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Key Figures
2013/14
£157.38

Council tax for police purposes (at band D)

2014/15
£160.51

2015/16
£163.70

810,556

Council tax base (band D equivalent properties)

826,587

843,562

4,200
2,697
490
7,387

3,991
2,666
475
7,132

2,344,907

2,351,000

572,680

572,680

1 April 2014
3,906

1 April 2015
4,047

£25.713m

£27.280m

2014/15
Estimate
£m
1.419
4.490
383.384
2.944
- 2.753
389.483

2015/16
Estimate
£m
1.297
5.588
376.682
2.497
- 3.391
382.673

151.291
76.705
26.767
132.675
2.045
389.483

142.032
74.314
25.737
138.091
2.499
382.673

4,212
2,712
507
7,431
2,321,453
572,680
1 April 2013
3,812
£31.328m

Planned year-end staffing establishments
Police officers
Police staff
Police community support officers (PCSOs)
Total
Population estimate as at June
Area - Hectares

Number of police pensioners
External debt

Financial Summary
2013/14
Estimate
£m
1.664
3.483
386.301
2.921
- 0.388
393.981

155.869
80.450
28.797
127.565
1.300
393.981

PCC controlled expenditure
PCC commissioning budget
TVP operational budget
Net capital financing costs
Transfer to /from (-) reserves
Cost of services
Financed by
Police grant
Formula grant
Specific grants
Council tax
Surplus on collection funds
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PREPARATION OF THE REVENUE BUDGET
This report provides information on the Police and Crime Commissioner’s (PCC) revenue
budget for 2015/16.
AUTUMN STATEMENT 2014
On 3 December the Chancellor of the Exchequer, George Osborne, made his 2014 Autumn
Statement in the House of Commons. The final Autumn Statement before next year’s general
election outlined the Government’s spending and tax plans, based on the latest forecasts
from the Office for Budget Responsibility (OBR). Alongside the Autumn Statement the OBR
published its Economic and Fiscal Outlook (EFO), containing its forecasts for the economy
and the public finances, and an assessment of whether the Government is likely to achieve
its fiscal mandate and supplementary target.
The Chancellor said the announcements he made in the Autumn Statement were ‘not a
giveaway’, and warned ‘substantial savings’ in public spending would be needed.
Public Spending
No further reductions to Departmental Expenditure Limits (DELs) were announced for
2014/15 and 2015/16. However, Total Managed Expenditure, which includes DELs and
Annually Managed Expenditure (AME) is forecast to decrease from 39.5% of GDP in 2015/16
to 35.2% by 2019/20.
Table 1 – Total Managed Expenditure

CURRENT EXPENDITURE
Resource AME
Resource DEL (excl depreciation)
Ring-fenced depreciation
Implied Resource DEL (incl depreciation)
Public Sector Current Expenditure
CAPITAL EXPENDITURE
Capital AME
Capital DEL
Implied Capital DEL
Public Sector Gross Investment
TOTAL MANAGED EXPENDITURE
Total Managed Expenditure (%GDP)

2013/14

2014/15

2015/16

319.6
316.9
22.1

334.3
316.8
20.6

341.4
316.8
22.3

658.5

671.7

680.4

19.3
42.0

19.1
46.3

17.9
47.9

61.4
719.9
41.5%

65.4
737.1
40.5%

65.8
746.2
39.5%

£ billion
2016/17

2017/18

2018/19

2018/19

358.9

373.5

389.7

404.5

321.8
680.6

310.6
684.1

305.6
695.3

302.5
707.0

19

20

18.2

17.9

47.0
66.0
746.7
38.2%

47.2
67.2
751.3
36.9%

51.8
70.0
765.3
36.0%

55
72.9
779.9
35.2%

Source: Table 2.3 from Autumn Statement 2014

Within TME, the reductions in public spending will fall most heavily on DELs (from which
Police Grant is funded), as there is upward pressure on AME, particularly from debt interest
and state pensions. According to the OBR, the Treasury’s figures imply that ‘roughly 40% of
the total implied cut in day-to-day public services spending between 2009/10 and 2019/20 will
have taken place over this Parliament, with roughly 60 per cent to come in the next’. [EFO
Box 4.6, p148].
It is not possible to say how this will affect the police, as individual departments’ DELs have
not been set beyond 2015/16. However, if existing protections were to continue for the NHS,
schools and international development, by 2019/20 spending on other Government
departments, such as the Home Office, would be 43.4% lower in real per capita terms than
2014/15. This equates to a cash reduction of approx 33% or 7.8% per annum until 2019/20.
Police Finance Settlement
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The provisional police finance settlement for 2015/16 was announced on 17th December
th
2014 and confirmed, without change, on 4 February 2015. The key issues from the
Settlement are set out below.
This settlement covers just one year. It is widely anticipated that there will be a spending
review following shortly after the general election on 7 May 2015.
In the 2013 Budget the Chancellor announced a further cut of 1.1% to the Home Office’s
Departmental Expenditure Limit (DEL) in 2015/16. The Home Office were considering
whether they would be able to absorb that cut within the department rather than pass the cut
on to the police service. Because of this, the police service did not receive a provisional
2015/16 settlement last year.
At the time of the 2013 Spending Round the police were expecting cuts of 3.2% in 2015/16 in
cash terms; which at the time equated to 4.9% in real terms. The Home Office have updated
the deflators used so; whilst the real-terms cut is the same at 4.9%, the cash cut is now
3.4%. This means that the Home Office have passed on some of the 1.1% DEL cut but not
all of it.
Home Office Police Grant has been cut 6% in total; for individual PCCs, excluding the
Metropolitan Police and Welsh forces, the cut is 6.12% compared to 2014/15 allocations. As
in recent years the Home Office has applied a flat rate reduction to all PCCs.
Formula funding for English forces (formerly Formula Grant from DCLG) has been cut by an
average of 3.56%. However, the reduction for individual PCCs varies from -2.62% to -4.55%.
The combined effect of these two grant reductions is a cut in police funding of 5.06%.
Topslices
In comparison to 2014/15 an additional £86.80m has been top-sliced from police budgets in
2015/16 to fund Home Office initiatives i.e. up from £90m to £176.8m (excluding PFI and
Ordnance Survey.
There are three new topslices in 2015/16:
•
•

•

£40.0m for the Major Projects Fund, which will support development of the National
Police Data Programme, Home Office Biometrics and the Emergency Services Mobile
Communications Programme.
£15.0m Police Special Grant which is a contingency fund which will support forces
facing unplanned or unexpected additional pressures which place them at financial
risk. In previous year’s this was funded from other Home Office budgets.
£5.0m Police Knowledge Fund. The Home Office state this is linked to driving
improvements in the same way as the Innovation Fund.

There has been a significant increase in the IPCC top-slice – up 67% from £18m to £30m.
The Home Office states this is to enable the IPCC to deliver significantly more independent
investigations as new staff are recruited.
The Innovation Fund is worth £70m in 2015/16. £20m has already been allocated under
previous multi-year bids, leaving the remaining £50m available. Bidding closed on 2 January
2015 with announcements of successful bids in mid-March.

Other special grants
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Allocations of Counter Terrorism will be announced early in 2015 but will not be made public.
Funding will be maintained at £564m.
The funding of Legacy Council Tax Freeze Grants in respect of the 2011/12, 2013/14 and
2014/15 council tax freeze schemes will be paid to eligible authorities in 2015/16. Funding for
the 2015/16 council tax freeze grant will be built into spending review baselines
Council Tax referendum Principles
On 18th December 2014 the Minister for CLG announced the referendum principles for
2015/16. PCCs who increase their council tax by 2% or above will need to go to a
referendum.
Police capital funding in 2015/16 is £120.9m of which £20.0m has been top-sliced for the
Communications Capabilities Development Programme and £10.4m for the National Police
Air Service (NPAS). £1m is being held by the Home Office for contingency purposes and the
remaining £89.5m has been distributed to PCCs. As in previous years each PCC will receive
a uniform cut in capital grant.
THAMES VALLEY’S ALLOCATION
The PCC for Thames Valley will receive the following grants in 2015/16.
Table 2
Home Office Police Grant
Formula Funding
Sub-total
Legacy council tax grants
- Council tax support funding
- 2011/12 council tax freeze grant
Total General Grants

2014/15
£m
151.291
76.705
227.996

2015/16
£m
142.032
74.314
216.346

Variation
£m
-9.259
-2.391
-11.650

Variation
%
-6.12
-3.12
-5.10

11.906
3.372
243.274

11.906
3.372
231.624

- 11.650

- 4.79

In addition to these general grants the PCC will also receive £2.562m from the Ministry of
Justice to fund victim and witness services in 2015/16 (slightly higher than the £2.467m
previously announced).
OVERVIEW OF THE MEDIUM TERM FINANCIAL PLAN (MTFP)
The review and development of the revenue budget is an annual exercise with each year’s
budget and associated council tax precept considered and approved in isolation. However,
decisions taken in the course of approving the revenue budget will often have longer term
consequences, as will those in approving the capital programme. The three year MTFP
brings together these medium term consequences and allows a more comprehensive view to
be taken of the PCC’s overall financial position. It is imperative that the PCC knows the full
extent of the financial consequences he will be committing to in future years when he
considers and determines the annual budget
The revenue budget is balanced for 2015/16 but there is an identified, minimum shortfall of
£21.86m in 2016/17 and 2017/18. Unfortunately the exact amount of the shortfall cannot be
quantified until the Home Office provides indicative information in respect of future year grant
allocations.
There is also the potential for a significant increase in demand on our service over the next
three years, for example: from the forecast population increase, the impact of the economic
climate, the expectations of our communities, new and emerging criminal activities and also
legislative changes. The impact of this potential additional spending growth has not been
factored into the MTFP as its speculative inclusion at this time would only require further cuts
to be made to budgets elsewhere in the service.
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Budget preparation
Work on preparing the draft budget began shortly after the 2014/15 revenue budget was
approved by the PCC in January 2014. This early start was necessary in order to identify
issues and funding shortfalls in time to develop and enhance the productivity strategy to meet
the challenges ahead.
Throughout the budget preparation process the following key principles have been adopted:
•
•
•
•
•
•
•
•

To protect frontline services;
To protect our ability to manage risk;
To maintain our capability in protective services and back office functions through
collaboration;
To maintain and improve performance in key areas, including the strategic policing
requirement;
To reduce “discretionary spending”;
To streamline business processes and to eliminate unnecessary bureaucracy and
waste through increased use of technology;
To invest in areas where future savings can be attained from that early investment;
All change to be risk assessed.

