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1. Purpose

1.1 The report sets out the proposed 2011/12 budget which would result in no increase in council tax precept rates. The Committee is requested to make a recommendation to the Authority meeting on 15 February 2011 at which the final budget and council tax precept decisions will be made.  
2. Summary

2.1 The report to the Finance Committee on 17 December 2010 outlined the updated position with regard to the Medium Term Financial Strategy (MTFS), budget pressures, growth and savings for the 2011/12 budget. It was agreed at that meeting to prepare a balanced budget based upon no increase to the council tax precept rates.
2.2 This report presents the proposed 2011/12 budget after further examination of costs, savings, medium term considerations and consultation events. The views expressed at the subsequent consultation events, reported elsewhere on this agenda, have been taken into account.

2.3 The budget requirement proposed is £314.096m which represents an increase in net budget compared to 2010/11 of £0.347m (0.11%). This is not a true like for like comparison because Government funding has been moved from specific grant in 2010/11 to general grant in 2011/12 which has the effect of masking the reduction in funding. A better measure of the funding change is that general Government grant has effectively been reduced by £11.502m (5.14%) from 2011/12. The percentage reduction is the same for all police authorities. The total net reduction in central Government grants, including specific grant is forecast to be £8.848m (3.77%) because this includes £2.505m additional specific grant which will be received if council tax is frozen.
2.4 Although, there is no inflation increase for pay planned in September 2011, there are other factors such as pay increments, the full year effect of the September 2010 pay rise, increase in National Insurance employers’ contributions and non-pay inflation that put pressure on the 2011/12 budget. 
2.5 During 2010/11 the Force set up a Change Programme which has been co-ordinating the changes necessary to balance the budget whilst still delivering excellent service. The Change Programme produces some savings to help balance the budget for 2011/12, but is primarily aimed at delivering transformational change from April 2012 that puts the Authority on a sustainable financial footing, given the reductions in central funding. 
2.6 The current policies budget shortfall for 2011/12, before budget pressures and growth, is £18.909m. Budget pressures and growth of £1.325m have been included within the proposed budget. Sources of funding totalling £20.234m have been identified in order to present a balanced budget.
2.7 The report sets out the stages that have been followed and factors considered in arriving at the proposed budget. There are 13 appendices:

Appendix A – Damping impact on police authorities in England


Appendix B – Budget pressures and growth proposed


Appendix C – Current policies shortfall, budget pressures and growth budget gap


Appendix D – Sources of funding the budget gap


Appendix E – Net Revenue Expenditure Budget 2011/12

Appendix F – Updated Medium Term Financial Strategy


Appendix G – Reserves


Appendix H – Protocols for reserves 


Appendix I – Treasurer’s Statement


Appendix J – Council tax base and precepts


Appendix K – Shire police authority council tax precepts 2010/11  


Appendix L – Financial health indicators

Appendix M – ACPO Criminal Records Office estimate 2011/12
3. Recommendations

It is recommended that:

3.1
The 2011/12 budget as set out in this report is recommended to the full Authority meeting on 15 February 2010.

3.2
The position on revenue reserves as set in appendix G is agreed.
3.3
The Police Authority’s basic Council Tax for the year beginning 1 April 2011 be £146.25 per annum at Band D, unchanged from the current year.
3.4
The Police Authority’s basic Council Tax for the year beginning 1 April 2011 for each band be as set out in appendix J.
3.5
Precepts are issued totalling £100,797,778.58 on the billing authorities in Hampshire and the Isle of Wight requiring payment, in such instalments and on such dates set by them and previously notified to the Police Authority, in proportion to the tax base of each billing authority’s areas as determined by them and as set out in appendix J.
3.6
Estimated budgets in respect of net revenue expenditure on major partnerships and “outside services” as set out in the report at section 16 are noted.
4. Background
4.1 The budget proposals have been developed taking consideration of the draft Policing Priorities for 2011/12, Delivery Plans, Force Control Strategy and Strategic Risk Register. Consideration has also been given to collaboration and the use of partnerships to deliver services. The budget is based on budgeted establishment posts which is assimilated with the workforce planning forecasts and monitoring. 
4.2 The report is focused on the 2011/12 budget, but makes references to future financial years as decisions taken for 2011/12 will impact on the medium term position. The 2011/12 budget settlement announced by Government on 13 December 2010 also gave funding information for 2012/13 and more limited information for 2013/14 and 2014/15. Government funding is set to reduce each year, with the majority of the reduction frontloaded into the first two financial years of the Spending Review period.
4.3 The ongoing work of the Change Programme aims to design transformational change from April 2012 that will introduce a new structure capable of providing excellent policing services within the reduced budget available.
4.4 The report is linked to the Prudential Code, Change Programme and the Capital Programme which appear elsewhere on the agenda. The revenue impact of the capital expenditure included within the Capital Programme is covered within the proposed budget. Any new capital schemes or changes to capital schemes would require additional financing to be found.
5. General grants settlement 
5.1 The Government announced the 2011/12 settlement for police authorities on 13 December 2010. The amount for Hampshire Police Authority (HPA) is close to the amount expected post the Comprehensive Spending Review (CSR) announcement on 20 October 2010.
5.2 The Rule 2 Grant, Crime Fighting Fund and BCU Fund have been merged into Police General Grant. Neighbourhood Policing Fund (PCSO grant) will remain a specific grant for 2011/12 and 2012/13. The amount of PCSO grant receivable is fixed at 2010/11 levels which will maintain the current split of PCSO funding (75% grant funded, 25% locally funded). Counter Terrorism grant will be announced in January but the total headline Counter Terrorism grant for the police service is similar to 2010/11. Therefore, unless the basis of allocation changes, Hampshire will receive a similar amount of Counter Terrorism grant in 2011/12. The budget report 2011/12 assumes a similar allocation for Counter Terrorism grant (3.709m) based on information received from ACPO Terrorist and Allied Matters. Any reduction will add further pressure to the overall budget. 
5.3 A separate specific grant allocation of £75m for the police service has been set aside by the Department for Communities and Local Government (DCLG) to pay for council tax freeze grant. This is not shown as allocated to an authority level because authorities will need to claim an amount in February after setting the budget. For the purposes of presenting the 2011/12 budget, it has been assumed that a specific grant of £2.505m will be received in each financial year during the CSR period based upon the 2.5% of precept offered by the DCLG in October. An analysis by the Police Authority Treasurers Society (PATS) confirms the calculation for HPA and reconciles the total per authority to the £75m made available. 
5.4 Separate amounts will be made available in future years for Olympic Safety (£600m) and Police and Crime Commissioners (£50m in 2012/13). HPA’s share of these grants is unknown at this stage but an estimate of £1.500m has been included in the 2012/13 budget for Police and Crime Commissioners based on HPA’s share of general grant. Offsetting expenditure of £1.500m is included in the same year. No budget is included for Olympic Safety as the majority of this grant is expected to go to authorities hosting events and/or teams. The position will be monitored but is not expected to affect the 2011/12 budget. 
5.5 Changes to the funding formula have been made but damping has been applied to 2011/12 and 2012/13 provisional settlements at the level of the average reduction. Therefore, every police authority will see a cash reduction in funding of 5.1% in 2011/12 and 6.7% in 2012/13. This compounds the funding loss for HPA caused by damping, from the £1.9m lost in 2010/11 to a loss of £17.326m in 2011/12.
5.6 The £17.326m funding loss is the second highest damping loss out of the 31 shire police authorities in England (Avon & Somerset is the highest loss at £20.329m). Of the 8 metropolitan authorities in England, only West Midlands loses more funding through damping (£27.448m). In total, 21 out of the 39 police authorities in England lose funding in 2011/12 due to damping. Appendix A shows the amount lost or gained by each police authority in England. Note that some of HPA’s most similar authorities gain from damping, for example, Kent. None of HPA’s regional partners are affected as greatly as HPA.
5.7 The Treasurer has written a response to the provisional settlement which sets out the view agreed by Finance Committee at the September and December meetings, that damping should be removed. There is scope for the Authority to add further weight to this view by collaborating with other authorities adversely affected.  
6. Inflation and other assumptions
6.1 In preparing the 2011/12 budget it has been assumed that there will be no inflationary increase for pay in September 2011 or September 2012 in line with Government indications given during the Emergency Budget in June. There is still a need to allow for some inflationary impact on pay in 2011/12 because of the full year effect of the September 2010 pay award. For medium term purposes, increases of 2.5% have been estimated for September 2013 and each September thereafter.
6.2 Employers’ National Insurance contributions are included at the Upper Accrual Point at 10.1% and 13.8% after the Upper Earnings Limit. This represents an increase of 1% as announced by the previous Government.
6.3 Employers’ superannuation contributions have been assumed to rise from 24.2% to 24.5% for police officers. The actuarial valuation is being delayed because of the ongoing review of public sector pensions. Therefore, it is unlikely that any increase for police officer superannuation contributions will be announced prior to the start of the financial year, but there is potential for an increase to be announced within the financial year 2011/12 so the assumption applied makes some provision for this.
6.4 Employers’ superannuation contributions for police staff will remain budgeted at 19.1% for 2011/12, 2012/13 and 2013/14 as advised by the Scheme Administrator. An increase to 19.8% had been provided for in previous iterations of the budget, in line with previous estimations. The actual amount that will be payable is still subject to actuarial review. The increase in employer contribution provided for equated to £0.394m. Should the actuary confirm the 19.1% contribution rate this increase can be removed from the 2011/12 budget.
6.5 The table below shows the rates applied for non-pay categorisations. The Retail Price Index for November 2010 was 4.7%. Consumer Price Index for November was 3.3%. As set out in previous reports, the inflation estimates have been reviewed since the Finance Committee meeting in December in order to use the most up to date information.
6.6 The increases are generally set at 2.5% unless specific data suggests otherwise. The contract for gas is set to rise by 13% in 2011/12. Electricity is provided through three contracts for small, medium and large sites. The small sites contract rose by 7% from 1 October 2010 until 30 September 2011. Inflation provision has been included for a 7% rise in medium and large sites when those contracts become renewable on 1 October 2011 and 1 November 2011 respectively. This results in a net electricity inflation rate of 4.5% overall. Rates are expected to rise by 4.7%. Analysis indicates an increase in vehicle fuel of 3.6%.  

Table 1 – Non-pay inflation indices

	Category
	Inflation %

	Premises excluding gas, electric and rates
	2.50

	Gas
	13.0

	Electricity 
	4.50

	Rates
	4.70

	Transport excluding fuel
	2.50

	Transport fuel
	3.60

	Travel & subsistence
	2.50

	IT
	2.50

	Supplies & services
	2.50

	Levies
	2.50

	Grants paid
	2.50

	Capital financing
	0.00

	Service income
	2.50

	Partnership income
	2.50

	Authority costs
	3.00


6.7 The percentages applied for general Government grant have been set by Government for 2011/12 and 2012/13, although these remain provisional until confirmed by Parliament. The changes in Government funding for later years is estimated based upon the information supplied by Government. These amounts could change if policy is changed, for example, a reduction in damping.
6.8 There is no vacancy savings factor included for police officers, as is current policy. The vacancy saving factor for police staff has been maintained at 3.4% for 2011/12 in line with current policy. The medium term position also includes the same vacancy factor in each financial year. However, this will need to be reviewed during 2011/12 in conjunction with the Change Programme and analysis of vacancy rates to assess whether this remains reasonable.  
7. Current policies shortfall, budget pressures and growth 

