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REVENUE AND CAPITAL BUDGET 2015/16

1. PURPOSE
This report provides a revised Medium Term Financial Forecast (MTFF) following discussions at the budget seminar meeting held on 6th October 2014.   The MTFF has been updated and extended to cover the period 2014/15 to 2019/20 (next CSR period) and reflects an updated People Forecast and Summary Savings Plan.   

2. INFORMATION

2.1 The Chancellor’s Autumn Statement did not appear to affect Home Office funding, but the specific impact on Policing won’t be known until the settlement figures are released on December 17th.  As a consequence the current budget position is unclear, and on this basis a number of scenarios have been examined.

REVENUE BUDGET

2.0 This report details a revised medium term financial forecast, updated to reflect decisions made at the September Budget Seminar along with revised  and additional savings, additional  pressures, changed assumptions on external funding and  assumptions on reserves.

2.0 The MTFF shortfall has increased from £204m to £210m and is estimated to be £229m by 2019/20, the end of the next CSR period. Reserves available to offset the deficit are estimated to be £23m by 31 March 2015. Assuming £4.2m is transferred to the devolvement reserve for in year spending pressures this would leave £18.7m available to balance the budget deficit.

2.0 Within the Organisational Change Reserve is provision of £4m, this would fund approximately 200 redundancies, it is anticipated that £1.5m of this will utilised within 2014/15 leaving sufficient to cover a further 125 redundancies.

2.0 Three different version of the MTFF have been prepared with three different scenarios have been prepared:

· Version 1 – This is based on natural wastage of staff, and presents a balanced budget for 2015/16, but not beyond.
· Version 2 – factors in reductions in staffing numbers to balance the budget in the short term to 2016/17.

· Version 3 –This option would require significant reductions in staffing numbers to deliver a balanced budget to 2019/20.  
ASSUMPTIONS:
2.0 All three versions assume existing Programme of Change (POC) savings plans will deliver fully. The saving gaps identified are over and above existing POC plans. 

2.0 All versions are inclusive of both officers and staff who attract external funding.  These posts are shown below:

Police staff budget as at March 15 for 606 FTEs:

· 292 Regional SSU,

· 58 in Regional Crime

· 135 in NE CTU.

· The remainder spread across the Force e.g. Disclosure and Barring Service staff, detention officers funded by PCC Community Safety Fund, Casualty Reduction staff etc.  
· Additionally, 33 FTEs are budgeted for VIPER in the WYP funded budget, so total 639 FTEs included in numbers for national, region and externally funded.
Police officers budget as at March 15 for 327 FTEs 

· 206 of these are in NE CTU,
· 50 in Regional Crime
· The remainder across the Force e.g. Safer Schools, ACPO funded firearms officers, Prevent funded officers. 
· Additionally, there are 33 WYP funded CTU officers and 15 NPAS in total 375 officers in the numbers for national, region and externally funded
2.6  Other assumptions that have the same impact upon each version are detailed below. 

· External funding amended to reflect there is no guarantee of freeze grant beyond 2015-16 

· External funding amended for potential increase in top slice for Innovation fund and IPCC (nationally this amounts to £50m and £18m per annum respectively based upon 2014/15 )

· Potential increase in NPAS charges

· Reduction in Fleet Savings 

· Reduction in Regional Procurement Savings

· Reduction in IT savings agreed at POC board

· Increase in NDORS Income

· Increase in Estates Savings with majority reprofiled into 2017/18 onwards

· No inflationary increases on devolved budgets for 2 years

· Income generation of 1% of budget by WYFI team (net of cost of delivering).

· 10% savings targets for the force share of  Scientific Support Services

· Potential saving in debt charges 

· Organisational Change costs remain in budget  to 2019-20

· Operational Initiatives (cyber-crime, human trafficking and C.S.E.) will end when the £3.5m funding ceases.  

· Reserves utilised to bridge the funding Gap

· Revised the budget to reflect the increase in recruits in 2014-15

2.7 Whilst the assumption has been made that funding for cyber-crime, C.S.E. and human trafficking will end once the £3.5m earmarked reserve has been exhausted it is unlikely that the need for the  work will end and therefore is a risk to the force should this work stop.