There is a close relationship between preparation of the annual budget, medium term
financial plan and the annual service objective setting process. All three support and
complement the Police and Crime Plan.
The proposals developed for the draft budget ensure that resources are targeted towards
priority business areas. There will be no reduction in local visible policing in 2015/16, whilst
those areas that support the delivery of key strategic objectives, or are necessary for the
effective management of policing risk, receive the greatest protection.
Planning assumptions
In developing and refining the budget and the MTFP the following underlying assumptions
have been made:
•
•
•
•
•
•
•

•

General inflation will remain at 1.2% for 2015/16 and 2.0% thereafter;
Specific inflation rates are based on sector led rates, e.g. Premises at 3.0% and
Utilities at 5.0%;
Pay inflation has been capped by Government at 1% for the September 2015 annual
award. Thereafter, awards have been aligned to inflation at 2.0% per annum;
Council tax precept increases have been set at 1.99% per annum in each of the next
three years;
Council tax billing base has been assumed to grow by 2.0% per annum
Police grants (Main Grant & Formula Grant) have been reduced by 3.91% in 2016/17
and 3.93% in 2017/18. These cash cuts equate to an estimated 5% real terms
reduction in policing funding at national level
At this stage no provision has been made for additional top-slicing for national
initiatives in future years, should this continue at the average of the last few years
(extra £75m per annum) then the grants for TVP could reduce by a further £2.3m per
annum.
The use of reserves for supporting specific revenue funded projects will continue
throughout the MTFP period.

Base Budget
The starting point for the preparation of the 2015/16 estimates is the 2014/15 budget
approved by the PCC in January 2014. The Full MTFP is provided on pages 32 to 36.
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Inflation
This additional cost does not relate to any increase in service but is required just to maintain
the existing base level of service.
Overall inflation for 2015/16 adds £3.90m (average rate of 1.00%) to the annual budget, a
further £6.25m in 2016/17 (average rate of 1.63%) and £7.72m in 2017/18 (average rate of
1.98%). These increases are based on a realistic assessment of the impact of inflationary
pressures over the next three years.
Committed Growth
This section deals with those items within the budget which the PCC is committed to by
means of previous decisions taken, national agreements or statutory payments.
The main significant changes that have occurred in this section for 2015/16 include:

•
•
•
•

A planned reduction in the Protection Group costs matched by a reduction in the
Dedicated Security Posts (DSP) Grant in each of the next two years.
An increase in NI contributions in 2016/17 due to the Government removing the lower
“contracted out” national insurance contribution bands for employers and employees,
increasing the tax charge for TVP by £6.4m from April 2016.
Temporary additional funding from reserves for the additional Bank Holidays which
become payable due to Christmas and New Year falling on a weekend.
A realignment of the base pay budgets for staff and officers allowing for increments
and turnover.

Further details are provided on pages 37 to 41.
Current Service
This element of the budget contains growth for those items which are deemed to be
necessary to maintain the current levels of service within Thames Valley. The main
significant changes that have occurred in this section for 2015/16 include:
•
•
•
•
•
•
•

An increase in insurance premium charges for motor; liability and premises policies
which reflect current market conditions. These are offset by a reduction in the
insurance fund provisions required to deal with on-going and historic claims.
Commissioning of victims services, which is fully funded by additional MoJ grant
One-off funding for back-indexing of evidential material being transferred to the
Records and Evidence Centre (REC)
Debt charges and financing repayments (e.g. removal of DRF for police vehicles)
Revenue consequences of capital expenditure, e.g. Property Maintenance
Rental income from Hampshire Constabulary for sharing our Records & Evidence
Centre (REC).
An increase in income from the seizure of assets under the Proceeds of Crime Act
(POCA).

Further details are provided on page 38.

Improved Service
These items of growth are seen to be required in order to improve performance and meet the
growing demands on the service by means of legislative changes and adherence to codes of
practice or to comply with regulations.
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•
•
•
•

Additional funding for the introduction of the Berkshire Multi-Agency Service Hub
(MASH), and additional resources within the Protecting Vulnerable People units.
Extension of temporary funding for the specific burglary teams at Slough and Reading
for a further 12 months.
Additional funding for the implementation and service costs associated with the ICT
capital schemes programme.
Specific reserve funding for one-off property schemes

The remainder of growth within this section is made up of specific initiatives which are short
term one-off initiatives affecting, in the main, property maintenance and enhancements.
These initiatives are set out individually in more detail on pages 39-40.
Appropriation from Reserves
The financial strategy includes the utilisation of general reserves and/or the Improvement and
Performance Reserve to fund one-off expenditure items to improve performance or achieve
future efficiency savings, or to address timing issues where expenditure falls in a different
year to the budget provision. Table 3 shows how reserves are being applied in the revenue
budget in 2015/16 and the change to those applied in 2014/15.
Table 3
Appropriations from general balances
- Property fees
- Surplus on Collection of Council Tax
- Offset under recovery in interest receipts budget
- Smooth reduction in CSF grant allocations
- Additional Bank Holidays
Appropriations from the Improvement & Performance
Reserve
- MK ventilation plant work
- Banbury custody ventilation
- Data centre resilience
- MK electrical distribution
- Data centre air conditioning
- Maidenhead PS heating
- Amersham lighting
- Lodden Valley rationalisation
- Maidenhead basic refurbishment
- Bicester traffic fuel tanks
- Force stores move to REC
- Optima - help staff return to work
- Burglary team extension
- Attendance at child protection conferences
- REC legacy cataloguing
- CSE intelligence posts in FISO

Total

2014/15
£m

2015/16
£m

Change
£m

0.139
- 0.421
0.400
0.228
0.000
0.346

0.139
0.000
0.450
0.000
0.570
1.159

0.000
0.421
0.050
- 0.228
0.570
0.813

0.250
0.000
0.250
0.425
0.100
0.300
0.000
0.375
0.160
0.000
0.000
0.100
0.370

0.000
0.155
0.000
0.000
0.000
0.000
0.175
0.350
0.000
0.150
0.420
0.100
0.370

0.000
0.000
0.000
2.330

0.123
0.281
0.095
2.219

- 0.250
0.155
- 0.250
- 0.425
- 0.100
- 0.300
0.175
- 0.025
0.160
0.150
0.420
0.000
0.000
0.123
0.281
0.095
- 0.111

2.676

3.378

0.702

Force Productivity Strategy Savings
The PCC and Force have a long history of delivering productivity savings and using these to
balance annual budgets or reinvesting them in frontline policing; a strategy that has been
widely scrutinised and praised by HMIC during various inspections and reports.
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In the four year CSR period 2011/12 to 2014/15 over £58m of cash savings have already
been delivered.
The overall productivity plan has been reviewed against the requirements of the MTFP and
the strategy has been updated with new and changed initiatives.
Initiatives that have changed significantly or have been added include:
•
•
•
•
•
•
•
•
•
•

Force Crime & Force Intelligence and Specialist Operations have reviewed all of their
old savings plans and replaced them with updated initiatives.
The savings from non-collaborative operations units have been re-phased, with all the
savings now being taken in the first year of the plan rather than over two years.
The office of the PCC has offered new, additional savings from non-pay budgets of
£120k.
Police Officer and Police Staff overtime savings have been reviewed with part of the
original savings now having been re-categorised as Amber savings.
An external review of procurement through Capita has added additional savings of
£400k from non-pay contracts.
A review of the use of Agency staff has been instigated which is expected to reduce
costs by £700k over two years.
An analysis of fuel expenditure and usage has allowed for an additional saving of
£350k.
The cessation of the contract for routine Drugs Testing in Custody has allowed a
savings of £400k to be released from the budget.
The tender for the Detention Officers contract is currently being evaluated but savings
are expected to increase by a further £250k.
Re-phasing of the Business Support, Student Officer Training, and Contact
Management Programme initiatives has moved an additional £400k into year one of
the plan from year two.

The savings relating to the first year of the productivity strategy are all related to specific
initiatives that have been scrutinised by the Force to ensure that the risks of implementation
are acceptable and that appropriate equality impact assessments are being completed prior
to implementation. These savings should all be attained subject to the current demands and
profile of policing.
Savings linked to the later years of the strategy are also linked to specific initiatives; however,
a number of these still require further scoping work and assessment of the impacts and risks,
which will be carried out over the next financial year. The direction of this work will partly be
determined by any further information that may become available in relation to potential cuts
and funding levels in years two and three of the current MTFP.
A copy of the full Productivity Strategy is provided on pages 42 to 43.

2015/16 Budget Summary
Table 3, below, provides a summary of the draft 2015/16 revenue budget. Further information
is provided on page 16 which shows a high level split of the overall budget between those
elements that the PCC is directly responsible for and those under the direction and control of
the Chief Constable to manage and operate. All government funding, including all special
10

grants, are shown as external funding, illustrating the full cost and funding of the TVP PCC
and Chief Constable.
A table showing the impact on police officer and staff numbers is shown on page 28
Table 4 – Revenue estimates for 2015/16
£m
389.483
-2.239
387.244
3.904
3.075
0.863
1.024
-12.800
-0.637
382.673

Base budget 2014/15
In-year virements
Adjusted base budget
Inflation
Committed expenditure
Current service
Improved service
Productivity Strategy savings
Appropriation from reserves
Revenue budget 2015/16

Medium Term Financial Plan (2015/16 – 2017/18)
Information on the Medium Term Financial Plan (MTFP) is provided on pages 29 to 31
together with the key budget risks and uncertainties.

LOCAL GOVERNMENT ACT 2003
Robustness of estimates and adequacy of reserves
The Local Government Act 2003 places a duty on the Chief Finance Officer (CFO) to make a
report to the PCC on the robustness of the estimates and the adequacy of the reserves.
Reserves and Balances
The PCC’s current policy is to maintain general revenue balances, required as a working
balance for ongoing operational cash-flow purposes and to act as a general financial
contingency to meet the cost of any ad-hoc, unforeseen events or emergencies, at close to
3% of the annual net revenue budget, with an absolute minimum level of 2.5%. Based on
current planning assumptions general revenue balances should stay close to the approved
3% target level throughout the next 3 years.
The current and forecast level of general revenue balances is set out in Table 5 below.