7.1 The MTFS reported to the September meeting of the Finance Committee identified a current policies budget shortfall of £23.512m for 2011/12, based on the assumptions at the time. The Forward Budget report to the December meeting of the Finance Committee updated the current policies budget for known changes and the budget settlement to a remaining budget gap to fund of £20.748m before growth and budget pressures. 
7.2 Since the Finance Committee meeting in December, the funding gap has decreased to £18.909m, a difference of £1.839m.
7.3 The additional bank holiday for the Royal Wedding will result in a need for an extra £0.171m bank holiday overtime provision in 2011/12.
7.4 An additional £0.147m has been included for Police National Database (PND) costs which the NPIA levied on all forces from 2011/12 due to reductions in their own budget. Levy charges have also risen for Police National Computer (PNC), Firearms Code and Geographical Information Services by a total of £0.020m. 
7.5 The revision of inflation rates for rates (£0.039m), gas (£0.035m), electricity (£0.024m) and transport fuel (£0.085m) has increased funding required by a total of £0.183m.
7.6 The amount include for Counter Terrorism grant has been updated as a result of information receive from ACPO Terrorist and Allied Matters. The additional grant receivable is (£0.281m). However, this will be offset by an increase in expected grant related expenditure of £0.284m.
7.7 Additional costs for leased buildings had been incorporated within the budget. The best estimate of 2011/12 lease costs has reduced by (£0.102m).
7.8 Analysis of the contributions to and from reserves has resulted in an amendment of (£0.114m) to reflect the actual cash flows expected within the Spend to Save reserve. Further details on reserves are included within section 12. 
7.9 The Capital Programme has been updated to reflect the latest spending estimates and profiles. The capital financing costs have been revised to reflect this update and forecast of interest rates. This has changed the estimated capital financing costs in 2011/12 to £3.583m and interest receivable to (£0.150m). A net decrease of (£0.320m). 
7.10 The removal of the forecast increase in Local Government Pension Scheme rates, as set out in section 6 above, results in a reduction in the budget required of (£0.394m).
7.11 Council tax is covered in more detail in section 13. Since the December meeting of the Finance Committee, the council tax bases for each collection fund and the Authority’s share of collection fund balances have been received. The net impact is additional funding of (£1.839m) despite no increase in rates.
Table 2 - Net impact of changes to the budget since 17 December 2010

	

Change
	£m

	Additional bank holiday
	0.171

	Levy increases (PND, PND, Firearms, GIS)
	0.167

	Inflation review for rates, gas, electricity & fuel
	0.183

	Additional counter-terrorism grant related expenditure
	0.284

	Additional counter-terrorism grant
	(0.281)

	Leased building cost changes
	(0.102)

	Contributions from reserves updated for Spend to Save contributions
	(0.114)

	Capital financing and interest receivable (net)
	(0.320)

	Local Govt Pension Scheme contribution rate
	(0.394)

	Council tax base and precept
	(1.433)

	Total
	(1.839)


7.12 The budget pressures and growth provisionally included within the budget, subject to approval, are as per the items reported at the December meeting of the Finance Committee. The total included for budget pressures and growth is £1.325m as shown in appendix B.
7.13 The budget settlement removed the BCU grant as a specific grant. An analysis of the policing service delivered from BCU grant has identified that an ongoing budget of £0.394m is required to continue to support operationally essential activities. 
7.14 A one-off amount of £0.273m is included within the budget proposal for the management of digital data. This amount will pay for the forcewide roll out of IT infrastructure that will store, back-up and retrieve digital images (still and video) and voice recordings for evidential purposes. 
7.15 As part of the IMPACT Programme an amount of £0.198m in 2011/12 is included to support the IT infrastructure required to allow the Force to stay connected to the Police National Database (PND) deployed nationally in 2010/11.
7.16 Negotiations are taking place with a preferred supplier for the replacement HR system. Should these negotiations be successful, £0.100m pa will be required to pay for the ongoing support and maintenance of the replacement system. The indications are that the annual maintenance costs could effectively be offset by a considerable saving against the £0.700m earmarked in the 2010/11 budget for the initial purchase and implementation of a replacement HR system.
7.17 An amount of £0.250m is included to reinstate the strategic maintenance budget to its previous level in order to ensure that the current estate and its maintenance is not compromised. Ongoing maintenance on a planned and timely basis can facilitate efficient operation, reduced running costs and reduce the potential for urgent, high cost repair work. This reinvestment is planned to be maintained in 2012/13 and then be removed in 2013/14 and 2014/15.      
7.18 The Authority and Force are seeking to increase the number of Special Constables and other volunteers. There are recruitment and ongoing costs associated with increasing the number of volunteers. An amount of £0.083m is included within the budget proposals to pay for additional costs.
7.19 The Estate Development Programme is still in development, but plans are already in place to replace the existing Force Data Centre at Police Headquarters to enable this site to be sold. The most cost effective option is to upgrade the existing Netley Data Centre. Virtual technology will require a significantly reduced floor area.  An amount of £0.600m capital is included within the Capital Programme, subject to the approval of the final business case. A revenue budget amount of £0.027m is provided within the 2011/12 to pay for the capital financing costs should the scheme be approved.
7.20 The budget pressures and growth of £1.325m added to the net current policies cost of £18.909m results in a budget gap of £20.234m as shown in appendix C.  

8. Sources of funding the budget gap
8.1 During 2010/11 the Constabulary has worked to identify savings to balance the 2011/12 budget. Progress on the delivery of savings, particularly for the 2011/12 budget, has been regularly reported to the Finance Committee.
8.2 The proposed sources of funding, totalling £20.234m, are shown at appendix D. These include £17.7m of sustainable savings and the use of £4.000m from the planned 2010/11 underspend. The Finance Committee has previously endorsed the proposed strategy to plan underspends in 2009/10 and 2010/11 in order to provide resource for the cost of change and smooth the transition from the current funding position to the new structure to be implemented from April 2012. The use of reserves as a one-off measure will allow sufficient time for sustainable changes to be developed and implemented that will ultimately provide the best value for money for the Authority and the continuation of the delivery of excellent service.
8.3 The savings includes an amount of £4.118m as a result of a reduction of 79 full time equivalent supervisory posts. The posts have already been identified. Human Resources will manage the transition from the current position to the new structure. The reduction in senior posts is also factored into recruitment and promotion planning.
8.4 A further £3.451m will be saved from the budget by removing 82 full time equivalent police officer posts currently vacant. There will be no reduction in the number of officers employed because the posts are already vacant. Posts have been able to be held vacant as a result of efficiencies, therefore, there is expected to be no service impact from this reduction in budget.
8.5 Similarly, £1.132m will be saved from removing vacant police staff posts. Reductions in overall police staff posts are planned so vacancies created by natural wastage have not been filled. These posts have been agreed for surrender by line managers.
8.6 The Zero Based Budget review undertaken as part of the normal budget setting process challenges budget managers to reduce budgets on the basis of current spending, forecast spending or through benchmarking. The exercise has a resulted in savings of £1.698m being identified for 2011/12.
8.7 The Criminal Justice Department review is delivering savings of £1.267m per annum through changes in practice and structure. The budget for Special Priority Payments will be reduced by £1.000m as a result in Government reductions in the grant associated with paying Special Priority Payments, which is now included within general grant. 
8.8 A saving of £0.900m will be made from forensic submissions. Analysis has taken place to ensure value for money. The analysis predicts that the reduction in submissions will have a negligible impact on performance.
8.9 The review and centralisation of Incident Management Units will deliver savings of £0.803m in 2011/12. Reductions in police overtime of £0.779m will be made based on benchmarking analysis. Further savings are listed in appendix D.
8.10 Further savings of £0.234m have been identified by challenging the Zero Based Budget exercise undertaken in 2009 by comparing budgets and unit costs within the Force.
8.11 A saving of £0.179m has been achieved on the cost of servicing the Police Authority.
8.12 The savings identified will require changes in structure and processes but are chosen as they represent genuine efficiency savings that should allow the Authority to meet the financial challenges faced in 2011/12 and still deliver excellent service.  
9. Budgeted establishment

