	13.388 

	
	
	
	

	Other budgets
	22.596
	11.710
	(10.886)

	
	566.044
	588.206
	22.162 

	Budget Requirement
	
	
	

	
	
	
	

	Funded by:
	
	
	

	
Home Office Grant
	238.984
	245.432
	6.448 

	
Revenue Support Grant (RSG)
	41.247
	28.794
	(12,453)

	
National Non Domestic Rates (NNDR)
	178.706
	198.292
	19.586 

	
Collection Fund Surplus
	282
	455
	173 

	
Precept
	106.825
	115.233
	8.408 

	
	566.044
	588.206
	22.162 

	
	
	
	

	Balance
	0
	0
	0 

	
	
	
	


Description

Devolved Financial Management (DFM) Budgets - operational divisions and support branches where the relevant Commander has devolved responsibility to deliver a balanced budget for their division or branch

Corporate and Non DFM budgets - budgets managed by Branch Commanders on behalf of the Force as a whole

Other budgets - these include provisions and movements to and from reserves.  The provisions account is used to budget for large projects where divisional allocations are not known at the time of budget preparation
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2010-2011 CAPITAL PROGRAMME

2009-2010 CAPITAL EXPENDITURE AND FUNDING

	
	Original 
	Forecast
	Variance

	
	£m
	£m
	£m

	
	
	
	

	Expenditure


	
	
	

	Estates
	67.121
	45.578
	(21.543)

	Business systems
	6.406
	5.630
	(0.776)

	Infrastructure
	8.929
	3.955
	(4.974)

	Business services
	4.336
	4.820
	0.484 

	Counter Terrorism Unit (CTU)
	0.073
	0.362
	0.289 

	Criminal Justice Department (CJD)
	0.035
	0
	(0.035)

	Forensic Services
	0.260
	0.535
	0.275 

	Specialist Operations
	0
	0.164
	0.164 

	Serious Crime Division (SCD)
	0
	0.404
	0.404 

	People and Development
	0
	0.475
	0.475 

	Professional Standards
	0
	0.016
	0.016 

	Capital salaries
	2.330
	2.703
	0.373 

	
	89.490
	64.642
	(24.848)

	
	
	
	

	
	
	
	

	Funding


	
	
	

	Capital Grant
	7.435
	7.435
	0 

	Supported borrowing
	3.744
	3.744
	0 

	Government Support (general)
	11.179
	11.179
	0 

	Specific capital grants
	14.004
	7.712
	(6.292)

	Unsupported borrowing
	50.558
	40.204
	(10.354)

	Capital Receipts
	4.000
	4.000
	0 

	Earmarked reserves
	0.800
	1.417
	0.617 

	Direct revenue funding (DRF)
	0
	0.130
	0.130 

	Authority and external contribution
	69.362
	53.463
	(15.899)

	
	
	
	

	
	
	
	

	Total
	80.541
	64.642
	(15.899)


Note:
The original funding resources were set at 10% (£8.949m) less than expenditure to accommodate slippage in the year.
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2010-2011 CAPITAL PROGRAMME

REVIEW OF 2009-2010

SUMMARY OF MAJOR VARIATIONS FROM THE 2009-2010 PROGRAMME

Regular monitoring reports detailing variations to the Capital Programme have been submitted to Finance, Assets and Technology Resources Committee during the year.  The major variations are as follows:-

	Overall variation
	(£24.848m)
	

	
	
	

	Estates
The majority of the variance is the result of re-profiling on seven major capital schemes:

	
	

	· Force Headquarters
	(£6.512m)

	· Rochdale
	(£5.300m)

	· North Manchester
	(£3.779m)

	· Electrical reinforcement advanced works
	(£2.750m)

	· South Manchester Custody
	(£2.435m)

	· Plant Hill refurbishment
	(£1.150m)
	

	· Tactical Firearms Unit
	(£1.000m)

	
	(£22.926m)

	IT Infrastructure
	

	The following schemes have been re-profiled into 2010-11:
	