Table 5
Balance as at 31 March 2014

£m
16.483

Planning and asset management fees
Fund capital programme rather than borrowing
Offset estimated under-recovery of interest receipts

- 0.139
- 2.110
- 0.400
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% of 2015/16
Budget
4.31%

Smooth reduction in CSF grant allocations
One-off contribution due to excess c/tax income for 2014/15
Forecast revenue underspend

- 0.228
0.421
0.334

Forecast balance as at 31 March 2015

14.361

Planning and asset management fees
Additional bank holidays
Offset under-recovery of interest receipts

- 0.139
- 0.570
- 0.450

Forecast balance as at 31 March 2016

13.202

Planning and asset management fees

- 0.139

Forecast balance as at 31 March 2017

13.063

Planning and asset management fees
Additional bank holidays

- 0.139
- 0.190

Forecast balance as at 31 March 2018

12.734

3.75%

3.45%

3.41%

3.33%

Based on current planning assumptions general revenue balances should stay close to the
approved 3% target level throughout the next 3 years.
The predicted year-end position for each earmarked revenue reserve is shown in Table 6.
Table 6

Reserve
Risk management reserve
Transport reserve
Improvement & Performance
Merge TSU bases
Insurance fund
Serocu
Sub-total
Conditional funding reserve

Balance
as at
1.4.14
£m
0.511
0.273
23.931
0.289
1.541
0.280
26.825
5.832

Forecast
Balance
31.3.15
£m
0.468
0.139
21.251
0.000
1.541
0.230
23.629
5.332

Forecast
Balance
31.3.16
£m
0.200
0.139
18.882
0.000
1.541
0.180
20.942
4.832

Forecast
Balance
31.3.17
£m
0.100
0.139
15.022
0.000
1.541
0.130
16.932
4.332

Forecast
Balance
31.3.18
£m
0.000
0.139
3.907
0.000
1.541
0.080
5.667
3.832

32.657

28.961

25.774

21.264

9.499

Total earmarked reserves

Reliability / accuracy of budget estimates
The estimates have been put together by qualified finance staff in the Force’s Finance
Department and reviewed by qualified staff within the Office of the PCC.
There are a significant number of risks regarding the draft budget proposals and these are
clearly set out above.
One of the biggest unknown areas of obvious concern is around the assumption being made
regarding future cuts in government grant allocation, since this is an area that has proven
difficult to estimate in recent years due to the level and impact of grant top slices that have
been applied by the Home Office. The current working assumption, legitimately based on
information that has been shared around the police finance community, is that Government
grants will continue to be reduced by 5% per annum in real terms, which equates to 3.4%.
This is similar to the advice that we received for planning purposes for 2015/16 but the actual
cut in government grant was 5.1% in cash due to the additional top slicing applied by the
Home Office.
Should future grant reductions turn out to be a 5% cut in cash allocations, due to topslicing,
rather than real terms, then additional budget and service reductions of approximately £4.5m
will be required which, put in context, equates to approximately 100 police officer and/or staff
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posts. In this scenario the unidentified budget shortfall would increase from £21.8m to
£26.3m as a result.
As set out on page 4 the Chancellor’s Autumn Statement 2014 implies that non-protected
Government departments such as the Home Office could face annual cash reductions of
7.8% through to 2019/20. If implemented this would have a serious and detrimental impact
on operational policing at both local and national level, and would call in to question the
sustainability of the current 43 police force model.
Scrutiny
The draft budget proposals were presented to and scrutinised by the PCC and Deputy PCC
th
at the Level 1 public meeting on 13 November 2014. The Police and Crime Panel has
established a ‘Budget Task and Finish Group’ to review the draft budget proposals. This
st
th
Group met to consider the draft budget proposals on 21 November 2014 and 14 January
2015.
On 30th January 2015 the Police and Crime Panel approved the PCC’s proposed council tax
precept increase of 1.99%.
Achievability and risks
The budget risk and sensitivity analysis for 2015/16 is provided on page 27. In producing this
analysis the Chief Finnce Officer has followed the Force Risk Assessment Model. The first
main column explains the risk to the PCC’s budget. The level of risk is then assessed in
terms of both likelihood and impact (each factor scored out of 5, with 1 being low likelihood /
impact) on the PCC’s budget. The final column provides a sensitivity analysis, where
appropriate.
These identified risks are mitigated, to a certain extent, because the PCC:
•
•
•

maintains an appropriate level of reserves and balances;
takes a prudent approach to achievability of income and the recovery of debts due,
making appropriate provisions for bad debts; and
will proactively manage and monitor all aspects of budget performance during the
year.

Accordingly, the assessment of budget risks on page 27 takes into account the mitigating
factors identified above.
Risks to the medium term financial plan (2016/17 to 2017/18) are also shown on page 27.
The Government has yet to publish national spending totals for the police for 2016/17 and
2017/18 which means that we are budgeting for these years without any informed knowledge
as to what our Government grant allocations might be. The main risk, as identified above, is
that future years grant reductions are closer to a 5% cash cut (or higher) rather than a 5%
real terms cut.
The PCC’s cash flow requirements are forecast and monitored on a regular basis to ensure
stable and predictable treasury management, avoiding unexpected financing requirements.
The PCC needs to be satisfied that the revenue commitments in future years are affordable,
sustainable and deliverable. Furthermore, the PCC has a responsibility to local people to
ensure that the approved budget and detailed spending plans will deliver the aims, priorities
and performance targets as set out in his Police and Crime Plan 2012-2017.
The risk inherent in the timely delivery of large capital schemes within budget is considered
relatively low. The Force uses recognised project management techniques (PRINCE 2)
including programme and project boards to manage all major schemes. In addition, the
13

Corporate Development Unit ensures the co-ordination of all major projects as part of the
Force Change programme and reports progress to the Chief Constable’s Directions Group.
All capital schemes are managed by:
• rigorous monitoring of projects.
• close liaison with project partners
• closely monitoring staff vacancies and using contractors where appropriate.
Council Tax Capping
The Localism Act 2011 abolished the capping regime in England. However, Schedule 5 of
the Act made provision for council tax referendums to be held if an authority increases its
council tax by an amount exceeding principles determined by the Secretary of State [for CLG]
and agreed by the House of Commons.
The Minister for Communities and Local Government has announced that any PCC
proposing an increase in council tax of 2% or more in 2015/16 will need to allow local people
the opportunity approve or veto the increase in a referendum.
The proposed increase of 1.99% is marginally below the referenda threshold. The medium
term financial plan assumes annual increases of 1.99% in both 2016/17 and 2017/18 as well.
These proposed increases will be reviewed annually in light of Government pronouncements
on referenda limits at the time.
Prudential Code for Capital Finance
The Prudential Code for Capital Finance has introduced a rigorous system of prudential
indicators which explicitly require regard to longer-term affordability, prudence, value for
money, stewardship, service objectives and practicality of investment decisions. This is
backed up by a specific requirement to monitor performance against forward-looking
indicators and report and act on significant deviations.
Conclusion
The 2015/16 budget has been prepared in a properly controlled and professionally supported
process. It has been subject to due consideration within the Force and by the PCC. The
identifiable risks should be capable of management.
Assumed grant allocations in later years (i.e. 2016/17 and beyond) are less certain due to the
absence of key Government information in this critical area.
The medium term financial plan currently shows a budget shortfall of £21.86m in 2016/17 and
2017/18. This could increase to £26.36m if Government Grants are top-sliced further; based
on an average rate over the last few years of an extra £75m per annum.
Whilst the Chief Constable has proven systems in place to identify and then implement
budget savings, this process is obviously becoming more challenging and complex as time
progresses with the inevitable consequence that a significant number of police officer and
police staff posts will be lost in coming years. This task is made even more difficult by the fact
that police officers cannot be made redundant, so effective workforce planning will be critical
to delivering the necessary level of budget cuts.
The PCC is reminded that his responsibility for setting the annual budget and council tax
precept for 2015/16 should also take into account whether the budget and service plans are
relevant, affordable and sustainable in the longer-term. In doing so, he will need to satisfy
himself that services and resource allocation have been appropriately prioritised and that
financial risks have been adequately addressed and covered by, for example, reserves,
contingencies and risk mitigation plans.
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IMPLICATIONS FOR COUNCIL TAX
The following table shows how the 2015/16 net revenue budget will be financed.
Police grant
Ex-DCLG formula grant
Total formula grant

£m
142.032
74.314
216.346

56%

Council tax precept
Council Tax surplus on collection funds
Total council tax

138.091
2.499
140.590

37%

15.278
10.459
25.737

7%

382.673

100%

Legacy council tax grants
Other specific grants
Total specific grants
Total Financing

%

Council Taxbase
The council taxbase is the number of number of band D equivalents in the Force area, after
allowing for non-collection of tax. The total taxbase for 2015/16 is 843,562 as illustrated
below.
Band D Council Tax
The band D council tax for 2015/16 is £163.70, an increase of £3.19 or 1.99% over the
2014/15 figure.

PRECEPTS AND COUNCIL TAX
Precepts on each billing authority in the Force area for 2015/16
Taxbase Band D
equivalents

PCC’s share of
Surplus / Deficit (-) on
collection funds
£

Precept

67,901.98
42,695.00
48,253.00
43,143.55

269,000.00
57,079.00
181,262.62
73,226.94

11,115,554.13
6,989,171.50
7,899,016.10
7,062,599.14

Aylesbury Vale
Bracknell Forest
Cherwell
Chiltern
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£

Milton Keynes
Oxford City
Reading
Slough
South Bucks
South Oxfordshire
Vale of White Horse
West Berkshire
West Oxfordshire
Windsor & Maidenhead
Wokingham
Wycombe
Totals

78,492.99
42,658.70
50,155.00
38,462.60
31,752.00
54,233.60
47,563.10
62,083.05
41,175.81
64,107.26
65,157.20
65,726.80

384,046.00
188,340.00
226,444.00
130,000.00
-51,587.40
278,679.00
224,797.00
-8,093.00
119,416.00
168,221.00
41,020.00
217,178.90

12,849,302.46
6,983,229.19
8,210,373.50
6,296,327.62
5,197,802.40
8,878,040.32
7,786,079.47
10,162,995.29
6,740,480.10
10,494,358.46
10,666,233.64
10,759,477.16

843,561.64

2,499,030.06

138,091,040.47

Council tax for police purposes for each property band in 2015//16
Property
Band

Relevant
Proportion

A
B
C
D
E
F
G
H

6/9
7/9
8/9
9/9
11/9
13/9
15/9
18/9
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PCC Element
of the Council Tax
£
109.13
127.32
145.51
163.70
200.08
236.46
272.83
327.40
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28

MEDIUM TERM FINANCIAL PLAN (2015/16 to 2017/18)
One of the key requirements of the Prudential Code for Capital Finance is that the PCC takes
a longer-term view of the spending pressures facing the organisation, in setting and
approving the budget and council tax for the ensuing financial year. Given the significant and
ongoing funding reductions which we are having to deal with this forward planning is more
important than ever. The following table provides a summary of the medium term financial
plan. Full details are provided in pages 32 to 36.
2015/16
£m
387.244

2016/17
£m
382.673

2017/18
£m
389.798

3.904

6.250

7.724

-12.800

-8.279

-2.996

Committed expenditure

3.075

7.969

2.972

Current services

0.863

-0.827

-0.125

Improved service

1.024

-0.801

3.076

383.310

386.985

400.449

-0.637

2.813

-2.890

Net Budget Requirement

382.673

389.798

397.559

External funding

382.673

378.084

375.656

Estimated annual funding shortfall

0

11.714

10.188

Estimated cumulative funding shortfall

0

11.714

21.903

B/Fwd Opening Balance
Inflation
Productivity savings

Budget Requirement
Movement in Appropriations from reserves

Although the budget is balanced in 2015/16, there is an estimated shortfall of at least
£21.90m in 2016/17 and 2017/18 to be addressed through additional productivity strategy
savings.
Budget Risk & Uncertainties
2016/17 & 2017/18 Forecasts
The final years of the MTFP carry some significant risks which could alter the currently
identified shortfalls in the plan either upwards or downwards. These include:
•

The current forecast is based on the assumption that Home Office grants will be cut
by a further 5% per annum in real terms, which equates to a cash reduction of 3.4%
per annum. This was the basis upon which we initially planned for 2015/16 but the
reality was that the annual reduction in grant support was a 5% cash reduction due, in
the main, to additional top slicing for national initiatives. Should future grants be topsliced further, a cash cut of 5% could be realistic which would require additional cash
savings of nearly £4.6m over the two year period (i.e. £2.3m in 2016/17 and £2.3m in
2017/18). This is over and above the current level of savings required as shown in
Table 3 above.

