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2011-2012 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 likely resources available, identified priorities and the impact on the Policing Plan.

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, including prudential indicators and the Treasury Management Strategy.


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, reports and capping letters.


(ii)
Comprehensive Spending Review (CSR) 2010.


(iii)
Various reports to the Authority.


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


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


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


(vii)
Guidance on Local Government Investments.


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


(ix)
Local Government Finance Act 1992.


(x)
Local Government Act 2003.
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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, the Comprehensive Spending Review (CSR) 2010 grant reductions and other agreed priorities of the Authority.

REVIEW OF 2010-2011
2.
The 2010-2011 budget requirement was £588.206m, including £82.306m special grants, as follows: -

	
	
	£m

	Revenue special grants
	
	

	Counter Terrorism
	
	20.198

	Neighbourhood Policing Fund (NPF)/

Police Community Support Officers (PCSO’s)
	
	16.887

	Crime Fighting Fund (CFF)
	
	17.208

	Rule 2 Police Grant
	
	7.803

	Other
	
	6.942

	Private Finance Initiative (PFI)
	
	5.315

	Security
	
	3.855

	Basic Command Unit (BCU)
	
	2.826

	Asset Incentivisation
	
	1.272

	
	
	82.306


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

· Police Officers and Staff Pay Awards – 2.55% and 2.58% respectively, the third year of a three year deal 

· Price inflation of 1.5% except where specific rates applied

· Use of £2.952m from the General Fund for non – recurrent expenditure

4.
Following the change of Government in May 2010 in year budget cuts were imposed on all Police Authorities with the amount for GMPA being £6.895m in revenue grants, 1.17% of the Budget Requirement.

5.
Taking into account the cuts above and the need to make significant savings in future years plans have been made to underspend the budget in 2010-11. The latest projection for forecast expenditure in 2010-11 is £564.445m compared the original budget of £588.206m giving a surplus of £23.761m, or 4.4%. 
LOCAL GOVERNMENT FINANCE SETTLEMENT 2011-2012

6.
The main features of the settlement are:

· The Comprehensive Spending Review (CSR) announced that during the next four years Central Government contribution to policing was expected to reduce year on year by 4%, 6%, 2% and 1% respectively, which equated to a real terms reduction of 20%.

· Council Tax Freeze grant introduced.

· Rule 2, Crime Fighting Fund (CFF) and Basic Command Unit (BCU) grants to be rolled into Police Grant

· The implementation of changes to the formula. For Police this has meant the introduction of bar density data at CSP level, which is disadvantageous to the Authority. As the formula is damped the Authority has now become a recipient from the floor calculation

7.
The final settlement was announced on the 31 January 2011, and resulted in:

· Police Grant of £248.472

· Revenue Support Grant (RSG) of £51.953m

· National Non Domestic Rates (NNDR) of £168.078m

· Other revenue grants of £58.441m 

· A contribution from the floor of £1.026m. 

In addition the District Councils notified us of a total Collection Fund surplus of £0.656m and an aggregate tax base of 803,702 dwellings.


BACKGROUND TO THE 2011-2012 REVENUE BUDGET PROPOSALS

8.
GMPA was notified in March 2010 that the Secretary of State considered that its 2010-11 budget was excessive. In December 2010 the Authority was notified that a maximum budget increase equivalent to a 2.5% Precept increase was proposed. The Authority has not challenged the maximum amount and will not increase the Precept in 2011-12. This will make the Authority eligible for Council Tax Freeze grant of £2.900m in 2011-12 (see paragraph 6 above).
9.
The table below sets out the savings required in 2011-12 and funding for future years. Savings are front ended:

	
	2011-12

£m
	2012-13

£m
	2013-14

£m
	2014-15

£m

	Formula Grant
	468.503
	437.100
	445.300
	440.900

	Precept
	115.998
	120.100
	124.200
	128.400

	Collection Fund Surplus
	0.656
	0.500
	0.500
	0.500

	
	585.157
	557.700
	570.000
	569.800

	 Budget Requirement
	634.778
	
	
	

	Cumulative Savings 
	49.621
	
	
	

	In year Savings
	49.621
	
	
	


10.
An informal survey of Greater Manchester Chief Finance Officers has indicated that the 10 Districts are considering potential cuts in the region of £35.000m on crime prevention and reduction initiatives. Partially mitigating these cuts, the Home Office has announced a new grant, which will replace 3 strands of ABG; Community Call for Action, Stronger Safer Communities and the Young People Substance Misuse Partnership, in 2010-11 these 3 grants amounted to £4.631m. Individual Local Authority allocations for 2011-12 have recently been announced and the amount available for Greater Manchester is £3.694m.
11
Over the four year period there will be a reduction in the size of the Force, including a reduction in frontline police officer numbers. Reductions in staff numbers in 2011-12 are expected to be:

	
	2011/12

	
	Nos.

	
	

	Back Office
	

	Police Officers
	94

	Police Staff
	404

	Total Back Office
	498

	
	

	Middle Office
	

	Police Officers
	146

	Police Staff
	350

	Total Middle Office
	496

	
	

	Other Police Officer Turnover
	68

	Total other
	68

	
	

	In year Reduction
	1,062



Regarding reductions in police staff, this is currently a moving picture and every effort is being taken to keep levels of compulsory redundancy as low as possible for the benefit of individuals and the organisation.  In order to be exact and transparent when presenting this information, words such as figures, balance etc may be used when referring to staff levels but this in no way is meant to diminish the impact of possible compulsory redundancy on the individuals concerned. The intention here is to provide an unequivocal overview of the current position on staff reductions.
 

   
 Starting with the initial figure of 404 posts (FTEs) identified as the first phase of the amount of staff reduction required, 123 people have requested and been granted voluntary redundancy which leaves a figure of 281 posts remaining. However, as stated the initial figure of 404 was based on posts but crucially due to various factors, including the recruitment freeze, there were less than 404 people in these posts. Subsequently, over the intervening period this brings the balance to 220 people who are now potentially subject to compulsory redundancy. 
 

    
Importantly, due to the recruitment freeze and the ongoing impact of structural change and reorganisation, there are currently 229 staff vacancies. GMP is actively pursuing every reasonable avenue to try to match those vacancies to as many staff who may face compulsory redundancy as possible. This includes activity such as, internal recruitment fairs, one -to-one support interviews and skills matching and profiling exercises (staff are contacted with details of jobs they may be suitable for). This approach is vital not only to reduce compulsory redundancy but, in addition, to identify those staff who have not applied for voluntary redundancy but have also not sought alternative internal reasonable employment opportunities. This is because, if an individual does not take any reasonable internal opportunities that are offered, any employer has the option to withdraw redundancy payments  and although  the individual  may become technically compulsorily redundant,  s/he will then be reported as non-compensated compulsorily redundant. A sensible and sensitive approach will be taken when applying this policy but it is also critical to restate at this point, that applications for the  voluntary redundancy scheme is still being considered where it will result in an opportunity for redeployment. GMP's approach to staff reduction will be scrutinised in detail through the Authority's Strategic Workforce Development Group and all Members will be kept regularly updated.
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12.
 The main assumptions used in compiling the budget are:-

· Zero pay awards

· Price inflation at zero

· 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

· A Precept freeze and the receipt of Council Tax Freeze Grant of £2.900m.

13.
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.

14.
For the first time the Authority has provided a budget simulator on its website. This on line tool gave members of the public the chance to have their say on spending decisions in 2011-12. The consultation period ran from 30th September 2010 to 1st December 2010 and during this period 979 entries were submitted. The most popular adjustment made was to Neighbourhood Policing, an increase of 5%. A full report on the consultation was submitted to the Police Authority on 21st January 2011.

PLANNING FOR THE FUTURE
15.
The overall budget estimates for 2012-13 to 2014-15 are known. However, due to a combination of factors, including the late date of the settlement and the complexity associated with the ongoing Priority Based Budgeting (PBB) process, details in respect of future years are still being finalised and will be reported to the next meeting of the Police Authority.

CAPITAL PROGRAMME
16.
The 2010-2011 capital programme was originally set at £101.582m.  It is now anticipated that the programme will be £97.653m inclusive of £2.128m redundancy costs not in the original budget. A capitalisation order has been received for these costs but this does not provide funding.  At this juncture Members are not being requested to approve any carry forwards into 2011-12, but these may become necessary and authority will be sought at a later date.

17.
The Government originally notified the Authority that £7.435m General capital grant would be payable, this was reduced by £0.562m to £6.873m as part of the in year grant cuts. 

18.
The proposed Capital Programme for 2011-12, set out in Section 5 and Appendix 10, totals £43.000m.

THE PRECEPT

19.
Section 6 of this report considers a proposed precept freeze at £144.33 for a 2 person, band D property.  This represents a charge of £2.77 per week.

BALANCES
20.
Members have approved that a target General Fund level be set annually based on an assessment of risk.

21.
The General Fund Balance at 31st March 2011 is forecast to be £33.407m. The revenue budget proposals for 2011-12 assume that there will be a contribution of £4.621m from General Fund to revenue.

MINIMUM REVENUE PROVISION (MRP) POLICY STATEMENT
22.
Section 8 of the report sets out the 2011-12 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

23.
Section 9 of the report sets the 2011-12 to 2013-14 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

24.
Section 10 of the report sets the Treasury Management Strategy for 2011-12.  This section of the report and its associated appendices were scrutinised by Value For Money (VFM) Committee on 10th February 2011.

CONCLUSIONS
25.
The proposals outlined in this report detail a possible 2011-12 budget based on a precept freeze, a Budget Requirement of £585.157m and a capital programme of £43.000m.

SUMMARY OF BUDGET RECOMMENDATIONS
26.
The recommendations set out in the report are that: 


a)
the 2010-2011 Revised Estimate as outlined in Section 2 and the 2011-12 Estimate as outlined in Section 4 be approved;


b)
the Authority's Budget Requirement for 2011-12 be set at £585.157m.


c)
the use of £4.621m from General Fund to support the 2011-12 Budget Requirement be approved;


d)
the Authority contribution from the floor of £1.026m and cumulative contribution to the floor of £93.361m since 2003-04 as set out in Appendix 4 be noted;


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


f)
the 2011-12 Capital Programme be set at £43.000m;


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


h)
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 10 is approved;


i)
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;

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


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


l)
the Prudential Indicators for 2011-12 to 2013-14 set in accordance with the Prudential Code as outlined in Section 9 be approved;


m)
the Treasury Management Strategy outlined in Section 10, scrutinised by Value for Money Committee on 10th February 2011, be approved together with the following specific items;

· Members add a bond issue to the list of potential capital funding methods (see Section 10 paragraph 10.2 h)

· Members authorise the use of collateralised deposits if appropriate (see Section 10          paragraph 14.7).
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SECTION 2  :  REVIEW OF 2010-2011
1.
ORIGINAL BUDGET
1.1
The original budget requirement for 2010-2011 was £588.206m based on:  

· Police Officers and Staff Pay Awards – 2.55% and 2.58% respectively, the third year of a three year deal 

· Price inflation of 1.5% except where specific rates applied

· Use of £2.952m 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
	20.198
	21.333
	1.190

	Neighbourhood Policing Fund (NPF)/

Police Community Support Officers (PCSO’s)
	16.887
	17.586
	0.699

	Crime Fighting Fund (CFF)
	17.208
	17.208
	0

	Rule 2 Police Grant (including IPLDP)
	7.803
	1.342
	(6.461)

	Other
	6.942
	12.244
	5.302

	Private Finance Initiative (PFI)
	5.315
	5.316
	0.001

	Security
	3.855
	4.097
	0.242

	Basic Command Unit (BCU)
	2.826
	2.826
	0

	Asset Incentivisation
	1.272
	1.317
	0.045

	
	82.306
	83.324
	1.018


3.
REVIEW OF 2010/11
3.1 Following the change of Government in May 2010 in year budget cuts were imposed on all Police Authorities. For GMPA, this equated to 1.17% of the revenue budget requirement as follows:

	Grant
	£m

	
	

	Rule 2
	(6.461)

	Counter terrorism
	(0.294)

	Dedicated security posts (DSP)
	(0.132)

	GMP prevent
	(0.008)

	
	(6.895)




Reductions were made from specific grants to avoid the need for legislation. Savings were made from corporate non pay budgets.