	
	

	· Replacement radios in vehicles
	(£0.725m)

	· Telephone handset upgrade
	(£0.600m)

	· Central storage replacement
	(£0.500m)

	
	(£1.825m)

	
	(£24.751m)
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2010-2011 CAPITAL PROGRAMME

2010/11 PROPOSED CAPITAL BUDGET & FUTURE FORECASTS

	
	
	
	2010/11
	2011/12
	2012/13

	
	
	
	Budget
	Forecast
	Forecast

	
	
	
	£m
	£m
	£m

	Expenditure
	
	
	
	
	

	Estates
	
	
	74.317
	33.128
	16.178

	Business Systems
	
	
	5.988
	6.000
	5.900

	IT Infrastructure
	
	
	11.009
	7.335
	8.560

	Business Services
	
	
	4.109
	4.036
	4.032

	Counter Terrorism Unit (CTU)
	
	
	0.919
	0.064
	0

	Forensic Services
	
	
	0.352
	0.500
	0.500

	Serious Crime Division (SCD)
	
	
	0.167
	0.154
	0.150

	People and Development
	
	
	0.475
	0.475
	0.475

	Professional Standards
	
	
	0.031
	0.033
	0.017

	Capital Salaries
	
	
	4.215
	2.867
	2.198

	Total 
	
	
	101.582
	54.592
	38.010


	
	
	
	2010/11
	2011/12
	2012/13

	
	
	
	Budget
	Forecast
	Forecast

	
	
	
	£m
	£m
	£m

	Funding
	
	
	
	
	

	Home Office capital grant
	
	
	7.435
	7.435
	7.435

	Supported capital expenditure
	
	
	3.744
	3.744
	3.744

	General resources notified by Home Office
	
	
	11.179
	11.179
	11.179

	
	
	
	
	
	

	Specific capital grants
	
	
	26.841
	0.249
	0

	Unsupported borrowing
	
	
	48.506
	34.805
	22.145

	Capital receipts
	
	
	4.000
	2.000
	0

	Other resources
	
	
	79.347
	37.054
	22.145

	
	
	
	
	
	

	Total 
	
	
	90.526
	48.233
	33.324


Notes:

Members are asked to approve the 2010-2011 proposed programme.  Future years are indicative at this stage.

Funding has been set at 89% of the proposed programmes to allow for slippage in the year.
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THE PROPOSED PRECEPT

COUNCIL TAX BASE, COLLECTION FUND BALANCE AND BASIC AMOUNT OF TAX
1.
Council Tax Base and Collection Fund Balance
	Notified 

Tax Base 

2009-2010
	District
	RSG 

Tax Base 

2010-2011
	Notified 

Tax Base 

2010-2011
	Surplus/Deficit on Collection Fund 

2010-2011
	

	
	
	
	
	£
	

	
	
	
	
	
	

	82,206
	Bolton
	84,711
	82,700
	83,700 
	Surplus

	59,824
	Bury
	61,396
	59,888
	0 
	

	121,127
	Manchester
	139,058
	122,312
	315,740 
	Surplus

	62,969
	Oldham
	63,337
	62,769
	45,834 
	Surplus

	61,360
	Rochdale
	62,272
	61,360
	(101,000)
	Deficit

	68,119
	Salford
	69,715
	68,149
	0 
	

	99,009
	Stockport
	101,033
	99,459
	66,723 
	Surplus

	65,915
	Tameside
	67,567
	66,108
	45,690 
	Surplus

	79,352
	Trafford
	80,926
	79,446
	37,128 
	Surplus

	95,775
	Wigan
	97,952
	96,208
	(38,947)
	Deficit

	795,656
	
	827,967
	798,399
	454,868 
	


2.
Basic amount of tax calculated in accordance with Section 44 of the Local Government Finance Act 1992

Basic amount of tax =
R  -  P



T


where
R
=
Budget requirement for the year




P
=
Aggregate of anticipated receipts from Police grant, RSG and NNDR, adjusted for the aggregate of Collection Fund surpluses or deficits estimated by billing authorities.