2.8 Version1

Base budget requirement and funding gap after savings from 2015/16 to 2019/20 is shown in the table below:

	
	2015/16

£000
	2016/17

£000
	2017/18

£000
	2018/19

£000
	2019/20

£000

	Base budget
	408,607
	416,741
	416,276
	414,698
	416,516

	Savings gap
	0
	10,843
	21,526
	35,290
	44,180


2.9
The budget Gap has increased by £7.5m from £27.5m reported in the September MTFF to £35m in 18-19 and increases to £44m in 19-20.   The main reasons for the change to the 18-19 position are:

· Reductions in funding of £3.2m

· Organisational Change incorporated in base £2.5m

· Operational Initiatives incorporated in base £1.75m funded for 2 years only

· NPAS additional cost £0.5m

· Reductions in  various savings £0.8m 

· Reduction in staffing saving £8.2m (assumed £12.6m in September now £4.4m to 18-19)


This £17m added into the base is partly offset by additional savings of £7.4m made up of: 
· £4m income generation target

· £0.15 NDORS  

· £0.8m Estates

· £0.6m Inflation on devolved budget

· £0.5m Debt Charges 

· £1.3m Savings target for Force Share of  Scientific Support Services

3 There has been a significant change to the position to 2016/17.  Previously, the force was £2.7m in advance with savings in 2015/16 and had estimated a £10m deficit in 2016/17.  The position has worsened and there is now a predicted breakeven in 2015/16 and a £21m deficit in 2016/17.  If reserves £10m in 2016/17 there remains a deficit in funding of £11m for 2016/17 and only £9m of balances available for 2017/18.  The deficit is predicted to increase to £46m by 2019/20.

4 There are insufficient reserves to cover the funding gap in the short term, 2016/17, and it will be extremely difficult to develop plans to cover the remaining gap of £11m for that financial year.

Version 2

5 This version sets out options to reduce the budget deficit in the short term to 2016/17.  

6 The base budget requirement and funding gap after savings from 2015/16 to 2019/20 is shown in the table below:

	
	2015/16

£000
	2016/17

£000
	2017/18

£000
	2018/19

£000
	2019/20

£000

	Base budget
	407,705
	406,285
	396,810
	394,301
	396,249

	Savings gap
	0
	387
	1,312
	14,893
	23,914


7 With this option the budget gap reduces from £35m in 2018/19 to £15m and reduces from £44m in 2019/20 to £24m.

8 Given the scale of the deficit and the short time frame in which to deliver, the only options available are to reduce police recruitment, increase police staff leavers and accelerate the planned staffing reductions.
This version assumes that police officer recruitment is limited that that provided by a 2% increase in precept. 
9 With this version the position at 2015/16 changes from a deficit of £1m to a surplus of £0.4m and the 2016/17 gap reduces from £22m  to a £10.8m gap which can broadly be covered by utilising reserves of £10m, leaving a small balance to be found from savings of £0.8m. 

Version 3

10 This version presents a balanced budget through to 2019/20.

11 Base budget requirement and funding gap after savings from 2015/16 to 2019/20 is shown in the table below:

	
	2015/16

£000
	2016/17

£000
	2017/18

£000
	2018/19

£000
	2019/20

£000

	Base budget
	407,350
	405,876
	392,881
	381,567
	371,367

	Savings gap
	(355)
	(399)
	(994)
	(131)
	(992)


12 This option would require significant reductions in numbers across all staffing groups.
13 The position at 2015/16 changes marginally to a surplus of £0.4 m and the 2016-17 gap reduces from £22m  to 10.3m  which leaves a small balance of £0.3m assuming reserves of £10m are utilised.

3.  CAPITAL BUDGET
The updated capital MTFF can be found at Appendix D.  The main changes to the schemes in the draft capital programme are as follows:

1. Ridings House – a new scheme for £3.6m has been set up funded from existing Estates schemes, £1.0m from Minor Works scheme in 2014/15 and £2.6m from Asset Rationalisation scheme in 2014/15. 


2. New Huddersfield DHQ – a new scheme has been set up for £15m, the last year of the scheme being 2019/20 which is just outside the scope of this MTFF (£6.625m will be allocated to this year).  Note, the scheme costs are highly likely to change from this cost as the business case is developed.


3. Calderdale DHQ Refurbishment – a scheme has been set up for £3m, with most of the works forecast in financial year 2016/17.


