NORTHUMBRIA POLICE AUTHORITY - 14 DECEMBER 2005

LEADERSHIP AND STRATEGIC MANAGEMENT

PROVISIONAL LOCAL GOVERNMENT FINANCE SETTLEMENT 2006/07 and 2007/08

REPORT OF THE CLERK, TREASURER AND CHIEF CONSTABLE

1. Purpose of the Report

1.1. To advise the Police Authority of the implications of the provisional Local Government Finance settlement for the financial years 2006/07 and 2007/08.

2. National Position

2.1. The Home Secretary announced details of the Provisional Local Government Finance settlements for the financial years 2006/07 and 2007/08 on the 5th December 2005.

2.2. Total provision for policing grant and central spending in 2006/07 and 2007/08 will be £10,570m and £11,047m, overall increases of 5.0% and 4.5% respectively.

2.3. The settlement includes increases of 3.4% (including a small increase to take account of losses from amending reports) and 3.7% in general grant.  In addition, it is intended to increase the new specific grant for Counter Terrorism, the amount of which will be announced in the near future.

2.4. The Police formula grant has been fundamentally reviewed for this settlement.  Members will recall the report to the Authority of 21 September 2005 informing of proposed changes to the funding formula system, and seeking comments on the proposed response to the ODPM by the due deadline of 10 October 2005.  The Authority’s response centred on the rejection of all options on the basis they were statistically flawed and would have to be fundamentally changed to reflect strategic forces.

2.5. The model chosen for the formula for the next 2 years, from those consulted upon, is POL2 (Full Review with 7 Crime Categories).  To maintain stability, a floor damping mechanism has been applied.  This guarantees a minimum increase in Formula Grant for all authorities.  A broadly flat rate increase of 3.2% and 3.7% for all police authorities has been applied for 2006/07 and 2007/08.

2.6. A new model for distributing Formula Grant has also been introduced.  This replaces the previous system of Formula Spending Shares (FSS) and is described later in the report.

2.7. In moving to the new system of pension funding reported to members at the Resource Management Committee of 6th July 2005, sums of £313m for 2006/07and £328m for 2007/08 have been taken out of the formula with similar sums to be provided to cover authorities’ costs later in the financial year.

2.8. Police authorities will continue to receive extra funding through a number of specific grants.  Total provision for specific grants in 2006/07 is £588m and in 2007/08 £840m reflecting the increase in PCSO recruitment.

2.9. The statement from the Home Secretary also expects council tax increases to average less than 5% over the next two years.

3. 
Northumbria Police Authority Provisional Settlement 2006/07 and 2007/08

3.1. For Northumbria, the provisional settlement for 2006/07 is formula grant of £229.946m, and £238.454m for 2007/08.  These represent annual increases of £7.13m (3.2%) and £8.508m (3.7%) respectively.  

3.2. In moving to the new system there is considerable volatility in individual authorities’ allocations as described in a report to the Authority in September.  A damping of the change has been made using as the baseline what authorities would have received in 2005/06 had the new pensions financing system been in place.  The transfer of counter terrorism and net pensions has resulted in the 2005/06 figure for Northumbria for comparative purposes been adjusted from £232.161m to £222.816m.  This is the figure that the 2006/07 is compared against to give the 3.2% increase.

3.3. The composition of this funding illustrating the new distribution model is shown in Tables 1 and 2 below:

Table 1: 2006/07 Provisional Formula Grant

	
	2006/07 Provisional
	Adjusted 2005/06
	Variance
	%

	
	£m
	£m
	£m
	

	
	
	
	
	

	Relative Needs Formula
	48.107
	N/a
	N/a
	N/a

	Relative Resource Amount
	-1.297
	N/a
	N/a
	N/a

	Central Allocation
	50.293
	N/a
	N/a
	N/a

	Floor Damping
	27.280
	N/a
	N/a
	N/a

	Police Grant
	105.563
	N/a
	N/a
	N/a

	
	
	
	
	

	Formula Grant
	229.946
	222.816
	7.130
	3.2


3.4. The new “Four Block” model comprises:

· Relative Needs Formula (RNF) which is an alternative to the previous FSS reflecting comparative needs;

· The Relative Resource Amount reflects the Authority’s ability to raise local taxation;

· The Central Allocation is a per capita amount 

· Floor Damping ensures all authorities receive a minimum grant increase.

The new grant distribution model makes comparisons with the current year difficult.

3.5. Northumbria has therefore moved from being over £6m above the ceiling to being £27.28m below the floor.

3.6. Table 2: 2007/08 Provisional Formula Grant
	
	2007/08 Provisional
	2006/07 Provisional
	Variance
	%

	
	£m
	£m
	£m
	%

	
	
	
	
	

	Relative Needs Amount
	49.849
	48.107
	1.742
	3.62

	Relative Resource Amount
	-1.358
	-1.297
	-0.061
	4.7%

	Central Allocation
	53.075
	50.293
	2.782
	5.53

	Floor Damping
	29.289
	27.280
	2.009
	7.36

	Police Grant
	107.599
	105.563
	2.036
	1.93

	
	
	
	
	

	Formula Grant
	238.454
	229.946
	8.508
	3.7


3.7. Northumbria’s increase in grant funding of 3.7% is at the floor.  As can be seen from the table, without the application of the floor, Northumbria would have received £29.289m less.  The main change from 2006/07 is what is emerging as a flawed projection of population.