T
=
Aggregate of Council Tax bases calculated by billing authorities within the precept area


( Basic amount of tax





=
588,205,951 - 472,973,023







798,399





=
£144.33 per Band D 2 person equivalent (rounded)
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2010-2011 REVENUE BUDGET

FORMAL RESOLUTION - PRECEPT 2010-2011
1.
That the revised revenue estimates for the year 2009-2010 and the revenue estimates for 2010-2011 as set out in this report be approved.

2.
That it be noted that the Authority has calculated the amount of 798,399 as its council tax base for the year 2010-2011 being the aggregate of the tax bases calculated by the districts in accordance with regulation 3 of the Local Authorities (Calculation of Council Tax Base) Regulations 1992 (as amended) made under Section 33(5) of the Local Government Finance Act 1992.

3.
That the following amounts be now calculated by the Authority for the year 2010-2011 in accordance with Sections 43 to 48 of the Local Government Finance Act 1992:-


(a)
£703,298,759
being the aggregate of the amounts which the Authority estimates for the items set out in Section 43(2) (a) to (d) of the Act, as amended by the Local Authorities (Alteration of Requisite Calculations) (England) Regulations 2010.


(b)
£115,092,808
being the aggregate of the amounts which the Authority estimates for the items set out in Section 43(3) (a) and (b) of the Act, as amended by the Local Authorities (Alteration of Requisite Calculations) (England) Regulations 2010.


(c)
£588,205,951
being the amount by which the aggregate at 3(a) above exceeds the aggregate at 3(b) above, calculated by the Authority, in accordance with Section 43(4) of the Act, as its budget requirement for the year.


(d)
£472,973,023
being the aggregate of the sums which the Authority estimates will be payable for the year into its General Fund in respect of redistributed non-domestic rates, revenue support grant, principal formula police grant and the Collection Fund surplus.


(e)
£144.33
being the amount at 3(c) above less the amount at 3(d) above,



rounded
all divided by the amount at 2 above, calculated by the Authority, in accordance with Section 44(1) of the Act, as the basic amount of its Council Tax for the year.
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(f)
Valuation Bands



A
B
C
D
E
F
G
H


£

96.22
112.26
128.29
144.33
176.40
208.48
240.55
288.66


being the amounts given by multiplying the amount at 3(e) above by the number which, in the proportion set out in Section 5(1) of the Act, is applicable to dwellings listed in a particular valuation band divided by the number which in that proportion is applicable to dwellings listed in valuation band D, calculated by the Authority, in accordance with Section 47(1) of the Act, as the amounts to be taken into account for the year in respect of categories of dwellings listed in different valuation bands.

(g)
The amounts payable (precepts) by each billing authority are set out below, calculated as being the amounts given by multiplying the amount at 3(e) by the tax bases calculated by Districts in accordance with Section 44(1) of the Act.

Calculation of amount payable by each billing Authority
Amount payable =
C x T

Where


C = basic amount of Council Tax




T = individual billing authority's tax base 

	District
	Tax Base
	Basic Tax Amount
	Amount 

Payable
	

	
	
	£
	£
	

	
	
	
	
	

	Bolton
	82,700
	144.33
	11,936,091
	

	Bury
	59,888
	144.33
	8,643,635
	

	Manchester
	122,312
	144.33
	17,653,291
	

	Oldham
	62,769
	144.33
	9,059,450
	

	Rochdale
	61,360
	144.33
	8,856,089
	

	Salford
	68,149
	144.33
	9,835,945
	

	Stockport
	99,459
	144.33
	14,354,917
	

	Tameside
	66,108
	144.33
	9,541,368
	

	Trafford
	79,446
	144.33
	11,466,441
	

	Wigan
	96,208
	144.33
	13,885,701
	

	
	798,399
	
	115,232,928
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2010-2011 REVENUE BUDGET