4. Bishopgarth Demolition – a scheme has been set up for £1.4m over 2015/16 and 2016/17 financial years.

5. Transformation Schemes – the ten projects funded from the £20m transformation fund have now been included as a separate section in the MTFF.  The figures currently reflect the last forecast spend provided by the Project Leads and Managers which is totals £24m.  In addition, the ongoing capital costs of the handheld project are included as per the business case, which is a further £1.6m of costs over the period 15/16 to 17/18.  There will be an IT Prioritisation Board taking place next month with recommendations being presented by IT Department of a revised allocation to bring the initial capital outlay costs back within the £20m original allocation.  There are a number of schemes such as the Property Evidence Scanning and Scientific Equipment schemes where there is potential to make reductions.  The MTFF will be revised following any decisions made.  The extra costs in this version are assumed to come from a combination of capital receipts from asset rationalisation and prudential borrowing.  
6. Removal of the Fire Control Centre Scheme – as this scheme for £3.110m will no longer be progressed, it is proposed that £2.5m of funds are transferred to IT Network and Storage Upgrade scheme and £0.1m to Network Security scheme.  This leaves a balance of £0.510m either as savings or available to allocate to other schemes.  Currently reflected in the report as savings.

7. Agile Working – the last version of the MTFF only reflected costs up to 2014/15.  IT have advised to add future years as follows: £250k in 2015/16, £150k in 2016/17 and £75k in 2017/18.

8. PFI – now builds in the cost of enhancing Airwave coverage £252k and £150k for changes that occurred after design freezes on the 3 sites and payable to Interserve (total is £400k, but £250k was already provided in budget).  Both of these costs funded from the existing PFI reserve.

9. New Divisional Estates Plan (formerly named Asset Rationalisation Works) – the Head of Estates has advised that the amounts already included in the budgets in future years (£5.6m over the period 2015/16 to 2018/19) appear to be sufficient at this time to fund current proposals around the future of the Force Estate.  However, as proposals develop over time it is likely that the costings will need to be revisited and reprofiled.

10. Vehicle Fleet – the Head of Transport has advised that £400k of the 2014/15 budget is available either for savings or to transferred to other schemes.  This is arising from the fleet review freeing up to 76 vehicles and some of bigger builds now not taking place.  As no bids for the surplus funds have yet been received, it is assumed for this version that these will be savings.
11. NPAS – further detail of schemes has been obtained from the NPAS Business Development Manager and is attached. These are the best estimates at this point in time and will be refined as funding is confirmed and more information is known on specific schemes.

12. Updated Forecast of Capital Receipts – includes estimate provided by Estates on sale of properties proposed in the latest Estates Rationalisation Plan.  If there are changes to the plan, this will impact on the level of receipts and the financing of the capital programme will need to be revisited. Estates propose to update the forecast of receipts every 6 months.  The latest estimate is that in the period 2014/15 to 2018/19 that the Force will generate £14.8m in capital receipts.
RESERVES STRATEGY

1. This following paragraphs summarise levels and use of general and earmarked reserves from 2014/15 to 2019/20.  The report highlights there is very little unallocated funding within reserves.  The report also highlights the levels of current reserves that could be utilise to support short term budget gaps and the financial consequences of utilising earmarked reserves for different purposes. 

INFORMATION - General Fund
2. As at 31st March 2014 there was a balance of £20.63 million, of this £18.8m has been reallocated (details in table below) leaving a balance of £1.6m that is currently unallocated.  It is expected that the general fund reserve will increase by £21.2m by 31st March 2015, this increase arises from early deliver of Programme of Change savings and from anticipated in year underspend.  

General Fund Movements 31 March 2014 to 31 March 2015

	Bal as at 31/3/14 

£000


	Transfers out

£000
	Transfers in

£000
	Bal as at 31/3/14 

£000
	allocated to/ funded from
	Comment

	20,463
	
	
	
	
	

	
	8,692
	
	
	Balanced Risk matrix
	Level of general fund set each year based upon known financial risks to the force.  Failure to allocate general fund to this level may result in qualified accounts and leave the force financially vulnerable as it would have no emergency contingency reserve 

	
	701
	
	
	Devolvement reserve
	Total Reserve of £4.2m used for in year spending pressures.  This funding was fully exhausted by August 2014

	
	5,935
	
	
	Capital Financing Reserve 
	Used for committed capital programme.  Removal of funding would require prudential borrowing to be increased thus increasing non pay revenue spend each year.  The cost of repaying borrowing will include interest 

	
	3,500
	
	
	Operational initiatives
	Two year earmarked funding for CSE, cyber crime and human trafficking.  Removing this funding will mean the force will increase its revenue budget pressure by the same amount should it wish to continue to support this work

	
	
	15,770
	
	
	Early delivery of POC savings in 2013/14. 