•

These additional cuts could be mitigated by the Government lifting the current 2.0%
cap on increasing the Council Tax precept to reduce the impact on service delivery
but, in the current environment, this seems unlikely. A 1% increase in precept equates
to approximately £1.3m per annum.

•

The MTFP does not include any mitigation in the cuts to government grant to reflect
the increase in tax as a result of the national insurance reforms in 2016/17. The
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Home Secretary, when challenged about the increase in the tax burden on police
forces, stated:
“The Government has not set a fixed spending envelope, nor individual
departmental budgets beyond 2015/16.
Contracting out (national
insurance) is planned to be abolished in 2016/17; any spending review in
the next parliament will therefore take the impact of the abolition of
contracting out into account when setting budgets”.
•

As highlighted at paragraph 40 the current assumption on council tax increases is at
1.99% per annum. This may be optimistic if the capping threshold is reduced, or it
could be that future capping is removed completely – a 1.0% change in council tax
equates to approximately £1.3m.

•

The MTFP assumes annual growth in the taxbase of 2% and a council tax surplus of
£1.2m per annum. The increase in taxbase reflects the higher increase received in
2015/16 and also recognises the fact that house building continues to expand in some
parts of the Thames Valley. The actual surplus in 2015/16 appears to be in the region
of £2.4m, almost double the amount received in 2014/15 (circa £1.3m) and allowed
for in future years (£1.2m). Billing authorities have been contacted to see what
allowance they are currently making in their own MTFPs for increases in taxbase and
surplus on collections funds.

•

In 2015 there will be a general election, and hence a new government will be formed.
This may or may not change the political landscape and priorities of spending, and
consequentially may or may not have an impact on the way policing is delivered and
the funding available to deliver it.

•

In 2016 the PCC elections are due to be held for the second time so TVP could have
a new PCC. A new PCC may have a different view on council tax precept increases
and hence the funding available.

•

The MTFP has allowed for the cessation of pay restraints beyond September 2015,
with a move back to inflation-aligned pay awards. This carries risk and opportunity, in
that should the pay restraint be continued then savings within the MTFP will be made.
However, if pay restraint is lifted as expected, and inflation increases, then we could
be under-budgeting against a significant part of the overall force budget.

•

Currently there is a technological move away from the traditional methods of buying
and owning IT storage, systems and hardware, to the new cloud based “leasing” of
storage, systems and hardware. Whilst this may be more cost effective in the long
term, and offers more resilience and opportunity to take new technology, it does
change expenditure profiles away from one-off capital purchases every few years, to
higher annual revenue costs. Given the relatively high levels of expenditure on ICT
hardware and systems, this does potentially give rise to a risk of further pressures on
the annual revenue budget, and hence the need for further savings.

•

Nationally a replacement for the Airwave contract, Emergency Services Mobile
Communications Programme (ESMCP), is being negotiated and is likely to be in place
for TVP in 2017/18. At this stage it is unknown what the financial implications of this
contract will be to forces, or how it will be funded.

Mitigation of Future Budget Cuts
As can be seen from the above, there are significant gaps in information available around key
factors that could influence the funding and costs to the PCC in 2016/17 and beyond and
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hence the identified shortfalls. However work has already started to mitigate some of the
risks highlighted above and to address the potential funding shortfalls by reducing the
underlying cost of our organisation whilst doing our best to protect our service. This work
includes:
•

Focussing on non–staff costs. Over the last four years we have taken £58m out of
the organisation; in excess of 30% (£20m) of these savings were from non-staff
budget heads. Given that 80% of our budget is in relation to staff this is a
considerable achievement and has assisted in the maintenance/improvement of our
service levels. The work to reduce non-staff costs is continuing with vigour to ensure
we maximise savings from our existing Productivity schemes and also to introduce
new initiatives. One such new initiative is the restructuring of the Procurement
department to ensure we identify the most cost effective solution and continue to
achieve maximum value for money throughout all contracts.

•

Priority Based Budgeting (PBB) - A new programme of work to be included in the
Productivity strategy. PBB is a methodology for reviewing how you utilise your
resources. The focus is very strongly on directing resources to priority areas which, in
turn, highlights non-priority areas which can be reduced with hopefully minimal impact
on our service delivery. The review will initially concentrate on those areas of the
business which have not recently been reviewed or are not part of an existing
programme or collaborative review, for example, CRED and the Contact Management
Programme. The Deputy Chief Constable (DCC) is the lead on this piece of work.

In addition to the above, work will continue to review the way we work and the terms and
conditions we work under, to ensure that we are being as efficient as possible and
maximising value for money from all of our assets.
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FOUR YEAR CAPITAL PROGRAMME 2015/16 to 2018/19
Introduction
In addition to spending on day to day activities the PCC incurs expenditure on buildings,
information technology and other major items of plant and equipment which have a longer term
life.
Capital Programme – Key Focus
The aim of the draft capital programme is to improve service delivery in support of the PCC’s
Police and Crime Plan and the Force’s long term strategy. The programme provides the
Force infrastructure and major assets through capital investment, enabling the Force to
strengthen and streamline core assets and systems and providing the framework for
delivering ‘tomorrows’ innovative policing, with significantly less resources than today.
The draft programme is compiled with full reference to the current economic climate and the
expectation of continued financial constriction.
Key focuses of the draft programme are:
•

To ensure the property estate remains fit for purpose, identifying opportunities to
streamline assets and develop the estate infrastructure, moving forward the HQ
accommodation strategy, improving core training facilities, progressing the Asset
Management Plan strategy and investing in Carbon Management works.

•

To ensure provision is made for ICT Technology that continues to maintain and
develop the existing infrastructure and invests in the core technologies required to
provide innovative digital policing services, End Point Devices, Data Processing,
Storage Infrastructure and Connectivity Infrastructure.

•

The maintenance and replacement of other core assets where necessary, e.g.
vehicles and radios.

The 4 Year Capital Programme
The capital programme builds on the existing capital programme approved in January 2014.
All existing and proposed new schemes are sponsored by ACPO leads and have, during the
budget process, been reviewed by the Capital Scrutiny Group and CCMT taking into
consideration the strategic priorities of the PCC, the operational priorities of the Force and
the risk associated with each scheme.
All existing and proposed new schemes are sponsored by ACPO leads and have been
reviewed by the Capital Scrutiny Group and CCMT taking into consideration the strategic
priorities of the PCC, the operational priorities of the Force and the risk associated with each
scheme. The assumptions, scope and costs underlying each scheme are challenged, as are
the schemes themselves to ensure they are remain justified given the current economic
climate and future economic outlook. Figures within the capital programme reflect this and as
a consequence some revisions have been made to existing programme schemes, as well as
introducing new schemes.
The programme for 2015/16 to 2018/19 now totals £72.755m.
The table below provides a summary of the cost of capital schemes already in place and
those recommended for inclusion in the capital programme.
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Later year’s costs (ignoring ongoing annual renewals) relate to property and AMP projects to
be funded by Improvement and Performance reserves, future grant allocations and capital
receipts.

Funding of the programme takes into account the current remaining capital reserves,
estimated Home Office grant funding, capital receipts from asset sales, revenue contributions
and the use of earmarked reserves. It is estimated that over the four year period an
additional sum of up to £2.705m from the Improvement and Performance revenue reserve
will be required.
The Capital Grant allocation for 2015/16 has yet to be confirmed by the Minister for Policing.
This is expected in February when he will also clarify whether funding for the Emergency
Services Mobile Communications (ESMCP) programme will be top sliced from grant.
No formal indication has been provided regarding capital grant levels in future years. At this
stage a 5% reduction has been allowed for in 2016/17. No further reductions have been
assumed at this stage which must be recognised as a risk to future affordability.
On 30th December 2014 bids for 2015/16 Innovation Funding totalling £7.341m were
submitted to the Home Office by Thames valley, with Hampshire submitting a further joint bid
of £4.285m. If successful some of the funding is likely to relate to projects already in the
capital programme and support the overall funding requirement. At this stage a prudent
approach has been adopted and no new funds are assumed to be awarded in the
programme.

The Capital Programme
Property Schemes
These schemes are necessary to meet a combination of key priorities, including maintaining
operational performance and capacity as well as strategic asset management. Project
phasing across all property projects has been re-examined since November; the result of
which is that overall costs in 2015/16 will be reduced by £0.648m from £6.432m to £5.784m.
Key issues to note relating to Property schemes are:
Sulhamstead – This programme is to improve the core training facilities at
Sulhamstead. There is a need to replace many of the existing mechanical and
electrical systems within all three buildings as well as carrying out works to the
fabric to improve insulation and energy efficiency. The first stage focuses on the
Teaching Block and work will start in 2015/16. The timing of the other two
phases, the accommodation facilities and the White House are still under
consideration particularly in relation to future demands for accommodation.
Milton Keynes Police Station – A £3m project of site wide works including
essential refurbishment of mechanical and electrical items, enablement of more
efficient use of property space in support of the AMP and improved energy
efficiency. The initial bid from the Estates department was for £5m but given the
financial position of the force at this time this is considered unaffordable. The
next stage is to carry out a full evaluation of the site and associated risks.
45

Banbury Driving School – Refurbishment of the accommodation facilities
located at the driving school, estimated at £0.490m. This is the main force centre
for operational driving courses and the accommodation facilities have not had any
major works since construction in 1975.
Asset Management Projects (AMP) – In accordance with the strategy set out in
the AMP (endorsed by the PCC July 2014) to reduce the overall cost and size of
the Estate whilst providing accommodation suitable for modern policing, the
existing plans have been reviewed and refreshed with the latest information
regarding the property market and hence timescales. All AMP projects have
been extensively reviewed and a prudent approach to the likely timings of
achieving replacement properties has been applied based on experience, market
conditions and progress to date.
New AMP: - Bletchley Police Station – The relocation to a more suitable and
cost efficient alternative site. TVP costs will be fully financed from the sale of the
existing premises and is expected to realise significant revenue savings (circa
£0.150m per annum). This is a joint project with Buckinghamshire Fire & Rescue
Service who have recently acquired DCLG funding for the project and is expected
to occur during 2016/17 and 2017/18.
Amended AMP Newport Pagnell - this project is now expected to cost £0.387m
more due to changes in the proposed solution, this is partly offset by expected
additional receipts of £0.200m giving a net increase in cost of £0.187m.