GENERAL FUND RISK ASSESSMENT

	
	G Fund

amount

Minimum
	G Fund

amount

Maximum

	
	
	
	
	
	
	
	
	
	£m
	£m

	1
	Cash flow requirements
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	Cash flow borrowing on only two occasions in 2009/10.  Cost minimal so nil required for revenue cash flow
	0.000
	0.000

	
	
	
	
	
	
	
	
	
	
	

	
	As capital grants received quarterly, borrowing can be taken as necessary and other capital resources are in-house nil is required for capital cash flow
	0.000
	0.000

	
	
	
	
	
	
	
	
	
	
	

	2
	Inflation and interest rates
	
	

	
	
	
	
	
	
	
	
	
	
	

	a)
	Pay inflation included at 2.55% and 2.58% for Police and Police staff respectively
	0.000
	0.000

	
	This is the last year of a 3 year settlement so there is a minimal risk of a higher award 
	
	

	
	
	
	
	
	
	
	
	
	
	

	b)
	Price inflation included at 1.5% except where specific rates apply. This area is adequately covered
	0.000
	0.000

	
	
	
	
	
	
	
	
	
	
	

	c)
	New borrowing interest payable included at 4.5%
	0.000
	0.000

	
	This reflects a suitable trigger point at which to take long term borrowing
	
	

	
	
	
	
	
	
	
	
	
	
	

	d)
	Investment income is budgeted at 1%.  There is a downside risk to this forecast if recovery from the recession proves to be weaker or slower than currently expected
	0.000
	0.230

	
	
	
	
	
	
	
	
	
	
	

	3
	Level and timing of useable capital receipts (UCR)
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	No effect for capital expenditure purposes as forecast UCR for 2010-11 are in hand
	0.000
	0.000

	
	
	
	
	
	
	
	
	
	
	

	4
	Demand led pressures
	
	

	
	
	
	

	
	New budget pressures totaling £9.0m are included in the 2010-11 budget
	0.000
	0.000

	
	
	
	

	5
	Planned savings/efficiencies
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	Savings and efficiencies have been identified. Previous experience indicates they will be achieved.  
	0.000
	0.000

	
	
	
	
	
	
	
	
	
	
	

	6
	New funding sources
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	Additional grants may be received requiring an element of Authority expenditure.  As only £0.100m additional grants were received in 2009-10 this is a low risk area
	0.000
	0.000


Appendix 13

	
	
	
	
	
	
	
	G Fund

amount

Minimum
	G Fund

amount

Maximum

	
	
	
	
	
	
	
	£m
	£m

	7
	Income not attained
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	Main income areas are Airport, secondments and sporting events 


	
	

	a)
	Airport and secondments are not considered at risk of reduction.
	0.000
	0.000

	
	
	
	

	b)
	Sporting events may change (more likely to be up than down) but costs will reduce if events do not take place as they are mainly policed using overtime
	0.000
	0.000

	
	
	
	

	8
	Adequacy of other funds
	
	

	
	
	
	
	
	
	
	
	
	
	

	a)
	Provision for full insurance liabilities is held

Buildings covered for full reinstatement and contents cost (reviewed annually) plus additional sum for the rebuilding period.  Vehicles insured third party but budget provision exists for own damage and write offs
	0.000
	0.000

	
	
	
	

	b)
	Full compensatory grant provision is held at 31/3/09
	0.000
	0.000

	
	
	
	

	c)
	UCR and Earmarked reserves held
	0.000
	0.000

	
	
	
	
	
	
	
	
	
	
	

	9
	Contingent liabilities
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	Municipal Mutual Insurance not provided for at 31/3/09
	0.008
	0.008

	
	
	
	

	
	Independent insurance not provided for at 31/3/09
	0.000
	0.000

	
	
	
	
	
	
	
	
	
	
	

	10 
	Large scale major incident
	
	

	
	
	
	

	
	Budget Requirement (BR) 2010-11
	
	£
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	Police grant
	245,432,218
	