	
	
	8,000
	
	
	In year underspend, mainly due to staff vacancy levels

	Bal as at 31/3/15
	
	
	
	22,888
	£4.2 million of this will be required for 15/16 Spending pressures


3. Whilst the general fund is expected to have a balance of £22.9 million at the end of 2014/15 it is anticipated that £4.2 million of the general fund will be utilised for spending pressures in 2015/16, if this is not made available funding will need to be found ‘in year’  from revenue budget.  This leaves a general fund balance of £18.7 million for 2016/17 onwards.

4. The September 2014 MTFF estimated by 2016/17, based upon current savings plans, and best case scenario,  the force will need to utilise a further £10m of general fund to deliver a balanced revenue budget, with balances expected to be exhausted the following year.

Risk Matrix general balance as at 1/4/2014 £8.692m
5. £8.7m is currently held in reserve to cover known risks to the force, including operational contingency.  The level of risk is revised on a regular basis and any adjustments to this reserve are made at the end of the financial year.  Given the current climate it is highly unlikely that either financial risk or the risk of a major incident to the force will reduce. 

Amount unallocated: £0 

Capital Grants Unapplied balance as at 1/4/2014 £1.358m

6. Specific capital grant amount of £1.358m, this has now been utilised to fund 2014/15 capital programme.

Amount unallocated: £0

 Capital Receipts Reserve balance as at 1/4/2014 £4.100m

7. £4.6m to be used to fund part of the current year’s capital programme. Accounting regulations mean this funding can only be used for capital purposes. £2.2m of capital receipts expected in 2014/15.
Amount unallocated: £0

EARMARKED RESERVES

Devolvement Reserve balance as at 1/4/2014 £4.200m

8. £4.2m available as at 1/4/14, reserve utilised for ‘in year’ spending pressures, this reserve was exhausted in August 2014.

Amount unallocated: £0

Viper Reserve balance as at 1/4/2014 £3.296m

9. This reserve was created to retain the operating surplus on VIPER resulting from increased efficiencies and reduction in replacement costs (net of cost savings passed on to users).  The reserve is built up through customer contributions, and is earmarked for to support future replacement of equipment, research and development costs for existing or new proposed products or services, and to meet any trading deficit should one arise.  
Viper currently has plans to change its technology to adopt booths which will require rebuilding of its database images.  This business development will require significant use of these reserves.
Amount unallocated: £2.226m
PFI Reserve balance as at 1/4/2014 £7.072m

10. This reserve is made up of two parts, a general reserve amounting to £659k and is utilised to fund capital costs of post design changes e.g. airwave.  £400k of this has already been used in 2014/15 leaving £259k to carry forward for any further changes.  It should be noted that the expansion of Elland Rd would require significantly more than this.

The reserve also incorporates the PFI sinking fund which makes up the difference between the unitary charge and the government grant. In the early years of PFI, the grant and interest exceed the unitary charge, but there is a point in the medium term when the unitary charge due to inflation starts to exceeds the grant and interest and so we draw on the reserve to make up the shortfall.  Utilising this reserve for another purpose would mean additional pressure on future revenue budget and would increase non pay related expenditure.

Amount unallocated: £0

Dilapidations Reserve balance as at 1/4/2014 £2.650m

11. Funding used to ‘make good’ leased buildings at end of or during tenancy.  The table below details the buildings and estimated dilapidation costs should the lease be terminated.  Again this money would need to be found from revenue within the next 3 financial years. Further lease disposals may be identified through the long term estates plan.
	Building
	£000

	2014/15
	

	Howley Park
	130

	Birkby Library
	20

	Chestnut Centre
	10

	Ackroyd Court garage
	10

	
	

	2015/16
	

	Wakefield 41
	1,000

	Jardine House
	300

	Thorpe Park
	100

	Woodhouse lane
	20

	
	

	2016/17
	

	Clarendon House
	1,000

	Total required
	2,590


Amount unallocated: £60k

Capital Financing Reserve balance as at 1/4/2014 £16,794m

12. Required to part fund the capital programme over the next four financial years. If this funding were to be utilised for revenue purposes the force would need to find funding from elsewhere, either direct revenue funding or prudential borrowing.  Both of these would impact upon the revenue budget and increase non-pay related expenditure thus reducing the affordable workforce.  Alternately it could reduce the capital programme which would have an overall impact upon force efficiency and put greater pressure on both officers and staff.