Technology Schemes
These schemes are required to both maintain existing systems and support implementation
of the Business Change Strategy which aims to provide the Force with lean, efficient and
reliable end to end business processes.
The ICT Technology section of the capital programme was redesigned to illustrate the core
technology and infrastructure required to continue our current direction of travel towards
innovative digital policing services. The timing of the schemes have been reviewed and
updated for the impact of slippage from 2014/15.
Business Partner - A decision has been made to engage with a Business Partner to work
with the Force to implement ICT Business Change and Improvement projects. The Business
Partner will help provide resources to support programmes but also share in the risk
associated with implementation. This is a significant step towards ensuring projects move
towards completion in the timeframes expected
Key schemes within this section are:
a) ICT Core Schemes
Data Processing – Replaces key elements of the previous central
infrastructure provision, focusing on the provision of a new data centre,
replacement of existing servers, ICT security and tools. The estimated cost
over the next four years (excluding later years) is £2.044m; this includes
moving to a new data centre.

End Point Devices – Replaces key elements of desk top processing,
reflecting smarter ways of working and includes replacement desktops and
laptops, tablets and handheld devices. The estimated cost over the next four
years is £3.201m.
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Connectivity Infrastructure – A new provision focusing on connectivity
infrastructure including expanding WIFI and secure IL 4 level encryption.
Costs are estimated at £0.502m.
Storage Infrastructure – Replaces Infrastructure Development and focuses
on the ever increasing requirement for the provision of data storage,
including elements for High Tech Crime unit and Body Worn Video. The
estimated cost over the next four years is £1.663m.
b) Business Change & Improvement
Business Change & Improvement – Slippage – These elements of the
programme have been impacted upon by slippage in the current year.
Slippage has increased from £1.151m in November to £2.491m affecting
costs in 2015/16. Significant slippage changes are £0.500m within Desktop
Operating System Migration and £0.921m on CMS.
Contact Management System – The project board, at their January 2015
meeting, decided to explore an innovative solution to this requirement which
has lead to additional slippage from 2014/15 to this collaborative project,
which is also subject to an innovation grant submission. The board has
agreed that the project will, following this review, still be implemented by the
end of 2015/16.
Records Management System (RMS) – There is some slippage within this
programme and costs are reprofiled to reflect £0.165m spend in 2015/16 and
final completion spend of £0.475m in 2016/17.
Enterprise Resource Planning (ERP) – Introduction of a force-wide ERP
focusing on Human Resource, Duties and financial management. A provision
is included for £1m. This is currently the subject of an intensive requirement
analysis which includes an assessment of the Hampshire H3 ERP model. It is
also the subject of an Innovation bid for funding for 2015/16.
Digital Policing – replaces elements of MODE, Mobile Access to Operational
data and Electronic Witness Signature (EWS). This will introduce additional
mobile capability to support business objectives for improved officer visibility
and efficiency. The provisional costs over the next four years are £2.173m.
This project is also the subject of a joint innovation bid with Hampshire.
Business Change Initiatives £2.088m
ICCS – Replacement of the Force’s Integrated Communication Control
System (ICCS) which is becoming increasingly unreliable and hard to
support.
LiveLink Replacement – Replacement of the Force’s document storage and
management system, Live Link, which is now unsupported by the supplier,
with Microsoft SharePoint. This will improve reliability and save considerable
revenue support costs.
Microsoft 8 Phase 2 – Enabling delivery of the building blocks for Smarter
Ways of Working, this bid develops upon the initial introduction of MS 8,
providing a single active directory, introduction of Microsoft Exchange and
Lync.
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CCTV – Development and implementation of TVP’s public space CCTV with
partners.
SECTU & Tactical Firearms
SECTU and Tactical Firearms are fully grant funded by ACPO TAM and, as such,
expenditure here does not impact on the programme funding requirement from internal
resources. A fully grant funded budget of £0.875m to cover equipment and vehicles for the
unit is included for 2015/16.
Equipment
This provision now includes a provision of £1.775m for replacement Road Safety cameras
over the 3 years 2015/16 to 2017/18, fully funded from safer roads income. In addition it
should be noted that nationally a replacement for the Airwave contract is being negotiated, as
such a minimal Airwave radio replacement budget is maintained for the next 2 years pending
introduction of the Emergency Services Mobile Communications Programme in 2017/18.
Vehicles
The vehicle replacement provision is used to maintain the capacity and efficiency of the
Force’s vehicle fleet. The programme is based on a dynamic replacement model created by
Chiltern Transport Consortium which recognises the impact of both age and usage on the
vehicle lifecycle to identify the most economical replacement point for each vehicle.

Funding of the Capital Programme

The draft capital programme commits £72.755m of capital expenditure to projects over the 4
year period 2015/16 to 2018/19; an increase of £5.693m since November. However the vast
majority of this increase relates to either slippage, or fully funded purchases relating to road
safety. The PCC’s capital reserves will be fully utilised by the proposed draft capital
programme and additional revenue reserve funding of up to £2.705m is required.
Last year in order to fully fund the existing approved capital programme, the PCC approved
the use of up to £9m from the earmarked Improvement and Performance to support the
Capital Programme. In addition, the use of reserve funding has been agreed for Carbon
Management Initiatives and the introduction of Telematics (part funded by the Innovation
fund). The capital programme proposed today requires up to £2.705m of additional funding
from the Improvement and Performance revenue reserve which will leave a balance of at
least £3.9m at the end of 2017/18 in this reserve. The separate report on Reserves &
Balances details the overall reserve position.
The Capital Programme now includes anticipated receipts in relation to section 106 funding
as new housing developments are established.
The capital programme relies on funding from the continued sale of police houses which, by
the end of 2018/19, are expected to be reduced to 10 easily saleable police houses valued at
around £3.3m.
The capital grant allocations have yet to be confirmed. The 2015/16 figure will be announced
in February. Future year allocations will not be known until after the general election in May
when the incoming Government is likely to commence a new multi-year spending review. At
this stage a 5% reduction has been allowed for in 2015/16. No further reductions have been
included which must be recognised as a risk to the financial sustainability of future year
programmes.
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Funding of Carbon Management works will be drawn from the Risk Management Reserve
throughout the programme. A total requirement of the programme period of £0.468m is
anticipated.
A summary of the funding position is included schedule 7.
Alternative funding Solutions
With the potential reduction in capital and revenue reserves, the sale of finite assets, limited
and reducing capital grant and the continued pressure on revenue funding, the pace of core
investment in future capital programmes beyond the current 3 year cycle is unlikely to be
sustainable from within existing, internal resources.
Therefore over the coming years, particularly beyond the draft programme period alternative
funding solutions may be required. This may include a return to borrowing, e.g. for the AMP
invest to save initiatives, although this in itself puts further pressure on revenue budgets.
Alternatively projects could be funded by a revenue contribution to capital which avoids the
on-going interest charges, but will require further revenue savings to offset the additional
DRF.
Other solutions may present themselves and the PCC and Force must place themselves in a
position to ensure they can benefit from any new opportunities, for example – the Home
Office Innovation Fund which continues to gain momentum, being increased through top
slicing from £50m to £70m for 2015/16.
Financing of the Draft Capital Programme
Financing of the capital programme in 2015/16 is set out below:

Brought forward accumulated capital reserves
In Year capital grant (Inc ACPO TAM)
Capital receipts
Revenue reserves ( I & P reserve)
Revenue reserves ( Risk Management reserve)
Third party contributions
Other Income – Safer Roads

2015/16
£m
0.923
4.200
12.537
0.150
0.268
0.150
0.875

For Approval – I & P Revenue Reserve additional funding request

2.705
19.058

Total Financing

4 Years
£m
8.841
13.677
35.601
9.000
451
705
1.775

72.755

Issues for Considertion
Whilst the figures included in the capital programme are as accurate as possible it should be
noted that a number of elements within the programme will continue to be worked on, these
include:
Asset Management Plan (AMP) schemes still require firm solutions to be
identified; hence costs will be subject to variation. The timings of AMP schemes
are partly dependant on availability within the market. In addition, currently
leased premises will continue to be considered for purchase where it makes
sound financial sense to do so. These are in addition to current AMP works.
Sulhamstead Refurbishment - The decision regarding the most economical
long term solution for Imbert Court accommodation facilities at Sulhamstead is
still under consideration and could potentially reduce the ‘up front’ capital outlay
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from £6.940m to approximately £2.150m, dependant on a replace or refurbish
option.
Sale of Land - The future development of Gowell Farm in Bicester into ecohousing, if successful will generate a significant capital receipt that is currently not
included in the Force projections due to uncertainty over scope and timing. This
will, when realised, support future capital projects.
Airwave Radios – Nationally a replacement for the Airwave contract is being
negotiated; the Emergency Services Mobile Communications Programme
(ESMCP). For TVP this will be in place for 2017/18; at this time the
impact/requirement for replacement radios is unknown. Furthermore the recent
Ministerial statement relating to budget allocations indicated that a decision is yet
to be made as to whether funding for this will be top sliced from capital grant. A
decision is expected in February.
Innovation Fund - In December bids for 2015/16 Innovation Funding totalling
£7.341m were submitted to the Home Office by Thames Valley, with Hampshire
submitting a further joint bid of £4.285m. If successful some of the funding is
likely to relate to the existing capital programme and support the overall funding
requirement. At this stage a prudent approach has been adopted and no new
funds are assumed to be awarded in the programme.

Conclusion & Recommendations
The Force continues to progress through a period of considerable financial pressure and
changes to the profile of policing demand. Investment is essential in ensuring the Force
becomes leaner and more efficient in its use of resources. Utilising rapidly developing ICT
technology to enable future collaborations, improve access to and for the public, and
assisting in delivering our priorities is a fundamental requirement for the modern police
service.
The schemes included in the 2015/16 Draft Capital Programme are considered by CCMT to
be the best plan for enabling and improving future service provision through more efficient
estates and use of technology.
The spending programme presented today, at £72.755m, is fully funded over the four year
planning period although capital reserves will be fully utilised. It also relies on the use of up to
£11.705m of funding from the Improvement and Performance reserve.
The PCC is asked to consider and approve the draft capital programme in light of the need
for the Force to place itself in a position where it can continue to become more efficient it its
use of resources through leaner estates and better use of technology.
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Treasury Management Strategy Statement 2015/16
Incorporating the Minimum revenue Provision policy Statement and the Annual
Investment Strategy 2015/16
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1

INTRODUCTION

1.1

Background

The Police and Crime Commissioner (PCC) is required to operate a balanced budget, which
broadly means that cash income raised during the year will meet cash expenditure. Part of
the treasury management operation is to ensure that this cash flow is adequately planned,
with cash being available when it is needed. Surplus monies are invested in low risk
counterparties or instruments commensurate with the PCC’s low risk policy and appetite,
providing adequate liquidity initially before considering investment return.
The second main function of the treasury management service is the funding of the PCC’s
capital plans. These capital plans provide a guide to the PCC’s borrowing need, essentially
the longer term cash flow planning to ensure that the PCC can meet his capital spending
obligations. This management of longer term cash may involve arranging long or short term
loans, or using longer term cash flow surpluses. On occasion any debt previously drawn
may be restructured to meet the PCC’s risk or cost objectives.
The Chartered Institute of Public Finance and Accountancy (CIPFA) defines treasury
management as:
“The management of the local authority’s investments and cash flows, its banking, money
market and capital market transactions; the effective control of the risks associated with
those activities; and the pursuit of optimum performance consistent with those risks.”
1.2

Reporting requirements

The PCC is required to receive and approve, as a minimum, three main reports each year,
which incorporate a variety of policies, estimates and actuals.