	
	
	
	

	
	Revenue Support Grant
	28,793,852
	
	
	
	
	

	
	National Non Domestic Rates
	198,292,085
	
	
	
	
	

	
	Precept
	115,232,928
	
	
	
	
	

	
	CF balance
	454,868
	
	
	
	
	

	
	
	
	
	588,205,951
	
	
	
	5.882
	5.882

	
	
	
	
	
	
	
	
	
	

	
	Allow 1.0% of BR
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	G Fund

amount

Minimum
	G Fund

amount

Maximum

	
	
	£m
	£m
	£m
	£m

	
	
	
	
	
	
	
	
	
	
	

	11
	Future savings
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	The Strategic Financial Outlook (SFO) identifies savings of £36.9m and £24.4m will be required in 2011-12 and 2012-13 respectively.  Action underway via BSG to address these issues
	0.000
	0.000

	
	
	
	
	
	
	
	
	
	
	

	12
	Capping
	
	

	
	
	
	
	
	
	
	
	

	
	The Authority proposes a Budget Requirement increase of 3.9% and Precept increase of 7.5%.  Should capping be invoked in year the Authority would need to underwrite the District Councils’ rebilling and lost cashflow costs
	2.000
	2.800

	
	
	
	
	
	
	
	
	

	13
	Precept Collection Levels
	
	

	
	
	
	
	
	
	
	
	

	
	A risk exists that collection rates may drop as the effect of the “credit crunch” is felt.  Local authorities set their taxbases with this in mind but there may be an effect on future Collection Fund Balances.
	0.500
	0.500

	
	
	
	
	
	
	
	
	
	
	

	
	SUGGESTED GENERAL FUND LEVEL AT 31/3/10
	8.390
	9.420

	
	
	
	
	
	
	
	
	
	
	

	
	Forecast level at 31/3/09
	7.811
	7.811

	
	
	
	
	
	
	
	
	
	
	

	
	Difference from forecast level
	.579
	1.609
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FORECAST BALANCES

	
	
	£m

	GENERAL FUND
	
	

	
Balance at 31st March 2009
	
	12.892 

	
Forecast revenue account balance 2009-10
	
	(3.170)

	
Earmarked reserves returned to General Fund 
	
	.019 

	
Use 2009-10
	
	(1.930)

	
Forecast Balance at 31st March 2010
	
	7.811 

	
Return of 2009-10 forecast revenue account balance
	
	3.170 

	
Budgeted use 2010/2011
	
	(2.952)

	
Forecast balance at 31st March 2011
	
	8.029 

	
	
	

	EARMARKED REVENUE
	
	

	
Balance at 31st March 2009
	
	10.157 

	
Use 2009-2010
	
	(6.119)

	
Additions 2009-2010
	
	.117 

	
Returned to General Fund
	
	(.004)

	
Forecast balance at 31st March 2010
	
	4.151 

	
	
	

	
Budgeted use 2010-11
	
	(792)

	
Additions 2010-11
	
	.117 

	
Forecast balance at 31st March 2011
	
	3.476 

	
	
	

	EARMARKED CAPITAL
	
	

	
Balance at 31st March 2009
	
	4.400 

	
Use 2009-2010
	
	(1.417)

	
Additions 2008-2010
	
	.866 

	
Returned to General Fund
	
	(.015)

	
Forecast balance at 31st March 2010
	
	3.834 

	
	
	

	Budgeted use 2010-2011
	
	0 

	Additions 2010-2011
	
	.866 

	Forecast Balance at 31st March 2011
	
	4.700 
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ECONOMIC BACKGROUND

1.
Introduction

· The credit crunch storm of August 2007 eventually fed through to the near collapse of the world banking system in September 2008.  This then pushed most of the major economies of the world into a very sharp recession in 2009 accompanied by a dearth of lending from banks anxious to rebuild their weakened balance sheets.  Many governments were forced to recapitalise and rescue their major banks, and central banks precipitately cut their bank rates to 0.10 – 1.00% in order to counter the recession. 