3.8. Northumbria will also benefit from an additional cash payment of £0.616m in 2006/07 arising from the 2004/05 (£0.458m) and 2005/06 (£0.158m) Amending report adjustments. These adjust for errors in calculating population data in some areas in 2003/04 which flows through to 2004/05 and subsequently 2005/06, data changes for 2004/05 from 2001 Census, and correction of pensions data in 2005/06.  The net receipt of grant in 2006/07 will therefore be equal to £230.562m.

3.9. In addition to the above, the Authority will also benefit in 2006/07 and 2007/08 from specific grants as shown in Table 3 below: 

Table 3 Specific Grant Funding
	
	2005/06
	2006/07
	2007/08

	
	£m
	£m
	£m

	Crime Fighting Fund (estimated)
	7.27
	7.27
	7.27

	Neighbourhood Policing Fund (estimated)
	1.19
	2.56
	9.91

	Community Support Officers Rounds 1-3 (est)
	0.91
	0.94
	0.97

	BCU Fund (estimated)
	1.35
	1.35
	1.35

	
	
	
	

	Total specific grants (estimated)
	10.72
	12.12
	19.50


3.10. In order to give more control over specific grants to enable police authorities to operate more flexibly, from 2006/07 four other major specific grants will be consolidated into a single fund.  Each police authority will receive the current level of funding it receives from the four grants but, like formula grant, it will not be tied to particular initiatives.  The new fund will not however be tied to floors and ceilings.  The level of funding these grants provide has been frozen at 2005/06 cash levels, and it is understood that they will remain at these levels in future years.  The consolidated grant allocations for 2006/07 and 2007/08 are in Table 4:

Table 4  Consolidated Specific Grants

	Allocation from former Rural Policing Fund
	Allocation from former Forensic Grant
	Allocation from former Special Priority Payments Grant
	Allocation from former London / SE Allowances Grant
	Total Amount of Grant

	£
	£
	£
	£
	£

	0
	930,972
	2,124,245
	0
	3,055,217


3.11. Provision for net pension costs and Dedicated Security Posts have been moved from general to specific grants.  The estimated funding for pensions and counter terrorism is £13.069m in 2006/07 and £12.842m in 2007/08.

3.12
Northumbria continues to receive no share of the £30m funding for rural areas. This is still only available to the 31 force areas which have the most widespread population.

3.13 There is no reference in the settlement to any additional funding toward the set up costs of strategic forces, except a reference to capital allocations “taking into account prospective force amalgamations”.  The Home Secretary has set up a finance group to progress this and other structural issues.

3.14 The consultation period for these changes and any representation against any individual allocation of resources ends on 11th January 2006.  The final settlement will be announced in early February.

4 
Police Capital Allocations

4.1 The Home Office has not yet advised Police Authorities of individual capital allocations for 2006/07 and 2007/08. 

5 Conclusion

5.1 Despite representations to the Home Secretary in September on the proposed changes to formula grant and the distribution system, it is disappointing that he has decided to implement both.  The former results in a massive swing in grant and results in damping worth £27.2m in 2006/07 and £29.3m in 2007/08 with no obvious change in Northumbria’s needs.  The latter change is a major surprise across the whole of local government given that there was universal opposition to the proposal.

5.2
The Authority once again needs to emphasise the flaws in the underlying calculation of the funding formula which will have to be radically reviewed for strategic forces.

5.3 Once again Northumbria does not meet the criteria to qualify for the rural policing fund. Representations to the Home Secretary have been made on this issue in the past although the chances of success in the future appear to have diminished with the consolidation of a number of grants as set out in Table 4.

5.4
The changes to the funding formula and the new distribution system result in a more complex settlement than usual.  More work is being undertaken to fully understand and verify the implications in areas such as the pensions adjustments, the new model and population projections.

5.5
The Authority is asked to consider the above comments and any others it wishes to form part of the response to the provisional settlement.

6 Financial Implications

6.1 Despite the substantial swing in grant taking the Authority from above the ceiling to well below the floor, the damping mechanisms provide an increase in grant which is close to expectations at the time of the Medium Term Financial Strategy.  This will allow the Authority to continue to meet existing commitments and continue to provide a high performing service.  Along with other spending considerations the final settlement will be reflected in the Authority’s revenue budget to be considered by a special meeting in February 2006.

7 Human Rights Implications

7.1 It is considered that there are no human rights implications arising from this report.

8 Equal Opportunities Implications

8.1 It is considered that there are no equal opportunities implications arising from this report.

9 Recommendation

9.1 The Authority is requested to:-

a) Note the contents of this report.

b) Authorise the Clerk and Treasurer, in consultation with the Chair, to submit a response to the provisional settlement by 11 January 2006.
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