
NORTHUMBRIA POLICE AUTHORITY 
18 FEBRUARY 2004

REVENUE AND CAPITAL BUDGETS 2004/05

Joint Report of the Clerk, Chief Constable and Treasurer

Purpose of Report

1 To consider the draft estimates and capital programme for the financial year 2004/05 together with a review of the current year’s budget position.

Considerations
In preparing the Revenue and Capital Budgets for 2004/05 the Authority needs to consider the following issues:

· The final Local Government Finance settlement for 2004/05

· The likely Revenue and Capital outturn for 2003/04

· The budget pressures facing the Authority in 2004/05

· Council tax capping

· The impact of the Prudential Code for Capital finance in Local Authorities

Local Government Finance Settlement 2004/05

2 The Minister of State for Local Government announced on 29 January 2004, details of the 2004/05 final Local Government Finance Settlement. The final settlement confirms the proposals announced in the provisional settlement, the details of which were reported to the Authority on 26 November 2003.

3 As a result of data updates in the final settlement, minor changes were made to the Authority’s funding.  Revenue Support Grant has reduced by £14,000, National Non Domestic Rates have reduced by £2,000 and Principal Formula Police Grant has reduced by £4,000 giving a net decrease in funding of £20,000. Despite representations, the suspension of the national funding formula in favour of a 3.25% flat rate increase in funding of has resulted in a loss to the Authority of £3.8m grant.

4 A comparison of Northumbria’s Final Revenue Support Grant settlement for 2004/05 with the adjusted 2003/04 figures is as follows:-


Adjusted
Final


2003/04
2004/05
Increase

     £m
     £m
      %

Total Formula Spending Share (FSS)
132.328
139.749
     5.61
======
=======
====

         Revenue Support Grant
  71.038
  77.690
     9.36
         National Non-Domestic Rates
  19.751
  18.821
    -4.71

5 The Home Secretary has also announced details of Police Grant allocations for 2004/05.  Northumbria Police Authority will receive  £124.860m Principal Formula Police Grant, an increase of £1.302m or 1.1% on the 2003/04 baseline.  Along with the £5.722m increase in Revenue Support Grant and Non Domestic Rates, this gives an overall grant increase of 3.28%.

Police Specific Grants

6 In addition to Revenue Support Grant and Principal Formula Police Grant, Northumbria has been allocated £7.27m in respect of the Crime Fighting Fund, which has been included in the 2004/05 revenue budget.  This allocation will finance the ongoing costs of employing the 254 officers recruited to March 2003 and the full year effect of the additional 14 officers allocated to the Authority in 2003/04. 

7 The Home Office has yet to announce the allocation of Basic Command Unit Fund for 2004/05. The funding must be used to support Crime and Disorder Reduction Partnerships and Area Commanders must agree spending plans for 2004/05 with partners.  In addition to direct police activity and operations, the main areas on which funding can be spent are target hardening, anti social behaviour and anti drugs work. The allocation for Northumbria Police Authority, which was £1.35m in 2003/04, has not yet been announced. This will be used to match expenditure in these areas and will have a nil effect on the overall net budget.

Capital Programme 2003/04

8 The Finance Committee considers regular monitoring reports in relation to the capital programme. The latest report in January 2004 indicated that expenditure was currently estimated at  £13.067m. Since the January report, anticipated spending has decreased to £11.159m. This represents a reduction of £2.241m on the 2003/04 original estimate, which is explained by the planned work on the Estate Strategy being deferred pending agreement of the Estate Improvement Plan and slippage in a number of Computers and Communications schemes, which are included in the 2004/05 programme.

Capital Programme 2004/05

9 The proposed capital programme for 2004/05 totals £14.044m and is shown in detail at Appendix A.

10 As part of the medium term forecast as presented to the Authority in October 2003 (Minute 120, 2003/04) it was agreed to include £2m to fund the estate strategy.  This is an indicative figure to allow work on the Improvement Plan to commence and will be the subject of further reports during the year.  Some specific projects have also been included in the programme, which are consistent with the estate strategy.