3.2 
The Authority has been aware that grant cuts would be imposed in future years and the Comprehensive Spending Review provided headline totals for the 4 years 2011-12 to 2015-16. Since then the Authority has consolidated work already initiated by the Change Programme – Putting People First – and has taken action to reduce expenditure from the original budget level in 2010 -11 so that it will be better placed to plan future cuts.


3.3 As part of these plans the Force will reduce the size of both its back and middle office functions in 2010-11 and future years. Where possible the Force will reduce non pay expenditure but the size of the future funding pressures means that there will inevitably be a reduction in the size of the workforce.

3.4 As part of its commitment to minimising any compulsory redundancies, the Force has stopped any new recruitment in 2010-11except for specialist posts. This has helped to create vacancies, which will provide redeployment opportunities for police staff who are affected by reviews. Similarly there has been no intake of probationer constables since October 2009. Discretionary expenditure has also been largely stopped.
3.5 The impact of the actions outlined above is that net expenditure for the nine months ended 31st December 2010 totalled £412.300m, compared to a phased latest budget of £421.000m. This has created a favourable variance of £8.7m, or 2.1%.
3.6 The latest projection for forecast expenditure in 2010-11 is £564.445m compared to the original budget of £588.206m giving a surplus of £23.761m, or 4.4%. The areas where this saving has been made are:
	
	£m

	
	

	Pay related
	(10.462)

	Non pay related
	(22.038)

	Gross savings
	(32.500)

	Rule 2 in year grant cuts
	6.461

	2010-11 savings target
	2.278

	Net savings
	(23.761)


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 £23.761m positive variance for 2010-11, and the reasons for it, be noted.

6.
APPENDICES
6.1
Appendix 1 summarises the variances from the 2010-2011 original budget.
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SECTION 3:  LOCAL GOVERNMENT FINANCE SETTLEMENT 2011-2012 AND COMPREHENSIVE SPENDING REVIEW (CSR) 2010
1.
INTRODUCTION
1.1
Each year, following consultation with the Local Authority Associations, the Secretary of State  for Communities and Local Government 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 levels will be: -

	
	2010-11
	2011-12
	2012-13

	
	
	
	

	Police Authorities
	2.500%
	-5.141%
	-6.703%

	Fire Authorities
	0.500%
	-9.500%
	-3.400%

	Education/Social Services Authorities
	1.500%
	
	

	Band 1
	
	-11.300%
	-7.400%

	Band 2
	
	-12.300%
	-8.400%

	Band 3
	
	-13.300%
	-9.400%

	Band 4
	
	-14.300%
	-10.400%

	Shire Districts
	0.500%
	
	

	Band 1
	
	-13.200%
	-11.200%

	Band 2
	
	-14.200%
	-12.200%

	Band 3
	
	-15.200%
	-13.200%

	Band 4
	
	-16.200%
	-14.200%


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 2011-12 are set out in Appendix 2. 

3.
CSR AND REVENUE AND CAPITAL SETTLEMENTS
3.1
The CSR, announced in October 2010, sets out the government’s departmental spending plans for the four years to 2014-15.  Also announced were further savings and reforms in welfare, environmental levies and public service pensions in addition to those announced in May 2010.  Once the commitment to protecting spending on health and overseas aid are taken into account, other government departments will see average real budget cuts of around 19% over the CSR period.

3.2
Overall Home Office funding will be as follows:

	
	£billion

	
	2010-11
	2011-12
	2012-13
	2013-14
	2014-15

	Revenue 
	9.3
	8.9
	8.5
	8.1
	7.8

	Capital
	0.8
	0.5
	0.5
	0.4
	0.5

	Total
	10.1
	9.4
	9.0
	8.5
	8.3


3.4
The settlement above includes:

· Support for major policing reforms, including democratically elected Police and Crime Commissioners

· Police resource funding reducing by 14% in real terms by 2014-15, taking into account central government funding and the OBR’s council tax precept forecast.  Savings will be made from efficiencies in IT, procurement and back office functions, as terms and conditions of service are reviewed, allowing the police to focus on addressing the crime and disorder concerns of local communities

· £1.8 billion of capital investment over the Spending Review period to protect the UK’s border, tackle crime, and help protect against terrorism

· Supporting the delivery of a new National Crime Agency, and

· Overall resource savings for the Home Office of 23% in real terms by 2014-15, by reducing consultancy spend, overheads and the size of the workforce; and reprioritising resources to the front line.  This includes 30 percent real terms savings to the department’s non-police funding, and 20% real terms savings to police funding.

· Rule 2, Crime Fighting Fund (CFF) and Basic Command Unit (BCU) grants to be rolled into Police Grant

· The implementation of changes to the formula. For Police this has meant the introduction of bar density data at CSP level, which is disadvantageous to the Authority. As the formula is damped the Authority has now become a recipient from the floor calculation

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 spending review announced the introduction of Council Tax Freeze grant payable to Authorities who do not increase Council Tax (including Precept) in 2011-12. The amount of grant will be equivalent to a 2.5% increase in funding, £2.900m for GMPA in 2011-12.

4.3 If an Authority does increase Council Tax then the Government will take capping action if the     increase is deemed to be excessive.

4.4 GMPA was notified in March 2010 that the Secretary of State considered that its 2010-11 budget was excessive. In December 2010 the Authority was notified that a maximum budget increase equivalent to a 2.5% Precept increase was proposed. 

4.5 The Authority has not challenged the maximum amount and will not increase the Precept in 2011-12. This will make the Authority eligible for Council Tax Freeze grant (see paragraph 4.2 above).

5.
THE EFFECT ON GREATER MANCHESTER POLICE AUTHORITY (GMPA)
5.1 A summary of the settlement data for GMPA is shown in Appendix 3.

5.2
The main features of the settlement as they affect GMPA are:

· The Comprehensive Spending Review (CSR) announced that during the next four years Central Government contribution to policing was expected to reduce year on year by 4%, 6%, 2% and 1% respectively, which equated to a real terms reduction of 20%

· Council Tax Freeze grant introduced.

· Rule 2, Crime Fighting Fund (CFF) and Basic Command Unit (BCU) grants to be rolled into Police Grant

· The implementation of changes to the formula. For Police this has meant the introduction of bar density data at CSP level, which is disadvantageous to the Authority. As the formula is damped the Authority has now become a recipient from the floor calculation

5.3
The Authority’s formula grant is analysed between the four blocks and Police Grant as follows:-

	
	2011-12

Actual

£m
	2012-13

Provisional

£m
	Variance

£m

	
	
	
	

	Relative Needs Amount
	131.634 
	120.599
	(11.035)

	
	
	
	

	Relative Resources Amount
	(3.907)
	(3.614)
	0.293

	
	
	
	

	Central Allocation
	91.279 
	87.020
	(4.259)

	
	
	
	

	Floor Damping
	1.025
	2.859
	1.834

	
	
	
	

	Police Grant
	248.472 
	230.235
	(18.237)

	Total
	468.503 
	437.099
	(31.404) 


5.4
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 for the first time increased the actual amount available by £1.025 for 2011-12. A summary of floor damping is attached at Appendix 4.  GMPA has contributed £93.361m to the floor since the scheme was introduced.

5.5
The Authority’s formula funding is analysed as follows: -

	
	2011-12

Actual

£m
	2012-13

Provisional

£m
	Variance

£m

	
	
	
	

	RSG and NNDR
	220.031
	206.864
	(13.167)

	Police Grant
	248.472
	230.235
	(18.237)

	Total
	468.503
	437.099
	(31.404)


6.
RECOMMENDATION
6.1
It is recommended that Members note the settlement data.

7.
APPENDICES
7.1
Appendix 2 analyses 2011-2012 Settlement Key Statistics

7.2
Appendix 3 summarises GMPA settlement data for 2011-2012

7.3
Appendix 4 summarises the Floor Damping scheme since 2002-2003
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SECTION 4:  THE 2011-2012 REVENUE BUDGET PROPOSALS

AND REVENUE STRATEGIC FINANCIAL OUTLOOK (SFO)
1.
INTRODUCTION
1.1
On 14th December 2010 the 2011-2012 Provisional Settlement was announced in Parliament and details were released to local authorities and their associations.  The Final Settlement was announced on 31 January 2011 and only minor changes from the Provisional Settlement were made, none of which affected Police Authorities. A revision to the 2012-13 provisional settlement was announced on 7th February 2011; again Police Authorities were not affected.

2.
BACKGROUND TO THE 2011-2012 REVENUE BUDGET PROPOSALS

2.1. The Comprehensive Spending Review (CSR) provided headline spending totals for the Police Service for the next four years.  During this period the Central Government contribution to policing was expected to reduce year on year by 4%, 6%, 2% and 1% respectively, which equated to a real terms reduction of 20%.

The table below sets out the savings requirement for 2011-12 and funding for future years. Savings are front ended.

	
	2011-12

£m
	2012-13

£m
	2013-14

£m
	2014-15

£m

	Formula Grant
	468.503
	437.100
	445.300
	440.900

	Precept
	115.998
	120.100
	124.200
	128.400

	Collection Fund Surplus
	0.656
	0.500
	0.500
	0.500

	
	585.157
	557.700
	570.000
	569.800

	 Budget Requirement
	634.778
	
	
	

	In year Savings
	49.621
	
	
	


2.2.
It is clear that the impact of the Local Government Finance Settlement is significant. The Force will be required to improve service levels with significantly fewer resources. It is, therefore, imperative that there is one coherent plan, which links the policing priorities with the financial situation. This needs to address a four-year time frame as opposed to considering each year in isolation. 

2.3 The Force is well placed to meet the challenges which will arise over the forthcoming years because it has already initiated a Change Programme – Putting People First. This has two main objectives. It is designed to increase the efficiency and effectiveness of policing operations, at the heart of which will lie effective neighbourhood management. It is also designed to reduce the size of the middle and back offices. 