· The long awaited start of growth eventually came in Quarter 3 2009 in the US and the EU.  However, there was disappointment that the UK failed to emerge from recession in Quarter 3.

· Inflation has plunged in most major economies and is currently not seen as being a problem for at least the next two years due to large output gaps and high unemployment putting a lid on wage growth.  In many countries there have been widespread pay freezes in 2009 and these are likely to persist for some time.

· Deflation could become a threat in some economies if they were to go into a significant double dip recession.

· Asian countries, especially China, are buoying world demand through their own stimulus measures.  

· There still needs to be a radical world rebalancing of excess savings rates by cash rich Asian and oil based economies and excess consumption rates in Western economies, if the world financial system is to avoid a potential rerun of this major financial crisis in years to come.

· Most major economies have resorted to a huge expansion of fiscal stimulus packages in order to encourage a fast exit from recession.  This, together with expenditure on direct support provided to ailing banks, has led to a drastic expansion in government debt levels, which will take many years to eliminate and to restore the previous health of national finances.

2 
Two growth scenarios

· The current big issue is ‘how quickly will the major world economies recover?’  There is a sharp division of opinion on this question as set out below.   The knock on effects on forecasts for interest rate can be seen in Appendix 16 – UBS are forecasting strong recovery and Capital Economics weak recovery.

2.1 
Strong recovery
· This is a normal cyclical recovery, which will be strong in the major world economies.  The US still has potential to add further fiscal stimulus in 2010 to ensure that strong recovery continues after the current round of stimulus measures end.  Growth in the EU is likely to be strong in 2010 and not require such help.  
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The UK:

· GDP growth will almost get back to the long-term average of about 2.5% in 2011 but is likely to peak in the first half of the year as inventory rebuilding and stimulus measures fade and fiscal contraction kicks in later in the year.

· The economy will rebalance with strong growth in exports and import substitution helped by strong recovery in the EU and the rest of the world. 

· Sterling has depreciated by 25% since the peak in 2007 and is likely to stay weak.

· Consumer spending – only a mediocre recovery is expected due to a steady increase in the savings ratio from +5.6% in 2009 to about 8% in 2011 as consumers pay down debt or build cash balances.  Consumer incomes will be held down by wage freezes and increases in taxation.

· House price recovery is expected to persist helped by a low Bank Rate for a prolonged period; the peak to trough fall in house prices is now expected to be no more than 20%.  House prices to rise by about 6% in 2010, and 3% in 2011; mortgage approvals will rise back to the level of 75 - 80,000 per month needed to ensure a continuation of a trend of rising house prices.

· CPI inflation to peak at 2.5% in early 2010 after the rise in VAT in January but then to fall to a trough near 1.5% in early 2011 and to stay below 2% for the rest of 2011.

· The current MPC attitude is one of hang on as long as possible before increasing Bank Rate.  The aim of this would be to try to ensure that growth gets going at a decent rate and that Bank Rate gets back to 4 – 5% before the next recession and that all assets purchased through Quantitative Easing have been sold off by then. The first Bank Rate increase is expected in Q3 2009.

· If there is a change in government in 2010 with a more aggressive fiscal approach then this could delay the timing of Bank Rate starting to go up.

· The fiscal deficit is 6.4% of GDP, about £90bn, which is expected to fall at £11bn p.a. over eight years at currently planned rates.  This is similar to the peak deficit of 7% in the 1990s which was remedied to a surplus of 1.6% in the space of 6 years helped by strong, steady economic growth of 3% p.a. supported by loose monetary policy that compensated for the fiscal squeeze.

· Gilt yields, especially longer term ones, are currently artificially low due to the Bank of England’s Quantitative Easing operations.  £200bn of gilts, commercial bonds and paper are being purchased under this scheme, which has inflated prices and depressed yields.  Once this campaign ends, yields will inevitably rise but will also rise due to the huge level of issuance of new gilts to finance the fiscal deficit. Long gilt yields are therefore forecast to reach 6% during 2011.