Prudential and treasury indicators and treasury strategy (this report) - The first, and most
important report covers:
•

the capital plans (including prudential indicators);

•

a minimum revenue provision (MRP) policy (how residual capital expenditure is charged
to revenue over time);

•

the treasury management strategy (how the investments and borrowings are to be
organised) including treasury indicators; and

•

an investment strategy (the parameters on how investments are to be managed).

A mid-year treasury management report – This will update the PCC with progress on the
capital position, amending prudential indicators as necessary, and will indicate whether the
treasury operation is meeting the strategy or whether any policies require revision. In
addition, this PCC will receive quarterly update reports.
An annual treasury report – This provides details of a selection of actual prudential and
treasury indicators and actual treasury operations compared to the estimates within the
strategy.
Scrutiny
The above reports are required to be adequately scrutinised before being recommended to
the PCC. As and when appropriate this role will be undertaken by the Joint Independent Audit
Committee.
1.3

Treasury Management Strategy for 2015/16
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The strategy for 2015/16 covers two main areas:
Capital issues
• the capital plans and the prudential indicators;
• the minimum revenue provision (MRP) strategy.
Treasury management issues
• the current treasury position;
• treasury indicators which limit the treasury risk and activities of the PCC;
• prospects for interest rates;
• the borrowing strategy;
• policy on borrowing in advance of need;
• debt rescheduling;
• the investment strategy;
• creditworthiness policy; and
• policy on use of external service providers.
These elements cover the requirements of the Local Government Act 2003, the CIPFA
Prudential Code, CLG MRP Guidance, the CIPFA Treasury Management Code and CLG
Investment Guidance.
1.4

Training

The CIPFA Code requires the responsible officer to ensure that members with responsibility
for treasury management receive adequate training in treasury management. This especially
applies to members responsibe for scrutiny.
The PCC, Deputy PCC and all three members of the Joint Independent Audit Committee
have been provided with appropriate training. Further training will be provided if required.
The training needs of treasury management staff are reviewed periodically.
1.5

Treasury management consultants

The Office of the PCC uses Capita Asset Services as its external treasury management
advisors.
The PCC recognises that responsibility for treasury management decisions remains with the
organisation at all times and will ensure that undue reliance is not placed upon our external
service providers.
The PCC also recognises that there is value in employing external providers of treasury
management services in order to acquire access to specialist skills and resources. The PCC will
ensure that the terms of their appointment and the methods by which their value will be assessed
are properly agreed and documented, and subjected to regular review.
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2

THE CAPITAL PRUDENTIAL INDICATORS 2015/16 – 2017/18

The PCC’s capital expenditure plans are the key driver of treasury management activity. The
output from the capital expenditure plans are reflected in prudential indicators.
2.1

Capital expenditure and financing

The PCC is asked to approve the summary capital expenditure and financing projections.
Any shortfall in resources results in a funding borrowing need. This forms the first prudential
indicator.
Table 1

2013/14

2014/15

2015/16

2016/17

2017/18

Revised
Actual

Estimate

Estimate

Estimate

Estimate

£m

£m

£m

£m

£m

22.729

17.730

19.058

20.382

23.274

4.819

6.638

12.537

10.749

4.685

15.611

6.528

5.123

5.383

9.801

Revenue Reserves

0.695

3.820

1.293

4.050

8.588

Revenue contributions

1.304

0.632

0.000

0.000

0.000

3 party contributions

0.300

0.112

0.105

0.200

0.200

Net financing need
for the year

0.000

0.000

0.000

0.000

0.000

Capital Expenditure

Financed by:
Capital receipts
Capital grants

rd

2.2

The PCC’s borrowing need (the Capital Financing Requirement)

The second prudential indicator is the PCC’s Capital Financing Requirement (CFR). The
CFR is simply the total historic outstanding capital expenditure which has not yet been paid
for from either revenue or capital resources. It is essentially a measure of the PCC’s
underlying borrowing need. Any capital expenditure included in the table above, which has
not immediately been paid for, will increase the CFR.
The CFR does not increase indefinitely, as the minimum revenue provision (MRP) is a
statutory annual revenue charge which broadly reduces the borrowing need in line with each
assets life.
The CFR includes other long term liabilities such as PFI schemes and finance leases. Whilst
these increase the CFR, and therefore the borrowing requirement, these types of scheme
include a borrowing facility and so the PCC is not required to separately borrow for these
schemes. The PCC currently [2014/15] has £6.145m of such schemes within the CFR.

The PCC is asked to approve the following CFR projections.
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Table 2

2013/14

2014/15

2015/16

2016/17

2017/18

Actual

Estimate

Estimate

Estimate

Estimate

£m

£m

£m

£m

£m

Total CFR

41.770

40.257

38.765

37.294

35.840

Movement in CFR

- 1.543

- 1.514

- 1.492

- 1.471

- 1.454

Net financing need for the
year (per Table 1 above)

0.000

0.000

0.000

0.000

0.000

Less MRP/VRP and other
financing movements

- 1.543

- 1.514

- 1.492

- 1.471

- 1.454

Movement in CFR

- 1.543

- 1.514

- 1.492

- 1.471

- 1.454

2.3

Minimum revenue provision (MRP) policy statement

The PCC is required to pay off an element of the accumulated capital spend each year (the
CFR) and make a statutory charge to revenue for the repayment of debt, known as the
minimum revenue provision (MRP). The MRP policy sets out how the PCC will pay for capital
assets through revenue each year. The PCC is also allowed to make additional voluntary
payments (voluntary revenue provision - VRP).
CLG regulations have been issued which require the PCC to approve an MRP Statement in
advance of each year. A variety of options are provided, so long as there is a prudent
provision.
The PCC is recommended to approve the following MRP Statement:
•
•
•

For capital expenditure incurred before 1 April 2008, MRP will be based on the CFR.
For capital expenditure incurred from 1 April 2008, the MRP will be based on the ‘Asset
Life Method’, whereby MRP will be based on the estimated life of the assets in
accordance with the regulations.
For finance leases, an ‘MRP equivalent’ sum will be paid off each year.

2.4

Core funds and expected investment balances

Investments will be made with reference to the core balances, future cash flow requirements
and the outlook for short-term interest rates (i.e. rates for investments up to 12 months).
Table 3 below provides an estimate of the year end balances for each resource and
anticipated day to day cash flow balances.

Table 3
Year End Resources
General balances

2013/14
Actual
£m

2014/15
Revised
Estimate
£m

16.483

14.361
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2015/16

2016/17

2017/18

Estimate
£m

Estimate
£m

Estimate
£m

13.202

13.063

12.734

Earmarked revenue reserves

32.657

28.961

25.774

21.264

9.499

Capital grants and reserves

9.789

9.456

8.428

6.204

- 0.438

Insurance provision

7.600

7.600

7.600

7.600

7.600

Total core funds

66.529

60.378

55.004

48.131

29.395

Working capital*

20.100

20.100

20.100

20.100

20.100

Less outstanding Icelandic
Investment

- 2.126

0.000

0.000

0.000

0.000

Expected investments

84.503

80.478

75.104

68.231

49.495

The working capital balance is the average difference between cash investments and core cash balances from the last 3
financial years. The actual figure will obviously vary from day to day according to circumstances.

2.5

Affordability prudential indicators

The previous sections cover the overall capital expenditure and control of borrowing
prudential indicators but, within this framework, prudential indicators are required to assess
the affordability of the capital investment plans. These provide an indication of the impact of
the capital investment plans on the PCC’s overall finances. The PCC is asked to approve the
following indicators:
2.6

Ratio of financing costs to net revenue stream.

This indicator identifies the trend in the cost of capital (borrowing and other long term
obligation costs net of investment income) against the net revenue stream. The estimates of
financing costs include current commitments and the proposals in this budget report.
Table 4
Ratio of Financing
Costs to Net Revenue
Stream

Ratio
2.7

2013/14

2014/15

2015/16

2016/17

2017/18

Actual

Estimate

Estimate

Estimate

Estimate

%

%

%

%

%

0.57

0.65

0.57

0.49

0.43

Incremental impact of capital investment decisions on PCC council tax.

This mandatory indicator identifies the revenue costs associated with proposed changes to
the three year capital programme recommended in this budget report compared to the PCC’s
existing approved commitments and current plans.
Table 5
Impact of Capital Investment
Decisions on PCC Council Tax

Band D council tax

2014/15

2015/16

2016/17

2017/18

Estimate

Estimate

Estimate

Estimate

£

£

£

£

0.96

7.99

4.87

9.91

This local indicator is calculated by identifying those revenue costs which appear separately
in the three year revenue forecast (e.g. changes in DRF, capital financing costs and revenue
consequences of investment in ICT, etc.) and then expressing the cash changes in terms of
Band D council tax.