2.4. What is clear is that over the four year period there will be a reduction in the size of the Force, including a reduction in frontline police officer numbers.
2.5. It is recognised that partner agencies face similar financial challenges.   If the impact of this change in public sector funding is to be mitigated, we need to embrace more multi agency problem solving. This will help us provide a more integrated and efficient service to protect vulnerable people and places. It will reduce repeated demand and, therefore, costs.  However, the impact of the reduction in Area Based Grants (ABG) and other grants to the local authorities is likely to impact on the Authority.
2.6. An informal survey of Greater Manchester Chief Finance Officers has indicated that the 10 Districts are considering potential cuts in the region of £35.000m on crime prevention and reduction initiatives. Partially mitigating these cuts, the Home Office has announced a new grant which will replace 3 strands of ABG; Community Call for Action, Stronger Safer Communities and the Young People Substance Misuse Partnership, in 2010-11 these 3 grants amounted to £4.631m. Individual Local Authority allocations for 2011-12 have recently been announced and the amount available in Greater Manchester is £3.694m.
2.7. In 2011-12 the Force will be required to deliver savings of £50 million. This will require a reduction in the size of the back and middle offices, the freezing of police officer recruitment and a reduction in a number of promotions. 
2.8. Work is currently taking place to review the levels of policing which are required across the Force to meet service demand and retain proactive capability using the new policing model. The new organisational design will determine distribution of resources for the back office. The design for the middle office will take place during 2011-12. 
2.9. Although action is being taken to minimise the impact of the change on the police staff workforce by holding vacancies and seeking expressions of interest for voluntary redundancy across the whole Force, it is not envisaged that the cost savings required will be achieved solely through voluntary redundancies. With respect to police officers it is likely the Force will need to invoke the use of regulation A19 and require officers with 30 years service to retire. A consultation process on this is due to start shortly.

2.10. The Force has put in place a detailed human resource plan to ensure that the change process complies with legislative requirements, is as equitable as possible and seeks to minimise any compulsory redundancies. The Force will offer outplacement services, CV preparation and personal marketing advice, to those who are affected by redundancy.

2.11. As a consequence of the processes which the Force has been following and which are set out in this report, the Chief Constable started a 90 day redundancy consultation process on 17 November 2010 in accordance with Section 188 of the Trade Union and Labour Relations’ Act 1992. 

2.12. The Government has introduced Council Tax Freeze Grant in 2011-12 which will be available to Authorities who do not increase their Council Tax or Precept. The amount payable to GMPA in 2011-12 will be £2.900m.

3. 
THE FORCE’S FINANCIAL STRATEGY AND PROJECT OPTIMUS 

3.1
The Force’s Policing Strategy is to allocate resources on a proportionate basis to the risk, threat and harm which the public faces.
3.2
Project Optimus was established in January 2010 to redirect effort and funding away from the back and middle office into front line service delivery. Since the inception of Project Optimus the necessity for a coherent and comprehensive cash releasing efficiency programme has increased dramatically.

3.3 
Project Optimus consists of four work streams,
:

· Defining the new back office,

· Building support to the future operational policing model,

· Right people, right place, right time (effective resource management); and

· Leadership and supervision (flattening management structures) 
3.4 The table below illustrates the anticipated contributions from each of these work streams to achieving a balanced budget for 2011-12. Work streams 1 and 2 have explicit targets, while work streams 3 and 4 will enhance GMP’s capacity to absorb the required reductions in police officers in coming years.   
	
	2011/12

	
	£m

	SAVINGS
	

	
	

	Back Office
	

	Police Officers
	5.1

	Police Staff 
	12.7

	Non-Staff
	12.6

	Total Back Office
	30.4

	
	

	Middle Office
	

	Police Officers
	3.4

	Police Staff 
	3.7

	Non-Staff
	4.9

	Total Middle Office
	12.0

	
	

	Other Police Officer Turnover
	5.5

	Other Budget Adjustments
	2.0

	Total other
	7.2

	
	

	In year Savings
	49.6


3.5 The first Optimus work stream to deliver tangible savings is “Defining the new back office”. The savings in 2011-2 will arise as a consequence of a Priority Based Budgeting (PBB) process.

3.6 Latest plans show that the size of the back office establishment will reduce from 19% of the Force’s total expenditure base to 16% by the start of the 2011-12 financial year.

3.7 Work is currently under way to plan and initiate a PBB exercise for the ‘building support to the operational policing model’ work stream. This is currently anticipated to cover an expenditure base of £139 million. 

3.8 The Table overleaf shows the anticipated reductions in total staff numbers during 2011-12. It should be noted that the figures below do not include the use of regulation A19 which requires officers to retire after 30 years service.

	
	2011/12

	
	Nos.

	
	

	Back Office
	

	Police Officers
	94

	Police Staff
	404

	Total Back Office
	498

	
	

	Middle Office
	

	Police Officers
	146

	Police Staff
	350

	Total Middle Office
	496

	
	

	Other Police Officer Turnover
	68

	Total other
	68

	
	

	In year Reduction
	1,062


3.9 The forecasts assume that there will be no new police officer recruitment in 2011-12.

3.10    Regarding reductions in police staff, this is currently a moving picture and every effort is being taken to keep levels of compulsory redundancy as low as possible for the benefit of individuals and the organisation.  In order to be exact and transparent when presenting this information, words such as figures, balance etc may be used when referring to staff levels but this in no way is meant to diminish the impact of possible compulsory redundancy on the individuals concerned. The intention here is to provide an unequivocal overview of the current position on staff reductions.
 

3.11    Starting with the initial figure of 404 posts (FTEs) identified as the first phase of the amount of staff reduction required, 123 people have requested and been granted voluntary redundancy which leaves a figure of 281 posts remaining. However, as stated the initial figure of 404 was based on posts but crucially due to various factors, including the recruitment freeze, there were less than 404 people in these posts. Subsequently, over the intervening period this brings the balance to 220 people who are now potentially subject to compulsory redundancy. 
 

3.12    Importantly, due to the recruitment freeze and the ongoing impact of structural change and reorganisation, there are currently 229 staff vacancies. GMP is actively pursuing every reasonable avenue to try to match those vacancies to as many staff who may face compulsory redundancy as possible. This includes activity such as, internal recruitment fairs, one -to-one support interviews and skills matching and profiling exercises (staff are contacted with details of jobs they may be suitable for). This approach is vital not only to reduce compulsory redundancy but, in addition, to identify those staff who have not applied for voluntary redundancy but have also not sought alternative internal reasonable employment opportunities. This is because, if an individual does not take any reasonable internal opportunities that are offered, any employer has the option to withdraw redundancy payments  and although  the individual  may become technically compulsorily redundant,  s/he will then be reported as non-compensated compulsorily redundant. A sensible and sensitive approach will be taken when applying this policy but it is also critical to restate at this point, that applications for the  voluntary redundancy scheme is still being considered where it will result in an opportunity for redeployment. GMP's approach to staff reduction will be scrutinised in detail through the Authority's Strategic Workforce Development Group and all Members will be kept regularly updated.
4.
THE 2011-12 REVENUE BUDGET PROPOSALS
4.1
The main assumptions used in compiling the budget are:-

· Zero pay awards

· Price inflation at zero

· 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

· A Precept freeze and the receipt of Council Tax Freeze Grant of £2.900m

4.2 
The 2011-12 budget has been set based on a Precept freeze. The proposed budget requirement totals £585.157m and is summarised in Appendix 5.

4.3 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.

4.4
For the first time the Authority has provided a budget simulator on its website. This on line tool gave members of the public the chance to have their say on spending decisions in 2011-12. The consultation period ran from 30th September 2010 to 1st December 2010 and during this period 979 entries were submitted. The most popular adjustment made was to Neighbourhood Policing, an increase of 5%. A full report on the consultation was submitted to the Police Authority on 21st January 2011.

5.
RISK ASSESSMENT 
5.1
An assessment of the major financial risks associated with the 2011-12 budget has been undertaken.  These are highlighted below:


5.1.1
Pay - the budget assumes zero pay increases, which has been agreed. Risk in this area is considered to be minimal.

5.1.2 Additional grant receipts above those included in the budget, which require additional expenditure to secure the funding. These would not be accepted unless budgets could be realigned elsewhere.  














5.1.3 In year grant cuts. This happened in 2010-11 but there are no current indications that this will happen again.


5.1.4
There are no contingencies in the revenue budget to meet unforeseen circumstances.


5.1.5
There is no budget provision for a large scale major incident.  Were such an incident to occur then possible funding would be from:

· Insurance

· Bellwin Scheme

· Specific grants

· General reserves


5.1.6
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.

5.1.7 The revenue budget includes interest earned on investments.  The budget for 2011-12 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.


5.1.8
Failure to fully implement planned budget cuts.

1. FUTURE YEARS

6.1
The overall budget estimates for 2012-13 to 2014-15 are known (see table in paragraph 2.1 above). However, due to a combination of factors including the late date of the settlement and the complexity associated with the ongoing Priority Based Budgeting (PBB) process, details in respect of future years are still being finalised and will be reported to the next meeting of the Police Authority.

7.
RECOMMENDATIONS

It is recommended that: -

7.1
Members approve a Budget Requirement of £585.157m for 2011-2012.  

7.2 
Members note the overall forecasts for the following financial years, with the detail to be submitted to the next meeting of the Police Authority.

8.
APPENDICES

8.1
Appendix 5 details the proposed budget for 2011-2012.

2011-2012 REVENUE BUDGET
SECTION 5: THE 2011-2012 CAPITAL PROGRAMME PROPOSALS

AND CAPITAL STRATEGIC FINANCIAL OUTLOOK (SFO)
1.
REVIEW OF 2010-2011
1.1
The Capital Programme was set at £101.582m at the Authority meeting on 19th February 2010.  Home Office general resources in year amounted to £11.179m and the Authority added £79.347m from its own and external resources.  The funding resources identified were 11% (£11.056m) less than the programme in order to accommodate slippage during the year.

1.2
Capital grant for 2010-11 was reduced by £0.562m during the year, from £7.435m to £6.873m as part of the in year cuts announced by the new Government.

1.3
Capital expenditure, incorporating amendments, is now estimated to be £97.653m, inclusive of £2.128m redundancy costs not in the original budget for which a capitalisation order has been received. The order allows these costs to be capitalised but does not provide any funding.

1.4
A summary of the current estimated capital expenditure and funding is set out in Appendix 6 and an analysis of major variations is set out in Appendix 7.

2. CAPITAL GRANT AND SUPPORTED BORROWING

2.1
Recently the Home Office has paid capital grant of £7.435m and has included supported borrowing of £3.744m as an element within formula grant each year. 

2.2 Capital grant allocations will now be:

	2010-11
	2011-12
	2012-13
	2013-14

	Actual
	Notified
	Provisional
	Estimate

	£m
	£m
	£m
	£m

	
	
	
	

	6.873
	4.300
	6.300
	5.800


2.3
As part of the current settlement the Government has announces that there will be no new supported borrowing allocations for 2011-12 or 2012-13. In cash terms this makes no difference to the Authority as the formula is damped.