· Gilt yields could rise higher if there was a hung Parliament in 2010 or if the fiscal situation deteriorates further.

· The major risk to this scenario would be a lack of supply of bank credit.  However, it is felt that the Bank of England is on alert to ensure that this does not happen and would continue various measures to assist the expansion of credit.
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2.2
Weak recovery
· The current economic cycle is not a normal business cycle but a balance sheet driven cycle.  Over borrowed banks, corporates and consumers are focused on shrinking their levels of borrowing to more viable and affordable levels and this balance sheet adjustment will take several years to be effected.  Repayment of debt will therefore act as a major head wind to the required increase in demand in the economy.  Consequently there will only be weak economic recovery over the next few years after the initial sharp inventory rebuilding rebound fades. GDP growth is forecast to reach only +1.5% in 2011.

· Fiscal contraction will further dampen economic recovery driven by a strong political agenda to accelerate cuts in expenditure and increases in taxation after the general election in 2010.

· The consumer savings ratio will rise so as to eliminate over borrowing and to insure against people losing their jobs during this downturn.  This will depress consumer expenditure, the main driver of the UK economy.

· Growth will also be hampered by a reduced supply of credit from weakened banks compounded by weak demand for credit.

· The eventual reversal of Quantitative Easing will take cash out of the economy and reduce demand in the economy.

· Unemployment is likely to rise to near to 3m in 2010 and take years to subside due to weak growth.  High unemployment will reduce tax income and increase expenditure on benefits and local authority services.

· Inflation will not be a threat for several years, as the current 6% output gap will take until 2014 to be eliminated.

· However, deflation is a major danger for some years: the major falls in manufacturing prices over the last 12-18 months have still to feed through to the economy and then to impact wage deflation.

· CPI inflation will blip up over 2% in early 2010 but will then be on a strong downward trend to about -1% in 2011.

· There is no need for the MPC to change Bank Rate from 0.5% in 2010 or 2011 and possibly for 5 years, as they will need to counter the fiscal contraction, which will dampen demand in the economy.

· Long PWLB rates will fall from current levels to near 4% in 2010 due to weak economic recovery and minimal inflation so that the real rate of return (net of inflation) on long gilts is healthy at these low levels 
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2.3
Sector view

· Sector recognises that at the current time it is difficult to have confidence as to exactly how strong the UK economic recovery will prove to be.  Both the above scenarios are founded on major assumptions and research, which may or may not turn out to be correct.

· Sector has adopted a more moderate view between these two scenarios outlined above i.e. a moderate return to growth.

· We do, however, feel that the risks that long term gilt yields and PWLB rates will rise markedly are high.

· There are huge uncertainties in all forecasts due to the major difficulties of forecasting the following areas: -

· degree of speed and severity of fiscal contraction after the general election

· timing and amounts of the reversal of Quantitative Easing, 

· speed of recovery of banks’ profitability and balance sheet imbalances

· changes in the consumer savings ratio

· rebalancing of the UK economy towards exporting and substituting imports 

· The overall balance of risks is weighted to the downside i.e. the pace of economic growth disappoints and Bank Rate increases are delayed and /or lower

· There is an identifiable risk of a double dip recession and deleveraging creating a downward spiral of falling demand, falling jobs and falling prices and wages leading to deflation, but this is considered to be a small risk and an extreme view at the current time on the basis of current evidence
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PROSPECTS FOR INTEREST RATES
Interest Rate Forecasts
The data below shows a variety of forecasts published by a number of institutions.  The first three are individual forecasts including those of UBS and Capital Economics (an independent forecasting consultancy).  The final one represents summarised figures drawn from the population of all major City banks and academic institutions.

The forecast within this strategy statement has been drawn from these diverse sources and officers’ own views.