Table 6
Impact of Capital Investment
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Decisions on PCC Council Tax

2014/15

2015/16

2016/17

2017/18

Estimate

Estimate

Estimate

Estimate

£

£

£

£

0.12

- 0.63

- 0.09

- 0.04

Band D council tax

3 BORROWING
The capital expenditure plans set out in Section 2 provide details of the service activities of
the PCC. The treasury management function ensures that the PCC’s cash is organised in
accordance with the relevant professional codes so that sufficient cash is available to meet
this service activity. This will involve both the organisation of the cash flow and, where capital
plans require, the organisation of appropriate borrowing facilities. The strategy covers the
relevant treasury / prudential indicators, the current and projected debt positions and the
annual investment strategy.
3.1

Current portfolio position

The PCC’s borrowing portfolio position at 31 March 2014, with forward projections, is
summarised below. The table shows the actual external debt (the treasury management
operations), against the underlying capital borrowing need (the Capital Financing
Requirement or CFR), highlighting any over or under borrowing.
Table 7

2013/14

2014/15

2015/16

2016/17

2017/18

PCC Borrowing Portfolio

Actual

Estimate

Estimate

Estimate

Estimate

%

%

%

%

%

24.968

19.568

21.368

24.968

24.968

Expected change in Debt

0.000

0.000

0.000

0.000

0.000

Other long-term liabilities
st
(OLTL) at 1 April

6.559

6.360

6.145

5.912

5.660

Expected change in OLTL

- 0.199

- 0.215

- 0.233

- 0.252

- 0.273

Actual gross debt

31.328

25.713

27.280

30.628

30.355

The CFR

41.770

40.257

38.765

37.294

35.840

Under / (over) borrowing

10.442

14.544

11.485

6.666

5.485

External Debt

Debt at 1 April

at 31 March

Within the prudential indicators there are a number of key indicators to ensure that the PCC
operates their activities within well defined limits. One of these is that the PCC needs to
ensure that their gross debt does not, except in the short term, exceed the total of the CFR in
the preceding year plus the estimates of any additional CFR for 2015/16 and the following
two financial years. This allows some flexibility for limited early borrowing for future years,
but ensures that borrowing is not undertaken for revenue purposes.
The Chief Finance Officer reports that the PCC has complied with this prudential indicator in
the current year and does not envisage difficulties for the future. This view takes into
account current commitments, existing plans, and the proposals in this budget report.

3.2

Treasury Indicators: limits to borrowing activity
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The operational boundary for external debt is based on ‘probable’ debt during the year and
is a benchmark guide, not a limit. Actual debt could vary around this boundary for short
periods during the year. It should act as a monitoring indicator to initiate timely action to
ensure the statutory mandatory indicator is not breached inadvertently.

Table 8

2014/15

2015/16

2016/17

2017/18

Operational boundary

Estimate

Estimate

Estimate

Estimate

£m

£m

£m

£m

Debt
Other long term liabilities
Total

24.968
6.145
31.113

21.368
5.912
27.280

24.968
5.660
30.628

24.968
5.387
30.355

The authorised limit for external debt is a key prudential indicator which provides control on
the overall level of affordable borrowing. It represents a limit beyond which external debt is
prohibited and needs to be set and/or revised by the PCC. It reflects the level of external
debt which, whilst not necessarily desired, could be afforded in the short term, but is not
sustainable in the longer term. This is the statutory limit determined under section 3 (1) of the
Local Government Act 2003. The Government retains an option to control either the total of
all local authority plans, or those of a specific authority (or PCC) although this power has not
yet been exercised.
The PCC is asked to approve the following authorised limit:
Table 9

2014/15

2015/16

2016/17

2017/18

Authorised limit

Estimate

Estimate

Estimate

Estimate

£m

£m

£m

£m

Debt
Other long term liabilities
Total

3.3

34.968
6.145
41.113

31.368
5.912
37.280

34.968
5.660
40.628

34.968
5.387
40.355

Prospects for interest rates1

The PCC has appointed Capita Asset Services as his treasury advisor and part of their
service is to assist the PCC to formulate a view on borrowing interest rates. The following
table gives the Capita central view.

Table 10

Bank Rate

Dec 2014
Mar 2015
Jun 2015
Sep 2015
Dec 2015

%
0.50
0.50
0.50
0.75
0.75

PWLB Borrowing Rates
(including certainty rate adjustment)
5 year
25 year
50 year
%
%
%
2.20
3.40
3.40
2.20
3.50
3.50
2.30
3.70
3.70
2.50
3.80
3.80
2.60
4.00
4.00
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Mar 2016
1.00
Jun 2016
1.00
Sep 2016
1.25
Dec 2016
1.25
Mar 2017
1.50
Jun 2017
1.75
Sep 2017
1.75
Dec 2017
2.00
Mar 2018
0.50
1
As at 21st October 2014

2.80
2.90
3.00
3.20
3.30
3.40
3.50
3.60
2.20

4.20
4.30
4.40
4.50
4.60
4.70
4.70
4.80
3.40

4.20
4.30
4.40
4.50
4.60
4.70
4.70
4.80
3.40

The economic outlook, according to Capita, is as follows:
“UK GDP growth surged during 2013 and the first half of 2014. Since then it appears to have
subsided somewhat but still remains strong by UK standards and is expected to continue
likewise into 2015 and 2016. There needs to be a significant rebalancing of the economy
away from consumer spending to manufacturing, business investment and exporting in order
for this recovery to become more firmly established. One drag on the economy has been that
wage inflation has only recently started to exceed CPI inflation, so enabling disposable
income and living standards to start improving. The plunge in the price of oil brought CPI
inflation down to a low of 1.0% in November, the lowest rate since September 2002. Inflation
is expected to stay around or below 1.0% for the best part of a year; this will help improve
consumer disposable income and so underpin economic growth during 2015. However,
labour productivity needs to improve substantially to enable wage rates to increase and
further support consumer disposable income and economic growth. In addition, the
encouraging rate at which unemployment has been falling must eventually feed through into
pressure for wage increases, though current views on the amount of hidden slack in the
labour market probably means that this is unlikely to happen early in 2015.
The US, the biggest world economy, has generated stunning growth rates of 4.6%
(annualised) in Q2 2014 and 5.0% in Q3. This is hugely promising for the outlook for strong
growth going forwards and it very much looks as if the US is now firmly on the path of full
recovery from the financial crisis of 2008. Consequently, it is now confidently expected that
the US will be the first major western economy to start on central rate increases by mid 2015.
The current economic outlook and structure of market interest rates and government debt
yields have several key treasury mangement implications:
•

Greece: the general election on 25 January 2015 is likely to bring a political party to
power which is anti EU and anti austerity. However, if this eventually results in Greece
leaving the Euro, it is unlikely that this will directly destabilise the Eurozone as the EU
has put in place adequate firewalls to contain the immediate fallout to just Greece.
However, the indirect effects of the likely strenthening of anti EU and anti austerity
political parties throughout the EU is much more difficult to quantify;

•

As for the Eurozone in general, concerns in respect of a major crisis subsided
considerably in 2013. However, the downturn in growth and inflation during the second
half of 2014, and worries over the Ukraine situation, Middle East and Ebola, have led to
a resurgence of those concerns as risks increase that it could be heading into deflation
and prolonged very weak growth. Sovereign debt difficulties have not gone away and
major concerns could return in respect of individual countries that do not dynamically
address fundamental issues of low growth, international uncompetitiveness and the
need for overdue reforms of the economy (as Ireland has done). It is, therefore,
possible over the next few years that levels of government debt to GDP ratios could
continue to rise to levels that could result in a loss of investor confidence in the financial
viability of such countries. Counterparty risks therefore remain elevated. This continues
to suggest the use of higher quality counterparties for shorter time periods;

•

Investment returns are likely to remain relatively low during 2015/16 and beyond;
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3.4

•

Borrowing interest rates have been volatile during 2014 as alternating bouts of good and
bad news have promoted optimism, and then pessimism, in financial markets. The
closing weeks of 2014 saw gilt yields dip to historically remarkably low levels after
inflation plunged, a flight to quality from equities (especially in the oil sector), and from
the debt and equities of oil producing emerging market countries, and an increase in the
likelihood that the ECB will commence quantitative easing (purchase of EZ government
debt) in early 2015. The policy of avoiding new borrowing by running down spare cash
balances has served well over the last few years. However, this needs to be carefully
reviewed to avoid incurring higher borrowing costs in later times, when authorities will
not be able to avoid new borrowing to finance new capital expenditure and/or to
refinance maturing debt;

•

There will remain a cost of carry to any new borrowing which causes an increase in
investments as this will incur a revenue loss between borrowing costs and investment
returns”.

Borrowing strategy

The PCC is currently maintaining an under-borrowed position. This means that the capital
borrowing need (the Capital Financing Requirement) has not been fully funded with loan debt
as cash supporting the PCC’s reserves, balances and cash flow has been used as a
temporary measure. This strategy is prudent as, currently, investment returns are low and
counterparty risk is relatively high.
Against this background and the risks within the economic forecast, caution will be adopted
with the 2015/16 treasury operations. The Chief Finance Officer will monitor interest rates in
financial markets and adopt a pragmatic approach to changing circumstances:
•

•

if it was felt that there was a significant risk of a sharp FALL in long and short term rates
(e.g. due to a marked increase of risks around relapse into recession or of risks of
deflation), then long term borrowings will be postponed, and potential rescheduling from
fixed rate funding into short term borrowing will be considered.
if it was felt that there was a significant risk of a much sharper RISE in long and short
term rates than that currently forecast, perhaps arising from a greater than expected
increase in the anticipated rate to US tapering of asset purchases, or in world economic
activity or a sudden increase in inflation risks, then the portfolio position will be reappraised with the likely action that fixed rate funding will be drawn whilst interest rates
are still lower than they will be in the next few years.

Any urgent decisions taken by the Chief Finance Officer will be reported to the PCC at the
next available opportunity.
For budget planning purposes we have assumed that that the two loans that are maturing
during 2014/15 and 2015/16 will be refinanced in 2015/16 (£4.725m) and 2016/17 (£3.600m)
but, in line with the draft capital programme report as presented to the Policy, Planning and
Performance meeting on 13th November 2014, we are not planning on using external
borrowing to finance the capital programme in future years.
Adopting this approach will mean that level of under-borrowing will fall from its current (31st
March 2015) level of £14.542m to around £5.483m by the end of 2017/18, due to the
statutory annual transfer of monies from the revenue account (i.e. the Minimum Revenue
Provision) that will reduce the CFR, all other things remaining equal.
Treasury management limits on activity
There are three debt related treasury activity limits. The purpose of these are to restrain the
activity of the treasury function within certain limits, thereby managing risk and reducing the
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impact of any adverse movement in interest rates. However, if these are set to be too
restrictive they will impair the opportunities to reduce costs / improve performance. The
indicators are:
•
•
•

Upper limits on variable interest rate exposure. This identifies the maximum limit for
variable interest rates for both borrowing and investments.
Upper limits on fixed interest rate exposure. This is similar to the previous indicator
and covers a maximum limit on fixed interest rates;
Maturity structure of borrowing. These gross limits are set to reduce the PCC’s
exposure to large fixed rate sums falling due for refinancing, and are required for
upper and lower limits.