3.
THE 2011-2012 CAPITAL PROGRAMME

3.1
The proposed Capital Programme for 2011-12 is summarised below:-

	
	
	£m

	
	Estates
	27.602

	
	Business systems 
	4.258

	
	Infrastructure
	7.885

	
	Business Services
	1.454

	
	Counter Terrorism Unit (CTU)
	0.602

	
	Other
	0.332

	
	Capital Salaries
	0.867

	
	Total
	43.000



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

3.2
The Capital resources available to the Authority in 2011-2012 are estimated to be:


	
	
	£m

	
	Home Office Capital grant
	4.300

	
	Specific Capital grants
	1.819

	
	Capital receipts
	2.500

	
	Earmarked reserves
	0.011

	
	Unsupported borrowing
	34.370

	
	Total
	43.000


4.
THE 2012-2013 AND 2013/14 INDICATIVE CAPITAL PROGRAMMES





4.1 Proposed capital programmes for 2012-13 and 2013-14 are summarised below:

	
	
	2012-13
	2013-14

	
	
	£m
	£m

	
	Estates
	6.183
	3.503

	
	Business systems 
	1.591
	3.150

	
	Infrastructure
	4.935
	6.007

	
	Business Services
	1.412
	1.476

	
	Other
	0.157
	0.142

	
	Capital Salaries
	0.722
	0.722

	
	Total
	15.000
	15.000


4.2
Resources are estimated to be available as follows:

	

	2012-13
	2013-14

	
	£m
	£m

	Home Office Capital grant
	6.300
	5.800

	Capital receipts
	1.000
	0.500

	Unsupported borrowing
	7.700
	8.700

	Total
	15.000
	15.000


4.3
The proposed programmes and potential funding will be kept under continuous review by Budget Strategy Group (BSG) and the Authority.


5.
STRATEGIC FINANCIAL OUTLOOK (SFO)

5.1
The proposed programmes for 2011-2012 to 2013-2014 are summarised in Appendix 8.

6.
RECOMMENDATION

It is recommended that: -

6.1
The proposed capital programme and funding for 2011-2012 is set at £43.000m.





6.2
Members note the future forecasts of Capital expenditure and funding. 

7.
APPENDICES
7.1
Appendix 6 shows capital expenditure and funding for 2010-2011. 

7.2
Appendix 7 summarises the variations in the 2010-2011 capital programme.

7.3
Appendix 8 summarises capital expenditure proposals in 2011-2012 and future forecasts.

2011-2012 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 2011-2012
2.1
A Council Tax base of 803,702 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 9.

3.
PRECEPT LEVEL
3.1
If the proposals set out in this report are accepted then the Precept on the districts will total £115.998m, as shown below:

	
	£m
	£m

	Budget requirement
	
	585.157

	
	
	

	Less:
Police Grant
	248.472
	

	
Revenue Support Grant (RSG)
	51.953
	

	
National Non Domestic Rates (NNDR)
	168.078
	

	
Collection Fund Surplus
	0.656
	

	Precept
	
	115.998


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:-

£115.988m ÷ 803,702 = £144.33(rounded)


(£144.33 in 2010-11, a Precept freeze).  See also Appendix 10.


Members may wish to note that the proposed weekly cost to Band D charge payers is £2.77.  

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 10 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 2011-2012 be set at £144.33 and that Members approve the resolution set out in Appendix 10, thus setting a balanced budget.

6.
APPENDICES
6.1
Appendix 9 shows the returns made by the Districts and the basic amount of tax at a Precept freeze.

6.2
Appendix 10 is the formal precept resolution.

2011-2012 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 £28.421m and £37.091m respectively during 2011-2012.  The calculation is set out in Appendix 11.

1.7
The General Fund Balance at 31st March 2011 is forecast to be £33.407m.

1.8
The forecast is within the assessed range, which has been set at a much higher level than in previous years due to risks associated with current and future grant cuts.

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 £4.165m at 31st March 2011, consisting of:-

	
	
	£m

	Uniform/equipment replacement
	
	2.233

	Bank holidays
	
	1.080

	Other carry forwards 
	
	852

	
	
	4.165


2.4
The balance is forecast to be £3.123m at 31st March 2012, consisting of:-

	
  
	
	£m

	Clothing and uniforms
	
	2.137

	Bank holidays
	
	360

	Other carry forwards
	
	626

	
	
	3.123


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 £0.011m at 31st March 2011 and nil at 31st March 2012.  

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 2011 be noted.


6.
APPENDICES
6.1
Appendix 11 is the General Fund risk assessment.

6.2
Appendix 12 summarises General and Earmarked Balances.

2011-2012 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), which was previously determined under Regulation and will in future be determined under guidance.

1.2
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.
LEGISLATION
2.1
The current 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.
GOVERNMENT GUIDANCE
3.1
Along with the above duty the Secretary of State issued guidance on MRP which came into force on 31st March 2008.  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 consistent with the statutory duty to make a prudent revenue provision are not ruled out.

5.
OPTIONS
5.1
Option 1 : Regulatory Method

Under the previous MRP regulations, MRP was set at a uniform rate of 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 (SCE).

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 is intended to spread MRP over the estimated useful life of assets.  It 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.  

6.
MINIMUM REVENUE PROVISION POLICY STATEMENT 2011-2012

6.1
The Authority implemented the new Minimum Revenue Provision (MRP) guidance in 2009-10 and will assess the MRP charge for 2011-12 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 2011-12 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 2011-12.

2010-2011 REVENUE BUDGET
SECTION 9: 2011-12 TO 2013-14 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.  The latest version of the Prudential Code was published 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
Prudential Indicator - Ratio of financing costs to net revenue stream

The actual ratio of financing costs to net revenue stream for 2009-10 and estimates for the current and future years are: -

	
	2009-10

Actual
	2010-11

Estimate
	2011-12

Estimate
	2012-13

Estimate
	2013-14

Estimate

	
	£m
	£m
	£m
	£m
	£m

	
	
	
	
	
	

	Financing costs
	5.813
	8.012
	10.541
	11.935
	11.237

	Net revenue stream
	656.677
	671.530
	612.194
	616.141
	628.441

	%
	0.89
	1.19
	1.72
	1.94
	1.79



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
Prudential Indicator - 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:-

	2011-12

£
	2012-13

£
	2013-14

£

	0.11
	0.67
	1.07

	
	
	



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 2011-12 Capital programme.  The impact on 2012-13 and 2013-14 is indicative at this stage.

3.
PRUDENTIAL INDICATORS FOR CAPITAL EXPENDITURE 

3.1
Prudential Indicator - Capital expenditure

The actual capital expenditure incurred in 2009-10 and the estimates of capital expenditure to be incurred for the current and future years that are recommended for approval are:

	
	2009-10

£m

Actual
	2010-11

£m

Estimate
	2011-12

£m

Estimate
	2012-13

£m

Estimate
	2013-14

£m

Estimate

	
	
	
	
	
	

	Estates
	40.106
	73.953
	27.602
	6.183
	3.503

	Business systems and infrastructure
	8.262
	10.899
	12.143
	6.526
	9.157

	Business services
	4.988
	3.364
	1.454
	1.412
	1.476

	Equipment and other
	4.094
	7.309
	1.801
	0.879
	0.864

	Redundancy costs
	0
	2.128
	0
	0
	0

	
	57.450
	97.653
	43.000
	15.000
	15.000



The 2011-12 Capital programme for Members’ approval is set out in Section 5 of this report.  The estimates of capital expenditure for 2012-13 and 2013-14 are indicative at this stage.

3.2
Prudential Indicator - Capital financing requirement (CFR)

The actual year end Capital Financing Requirement for the Authority at 31st March 2010 and estimates for the current and future years are: -

	
	2009-10

£m

Actual
	2010-11

£m

Estimate
	2011-12

£m

Estimate
	2012-13

£m

Estimate
	2013-14

£m

Estimate

	
	
	
	
	
	

	CFR
	166.196
	238.794
	266.291
	265.194
	264.784

	
	
	
	
	
	



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
Prudential Indicator - Authorised limit for external debt

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

	
	2009-10

£m

Actual
	2010-11

£m

Estimate
	2011-12

£m

Estimate
	2012-13

£m

Estimate
	2013-14

£m

Estimate

	
	
	
	
	
	

	Borrowing
	127.418
	128.401
	227.754
	231.437
	236.120

	Other long term liabilities
	0
	0
	0
	0
	0

	
	127.418
	128.401
	227.754
	231.437
	236.120



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
Prudential Indicator - Operational boundary for external debt

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

	
	2009-10

£m

Actual
	2010-11

£m

Estimate
	2011-12

£m

Estimate
	2012-13

£m

Estimate
	2013-14

£m

Estimate

	
	
	
	
	
	

	Borrowing
	127.418
	103.401
	202.754
	206.437
	211.120

	Other long term liabilities
	0
	0
	0
	0
	0

	
	127.418
	103.401
	202.754
	206.437
	211.120



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 2009-10 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 the revised Code on 19th February 2010.

5.2
Prudential Indicator - Limited on fixed interest rate exposures (interest)
	
	
	
	2011-12

£m

Estimate
	2012-13

£m

Estimate
	2013-14

£m

Estimate

	Total projected interest payable on borrowing
	4.574
	5.519
	5.703

	Total projected interest receivable on investments
	(1.561)
	(2.986)
	(4.126)

	Net interest payable
	3.013
	2.533
	1.577

	
	
	
	
	
	

	Upper limit fixed rates 
	
	
	100%
	100%
	100%

	Upper limit variable rates 
	
	
	50%
	50%
	50%


5.3
Prudential Indicator - Limits on fixed interest exposures (principal)
	
	
	
	2011-12 £m

Estimate
	2012-13

£m

Estimate
	2013-14

£m

Estimate

	Total projected principal outstanding on borrowing
	128.737
	134.420
	131.103

	Total projected principal outstanding on investments
	(50.000)
	(50.000)
	(50.000)

	Net principal on borrowing
	78.737
	82.420
	81.103

	
	
	
	
	
	

	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
Prudential Indicator - 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:

	
	
	
	2011-12

Estimate
	Upper limit
	Lower limit

	Under 12 months
	
	
	3.01%
	50%
	0%

	12 to under 24 months
	
	
	10.55%
	50%
	0%

	24 months to under 5 years
	
	
	15.52%
	50%
	0%

	5 years to under 10 years
	
	
	15.15%
	50%
	0%

	Above 10 years
	
	
	55.77%
	100%
	40%



In addition the following local limit will apply:

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


5.5
Prudential Indicator - Total principal sums invested for periods longer than 364 days
	
	2009-10

£m

Actual
	2010-11

£m

Probable
	2011-12

£m

Maximum
	2012-13

£m

Maximum
	2013-14

£m

Maximum

	Total principal sums invested to final maturities beyond the period end
	15.000
	9.000
	30.000
	30.000
	30.000


6.
RECOMMENDATIONS

It is recommended that 

6.1
Members approve the Prudential Indicators for affordability, capital expenditure, external debt and treasury management 2011-12 and the estimates for future years.

2011-2012 REVENUE BUDGET
SECTION 10 :  TREASURY MANAGEMENT STRATEGY DOCUMENT 2011-12

1.
BACKGROUND
1.1
Treasury management is defined as 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
The Authority regards the successful identification, monitoring and control of 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 Authority.

1.3
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.

1.4
The economic background that has influenced this document is set out in Appendix 13 to this report.

2.
STATUTORY REQUIREMENTS
2.1
The Local Government Act 2003 (the Act) and supporting regulations requires the Authority to ‘have regard to’ the CIPFA Prudential Code and the CIPFA Treasury Management Code of Practice to set Prudential and Treasury Indicators for the next three years to ensure that the Authority’s capital investment plans are affordable, prudent and sustainable.  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 subsequent to the Act and included as paragraph 13 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.  The Department of Communities and Local Government has issued revised investment guidance, which came into effect from 1 April 2010.  There were no major changes required over and above the changes already required by the revised CIPFA Treasury Management Code of Practice 2009.