9.1 The budget presented is based on an establishment of 3,584 full time equivalent (fte) officers, 2,787 fte police staff and 337 fte PCSOs. The police staff establishment will reduce as a result of the savings outlined in appendix D. It is acknowledged that it is normal for changes to the budgeted establishment to be made during financial years, particularly where workforce modernisation is used. The Change Programme is likely to produce further changes to the establishment that will reduce the total number of employees. Changes will take place during 2011/12 as projects are implemented and employees leave the organisation. 
9.2 The ‘People’ strand of the Change Programme is developing a Workforce Strategy which will map and forecast the changes expected in order to manage numbers of employees accordingly. This will include any plans for workforce modernisation, succession planning and the use of volunteers. 
10. Net revenue expenditure budget

10.1 The accumulation of the current policies, budget pressures, growth and savings results in the 2011/12 net revenue expenditure budget of £317.414m as presented at appendix E. 
11. Updated Medium Term Financial Strategy (MTFS)

11.1 The Medium Term Financial Strategy (MTFS) has been updated to include the latest information provided by the funding settlement (Appendix F). This results in a funding gap in 2014/15 estimated to be £24.171m. This represents the circa £40m estimated budget shortfall in 2014/15 reported at the December meeting of the Finance Committee, less the sustainable savings included within the 2011/12 proposed budget. Sustainable savings made in financial years prior to 2014/15 will reduce the amount to be found by the time that year is reached. 
11.2 The MTFS includes an estimated annual council tax precept increase of 3.4% each year, in line with the assumptions applied by the Government on police spending (Source: Office for Budget Responsibility). There is no guarantee at this stage that increases of 3.4% will be agreed and therefore there is a risk that the funding gap could be greater by 2014/15. To allow for this risk and other contingencies, the Change Programme is working towards a savings target of £50m by 2014/15.
11.3 The MTFS will be formally updated again in September 2011.
12. Reserves

12.1 The requirement for reserves is covered in sections 32 and 43 of the Local Government Finance Act 1992, which require billing and precepting authorities in England and Wales to have regard to the level of reserves needed for meeting estimated future expenditure when calculating the budget requirement. Earmarked reserves remain legally part of the General Fund but are accounted for separately.
12.2 The Chartered Institute of Public Finance and Accountancy (CIPFA) does not prescribe levels for reserves, preferring local authorities to use their own judgement. CIPFA does recommend that when assessing the appropriate level of reserves, a well managed authority will ensure that the reserves are not only adequate but also are necessary.
12.3 Reserves are generally used as a working balance to help smooth uneven cash flows across financial years, as a contingency for unexpected events and to build up funds for a specific purpose.
12.4 The balance on the general reserve as at 1 January 2011 was £10.344m. For the purposes of projecting the reserves position it is assumed that a further £8.000m will be added to reserves from planned underspending in 2010/11. The underspend would have been more, but approximately £2.000m of the 2010/11 budget may be required to pay for voluntary redundancy costs, thus reducing the call upon reserves for the cost of change. It has been assumed that £4.000m of the planned underspends contributed to reserves will be made available to assist with the 2011/12 budget. This will facilitate the agreed strategy to absorb budget reductions in 2011/12 whilst sustainable transformational change is designed and implemented. No other underspends or overspends are assumed.
12.5 The insurance reserve is not expected to change, but is maintained to provide a source of funding should a significant insurance related outlay be incurred.
12.6 The spend to save reserve is built up for specific schemes, subject to approval. A spend to save reserve with additional sums available for investment would be desirable in order to pump prime efficiency related initiatives that would payback an initial investment. The potential to add more funds to the spend to save reserve will be considered at the end of the financial year.
12.7 The earmarked reserves hold any balances for devolved budgets and the Netley Business Plan trading account. Surplus from the Netley Business Plan trading is used to upkeep the facilities and generate further income. The balances have been used to pay for maintenance and improvements to premises that would otherwise been paid for from Authority budgets.
12.8 The capital (revenue contributions) reserve holds revenue contributions towards capital expenditure. Contributions are received from OCU/Department revenue budgets towards expenditure that can take place over more than one financial year due to the length of time taken to tender and deliver the goods or works, for example, building refurbishments.
12.9 The budgeted position on reserves for 2010/11 to 2014/15 is shown at appendix G. The protocols for reserves are reported at appendix H. The report on the robustness of reserves is included in the Treasurer’s statement at appendix I.
12.10 The target for the level of reserves has been set previously in the financial health indicators at 1.5% of the budget requirement. The target of 1.5% may be reasonable again for 2011/12, but a larger reserve may be desirable for 2012/13 onwards as the increased budget pressures may make it more difficult to absorb unforeseen or spend to save costs within the cash limited budget in future. In addition, reserves could also be increased to offset the risk of overspending on the significant level of capital spending planned.
13. Council tax precept