11 The programme for minor building works, vehicles, plant and equipment and computers and communications totals £11.344m. This is made up of £1.062m relating to Airwave of which £0.965m is carried forward from 2003/04 and £10.282m reflecting operational requirements as assessed by the Chief Constable.  

a. The programme for minor building works includes £0.700m for locker and changing room rationalisation of which £0.350m will be funded through the Home Office Premises Improvement Fund. 

b. The investment of £4.747m in information technology in 2004/05 will allow new systems to be put in place and continue the hardware replacement programme through the technology refresh budget. In addition, selected Microsoft products will be installed throughout the Force over a 3 year period to replace existing software licences. This will also facilitate the replacement of the infrastructure which allows communication between the radio, data and telephone network.
c. Planned expenditure on vehicles will enable the upgrade of unit beat vehicles from the Ford Fiesta to the Ford Focus to continue and will provide sufficient funding to maintain the fleet within the vehicle replacement policy. In 2004/05, provision has been made for an additional 18 unit beat vehicles
d. The provision of £1.102m for Air Support is the contribution of Northumbria Police Authority to the purchase of the new helicopter for use by the North East Air Support Unit. Home Office funding has been agreed to meet 40% of the cost, although progress is subject to a separate report to the Authority and a commitment from Cleveland and Durham Police Authorities.

12. The proposed financing of the capital programme is as follows:




Revised


Estimate

Estimate


2003/04

2004/05

 
 £000

£000

Capital Receipts

0

3,220
Capital Grant

5,853

4,794

Supported Capital Expenditure (Revenue)*

2,049

2,030

Revenue Contributions

3,257

4,000
Total

11,159

14,044

*Formerly Supplementary Credit Approvals

Revised Revenue Budget 2003/04
13
The approved revenue budget for the financial year 2003/04 provided for total police expenditure of £241.230m. After taking account of specific Home Office grant of £123.558m, net expenditure was estimated at £117.672m.

14 The original estimate for 2003/04 has been revised in line with notified pay and price increases and other known variations and has been the subject of regular monitoring reports to the Finance Committee. 

15 The revised estimate for the financial year 2003/04 provides for total police expenditure of £235.810m. After taking account of specific Home Office grant of £123.558m, net expenditure is estimated at £111.560m. There is an overall net underspend of £6.112m against the original estimate. There are no plans to reallocate this sum in the current year and at this stage it is shown as a contribution to reserves. Consideration of this and existing reserves will be taken as part of the medium term financial strategy later this year.
Revenue Budget 2004/05
16 For the financial year 2004/05 a net revenue budget of £124.950m is proposed comprising a total police expenditure requirement of £249.810m offset by specific Home Office grant funding of £124.860m and details are attached at Appendix B.

17 These figures include the cashable savings included in the 2003/04 Efficiency Plan proposals as detailed in the report considered elsewhere on this agenda.

18 The proposed revenue budget will ensure a continuation of the existing level of service including the full year effect of the pay award and the growth proposals approved and implemented during 2003/04.  It also includes all high priority growth initiatives of £2.901m highlighted in the Medium Term Financial Strategy. The main items of recurring growth relate to £0.9m to support the DNA Strategy for which DNA is one of the most effect investigative tools in the detection of crime; and £1.2m for Police Staff, which will allow the recruitment of an additional 100 employees.  Some of this growth will further support civilianisation of Police Staff posts thereby increasing operational resources to the Chief Constable. 
19 Details of the proposed 2004/05 Revenue Budget are summarised as follows:


Revenue Budget Summary 2004/05


Original

Estimate

2003/04

     £000
Revised 

Estimate

2003/04

     £000
Provisional

Estimate

2004/05

     £000


1. 
Police General

Employees

Pensions

Premises

Supplies & Services

Transport

Establishment Expenses

Agency Services

Miscellaneous Expenses

Capital Charges

Contingencies

Income

Add High Priority Growth

Less Home Office Grant

Add Appropriation to reserves

Financed from :-

Revenue Support Grant

National Non Domestic Rates

Precept Adjustment

Precept Income


 172,000

   53,730

     8,590

     7,990

     5,530

     8,180

     5,700

     6,740

     9,030

     4,500

 281,990

   40,760

 241,230

123,558

 117,672
            0

 117,672

   71,038 

   19,751

        321

   26,562

 117,672
 174,170

   54,370

     8,240

     9,150

     5,570

     8,730

     6,510

     6,330

     9,590

            0

 281,660

   45,850

 235,810

 123,558

 112,252

     5,420

 117,672

   71,038

   19,751

        321

   26,562

 117,672
 180,550

   54,840

     8,800

     8,130

     5,730

     9,395

     5,970

     6,910

     9,160

     4,000

 293,490

   46,580

 246,910

     2.901

 124,860

 124,950

            0

 124,950

   77,690

   18,821

        300

   28,139

 124,950
2. 
Capping

20 During the debate in Parliament on the final local government finance settlement, the Minister of State for Local Government repeated his warnings that he will not hesitate to use his reserve capping power. Although capping limits have not been announced, the Home Secretary has written warning letters to authorities “likely to be at the high end of the police precept”.