2.2
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.

3.
CIPFA REQUIREMENTS

The Chartered Institute of Public Finance and Accountancy’s (CIPFA) Code or Practice on Treasury Management (revised November 2009) was adopted by this Authority on 19th February 2010.


The primary requirements of the Code are as follows:-

3.1
Creation and maintenance of a Treasury Management Policy Statement, which sets out the policies, and objectives of the Authority’s treasury management activities.

3.2
Creation and maintenance of Treasury Management Practices, which set out the manner in which the Authority will seek to achieve those policies and objectives.

3.3
Receipt by the full Authority of an annual Treasury Management Strategy Statement – including the Annual Investment Strategy and Minimum Revenue Provision Policy – for the year ahead, three quarterly reports and an Annual Report covering activities during the previous year.

3.4
Delegation by the Authority of responsibilities for implementing and monitoring the treasury management policies and practices and for the execution and administration of treasury management decisions.

3.5
Delegation by the Authority of the role of scrutiny of treasury management strategy and policies to a specific named body.  For this Authority the delegated body is Value for Money Committee who scrutinised this section of the report and its associated appendices on 10th February 2011.

4.
TREASURY MANAGEMENT STRATEGY FOR 2011/12

4.1
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.

4.2
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 
	Full Authority
	Annually before the start of the financial year 

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

	Treasury Management Strategy / Annual Investment Strategy / MRP policy / Prudential Indicators – 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
	Assistant Treasurer
	Annually before the start of the year

	Scrutiny of treasury management strategy and making recommendations to the Authority
	Value for Money Committee
	Annually before the start of the year (commencing 2010-11

	Scrutiny of treasury management performance
	Value for Money Committee
	Quarters ending June, September and December and after the end of the year


4.3
The suggested strategy for 2011-12 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;  (see section 9)


(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 annual investment strategy;


(j)
creditworthiness policy;


(k)
policy on use of external service providers;


(l)
Section 151 Officer


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

5
TREASURY LIMITS FOR 2011-12 TO 2013-14
5.1
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 the Act.

5.2
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’.

5.3
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.

6.
PRUDENTIAL AND TREASURY MANAGEMENT INDICATORS
6.1
Prudential and Treasury Management Indicators as set out in section 9 of this report are relevant for the purposes of setting an integrated treasury management strategy.

7.
CURRENT TREASURY POSITION 
7.1
The Authority’s treasury portfolio position at 31st January 2011, comprised:

	

	
	Principal
	
	Average Int Rate

	Debt
	
	£m
	
	%

	Public Works Loan Board (PWLB) 
	
	
	

	
	- fixed
	98.393
	
	3.829

	
	- variable
	0
	
	

	Former Greater Manchester County debt (administered by Tameside)
	13.122
	
	6.330

	Other long term liabilities
	0
	
	

	Gross Debt
	111.515
	
	

	
	
	
	
	

	Total Investments
	53.750
	
	1.300

	
	
	
	

	Net Debt
	57.765
	
	


8
BORROWING REQUIREMENT
8.1
The Authority’s actual and forecast borrowing requirement is set out below:

	
	2009-10

£m

actual
	2010-11

£m

probable
	2011-12

£m

estimate
	2012-13

£m

estimate
	2013-14

£m

estimate

	New borrowing
	26.000
	0
	34.370
	7.700
	8.700

	Alternative financing arrangements (internal borrowing)
	0
	77.163
	0
	0
	0

	Replacement borrowing
	24.000
	0
	0
	0
	0

	Total
	50.000
	77.163
	34.370
	7.700
	8.700


9.
PROSPECTS FOR INTEREST RATES
9.1
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 14 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:  


Sector bank rate forecast


Year ended 31st March 2011
0.50%


Year ended 31st March 2012
1.00%


Year ended 31st March 2013
2.25%


Year ended 31st March 2014
3.25%


There is a downside risk to these forecasts if recovery from the recession proves to be weaker and slower than currently expected.  
10.
BORROWING STRATEGY
10.1
The Sector forecast for the PWLB new borrowing rate is as follows:

	
	Mar 

2011
	June 2011
	Sept 2011
	Dec 2011
	Mar 2012
	Mar 2013
	Mar 2014

	Bank Rate
	0.50%
	0.50%
	0.50%
	0.75%
	1.00%
	2.25%
	3.25%

	5 yr PWLB rate
	3.30%
	3.30%
	3.40%
	3.50%
	3.60%
	4.30%
	5.00%

	10 yr PWLB rate
	4.40%
	4.40%
	4.40%
	4.50%
	4.70%
	5.10%
	5.40%

	25 yr PWLB rate
	5.20%
	5.20%
	5.20%
	5.30%
	5.30%
	5.50%
	5.70%

	50 yr PWLB rate
	5.20%
	5.20%
	5.20%
	5.30%
	5.30%
	5.50%
	5.70%


10.2
The Authority’s borrowing strategy will give consideration to new borrowing as follows:

a)
The cheapest borrowing will be internal borrowing by running down cash balances and foregoing interest earned at historically low rates.  However, in view of the overall forecast for long term borrowing rates to increase over the next few years, consideration will also be given to weighing the short term advantage of internal borrowing against potential long term costs if the opportunity is missed for taking market loans at long term rates which will be higher in future years.

b)
Temporary borrowing.

c)
PWLB variable rate loans for up to 10 years.

d)
Long term market loans at rates significantly below PWLB rates for the equivalent maturity period (where available), creating an appropriate balance between PWLB and market debt in the debt portfolio if appropriate.

e)
PWLB borrowing for periods under 10 years where rates are expected to be significantly lower than rates for longer periods.  This offers a range of options for new borrowing, which will spread debt maturities away from a concentration in longer dated debt.

f) Consideration will be given to PWLB borrowing by annuity and EIP loans instead of by maturity loans.

g) Rates are expected to gradually increase during the year so it should therefore be advantageous to time new borrowing before this occurs.

h) As an alternative to PWLB and market loans, another option for Authorities is to access the capital markets by way of a bond issue. Minimum issue is £15m with flexible maturity dates and repayment options. The Authority has not used this method of capital financing before but it is potentially useful depending on other market conditions. The Authority would be consulted if any bond issue were contemplated.

This offers a range of options for new borrowing that will spread maturities away from a concentration in longer dated debt.





















10.3
In normal circumstances the main sensitivities of the forecast are likely to be the two scenarios noted below.  The Authority, in conjunction with the treasury advisers, will continually monitor both the prevailing interest rates and the market forecasts, adopting the following responses to a change of sentiment:

a)
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.

b)
if it were felt that there was a significant risk of a much sharper RISE in long term 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 risk, 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.

10.4
The Authority’s current and forecast future differences between gross and net debt are shown in the table below:

	Comparison of gross and net debt positions at year end
	2009-10

Actual

£m
	2010-11

Probable 

£m
	2011-12

Estimate

£m
	2012-13

Estimate

£m
	2013-14

Estimate
£m

	Actual external debt (gross)
	116.524
	98.384
	128.737
	132.420
	131.103

	Cash balances
	79.650
	37.750
	50.000
	50.000
	50.000

	Net debt
	36.874
	60.634
	78.737
	82.420
	81.103


10.5 The general aim of this treasury management strategy is to reduce the difference between the two debt levels over the next three years in order to reduce the credit risk incurred by holding investments.  However, measures taken in the last year have already reduced substantially the level of credit risk (see paragraph 13) so 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.

10.6
The next financial year is expected to be one with an abnormally low Bank Rate. This provides a continuing opportunity for the Authority to fundamentally review its strategy on undertaking new external borrowing.

10.7
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.

10.8
However, short term savings by avoiding new long term external borrowing in 2011-12 will also be weighed against the potential for incurring additional long term extra costs by delaying unavoidable new external borrowing until later years when PWLB long term rates are forecast to be significantly higher.

10.9
Against this background caution will be adopted with the 2011-12 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.

11.
POLICY ON BORROWING IN ADVANCE OF NEED
11.1
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:

a) 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 

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

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

d) consider the merits and demerits or alternative forms of funding

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

f) consider the impact of borrowing in advance on temporarily increasing investment cash balances available, the consequent increase in exposure to counterparty and other risk and the controls in place to minimise such risks.

12.
DEBT RESCHEDULING
12.1
The reasons for any debt rescheduling to take place will include:

a) the generation of cash savings and / or discounted cash flow savings,

b) helping to fulfil the strategy outlined in paragraph 10 above, and

c) enhancing the balance of the portfolio (amend the maturity profile and/or the balance of volatility).

12.2
The introduction by the PWLB in 2007 of a spread between the rates applied to new borrowing and repayment of debt, which has now been compounded since 20 October 2010 by a considerable further widening of the difference between new borrowing and repayment rates, has meant that PWLB to PWLB debt restructuring is now much less attractive than it was before both of these events.  In particular, consideration would have to be given to the large premiums, which would be incurred by prematurely repaying existing PWLB loans, and it is very unlikely that these could be justified on value for money grounds if using replacement PWLB refinancing.  However, some interest savings might still be achievable through using LOBO (Lenders Option Borrowers Option) loans, and other market loans, in rescheduling exercises rather than using PWLB borrowing as the source of replacement financing.

12.3
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 the size of premiums incurred, 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.

12.4
Consideration will also be given to identifying if there is any residual potential left for making savings by running down investment balances to repay debt prematurely as short term investment rates are likely to be lower than rates paid on current debt.

12.5
All rescheduling will be reported to the Authority, at the first available opportunity.

13.
ANNUAL INVESTMENT POLICY 

13.1
The Authority will have regard to the Department for Communities and Local Government (DCLG) Guidance on Local Government Investments (“the Guidance”) issued in March 2004 and revised in 2010, and the 2009 revised CIPFA Treasury Management in the Public Services Code of Practice and Cross Sectoral Guidance Notes (“the CIPFA TM Code”).  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 the Authority is low in order to give priority to the security of its investments.

13.2
The Authority’s investment strategy considers 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 2011 the Authority had the following longer-term investments (364 days or more): -

	
	Amount

£
	Maturity
	Rate

%

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

	Royal Bank of Scotland
	5,000,000
	15/08/2012
	0.97 (variable at 3 months LIBOR plus 25bps)


13.3
The Authority will avoid locking in to longer term deals while investment rates are down at historically low levels unless attractive rates are available with high creditworthy counterparties.

13.4
Investment instruments identified for use in the financial year are divided into “specified” and “non-specified” categories.  Details are contained in Appendix 15 to this report.

13.5
The Authority has determined that it will only use approved counterparties from countries with a minimum sovereign credit rating of AAA, and these are listed in Appendix 16 to this report. Members are asked to allow investments to be made in UK banks and financial institutions if the UK loses its AAA sovereign status.

13.6
The suggested budget for investment income on monies placed up to three months during each financial year is as follows:


Year ended 31 March 2011

0.50%


Year ended 31 March 2012

0.70%


Year ended 31 March 2013

1.70%


Year ended 31 March 2014

3.10%

13.7
For its cash flow generated balances the Authority will seek to utilise its business reserve accounts, money market funds and short dated deposits in order to benefit from the compounding of interest.