13.1 Although Government grant will be reduced, the recommendation within this report is to freeze council tax for 2011/12 at the current 2010/11 level. The Government has made available specific grant that may be claimed by local authorities, including police authorities, if council tax precept levels are frozen. The amount available equates to 2.5% of the total council tax precept receivable for each authority. The Home Office funding settlement has set aside £75m for police authorities. Analysis by the Police Authority Treasurers’ Society confirms that this provides the equivalent of 2.5% of total council tax precept for each authority. Hampshire’s share equates to £2.505m as 1% of council tax equates to approximately £1m. The amount will be paid as a grant for each year in the spending period 2011/12 to 2014/15.
13.2 The council tax base for 2011/12 is 689,215.58 (684,830.69 in 2010/11). Therefore, despite the precept rate being frozen, the amount receivable from council tax precept will increase to 100.798m. The council tax bands and precept for each authority are shown in appendix J. 
13.3 The Authority’s share of the balances on the billing authorities’ Collection Fund accounts is £1.042m (0.579m in 2010/11).
13.4 Appendix K, presents the 2010/11 precepts issued by the 31 shire police authorities in England and Wales. It shows that HPA had the 6th lowest precept of the 31 authorities. It is expected that most authorities will freeze precept levels and, therefore, HPA is expected to remain in the lowest quartile for Band D council tax precept.
14. Consultation
14.1 Both the Authority and the Force undertake regular consultation throughout the year on a range of policing matters and the level of service provided. In addition to that consultation, the Finance Committee agreed that specific consultation should take place on the budget. A joint event was held with Hampshire Fire and Rescue Service on 13 January 2011. Representatives from the business community, residents’ associations and Constabulary staff associations were invited. The consultation event outlined the proposed freeze to precept. 
14.2 A workshop with members of the public also took place on 23 January 2011. The outcome of the events is reported elsewhere on the agenda.
15. Financial Health Indicators
15.1 Financial health indicators are reported in appendix L. These indicators are monitored against the targets shown.
16. Major partnerships and other organisations

16.1 The Authority delivers service and supports community safety in conjunction with a number of partner organisations. Partnerships can be statutory or voluntary. Some of the partnership arrangements are significant in financial terms.
16.2 The Safer Roads Partnership (SRP) receives funding via the contributing partners (local authorities). The Constabulary takes an active role in the partnership as the partnership makes a significant contribution to the shared objective of reducing road traffic incidents. A holding account is used within the Authority’s accounts to ensure that transactions relating to the SRP net off to a nil balance. It should be noted that the financial difficulties being experienced by local authorities nationally has resulted in some authorities withdrawing financial support to safer roads partnerships and there is a similar risk of reduced financial support for the Hampshire and Isle of Wight partnership. It is understood that Portsmouth City Council will not be contributing funding in 2011/12 and others may follow. However, the Driver Awareness Training programme provides a sustainable model, which may be capable of delivering the objectives of the partnership at no additional cost should further partners withdraw.
16.3 The Authority provides accounting and other related services, such as IT, legal, procurement and HR support, to the ACPO Criminal Records Office (ACRO). The costs of providing support are recharged to ACRO and reviewed on an ongoing basis as costs often vary upon demand. The ACRO account is also accounted for on a holding account basis to ensure that income and expenditure offset each year, with any surplus or deficit carried forward. The provisional estimated value of gross expenditure and income for 2011/12 is circa £7.655m. A breakdown by subjective analysis is shown at appendix M. The Authority employs ACRO staff and has signed a lease for a building for ACRO, as ACRO is not a separate legal entity. The Authority holds a surety of £1.000m from ACRO as protection against any liability for the employees, the lease and any other contracts in place.
16.4 The Authority is a partner in the Youth Offending Team (YOT). HPA contributes a grant each year to the YOT. The grant awarded in 2011/12 will be £0.591 (£0.695m in 2010/11). Total expenditure for the YOT for 2011/12 is forecast as £0.966m, but still subject to confirmation.
16.5 The Authority is a partner in the Local Criminal Justice Board and also operates a holding account to account for income and expenditure for the partnership. The estimated gross value of income and expenditure is circa £0.080m.
16.6 Some officers are seconded to other organisations, such as the Home Office, each year. The receiving organisation is expected to reimburse the sending organisation for the cost of the officer’s gross salary, including pension. There are offsetting budgets of £1.988m in employees and service income for secondments in the 2010/11 budget.
16.7 All TO OCU Commanders are statutory members of Crime and Disorder Reduction Partnerships (CDRPs). The CDRPs do influence spending of certain grants and the use of resources by the constituent partners but CDRPs are not legal entities and therefore do not directly hold any funding.

17. Significant risks to the 2011/12 budget
17.1 There is a risk that funding reductions for partners could impact upon the Authority’s costs, for example, reductions in NPIA funding could result in the Authority having to pay for training or other services previously delivered by NPIA. 
17.2 There is a risk that inflation could increase beyond the amounts budgeted for 2011/12. Inflation has been provided for at current best estimates but prices, for example, vehicle fuel, can increase rapidly even within a depressed economy. Budgets will have to be monitored closely and action taken to address any inflationary pressures as the budget will be cash limited.
17.3 Forces will have to pay on-call allowances for those officers on-call as a result of national pay negotiations. It is expected that the amount can be paid from within the existing Special Priority Payment (SPP) at no additional cost. If SPP cannot be used to pay for this allowance the Authority could have to pay up to £0.500m pa. For operational and welfare purposes, the Force will seek to reduce the number of officers on-call whether or not the allowance is payable from SPP, so the actual risk is lower.
18. Significant risks to the 2012/13 budget and beyond

18.1 The Change Programme aims to deliver transformational change resulting in a new structure by April 2012 that will place the Authority in a sustainable financial position for the spending review period. There is a risk that the Programme does not deliver sufficient transformational change to achieve the savings necessary or that change takes longer to implement and savings cannot be delivered as quickly as planned. The Change Programme is being closely monitored at all levels to ensure that sustainable changes are delivered within the appropriate timeframe. The Authority and Force have planned underspend savings in 2009/10 and 2010/11 to build reserves to a level that enables the cost of change to be met and allows for the impact of funding reductions to be smoothed to give time for sustainable changes to be made.
18.2 There is a risk that the savings required will impact on performance. The savings are targeted towards areas which have least impact upon performance. The Change Programme provides an opportunity for the Force to reshape the way service is delivered, offering efficiencies that will facilitate improvements in service at a lower cost. The Chief Constable has stated that the number of posts on neighbourhood teams, emergency response and local crime detection will remain the same in 2011/12. The Chief Constable’s aspiration is to do the same for 2012/13. This will be kept under review as the Change Programme progresses.   
18.3 The 2011/12 budget and updated MTFS only allow for the revenue impact of capital schemes included within the Capital Programme. New capital schemes or increased costs for existing capital schemes would add additional pressure to the income and expenditure budget, more likely in the financial years beyond 2011/12. All additional capital expenditure will continue to require Authority approval. The Authority must ensure that all additional capital investment is prudent, affordable and sustainable as required by the Prudential Code.