1.
Individual forecasts
Sector interest rate forecast – 23rd November 2009

	
	Mar

2010
	June

2010
	Sept

2010
	Dec

2010
	Mar

2011
	June

2011
	Sept

2011
	Dec

2011
	Mar

2012
	June

2012
	Sept

2012
	Dec

2012
	Mar

2013

	
	%
	%
	%
	%
	%
	%
	%
	%
	%
	%
	%
	%
	%

	Bank rate
	0.50
	0.50
	0.75
	1.00
	1.50
	2.25
	2.75
	3.25
	3.50
	3.75
	4.25
	4.25
	4.50

	5 yr PWLB rate
	3.05
	3.20
	3.30
	3.40
	3.60
	3.85
	4.15
	4.55
	4.60
	4.80
	4.80
	4.85
	4.85

	10 yr PWLB 

rate
	4.00
	4.05
	4.15
	4.30
	4.45
	4.60
	4.80
	4.90
	5.00
	5.10
	5.10
	5.15
	5.15

	25 yr PWLB 

rate
	4.55
	4.65
	4.70
	4.80
	4.90
	5.00
	5.05
	5.10
	5.20
	5.30
	5.30
	5.35
	5.35

	50 yr PWLB 

rate
	4.60
	4.70
	4.75
	4.90
	5.00
	5.10
	5.15
	5.20
	5.30
	5.40
	5.40
	5.45
	5.45


Capital Economics interest rate forecast – 18th January 2010

	
	Mar 2010
	June 2010
	Sept 2010
	Dec 2010
	Mar 2011
	June 2011
	Sept 2011
	Dec 2011

	
	%
	%
	%
	%
	%
	%
	%
	

	Bank rate
	0.50
	0.50
	0.50
	0.50
	0.50
	0.50
	0.50
	0.50

	5 yr PWLB rate
	3.15
	2.95
	2.65
	2.45
	2.45
	2.45
	2.45
	2.45

	10 yr PWLB 

rate
	4.45
	4.15
	3.65
	3.15
	3.15
	3.15
	3.15
	3.15

	25 yr PWLB 

rate
	4.75
	4.65
	4.35
	4.05
	3.95
	3.75
	3.75
	3.75

	50 yr PWLB 

rate
	4.65
	4.65
	4.25
	4.25
	4.25
	4.25
	4.25
	4.25
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UBS interest rate forecast (for quarter ends) – 30th October 2009

	
	Mar 2010
	June 2010
	Sept 2010
	Dec 2010
	Mar 2011
	June 2011
	Sept 2011
	Dec 2011

	
	%
	%
	%
	%
	%
	%
	%
	

	Bank rate
	0.50
	0.50
	0.75
	1.00
	1.50
	2.00
	2.50
	3.00

	10 yr PWLB 

rate
	3.90
	4.05
	4.40
	4.75
	4.90
	5.15
	5.40
	5.40

	25 yr PWLB 

rate
	4.45
	4.65
	5.00
	5.15
	5.40
	5.65
	5.90
	5.90

	50 yr PWLB 

rate
	4.55
	4.75
	5.10
	5.25
	5.50
	5.75
	6.00
	6.00

	
	
	
	
	
	
	
	
	


2.
Survey of Economic Forecasts
HM Treasury  December 2009 – Summary of forecasts of 23 City and 12 academic analysts for Q4 2009 and 2010.  Forecasts for 2010 – 2013 are based on 21 forecasts in the last quarterly forecast – November 2009.

	Bank rate Forecasts
	
	Quarter ended
	Annual average bank rate

	
	Actual
	Q4 2009
	Q4 2010
	Ave. 2010
	Ave.

2011
	Ave.

2012
	Ave.

2013

	
	%
	%
	%
	%
	%
	%
	%

	Median
	0.50
	0.50
	1.30
	0.70
	1.80
	3.00
	3.70

	Highest
	0.50
	0.50
	2.30
	1.30
	3.30
	4.30
	4.60

	Lowest 
	0.50
	0.50
	0.50
	0.50
	0.50
	1.00
	1.40
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