14.
CREDITWORTHINESS POLICY 

14.1
The 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, Moody’s 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: - 

a) credit watches and credit outlooks from credit rating agencies

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

c) sovereign ratings to select counterparties from only the most creditworthy countries

14.2
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.  

14.3
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: -

a) Yellow 
  5 years

b) Purple 
  2 years

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

d) Orange
  1 year

e) Red 
  6 months

f) Green 
  3 months 

g) No Colour 
not to be used 

14.4    The maximum investment in any sector will be £20m or no more than 20% of the total amount invested on the day.



14.5

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. 

a)
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.

b)
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 Authority’s lending list.

14.6
Sole reliance will not be placed on the use of this external service.  In addition the Authority will also use market data and market information, information on government support for banks and the credit ratings of that government support.



















14.7
Collateralised deposits are new instruments where a deposit is secured against Local Authority LOBO’s. These deposits are brought to the market by a bank with which clients will contract. Ultimate risk lies with the underlying assets, the Local Authority loans, not the bank taking the deposit. These assets are effectively government exposure and thus AAA quality. Members are asked to authorise the use of collateralised deposits, where appropriate, for periods of between 1 and 5 years to a maximum of 20% of the total amount invested on the day.



15
POLICY ON USE OF EXTERNAL SERVICE PROVIDERS 

15.1
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.  

15.2

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. 

16.
SECTION 151 OFFICER
16.1
In this Authority the officer undertaking duties under Section 151 of the Local Government Act 1972 is the Treasurer, whose duties include:

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

b) submitting regular treasury management policy reports

c) submitting budgets and budget variations

d) receiving and reviewing management information reports

e) reviewing the performance of the treasury management function

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

g) ensuring the adequacy of internal audit, and liaising with external audit

h) recommending the appointment of external service providers. 

17.
MRP STRATEGY

17.1
This is contained in section 8 of this report.

18.
RECOMMENDATIONS

It is recommended that: -

18.1 Members approve the Treasury Management Strategy for 2011-12.

18.2 Members add a bond issue to the list of potential capital funding methods (see paragraph 10.2 h).

18.3
Members set their investment priorities as the security of capital and the liquidity of investments resulting in a low risk appetite (see paragraph 13.1).

18.4
Members allow investments to be made in UK banks and financial institutions if the UK loses its AAA sovereign status (see paragraph 13.5).

18.5 Members authorise the use of collateralised deposits if appropriate (see paragraph 14.7).

18.6
Members note that this section of the report and its associated appendices were scrutinised by Value for Money Committee on 10th February 2011.

19.
APPENDICES

19.1
Appendix 13 summarises the economic background.

19.2 Appendix 14 summarises the prospects for interest rates.

19.3 Appendix 15 identifies specified and non-specified investments.

19.4 Appendix 16 lists countries approved for investment.
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Appendix 1
2011-2012 REVENUE BUDGET

REVIEW OF 2010-11

VARIATIONS FROM THE 2010-11 ORIGINAL BUDGET
	
	
	£m
	£m

	
	
	
	

	
	2010/11 Opening Budget
	
	588.206

	
	
	
	

	

	
	
	

	
	Favourable 
	
	

	
	Police Officer Pay
	(4.499)
	

	
	Police Staff Pay
	(6,060)
	

	
	Special Priority Payments
	(1.100)
	

	
	Lead Authority Interest & Borrowing Payments
	(3.808)
	

	
	IT Corporate Budgets
	(3.931)
	

	
	Forensic Science Corporate Budgets
	(4.204)
	

	
	Facilities – Corporate Budgets
	(1.795)
	

	
	PCSO Grant 
	(900)
	

	
	North West CTU
	(797)
	

	
	People & Development Corporate Budgets
	(804)
	

	
	General Reserves top up
	(3.170)
	

	
	Other Changes
	(1.432)
	

	
	
	
	(32.500)

	
	Adverse
	
	

	
	Rule 2 Grant Deduction
	6.461
	

	
	10/11 Savings Target
	2.278
	

	
	
	
	8.739

	
	
	
	(23.761)

	
	Total
	
	

	
	
	
	

	
	2010/11 Latest Forecast
	
	564.445

	
	
	
	

	
	
	
	




Appendix 2

2011-2012 REVENUE BUDGET

LOCAL GOVERNMENT FINANCE SETTLEMENT

SETTLEMENT KEY STATISTICS 2011-2012
Formula Grant, Specific and Other General Grants

	
	2010-2011

Unadjusted
	2010-2011

Adjusted
	2011-2012
	Change

Adjusted

	
	£bn
	£bn
	£bn
	%

	
	
	
	
	

	Total Aggregate External Finance (AEF)
	75,169 
	75,748
	72,726
	(3.99)

	of which
Specific and General Grants


(excluding PFI)
	50,502 
	47,422
	47,821
	

	
NET AEF (SR10)
	24,667 
	28,473
	25,014
	(12.15)

	plus
Total post-CSR transfers
	0
	(147)
	(108)
	

	equals
NET AEF 
	24,667 
	28,326
	24,905
	(12.08)

	minus
NNDR distributable amount
	21,500 
	21,500
	19,000
	

	equals
TOTAL RSG
	3,167
	6,826
	5,905
	(13.49)

	minus
RSG for specified bodies
	45 
	45
	33
	

	equals
TOTAL RSG FOR RECEIVING AUTHORITIES
	3,122 
	6,781
	5,873
	(13.39)

	add back NNDR distributable amount
	21,500 
	21,500
	19,000
	

	plus
Police Grant (incl. Met special payment)
	4,374 
	4,374
	4,546
	3.93

	equals
FORMULA GRANT
	28,996 
	32,655
	29,419
	(9.91)
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2011-2012 REVENUE BUDGET

REVENUE SUPPORT GRANT

GMPA DATA 2011-2012 
	
	2011-2012



	
	£m

	Police Grant
	248.472

	RSG and NNDR
	220.031

	Formula grant
	468.503

	Floor receipt
	1.026

	
	

	
	

	Other grants
	

	
	

	
Neighbourhood Policing Fund (NPF)/Police Community Support Officers (PCSO’s)
	16.900

	
Security
	4.122

	
Private Finance Initiative (PFI)
	5.315

	
Other
	8.792

	
Asset Incentivisation
	1.315

	
Counter Terrorism grant
	19.097

	  Council Tax freeze grant
	2.900

	
	58.441

	

	

	
	

	Resident population
	2,621,956

	
	

	Revenue Support Grant Taxbase
	821,790
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2011-2012 REVENUE BUDGET

	2011-2012 REVENUE BUDGET -  DAMPING FROM 2002-03

	
	
	02-03 to 10-11
	2011-12
	Totals
	
	

	
	
	£
	£
	£
	
	

	
	Northumbria
	144,596,409 
	20,897,163

	165,493,572
	
	

	
	Sussex 
	69,730,372 
	2,113,163

	71,843,535
	
	

	
	Surrey
	59,088,420 
	4,180,062

	63,268,482
	  
	

	
	Essex
	30,653,937 
	(4,682,169)

	25,971,768
	
	

	
	Cumbria
	63,514,651 
	15,558,246

	79,072,897
	  
	

	
	Kent
	31,792,962 
	8,438,915

	40,231,877
	 
	

	
	West Mercia
	55,696,230 
	11,542,235

	67,238,465
	 
	

	
	North Yorkshire
	39,822,647 
	8,527,136

	48,349,783
	
	

	
	Cheshire
	39,512,639 
	10,343,273

	49,855,912
	
	

	
	Dorset
	23,262,753 
	(2,583,005)

	20,679,748
	
	

	
	Durham
	28,932,298 
	7,212,223

	36,144,521
	
	

	
	Devon and Cornwall
	14,019,929 
	(4,610,979)

	9,408,950
	
	

	
	Hampshire
	8,819,004 
	(17,310,478)

	(8,491,474)
	
	

	
	Suffolk
	15,344,069 
	894,074

	16,238,143
	
	

	
	Wiltshire
	15,228,764 
	3,031,402

	18,260,166
	
	

	
	Norfolk
	12,606,110 
	(3,035,912)

	9,570,198
	
	

	
	Humberside
	6,937,341 
	(3,625,118)

	3,312,223
	
	

	
	Gloucestershire
	12,935,746 
	(175,500)

	12,760,246
	 
	

	
	Staffordshire
	2,652,128 
	(708,706)

	1,943,422
	 
	

	
	Hertfordshire
	(4,116,764)
	(2,993,975)

	(7,110,739)
	
	

	
	South Yorkshire
	2,454,157 
	2,009,103

	4,463,260
	 
	

	
	Cleveland
	3,203,788 
	1,567,039

	4,770,827
	
	

	
	Lancashire
	(7,334,978)
	5,091,975

	(2,243,003)
	
	

	
	Warwickshire
	(3,250,486)
	(502,012)

	(3,752,498)
	
	

	
	Northamptonshire
	(5,099,319)
	(3,449,292)

	(8,548,611)
	
	

	
	Lincolnshire
	(9,743,669)
	181,367

	(9,562,302)
	
	

	
	Merseyside
	(8,569,179)
	7,471,048

	(1,098,131)
	
	

	
	Thames Valley
	(15,106,241)
	(7,603,749)

	(22,709,990
	
	

	
	Leicestershire
	(17,716,604
	(4,096,237)

	(21,812,841)
	
	

	
	Cambridgeshire
	(17,877,471)
	(4,449,227)

	(22,326,698)
	
	

	
	Bedfordshire
	(19,987,541)
	(968,432)

	(20,955,973)
	
	

	
	Derbyshire
	(27,293,050)
	(1,949,287)

	(29,246,328)
	
	

	
	Nottinghamshire
	(34,334,742)
	(12,003,043)

	(46,337,785)
	
	

	
	GLA - Police
	35,903,178 
	35,178,112

	71,081,290
	
	

	
	City of London
	0
	(12,827,014)

	(12,827,014)
	
	

	
	Avon and Somerset
	(59,978,689)
	(20,321,812)

	(80,300,501)
	
	

	
	Greater Manchester
	(94,386,430)
	1,025,598

	(93,360,832)
	
	

	
	West Yorkshire
	(105,153,257)
	(9,865,338)

	(115,018,595)
	
	

	
	West Midlands
	(295,077,312)
	(27,500,849)

	(322,578,161)
	
	

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

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

	
	Overall total
	0  
	0
	0
	
	


Appendix 5

2011-2012 REVENUE BUDGET

THE 2011-2012 ESTIMATE OF EXPENDITURE

THE 2011-12  PROPOSED BUDGET 

	DFM
	£m


	Police Officer Pay & on-costs
	374.894

	Police Officer Overtime
	11.484

	Police Staff Pay & on-costs
	124.000

	Other DFM
	13.275

	Total DFM
	523.653

		
	Corporate
	
	Police Officer & Police Staff Pensions
	7.408

	Other Police Officer & Staff Related
	0.657

	Transport Related Costs
	4.931

	Estates Running costs
	33.385

	IT Running Costs
	14.455

	Forensic Services
	10.582

	Medical Fees
	2.861

	Insurances / Uninsured loss provisions
	7.850

	Capital Financing - existing borrowing
	11.299

	Transfer to Reserves
	0.719

	Transfer from Reserves
	-5.625

	Specific Grants
	-8.214

	Income
	-5.338

	Other Corporate / Non/DFM Changes
	15.529

	Total Corporate
	90.499

		
	Strategic Change Programme
	2.684

	PCSO's - Net cost
	7.777

	NWCTU
	3.508

	BCU 
	2.682

	Other
	-0.584

	Total Others
	16.067

		
	Total - Standstill Budget
	630.219

		
	Cost Pressures
	
	Lieu of Notice
	1.800

	Estates Running Costs
	1.994

	Citizen Focus
	0.400

	IT PNC Charges
	0.365

	Total Cost Pressures
	4.559

		
	Total Budget Requirement
	634.778

		
	Savings
	
	Back Office
	-30.375

	Middle Office
	-11.671

	Police Officer Vacancy Freeze
	-5.059

	Other Savings
	-2.516

	Total Savings
	-49.621

		
		