19. Other implications

	AUTHORITY AREA
	IMPLICATION

	Statutory Duty/Good Practice
	It is a statutory duty to approve a balanced budget. 

	Equality, Diversity and Human Rights
	All contracts awarded and projects comply with legislation and internal standards on equality, diversity and human rights

	Vulnerable People and Every Child Matters 
	Not applicable.

	Environmental Impact
	Not applicable.

	Trust and Confidence
	Effective budget setting and control is a cornerstone of ensuring resources are used in the best way to deliver excellent service and improve public confidence.

	Partnership and Collaboration
	Options for partnership and collaboration are always considered and used where they provide benefit. The report sets out budgets for major partnerships and other organisations.

	Strategic Documents
	The report links with the Medium Term Financial Strategy, Capital Programme, Treasury Management policy and Prudential Indicators.


Section 100D (Local Government Act 1972) background papers

The following documents disclose facts or matters on which this report, or an important part of it, is based and has been relied upon to a material extent in the preparation of this report.

NB the list excludes:

1. published works; and,

2. documents that disclose exempt or confidential information as defined in the Act.

	Title
	Location

	None
	None


Appendix A
Damping impact on police authorities in England

[image: image1.png]Local Authority Relative |Relative [Central [Principal [Floor  [Formula
Needs  |Resource |Allocation [Formula  [Damping |Grant
|Amount — |Amount Police

Grant

City of London - Police 42459 D165 0450 31649 12809 51564

GLA- police 655565 -BB532 273513 112773 35298 2025500

Greater Manchester Police 131576 -3900 91293 248472 1062 4BB.503

Merseyside Police 61951 2875 47004 137765 7434 271248

South Yorkshire Police 46086 0000 46432 110770 2022 205290

Northurnbria Police 57890 1676 49572 124285 20912 250963

West Midlands Police 161643 2090 92785 272888 27448 497785

West Yorkshire Police 63155 1667 79235 192654 9BM 343535

Avon & Somerset Police 34148 B98I 5756 120928 20329 185273

Bedfordshire Police 11014 2298 21423 43914 D971 73181

Carmbridgeshire Police 10138 3B 27655 53739 4456 63445

Cheshire Police 14363 6733 35276 69514 10331 122746

Cleveland Police 25678 0600 19812 5135 1574 97619

Curnbria Police 5604 2428 17397 33055 15553 6962

Derbyshire Police 15138 2779 35435 70155 1953 11599

Devan & Cormwall Police 26747 9287 59446 118940 4B 191220

Dorset Police 5842 7134 24978 45866 2598 0664

Dutharn Police 16720 0952 21393 47785 7215 92180

Essex Police 0488 11343 61257 117610 4704 183301

Gloucestershire Police 5915 -4163 20734 39052 0184 61408

Harnpshire Police 841 11452 66226 137967 1736 21225

Hertfordstire Police 19562 -0BB3 38638 79480 3012 124000

Hurnberside Police 7987 1399 3R&71 74795 3620 130333

Kent Police 2635 1212 58972 117878 8418 199504

Lancashire Police 0679 3785 50758 114339 5095 207006

Leicestershire Police 18643 1923 35155 72433 4097 120411

Lincolnshire Police 2015 2378 24803 42863 0174 67477

Norfolk Police 9384 3627 30412 57661 3043 90766

North Yorkstire Police 0499 5366 26084 47245 6513 78953

Northarmptonsire Police 10526 2673 24414 M85 3453 77374

Nottingharnshire Police 32019 1208 3212 86850 11997 143875

Staffordshire Police 15916 3809 375 74172 0715 123102

Suffolk Palice 4357 3503 25513 45906 0835 73168

Surtey Police 6413 14443 39143 70028 4143 105292

Sussex Police 2258 14029 55205 108978 2088 174829

Thames Valley Police 6970 18580 7BBA1 153155 763 247552

Warwickshire Police 5127 3433 18982 35186 0509 55266

West Mercia Police 6537 775 41757 74143 11524 126204

Wiltshire Police 3955 4634 23206 41613 3020 G697

38 police authorities in England

Gain from darmping 18

Lose from darnping 2

Source: Department for Communities and Local Government website:
hitp: /A local.communities. gov.uk/finance/1112/111 2breakdown.xls






Appendix B
Budget Pressures and Growth
[image: image2.png]Title Detal 2011112 | 201213 | 2013114 | 2014115
Proposal| Proposal | Proposal | Proposal
£000 | £000 | £000 | £000
BCU Fund legacy costs | To continue with essential 394 394 394 394
operational activity previosuly funded
via the BCU Fund
Management of Digital Data| Enable sufficiert storage of digital 273
across the Force information to fulfl business
requirement
IMPACT IMPACT - PND support for the IT 198 248 264 264
secure infrastructure.
Request for additional ‘Additional budget is needed over the 100 100 100 100
budget for HR £700k already approved for this
Modernisation project project. Maintenance costs were not
originally included in the project
budget
Strategic Mairtenance | To reinstate this budgetto former 250 250
levels to ensure that the current force
estate and its maintenance is not
compromised
Special Constabulary Cost of doubling recruitrert of 83 83 83 83
Specials
New Force Data Centre | Update Netley Data Certre to 27 32 32 32
replace the current facility at PHQ
(revenue impact of £600k capital)
Total 1325] 1106 872 986






Appendix C
Current policies shortfall, budget pressures and growth budget gap

	Current policies shortfall, budget pressures and growth


	Amount £m

	Original current policies shortfall (reported to September Finance Committee)
	23.512

	Net changes to current policies
	0.400

	Changes to grant assumptions
	(3.164)

	Sub total reported to December Finance Committee
	20.748

	
	

	Additional bank holiday
	0.171

	Levy increases (PND, PND, Firearms, GIS)
	0.167

	Inflation review for rates, gas, electricity & fuel
	0.183

	Additional counter-terrorism grant related expenditure
	0.284

	Additional counter-terrorism grant
	(0.281)

	Leased building costs
	(0.102)

	Contributions from reserves updated for Spend to Save contributions
	(0.114)

	Capital financing and interest receivable (net)
	(0.320)

	Local Govt Pension Scheme contribution rate
	(0.394)

	Council tax base and precept
	(1.433)

	Sub total 
	(1.839)