Amount unallocated: £0

PNLD Reserve balance as at 1/4/2014 £0.510m

13. PNLD is a commercial entity owned by the Police and Crime Commissioner.  The management and development of PNLD as a dynamic business is constrained by the limitations of working within a public authority.  During 2013/14 the PCC approved a proposal for an application to be made to the charity commission for registration as a charitable incorporated organisation (CIO).  On the assumption that the application will be successful, the PNLD earmarked reserve has been removed from reserves as it will transfer to the newly incorporated charity.

Amount unallocated: £0

Organisational Change Reserve balance as at 1/4/2014 £4.000m

14. This fund is used to fund redundancy and early retirements which result from reviews.  Approximately £1m has already been spent from this fund in 2014/15, this is estimated to increase to £1.5m by the end of this financial year leaving a balance of £2.5m to carry forward.  This amount would fund approximately 125 further redundancies, however given the need to reduce support staff over and above natural leavers by more than police 300 staff it is unlikely £2.5m will be sufficient.  If this reserve is not increased these redundancy cost will fall into revenue budget further increasing the gap.

Amount unallocated: £0

Insurance Reserve balance as at 1/4/2014 £2.400m

15. This is a provision for the force’s liabilities.  It is revised annually and is based upon an assessment by the Head of Risk Management and Assurance of current liabilities in train.  The reserve matches the expected liability.

Amount unallocated: £0

Community Safety Reserve balance as at 1/4/2014 £5.500m over 2 years.

16. The reserve has been utilised as part of a wider agreement with Local Authority leaders.  Funding has been allocated for PCSO posts (£2.285m), £1m to the CSP forum for Domestic Violence projects, £213k for Better Start Bradford, and £15k for an ASB co-ordinator at Wakefield.  The remainder will be allocated between the CSP Local Authority partners.

Amount unallocated: £0                                                                                                                                                                                                                                                                                                                                                                                                                                                         
Partnership Executive Group Reserve balance as at 1/4/2014 £1.000m over 2 years. 
17. The reserve was set up to encourage innovation in partnership delivery in support of the outcomes in the Police and Crime Plan.  The Partnership Executive Group is currently working on options, and it is anticipated that the reserve will be used evenly over the two year period to fund partnership work into CSE.

Amount unallocated: £0

Innovation, Income Generation and Investment Reserve balance as at 1/4/2014 £0.500m

18. Fund to meet any necessary start-up costs to establish the PCC’s Innovation, Income and Investment entity, to work with all partners to identify opportunities to bid for funds and re-invest the surplus back into communities. The reserve was set up to be used in the development of the 3i initiative, to meet any necessary non recurring costs.  A virement to the safer communities fund of £250k was agreed in April 2014, and a further £30k expenditure expected in 2015/16.  

Balance unallocated: £0.220m.
Force Transformation Reserve balance as at 1/4/2014 £20.000m

21. Fund of £20m is currently overcommitted by £4.2m. There are 10 projects that have approval to be funded from this reserve with estimated cost of £24.2m. Each of these projects aims to deliver efficiencies, both for front line staff and back office processes, thus enabling a greatly reduced workforce to continue to maintain, as far as possible, service levels.  Work on each of these projects has commenced. Resources could be diverted from this reserve however it would mean that efficiency projects would not be delivered and any spend to date would be a sunk cost.

Amount unallocated: £0 (over committed by £4.2m)

Operational Reserve balance as at 1/4/2014 £3.500m

22. In line with priorities in the Police and Crime Plan proposals have been drawn up and teams established to deliver initiatives across CSE, human trafficking and Cyber-crime. All funding allocated is planned to be used over a two year period.  Should this funding be withdrawn the force would need to consider if it should continue with this work.  If work continues this would need to be from revenue budget and would add to the savings gap from 2016/17 onwards.

Amount unallocated: £0
Overall availability of unallocated reserves

23. As at the 31/3/2015 there will be £18.76m of unallocated reserves which can be utilised.  However, the most recent MTFF details three alternative versions, each of these versions is dependent upon the full use of these reserves in the short/medium term in order to balance as detailed below:

· Version 1 £18.76m fully utilised in 2016/17 with a shortfall of £2m

· Version 2 £10.4m required to balance 2016/17, £1.3m in 2017/18, £7m towards 2017/18 leaving a shortfall of £7.9m in 2017/18

· Version 3 £10m for 2016/17, £7m in 2017/18 leaving £1.7m for 2018/19.  No reserves for 2019/20
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