21 The Authority needs to consider the impact of reserve capping powers when considering the precept for 2004/05. In addition to the increase for 2004/05, ministers can take into account previous rises and the absolute level of the precept compared to other authorities. On both of these measures, Northumbria is in a strong position, especially given that it has the lowest police precept in England and Wales.

22 If capping was applied, Ministers have powers to reduce budgets and revise precepts downwards. This would require all council taxpayers in the Northumbria area to be issued with a revised bill. Accurate costs of a rebilling exercise are not available, but advice from the Local Government Association suggests an approximate cost of £1 per household. For Northumbria, this would be in the region of £600,000.

Precept 2004/05

Approval of Decisions About Precepts
23 Section 19 of The Police Act 1996 states that:-

(1) A police authority established under Section 3 shall not:-

(a) issue a precept under Section 40 of the Local Government Finance Act 1992, or

(b) make the calculations required by section 43 of the Act, except by a decision of the authority which complies with subsection (2) below

(2) A decision complies with this subsection only if the members approving it:-

(a) constitute at least half of the total membership at the time of the decision, and

(b) include more than half the members (at that time) appointed under paragraph 2 of Schedule 2.

24 In effect this means that for any decision on the precept to be valid, it must be approved by nine members of the Police Authority, of whom at least five must be local authority appointees

Precept Calculation
25 The calculation of the precept for 2004/05, based on the proposed revenue budget is:





£m


£m

Net Revenue Expenditure






249.810

Less :

Home Office Grant



124.860

Revenue Support Grant


  77.690

National Non Domestic Rates


18.821


221.371


Balance to be Raised Locally





28.439

26 The proportion of the collection fund surplus due to Northumbria Police from its constituent billing authorities (ie the precept adjustment) is £299,804 for the 2004/05 year (a slight decrease of £21,363 from 2003/04).

27 This effectively reduces the precept requirement to £28.139m. Using the notified Council Tax base figure of 420,433, the precept for 2004/05 can then be calculated as £66.93 at Band D, which represents a 4.90% increase on the 2003/04 precept.

28 The 4.90% increase in precept takes into account the financial standing of the Authority, particularly in relation to the current year and the spending pressures identified in the medium term financial strategy. It allows the Authority to set a revenue budget for 2004/05 which meets all commitments and accommodates all high priority growth items without the need to support the budget with the use of existing reserves.

Consultation With Industrial and Commercial Ratepayers
29 Section 65 of the Local Government Finance Act 1992, requires the Police Authority to consult with representatives of persons subject to non-domestic rates for hereditaments situated within the Authority’s area about the Authority’s expenditure proposals for the financial year.  This consultation must take place before the Police Authority issues its precept.

30 Consultation meetings have been held with the representatives of the North East Chamber of Commerce, Trade and Industry on 24 January and 12 February 2004 and any written comments and observations subsequently received will be circulated to members for consideration.

The Prudential Code for Capital Finance in Local Authorities

31 A report to the Police Authority in November 2003 (Minute 140, 2003/04 refers) informed members of the impact of the implementation of the Prudential Code for Capital Finance upon the Authority.
32 The CIPFA Prudential Code is a professional code of practice to support local authorities in taking decisions relating to capital investment in fixed assets. Local authorities, including police and fire authorities, are required to have regard to the code under Part 1 of the Local Government Act 2003. The basic principle of the new system is that local authorities will be free to invest so long as their capital spending plans are affordable, sustainable and prudent. It is intended that the current system of basic and supplementary borrowing approvals will be discontinued with effect from 1 April 2004.

33 In order to demonstrate that they have fulfilled the objectives of the code authorities must produce a range of key Prudential Indicators. The code does not suggest indicative limits or ratios for these indicators, which are designed to support and record local decision making, and are not intended to be used for comparative purposes. In future years, it is expected that these indicators will be agreed by the Authority in advance of the budget process. Given the timing of the legislation, this has not been possible in the first year.