	Total net current policies gap
	18.909

	
	

	BCU Fund legacy costs
	0.394

	Management of digital data
	0.273

	IMPACT Programme PND infrastructure
	0.198

	HR replacement system
	0.100

	Strategic maintenance
	0.250

	Special Constabulary additional recruitment
	0.083

	New Force Data Centre
	0.027

	
	

	Total
	20.234


Appendix D
Sources of funding the budget gap
	Sources of funding

	Amount £m

	Reduction in supervisory ratios (78 ftes)
	4.118

	Reduction in vacant police officer posts not being filled (82 fte posts)
	3.451

	Zero Based Budget Review December 2010
	1.698

	Reduction in vacant police staff posts not being filled
	1.132

	Criminal Justice Department review
	1.267

	Reduce Special Priority Payments
	1.000

	Forensic Review
	0.900

	Incident Management Unit review
	0.803

	Reduce overtime
	0.779

	Zero Based Budget Review December 2009 Challenge
	0.234

	Police Authority savings
	0.179

	Crime Desk volume crime review
	0.165

	Communications Intelligence 
	0.150

	Mobile phone contract savings
	0.105

	Youth Offending Team contribution (net)
	0.057

	Property services
	0.056

	Provision of hire cars
	0.049

	Detainee meals
	0.032

	Travel management 
	0.026

	Review of Roads Policing Unit fleet
	0.019

	Area Car provision (1, 4 and 5 OCUs)
	0.011

	Scientific Services fleet
	0.003

	Use of 2010/11 underspend
	4.000

	Total
	20.234


Appendix E
Net Revenue Budget 2011/12
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Appendix F
Updated Medium term Financial Strategy 2011/12 to 2014/15
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Appendix G
Reserves
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Appendix H
Protocols for reserves

	Reserve


	Purpose
	Use of Reserve
	Management and Control


	Review Process

	General
	To provide an adequate balance for one-off expenditure or unforeseen additional costs that may arise during the year
	To provide for unexpected events, such as a major crime investigation and / or unexpected financial changes during the year.
	Treasurer
	Finance Committee and Police Authority in preparing budgets and close of accounts.

	Capital (Revenue Contributions)
	To facilitate revenue contributions towards the financing of capital expenditure

	To finance locally resourced capital expenditure
	Director of Finance and Resources
	Medium Term Financial Strategy, budget monitoring and close of accounts.

	Insurance
	To cover excess costs and additional claims
	To supplement budgeted insurance premiums


	Treasurer / Director of Finance and Resources
	At least annually on close of accounts

	Spend to Save
	To provide funding for investment which will generate future savings


	For approved investment purposes
	Director of Finance and Resources
	Reviewed annually

	Earmarked
	To provide for carry forward of planned savings on devolved budgets


	To fund non-recurring expenditure in future years
	Chief Constable / Director of Finance and Resources
	Reviewed annually with close of accounts


Appendix I
Statement by Treasurer

Local Government Act 2003

1.
The Act comprises of a series of duties and powers that give statutory support to important aspects of good financial practice.

2.
Section 25 of the Act requires the Chief Financial Officer (the Treasurer) to report to the Authority when setting its council tax on:

· the robustness of the estimates included in the budget

· the adequacy of the financial reserves in the budget

3.
The Authority is required to have regard to this report in approving the budget and council tax. It is appropriate for this report to be part of the council tax precept report to the Committee, provided that the content is also fully available to the Authority in making its final decision.

4.
CIPFA guidance on reserves and balances provides the general framework for this report. This puts emphasis on the Medium Term Financial Strategy (MTFS). The MTFS was reported to the September 2010 Finance Committee and updated at the December 2010 meeting. The level of reserves has been scrutinised and a forward strategy set. Appendix H updates the forecast for reserves and appendix I sets out the purpose, use and monitoring of each reserve.
5.
Section 25 of the legislation concentrates more on uncertainty within the budget year rather than what may be known losses or higher spending required in future years or greater future uncertainty.

6.
The Authority’s decision on the budget and precept for 2011/12 is the conclusion of the process involving consideration of the draft budget:

· by the Committee in considering the MTFS and grant, budget and council tax outlooks in the Autumn; 

· by the Constabulary’s ACPO Group; 

· by the Constabulary’s Budget Workshop in October 2010 (at which the Authority was represented);
· by including savings identified through the Change Programme;

· budget consultation with residents, staff associations, business and council tax payers/residents associations. 

7.
The Treasurer has ensured that appropriate information and advice was given at all these earlier stages so that a positive opinion can be given at this stage.

8.
In setting the budget the Authority should have regard to the strategic, operational and financial risks facing the Authority in the context of an overall approach to risk management. The risks include:
· Inflation

· Police officer and police staff pay is provided at 0% increase for September 2011 and September 2012. Increases in cost in 2011/12 as a result of the full year impact of September 2010 inflationary increases are provided for within the budget. General prices (where appropriate) at circa 2.5%, with non domestic rates (4.7%), gas (13%), electricity (4.5%) and transport fuel (3.6%) higher based on specific forecasts. The increases for gas and electric are in line with the supply contract increase. These should be adequate, particularly for pay, but action might be required if inflation in some areas is greater than provided for. 
· interest rates are covered in more detail in the Treasury Management report to the February Finance Committee. The budget assumes that rates are fairly static or, if they do change, it is not likely to significantly adversely affect the budget;

· pay drift – increments are budgeted for;
· additional spending and savings included in the budget - details of these are fully set out and implications understood in previous consideration. 
· efficiency savings – there is a good track record covering the process and achievement of these, although this makes continuous achievement more challenging;

· budgets and MTFS – these are well established processes;

· strength of financial information and reporting arrangements – again well established with regular monitoring reports;

· capital programme – payments generally tend to slip rather than accelerate. No significant expenditure on capital projects is expected to take place in 2011/12. Capital financing is provided for the completion of the new Southampton HQ and a provisional sum has been included for the preliminary work to formulate the Estate Development Programme. The Programme may require additional investment in the estate, but it is unlikely that significant costs will be incurred in 2011/12. The Estate Development Programme will endeavour to deliver improvements to the estate on a cost neutral basis, however, there are likely to be cashflow implications if new estate has to be made available, before existing estate can be disposed of. The overall strategy and associated cashflows will be developed in more detail in 2011/12. 