	Total - Full Budget Requirement
	585.157

		
		£m

	Funding Available
	
	Police Grant
	248.472

	RSG/NNDR
	220.031

	Formula Grant 
	468.503

	Precept 
	115.998

	Collection Fund Surplus
	0.656

		585.157
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2011-2012 CAPITAL PROGRAMME

2010-2011 CAPITAL EXPENDITURE AND FUNDING

	
	Original 
	Forecast
	Variance

	
	£m
	£m
	£m

	
	
	
	

	Expenditure


	
	
	

	Estates
	74.317
	73.953
	(0.364)

	Business systems
	5.988
	5.289
	(0.699)

	IT Infrastructure
	11.009
	5.610
	(5.399)

	Business services
	4.109
	3.364
	(0.745)

	Counter Terrorism Unit (CTU)
	0.919
	4.685
	3.766

	Other
	1.025
	0.627
	(0.398)

	Capital salaries
	4.215
	1.997
	(2.218)

	Redundancy costs
	0
	2.128
	2.128

	
	101.582
	97.653
	(3.929)

	
	
	
	

	
	
	
	

	Funding


	
	
	

	Capital Grant
	7.435
	6.873
	(0.562)

	Supported borrowing
	3.744
	3.744
	0

	Government Support (general)
	11.179
	10.617
	(0.562)

	Specific capital grants
	26.841
	30.784
	3.943

	Unsupported borrowing (internally funded)
	48.506
	51.221
	2.715

	Capital Receipts
	4.000
	4.000
	0

	Earmarked reserves
	0
	0.013
	0.013

	Direct Revenue Funding (DRF)
	0
	1.018
	1.018

	Authority and external contribution
	79.347
	87.036
	7.689

	
	
	
	

	
	
	
	

	Total
	90.526
	97.653
	7.127


Notes:
The original funding resources were set at 11% (£11.056m) less than expenditure to accommodate slippage in the year.

Although forecast capital expenditure is less than the original budget there has not been as much slippage in the year as originally expected, partly due to unbudgeted redundancy costs of £2.128m.  A capitalisation order for redundancy costs has been received but that does not provide any funding. Some additional funding has been forthcoming but the need for unsupported borrowing has increased. However, Members will be aware from previous reports that no external borrowing has taken place in the year, as the cheaper option has been to internally fund the capital programme. This has actually resulted in revenue savings, as interest costs have not been incurred. 

Appendix 7

2011-2012 CAPITAL PROGRAMME

REVIEW OF 2010-2011

SUMMARY OF MAJOR VARIATIONS FROM THE 2010-2011 PROGRAMME

Regular monitoring reports detailing variations to the Capital Programme have been submitted to Value for Money Committee during the year.  The major variations are as follows: -

	Overall variance
	(£3.929m)

	
	

	Estates – variance (0.364m)


	Although the overall variance is small a summary of variances over £1.0m is:
	

	· Rochdale – Authority approval of contract sum
	£3.075m

	· Bury – slippage from 2009/10
	£1.898m

	· North Manchester – slippage from 2009/10
	£1.589m

	· Claytonbrook electrical works
	(£2.527m)

	· Force HQ – slippage in to 2011/12
	(2.105m)

	· Plant Hill
	(£1.150m)

	· Greenheys
	(£1.087m)

	
	(£0.307m)

	IT Infrastructure – variance (£5.399m)
	

	Major variances are:
	

	
	

	· ICCS replacement
	(£2.000m)

	· Replacement radios in vehicles
	(£0.614m)

	· Oracle upgrade
	(£0.500m)

	· Central storage replacement
	(£0.500m)

	· Performance management system
	(£0.300m)

	
	(£3.914m)

	CTU – variance £3.766m
	

	· 5 additional schemes with funding
	£4.599m

	
	£4.599m

	Capital salaries – variance (£2.218m)
	

	· Reduced number of project managers
	(£2.218m)

	
	(£2.218m)

	Redundancy costs – variance £2.128m
	

	· As a result of grant reductions
	£2.128m

	
	£2.128m
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2011-2012 CAPITAL PROGRAMME

2011-12PROPOSED CAPITAL BUDGET & FUTURE FORECASTS

	
	
	
	2011/12
	2012/13
	2013/14

	
	
	
	Budget
	Forecast
	Forecast

	
	
	
	£m
	£m
	£m

	Expenditure
	
	
	
	
	

	Estates
	
	
	27.602
	6.183
	3.503

	Business Systems
	
	
	4.258
	1.591
	3.150

	IT Infrastructure
	
	
	7.885
	4.935
	6.007

	Business Services
	
	
	1.454
	1.412
	1.476

	Counter Terrorism Unit (CTU)
	
	
	0.602
	0
	0

	Other
	
	
	0.332
	0.157
	0.142

	Capital Salaries
	
	
	0.867
	0.722
	0.722

	Total 
	
	
	43.000
	15.000
	15.000


	
	
	
	2011/12
	2012/13
	2013/14

	
	
	
	Budget
	Forecast
	Forecast

	
	
	
	£m
	£m
	£m

	Funding
	
	
	
	
	

	Home Office capital grant
	
	
	4.300
	6.300
	5.800

	Specific capital grants
	
	
	1.819
	0
	0

	Capital receipts
	
	
	2.500
	1.000
	0.500

	Earmarked reserves
	
	
	0.011
	0
	0

	Unsupported borrowing
	
	
	34.370
	7.700
	8.700

	Total 
	
	
	43.000
	15.000
	15.000


Notes:

Members are asked to approve the 2011-2012 proposed programme.  Future years are indicative at this stage.

It has been assumed that there will be no supported capital expenditure in 2013-14.
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2011-2012 REVENUE BUDGET

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 

2010-2011
	District
	RSG 

Tax Base 

2011-2012
	Notified 

Tax Base 

2011-2012
	Surplus/(Deficit) on Collection Fund 

2011-2012
	

	
	
	
	
	£
	

	
	
	
	
	
	

	82,700
	Bolton
	85,104
	83,300
	118,558
	Surplus

	59,888
	Bury
	60,465
	59,913
	0
	

	122,312
	Manchester
	130,523
	123,970
	319,333
	Surplus

	62,769
	Oldham
	64,371
	63,006
	46,014
	Surplus

	61,360
	Rochdale
	62,070
	61,360
	(15,000)
	Deficit

	68,149
	Salford
	71,528
	70,065
	0
	

	99,459
	Stockport
	101,462
	99,640
	135,807
	Surplus

	66,108
	Tameside
	67,999
	66,194
	0
	

	79,446
	Trafford
	80,307
	79,646
	26,770
	Surplus

	96,208
	Wigan
	97,961
	96,608
	24,620
	Surplus

	798,399
	
	821,790
	803,702
	656,102
	Surplus


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





=
585,157,347 - 469,159,038







803,702





=
£144.33 per Band D 2 person equivalent (rounded)

Appendix 10

2011-2012 REVENUE BUDGET

FORMAL RESOLUTION - PRECEPT 2011-2012
1.
That the revised revenue estimates for the year 2010-2011 and the revenue estimates for 2011-2012 as set out in this report be approved.

2.
That it be noted that the Authority has calculated the amount of 803,702 as its council tax base for the year 2011-2012 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 2011-2012 in accordance with Sections 43 to 48 of the Local Government Finance Act 1992:-


(a)
£675,256,008
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 2011.


(b)
£90,098,661
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 2011.


(c)
£585,157,347
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)
£469,159,038
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.

Appendix 10

(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
	83,300
	144.33
	12,022,689
	

	Bury
	59,913
	144.33
	8,647,243
	

	Manchester
	123,970
	144.33
	17,892,590
	

	Oldham
	63,006
	144.33
	9,093,656
	

	Rochdale
	61,360
	144.33
	8,856,089
	

	Salford
	70,065
	144.33
	10,112,481
	

	Stockport
	99,640
	144.33
	14,381,041
	

	Tameside
	66,194
	144.33
	9,553,780
	

	Trafford
	79,646
	144.33
	11,495,307
	

	Wigan
	96,608
	144.33
	13,943,433
	

	
	803,702
	
	115,998,309
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2011-2012 REVENUE BUDGET

GENERAL FUND RISK ASSESSMENT

	
	G Fund

amount

Minimum
	G Fund

amount

Maximum

	
	
	
	
	
	
	
	
	
	£m
	£m

	1
	Planned savings
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	Savings of £50m have been identified in 2011-12. There is a risk that these will not be achieved. Allow between 10% and 20%.
	5.000
	10.000

	
	
	
	
	
	
	
	
	
	
	

	2 
	Large scale major incident
	
	

	
	
	
	

	
	Budget Requirement (BR) 2011-12

                                                                                       £

Police grant

248,471,555

Revenue Support Grant

51,953,393

National Non Domestic Rates

168,077,988

Precept

115,998,309

CF balance

656,102

585,157,347

Allow 1.0% of BR
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	5.851
	5.851

	
	
	
	
	
	
	
	
	
	
	

	3
	Future savings
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	Savings of £36.7m, £22.9m and £22.8m respectively are required from 2012-13 to 2014-15. There is a risk that these will not be fully achieved. Allow between 10% and 20% of 2012-13 saving.
	3.670
	7.340

	
	
	
	

	4
	Estimated redundancy costs
	13.900
	13.900

	
	
	
	

	
	
	
	

	
	SUGGESTED GENERAL FUND LEVEL AT 31/3/11
	28.421
	37.091

	
	
	
	
	
	
	
	
	
	
	

	
	Forecast level at 31/3/11
	33.407
	33.407

	
	
	
	

	
	Difference from forecast level
	(4.986)
	3.684



Other factors considered in the risk assessment but not requiring a provision to be made are:

Revenue and capital cash flow requirements.

Inflation and interest rates.

Level and timing of Useable capital receipts.

Demand led pressures.

New funding sources.

Income not attained.

Adequacy of other funds.