34 These key indicators can be split into two broad categories, affordability indicators and prudence indicators. Affordability indicators concentrate upon the level of capital expenditure and its impact upon levels of Council Tax. Prudence indicators concentrate on the level and composition of external debt, and are therefore very closely linked to the authority’s treasury management strategy. 

35 The Police Authority’s prudential indicators are shown at Appendix C to this report.

Adequacy of Reserves and Budget Estimates

36 The Local Government Act 2003 requires the Treasurer to undertake an assessment of the robustness of the budget estimates and the adequacy of reserves.

37 In assessing the robustness of the budget, the Treasurer has considered the following issues:

· The general financial standing of the Authority

· The underlying budget assumptions, including an assessment of the estimates for pay and price increases

· A risk assessment of expenditure and income estimates

· The future budget pressures faced by the Authority as identified by the medium term financial strategy

· The adequacy of the budget monitoring and financial reporting arrangements

· The adequacy of the Authority’s internal control system

· The adequacy of unearmarked reserves to cover any potential financial risks faced by the Authority.

38 At 1st April 2003 the Authority had a general reserve of £18.46m, in addition to other reserves which are earmarked for specific purposes. In estimating the level of reserves at 31st March 2004, the Treasurer has taken account of known commitments for 2003/04 and the financial risks faced by the Authority which could impact on the level of reserves.

39 The Treasurer confirms that, after taking account of these issues, the revenue and capital estimates contained in this report are considered robust and that the level of reserves is considered adequate to cover the financial risks faced by the Authority.

Recommendations
40 The Police Authority is requested to:-

1.
(a)
consider the draft capital and revenue budgets for the financial year 2004/05

(b) note the arrangements that were made for consultation in respect of the financial year 2004/05 with appropriate representatives, as required by Section 65 of the Local Government Finance Act 1992;

(c) approve the capital budget and authorise the Treasurer to undertake the appropriate financing;

(d) approve the revenue budget;

2. subject to 1 above, pass the following resolutions:-

(i)
That the Appendices (pages 11 to 18) to this report be approved in respect of;

(a)
the revised capital programme for the year 2003/04 and the capital programme for 2004/05; 

(b)
the revised revenue estimates for the year 2003/04 and the revenue estimates for 2004/05;


3.
note the Council Tax Base of 420,433 for the year 2004/05 as notified by the billing authorities within Tyne and Wear and Northumberland.

4. approve the following amounts calculated by the authority for the year 2004/05 in accordance with Sections 43 to 47 of the Local Government Finance Act 1992:-

(a) £296,390,000          
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;

(b) £46,580,000           
being the aggregate of the amounts which the Authority estimates for the items set out in Section 43 (3) (a) to (b) of the Act;

(c) £249,810,000               
being the amount by which the aggregate at (a) above exceeds the aggregate at (b) above, calculated by the Authority in accordance with Section 43 (4) of the Act, as its budget requirement for the year;

(d) £221,670,196
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, additional grant, relevant special grant or police grant, increased by the net surplus on the billing authorities’ collection funds, and reduced by the aggregate amount of any sums which the authority estimates will be paid by it in the year to billing authorities in accordance with such regulations; and reduced by the aggregate amount of any sums which the authority estimates in accordance with the Schedule to the Local Authorities (Alteration of Requisite Calculations) (England) Regulations 2000, might be paid by it in the year to billing authorities;

(e) £66.9305           
being the amount at (c) above less the amount at (d) above, all divided by the amount noted in Recommendation 3 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;

(f) Valuation bands


A
£  44.6203

B
£  52.0570
C
£  59.4938

D
£  66.9305
E
£  81.8039
F
£  96.6774
G
£111.5508

H
£133.8610


being the amounts given by multiplying the amount of (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 the categories of dwelling listed in different valuation bands;


3. 

5.
resolve that in accordance with Section 40 of the Local Government Finance Act 1992, the billing authorities within the area of this authority be issued with precepts in the amount of £28,139,804 for the financial year beginning 1 April 2003, the amount of the respective precepts to be issued to each billing authority’s area in accordance with the Sections 43 to 48 of the 1992 Act.

6. Note that the issue of a precept under Section 40 of the Local Government Finance Act 1992 and the calculations required by Section 43 of the Act have been made in accordance with Section 28 of the Police and Magistrates’ Courts Act 1994.

7. Approve the Prudential Indicators as outlined in Appendix C to this report.

8. Note the recommendations of the Treasurer in respect of the robustness of the budget and the adequacy of reserves.