· capital financing costs present a considerable strain on the revenue budget and the Authority will need to review the priority and timing of its commitments. Capital receipts are based on a detailed review of when assets become available for sale and will take into account any changes in property prices brought about by market rates;

· the level of borrowing and outstanding debt is relatively low but will increase in future years as major projects are undertaken and the availability of capital receipts reduces. An income budget for interest receivable has been included because of current balances and the level of income received in 2010/11. These matters are fully covered in the Treasury Management report and Prudential Indicators;

· the new Southampton HQ will be operational in 2011/12. An assessment of additional budget required has resulted in an additional £0.250m being included for expected increased premises costs, specifically for non-domestic rates. Further analysis of other premises related costs will be undertaken and actual costs will be monitored. This could result in further additional budget changes for Southampton HQ in 2011/12. Any further additional costs will be absorbed within the 2011/12 budget.   

· contingent liabilities were reported in the 2006/07 to 2009/10 statement of accounts for the level of Special Priority Payment. The estimated exposure is circa £0.5m for each financial year;

· major incidents is the most uncertain risk, but the general reserve should be adequate based on previous experience; 
· risk management and insurance arrangements have in recent years proved to be effective and not resulted in undue financial strain on the budget. A strategic risk register is used to record, monitor and manage significant risks. The strategic risk register is reported to the Authority’s Governance Committee and the Force’s ACPO Group; 

· the Audit Commission in its 2009/10 Annual Audit Letter stated that the Authority’s financial planning framework remains sound;

· the announcement of the budget settlement on 13 December 2010 provides greater certainty of grant levels for 2011/12 and 2012/13 in particular.
· risk of capping of the 2011/12 budget is thought to be very low as no increase in council tax is proposed, which is supported by Government policy and funding. 

9.
In setting the levels of reserves due regard has been given to Local Authority Accounting Panel Bulletin 77 issued in November 2008. This includes:

· the 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 efficiency savings and productivity gains;

· the financial risks inherent in any significant partnerships, major outsourcing arrangements or major capital developments;

· the availability of reserves, government grants and other funds to deal with major contingencies and the adequacy of provisions;

· the general financial climate to which the authority is subject.
Appendix J
Council tax base and precepts
Council tax rate per band
[image: image6.png]Council tax at each band

Band A B Cc D E F G H

£ 9750 11375 13000 14625(17875(21125| 24375| 29250

No. of dwellings| 105772| 176663| 214,097 137,717] 93,894(52426| 30,245] 3,315
814,129

Total number of dwellings





[image: image7.png]Collection authority tax bases and share of precept 2011/12

Collection authority Taxbase Precept (£)
Basingstoke and Deane 6465500 | 945579375
East Hampshire 4833233 | 7.068,603.26
Eastleigh 44368.15 | 648884194
Fareham 42,796.00 | 625891500
Gosport 2759510 | 403578338
Hart 3796718 | 5552,700.08
Havart 4292500 | 627778125
Isle of Wight 5544300 | 8,108538.75
New Forest 73,04760 | 1068321150
Portsmouth 5091490 | 8762554.13
Rushmoor 3167186 | 463200953
Southampton 66,644.00 | 9,746,685.00
Test Valley 45875.00 | £.709218.75
\Winchester 4798046 | 7.017.142.28
689,215.58 100.797.778.58





Appendix K
Band D Council Tax – Shire Police Authorities in England and Wales 
[image: image8.png]1 Essex 132.12
2 Sussex 13842
3 Kent 13868
4 Cheshire 14453
5 Bedfordshire 144.77
6
7 Lancashire 146.27
8 Hertfordshire 147.82
9 Durham 153.41

10 Tharmes Valley 154.30

11 Devon & Cornwall 156.60

12 Wiltshire 157.77

13 Nottingharmstire 160.11

14 Suffolk 160.74

15 Derbyshire 163.74

16 Humberside 166.47

17 Avon & Somerset 168.03

18 Cambridgeshire 169.56

19 Leicestershire 169.63

20 Warwickshire 174.10

21 Staffordshire 17761

22 West Mercia 178.72

23 Lincolnshire 179.28

24 Dorset 180.00

25 Cleveland 187.84

26 Norfolk 191.16

27 Northamptonshire 193.20

28 Curmbria 193.89

29 Surrey 19854

30 Gloucestershire 199.69

31 North Yorkshire 20455

Average 167.03

Hampstire difference from average £2078

Hampshire 201011 council taxbase 684,830.69

Difference from average muliplied by taxbase ~ -£14,227,910

Therefore, Harmpshire and Isle of Wight council taxpayers pay
£14m less than the shire police authorities average



 
Appendix L
Financial Health Indicators

	
	Actual

2009/10
	Target

2010/11
	Target

2011/12

	Variance from budget
	
	
	

	Net service spend (%)
	-2.6%
	+/– 1%
	+1%/– 1%

	Amount met from grant & council tax (%)
	-2.6%
	+/– 1%
	+1%/– 1%

	Balances as a % of budget requirement
	5.4%
	1.5%
	1.5%

	
	
	
	

	Capital Programme
	
	
	

	Carry forward of schemes (% by value)
	35.1%
	20%
	20%

	Capital expenditure variance (%)
	-35.1%
	+/– 10%
	+/– 10%

	Capital receipts variance (%)
	16%
	+/– 10%
	+/– 10%

	
	
	
	

	Prudential Indicators
	
	
	

	Capital Financing Requirement
	35.022
	60.303
	As per Prudential Code report

	Authorised limit (£m)
	20.2
	60.3
	

	Upper limit – fixed borrowing (£m)
	20.2
	48.2
	

	Upper limit – variable borrowing (£m)
	0
	40.1
	

	Ratio of financing costs to net rev stream
	0.45
	1.30
	

	
	
	
	

	Income collection
	
	
	

	% of debt > 12 months old at end of year
	2.8%
	<17.5%
	<17.5%

	% of debt > 6 months old at end of year
	3.6%
	<20%
	<20%

	% of debt > 60 days old at end of year
	26.1%
	<60%
	<60%

	% of debt written off to debt raised
	0.03%
	<1%
	<1%


Appendix M
ACPO Criminal Records Office Estimate 2011/12 
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Note: Any surplus or deficit on the budget each year is carried forward by the ACPO Criminal Records Office on an earmarked basis either to invest in new development or to recover
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