Contingent liabilities.
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FORECAST BALANCES

	
	
	£m

	GENERAL FUND
	
	

	
Balance at 31st March 2010
	
	12.739

	
Forecast revenue account balance 2010-11
	
	23.761

	
Earmarked reserves returned to General Fund 
	
	0

	
Use 2010-11
	
	(3.093)

	
Forecast Balance at 31st March 2011
	
	33.407

	
Budgeted use 2011/2012
	
	(4.621)

	Potential redundancy costs
	
	(5.500)

	
Forecast balance at 31st March 2012
	
	23.286

	
	
	

	EARMARKED REVENUE
	
	

	
Balance at 31st March 2010
	
	4.958

	
Use 2010-2011
	
	(1.136)

	
Additions 2010-2011
	
	0.343

	
Returned to General Fund
	
	0

	
Forecast balance at 31st March 2011
	
	4.165

	
	
	

	
Budgeted use 2011-12
	
	(1.142)

	
Additions 2011-12
	
	100

	
Forecast balance at 31st March 2012
	
	3.123

	
	
	

	EARMARKED CAPITAL
	
	

	
Balance at 31st March 2010
	
	0.024

	
Use 2010-2011
	
	(0.013)

	
Additions 2010-2011
	
	0

	
Returned to General Fund
	
	0

	
Forecast balance at 31st March 2011
	
	0.011

	
	
	

	Budgeted use 2011-2012
	
	(0.011)

	Additions 2011-2012
	
	0

	Forecast Balance at 31st March 2012
	
	0
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ECONOMIC BACKGROUND

Global economy

The sovereign debt crisis peaked in May 2010 prompted, in the first place, by major concerns over the size of the Greek government’s total debt and annual deficit. However, any default or write down of Greek debt would have substantial impact on other countries, in particular, Portugal, Spain and Ireland.  This crisis culminated in the EU and IMF putting together a €750bn support package in mid May. A second crisis, in November, culminated in another support package being made available to Ireland. There is concern that Portugal will also shortly need to be bailed out. This would lead to major concerns as to whether the current size of the bail out facility put together by the EU and IMF would be big enough to cope with any crisis over Spanish government debt.

The unexpectedly high rate of growth in quarters 2 and 3 of 2010 in the UK and the Euro zone in Q2 were driven by strong growth in the construction sector catching up from inclement weather earlier in the year and by other short term factors not expected to be enduring; general expectations are for weak (but not negative) growth in 2011 in the western world.  

UK economy

Following the general election in May 2010, the coalition government has put in place an austerity plan to carry out correction of the public sector deficit over the next five years.  The result of fiscal contraction will be major job losses during this period, in particular in public sector services.  This is likely to have a knock on effect on consumer and business confidence and appears to have also hit the housing market as house prices started on a generally negative trend during mid 2010.  Mortgage approvals are also at very weak levels, all of which indicates that the housing market is likely to be weak in 2011.

Economic Growth – GDP growth is likely to have peaked in the current period of recovery at 1.2% in quarter 2 of 2010.  Growth in quarter 3 of 0.7% was also unexpectedly high. However growth in quarter 4 was negative at –0.5%. The outlook is for weak growth in 2011-12 although the Bank of England and the Office for Budget Responsibility are forecasting near trend growth (2.5%) i.e. above what most forecasters are currently expecting.

Unemployment – the trend of falling unemployment (on the benefit claimant count) has now been replaced since July 2010 with small increases, which are likely to be the start of a new trend for some years ahead of rising unemployment.  

Inflation and Bank Rate – CPI has remained high during 2010.  It peaked at 3.7% in April and has gradually declined to 3.1% in September (RPI 4.6%). It has subsequently started to increase again reaching 3.7% in December (RPI 4.8%). The outlook is for there to be a rising trend which could even reach as much as 4% in early 2011 before beginning to subside again. Although inflation has remained stubbornly above the MPC’s 2% target, the MPC is confident that inflation will fall back under the target over the next two years.  

The Bank of England finished its programme of quantitative easing (QE) with a total of £200bn in November 2009.  However, major expectation that there could be a second round of quantitative easing in late 2010 or early 2011, to help support economic growth, have evaporated after the surprises of the Q3 GDP growth figure of 0.7% and the November Inflation Report revising the forecast for short term inflation sharply upwards.

Sector’s central view is that there is unlikely to be any increase in Bank Rate until the end of 2011.

UK AAA rating – prior to the general election, credit rating agencies had been issuing repeated warnings that unless there was a major fiscal contraction, then the AAA sovereign rating was at significant risk of being downgraded.  Sterling was also under major pressure during the first half of the year.  However, after the Chancellor’s budget on 22 June, sterling strengthened against the US dollar and confidence has returned that the UK will retain its AAA rating.  In addition, international investors now view UK government gilts as being a safe haven from EU government debt during mid 2010.  The consequent increase in demand for gilts helped to add downward pressure on gilt yields and PWLB rates.  

Sector’s forward view 

It is currently difficult to have confidence as to exactly how strong the UK economic recovery is likely to be, and there are a range of views in the market.  Sector has adopted a moderate view.  There are huge uncertainties in all forecasts due to the major difficulties of forecasting the following areas: 

· the speed of economic recovery in our major trading partners - the US and EU

· the danger of currency war and resort to protectionism and tariff barriers if China does not address the issue of its huge trade surplus due to its undervalued currency

· the degree to which government austerity programmes will dampen economic growth and undermine consumer confidence

· changes in the consumer savings ratio

· the speed of rebalancing of the UK economy towards exporting and substituting imports 

· the potential, in the US, for more quantitative easing, and the timing of this, and the timing of this and its subsequent reversal in both the UK and US.

· the speed of recovery of banks’ profitability and balance sheet imbalances and the consequent implications for the availability of credit to borrowers

· the potential for a major EU sovereign debt crisis which could have a significant impact on financial markets and the global and UK economy

· political risks in the Middle East and Korea

The overall balance of risks is weighted to the downside and there is some risk of a double dip recession and deleveraging, creating a downward spiral of falling demand, falling jobs and falling prices, although this is currently viewed as being a small risk.

Sector believes that the longer run trend is for gilt yields and PWLB rates to rise due to the high volume of gilt issuance in the UK, and the high volume of debt issuance in other major western countries.
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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 – 6th January 2011

	
	Mar

2011
	June

2011
	Sept

2011
	Dec

2011
	Mar

2012
	June

2012
	Sept

2012
	Dec

2012
	Mar

2013
	June

2013
	Sept

2013
	Dec

2013
	Mar

2014

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

	Bank rate
	0.50
	0.50
	0.50
	0.75
	1.00
	1.25
	1.50
	1.75
	2.25
	2.75
	3.00
	3.25
	3.25

	5 yr PWLB rate
	3.30
	3.30
	3.40
	3.50
	3.60
	3.80
	3.90
	4.10
	4.30
	4.60
	4.80
	4.90
	5.00

	10 yr PWLB 

rate
	4.40
	4.40
	4.40
	4.50
	4.70
	4.80
	4.90
	5.00
	5.10
	5.20
	5.30
	5.40
	5.40

	25 yr PWLB 

rate
	5.20
	5.20
	5.20
	5.30
	5.30
	5.40
	5.40
	5.40
	5.50
	5.50
	5.60
	5.70
	5.70

	50 yr PWLB 

rate
	5.20
	5.20
	5.20
	5.30
	5.30
	5.40
	5.40
	5.40
	5.50
	5.50
	5.60
	5.70
	5.70


Capital Economics interest rate forecast – 6th January 2011

	
	Mar 2011
	June 2011
	Sept 2011
	Dec 2011
	Mar 2012
	June 2012
	Sept 2012
	Dec 2012
	Mar

2013
	June

2013
	Sept

2013
	Dec

2013

	
	%
	%
	%
	%
	%
	%
	%
	
	
	
	
	

	Bank rate
	0.50
	0.50
	0.50
	0.50
	0.50
	0.50
	0.50
	0.50
	0.75
	1.00
	1.50
	2.00

	5 yr PWLB rate
	3.20
	3.20
	3.00
	2.75
	2.75
	2.90
	3.00
	3.20
	3.40
	3.60
	3.90
	4.20

	10 yr PWLB 

rate
	4.75
	4.75
	4.25
	3.75
	3.75
	3.75
	3.75
	3.75
	3.90
	4.00
	4.30
	4.60

	25 yr PWLB 

rate
	5.25
	5.25
	4.85
	4.65
	4.65
	4.65
	4.65
	4.65
	4.75
	4.85
	5.10
	5.30

	50 yr PWLB 

rate
	5.30
	5.30
	5.20
	5.00
	5.00
	5.00
	5.00
	5.00
	5.00
	5.10
	5.20
	5.30
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UBS interest rate forecast (for quarter ends) – 6th January 2011
	
	Mar 2011
	June 2011
	Sept 2011
	Dec 2011
	Mar 2012
	June 2012
	Sept 2012
	Dec 2012

	
	%
	%
	%
	%
	%
	%
	%
	%

	Bank rate
	0.50
	0.50
	0.75
	1.00
	1.25
	1.50
	1.75
	2.00

	10 yr PWLB 

rate
	4.30
	4.40
	4.50
	4.60
	4.70
	4.80
	4.90
	5.00

	25 yr PWLB 

rate
	5.25
	5.30
	5.35
	5.40
	5.45
	5.50
	5.55
	5.60

	50 yr PWLB 

rate
	5.35
	5.40
	5.45
	5.50
	5.55
	5.60
	5.65
	5.70

	
	
	
	
	
	
	
	
	


2.
Survey of Economic Forecasts
HM Treasury December 2010 – The current Q4 2010 and 2011 forecasts are based on the December 2010 report.   Forecasts for 2010 – 2014 are based on 32 forecasts in the last quarterly forecast – in November 2010.

	Bank rate Forecasts
	
	Quarter ended
	Annual average bank rate

	
	Actual
	Q4 2010
	Q4 2011
	Ave.

2010
	Ave. 2011
	Ave.

2012
	Ave.

2013
	Ave.

2014

	
	%
	%
	%
	%
	%
	%
	%
	%

	Median
	0.50
	
	2.00
	
	0.90
	1.60
	2.40
	3.00

	Highest
	0.50
	
	0.50
	
	2.10
	3.10
	3.60
	4.50

	Lowest 
	0.50
	
	0.80
	
	0.50
	0.50
	0.60
	1.20
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SPECIFIED AND NON SPECIFIED INVESTMENTS

Specified investments 

 An investment is a specified investment if all of the following apply: 

(a) the investment is denominated in sterling and any payments or repayments in respect of the investment are payable only in sterling; 

(b) the investment is not a long-term investment (i.e. it does not exceed 364 days duration); 

(c) the making of the investment is not defined as capital expenditure by virtue of regulation 25(1)(d) of the Local Authorities (Capital Finance and Accounting) (England) Regulations 2003 [SI 3146 as amended]; 

(d) the investment is made with a body or in an investment scheme of high credit quality, OR with one of the following public-sector bodies: 

(i) the United Kingdom Government 

(ii) a local authority in England or Wales (as defined in section 23 of the 2003 Act) or a similar body in Scotland or Northern Ireland 

(iii) a parish council or community council. 

High credit quality is as set out in Section 10, paragraph 14 of this report.

For the purposes of the investment strategy, UK banks regarded as nationalised (Lloyds and RBS) will be considered to have the same creditworthiness as the UK sovereign rating. Investments in Local Authorities and the Debt Management Office (DMO) will count as specified investments, even though they do not carry a formal rating.

Non-specified investments 

An investment is a non-specified investment if it does not meet the definition of specified investment set out above. 
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COUNTRIES APPROVED FOR INVESTMENT

AAA

· Canada

· Denmark

· Finland

· France

· Germany

· Luxembourg

· Netherlands

· Norway

· Singapore

· Sweden

· Switzerland

· U.K.

· U.S.A.
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