The PCC is asked to approve the following treasury indicators and limits:
Table 11
2015/16
2016/17
2017/18
Interest rate exposures
Upper

Upper

Upper

100%

100%

100%

100%

100%

100%

50%

50%

50%

100%

100%

100%

Limits on fixed interest rates:
•
•

Debt only
Investments only

Limits on variable interest rates
•
•

Debt only
Investments only
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Maturity structure of fixed interest rate borrowing 2015/16
Lower

Upper

Under 12 months

0%

50%

12 months to 2 years

0%

50%

2 years to 5 years

0%

50%

5 years to 10 years

0%

50%

10 years and above

0%

100%

Maturity structure of variable interest rate borrowing 2015/16
Lower

Upper

Under 12 months

0%

100%

12 months to 2 years

0%

100%

2 years to 5 years

0%

100%

5 years to 10 years

0%

100%

10 years and above

0%

100%

3.5

Policy on borrowing in advance of need

Since the PCC is not planning to borrow to finance its capital programme over the next three
years there is no requirement currently to borrow in advance of need.
3.6

Debt rescheduling

As short term borrowing rates will be considerably cheaper than longer term fixed interest
rates, there may be potential opportunities to generate savings by switching from long term
debt to short term debt. However, these savings will need to be considered in the light of the
current treasury position and the size of the cost of debt repayment (premiums incurred).
The reasons for any rescheduling to take place will include:
•
•
•

the generation of cash savings and / or discounted cash flow savings;
helping to fulfil the treasury strategy;
enhance the balance of the portfolio (amend the maturity profile and/or the balance of
volatility).

Any rescheduling undertaken will be reported to the PCC in the next quarterly performance
update.

4 ANNUAL INVESTMENT STRATEGY
The main rating agencies (Fitch, Moody’s and Standard & Poor’s) have, through much of the
financial crisis since 2008, provided some institutions with a ratings “uplift” due to implied
levels of sovereign support. More recently, in response to the evolving regulatory regime, the
agencies have indicated they may remove these “uplifts”. This process may commence
during 2014/15 and/or 2015/16. The actual timing of the changes is still subject to discussion,
but this does mean immediate changes to the credit methodology are required.
It is important to stress that the rating agency changes do not reflect any changes in the
underlying status of the institution or credit environment, merely the implied level of sovereign
support that has been built into ratings through the financial crisis. The eventual removal of
implied sovereign support will only take place when the regulatory and economic
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environments have ensured that financial institutions are much stronger and less prone to
failure in a financial crisis.
Both Fitch and Moody’s provide “standalone” credit ratings for financial institutions. For Fitch,
it is the ‘Viability Rating’, while Moody’s has the ‘Financial Strength Rating’. Due to the future
removal of sovereign support from institution assessments, both agencies have suggested
going forward that these will be in line with their respective Long Term ratings. As such, there
is no point monitoring both Long Term and these “standalone” ratings.
Furthermore, Fitch has already begun assessing its Support ratings, with a clear expectation
that these will be lowered to 5, which is defined as “A bank for which there is a possibility of
external support, but it cannot be relied upon.” With all institutions likely to drop to these
levels, there is little to no differentiation to be had by assessing Support ratings.
As a result of these rating agency changes, the credit element of our future methodology will
focus solely on the Short and Long Term ratings of an institution. Rating Watch and Outlook
information will continue to be assessed where it relates to these categories. This is the same
process for Standard & Poor’s that we have always taken, but a change to the use of Fitch
and Moody’s ratings. Furthermore, we will continue to utilise CDS prices as an overlay to
ratings in our new methodology.
4.1

Investment policy

The PCC’s investment policy has regard to the Department for Communities and Local
Government (CLG) ‘Guidance on Local Government Investments’ (“the Guidance”) and the
2011 revised CIPFA Treasury Management in Public Services Code of Practice and Cross
Sectoral Guidance Notes (“the CIPFA TM Code”). The PCC’s investment priorities will be
security first, liquidity second and then return.
In accordance with the above and in order to minimise the risk to investments, the PCC
applies minimum acceptable credit criteria in order to generate a list of highly creditworthy
counterparties which also enables diversification and thus avoidance of concentration risk.
Continuing regulatory changes in the banking sector are designed to see greater stability,
lower risk and the removal of expectations of Government financial support should an
institution fail. This withdrawal of implied sovereign support is anticipated to have an effect
on ratings applied to institutions. This will result in the key ratings used to monitor
counterparties being the Short Term and Long Term ratings only. Viability, Financial
Strength and Support Ratings previously applied will effectively become redundant. This
change does not reflect deterioration in the credit environment but rather a change of method
in response to regulatory changes.
As with previous practice, ratings will not be the sole determinant of the quality of an
institution and that it is important to continually assess and monitor the financial sector on
both a micro and macro basis and in relation to the economic and political environments in
which institutions operate. The assessment will also take account of information that reflects
the opinion of the markets. To this end the PCC will engage with its advisors to maintain a
monitor on market pricing such as “credit default swaps” and overlay that information on top
of the credit ratings.
Other information sources used will include the financial press, share price and other such
information pertaining to the banking sector in order to establish the most robust scrutiny
process on the suitability of potential investment counterparties.
Investment instruments identified for use in the financial year are listed in appendix 5.2 under
the ‘specified’ and ‘non-specified’ investments categories. Counterparty limits will be as set
through the PCC treasury management practices.
4.2

Creditworthiness policy
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The PCC applies the creditworthiness service provided by Capita Asset Services. This
service employs a sophisticated modelling approach utilising credit ratings from the three
main credit rating agencies - Fitch, Moody’s and Standard and Poor’s. The credit ratings of
counterparties are supplemented with the following overlays:
•
•
•

credit watches and credit outlooks from credit rating agencies;
CDS spreads to give early warning of likely changes in credit ratings;
sovereign ratings to select counterparties from only the most creditworthy countries.

This modelling approach combines credit ratings, credit watches and credit outlooks in a
weighted scoring system which is then combined with an overlay of CDS spreads for which
the end product is a series of colour coded bands which indicate the relative creditworthiness
of counterparties. These colour codes are used by the PCC to determine the suggested
duration for investments. The PCC may therefore use counterparties within the following
durational bands:
•
•
•
•
•
•
•

Yellow
Purple
Blue
Orange
Red
Green
No colour

5 years (this will include the use of local authorities and MMF)
2 years
1 year (only applies to nationalised or semi nationalised UK Banks)
1 year
6 months
100 days
not to be used

The Capita creditworthiness service uses a wider array of information than just primary
ratings and by using a risk weighted scoring system, does not give undue preponderance to
just one agency’s ratings.
Typically the minimum credit ratings criteria the PCC will use will be a short term rating (Fitch
or equivalents) of F1 and a long term rating of A-. There may be occasions when the
counterparty ratings from one rating agency are marginally lower than these ratings but may
still be used. In these instances consideration will be given to the whole range of ratings
available, or other topical market information, to support their use.
All credit ratings will be monitored daily. The Office of the PCC is alerted to changes to
ratings of all three agencies through its use of the Capita creditworthiness service.
•
•

if a downgrade results in the counterparty / investment scheme no longer meeting the
PCC’s minimum criteria, its further use as a new investment will be withdrawn
immediately.
in addition to the use of credit ratings the PCC will be advised of information in
movements in credit default swap spreads against the iTraxx benchmark and other
market data on a weekly basis. Extreme market movements may result in downgrade
of an institution or removal from the PCC’s lending list.

Sole reliance will not be placed on the use of this external service. In addition this Office of
the PCC will also use market data and market information, information on government
support for banks and the credit ratings of that supporting government.
4.3

Country limits

The PCC has determined that it will only use approved counterparties from countries with a
minimum sovereign credit rating of AAA from Fitch (or equivalent). The list of countries that
qualify using this credit criteria as at the date of this report are shown in Appendix 5.5. This
list will be added to, or deducted from, by officers should ratings change in accordance with
this policy.
The UK is excluded from any stipulated minimum sovereign rating requirement.
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4.4

Investment strategy

Investments will be made with reference to the core balance and cash flow requirements and
the outlook for short-term interest rates (i.e. rates for investments up to 12 months).
Long-term (up to 12 months) investments will continue to be placed with the Bank of Scotland
Group to take advantage of their enhanced deposit rates. Unless other opportunities arise,
the majority of other funds will be placed in call accounts, money market funds or short-term
deposits. Alternatively, tradable certificates of deposit (CDs) will be acquired.
Bank Rate is forecast to remain unchanged at 0.5% before starting to rise from quarter 4 of
2015. Bank Rate forecasts for financial year ends (31 March) are:
•
•
•

2015/16
2016/17
2017/18

0.75%
1.25%
2.00%

There are downside risks to these forecasts if economic growth weakens (e.g. start of
increases in Bank Rate occurs later). However, should the pace of growth quicken, there
could be an upside risk.
The suggested budgeted investment earnings rates for returns on investments placed for
periods up to 100 days during each financial year for the next three years are as follows:
•
•
•

2015/16
2016/17
2017/18

0.60%
1.25%
1.75%

Investment treasury indicator and limit - total principal funds invested for greater than 364
days. These limits are set with regard to the PCC’s liquidity requirements and to reduce the
need for early sale of an investment, and are based on the availability of funds after each
year-end. A limit of £20m is recommended in order to provide officers with flexibility to take
advantage of time and cash limited offers from the Lloyds banking group which sometimes
exceed 364 days when initially offered, or to place deposits for up to 2 years in order to lock
in investments returns whilst continuing to adopt a low risk approach.

The PCC is asked to approve the treasury indicator and limit:
Table 12 - Maximum principal sums invested > 364 days
2015/16
Principal sums invested
£20m

4.5

2016/17
£20m

2017/18
£20m

Investment risk benchmarking

The PCC has approved benchmarks for investment Security, Liquidity and Yield.
These benchmarks are simple guideline targets (not limits) and so may be breached from
time to time, depending on movements in interest rates and counterparty criteria. The
purpose of the benchmark is that officers will monitor the current and trend position, and
amend the operational strategy depending on any changes.
The proposed benchmarking targets for 2015/16 are set out below:
a)

Security - the PCC’s maximum security risk benchmark for the current portfolio,
when compared to historic default tables, is:
0.10% historic risk of default when compared to the whole portfolio.
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b)

Liquidity – in respect of this area the OPCC seeks to maintain:
Bank overdraft limit - £0.1m
Liquid short term deposits, including the receipt of government grants and/or
council tax precept income, of at least £5m available within one week.
‘Weighted Average Life’ benchmark - 9 months, with a maximum of 2 years.

c)

Yield – performance target is to achieve:
an average return above the weighted average 7 day and 12 month LIBID rates
(i.e. the bespoke TVP benchmark)

Any breach of the indicators or limits will be reported to the PCC, with supporting reasons, in
the quarterly performance monitoring reports. Members of the Joint Independent Audit
Committee will also be notified.
4.6

End of year investment report

At the end of the financial year the Chief Finance Officer will report on the investment activity
as part of his Annual Treasury Report.

70

5 Appendices
5.1 Economic background (as provided by Capita on 7.1.15)
THE UK ECONOMY
After strong UK GDP growth in 2013 at an annual rate of 2.7%, and then in 2014 0.7% in Q1,
0.9% in Q2 2014 (annual rate 3.2% in Q2), Q3 has seen growth fall back to 0.7% in the
quarter and to an annual rate of 2.6%. It therefore appears that growth has eased since the
surge in the first half of 2014 leading to a downward revision of forecasts for 2015 and 2016,
albeit that growth will still remain strong by UK standards. For this recovery to become more
balanced and sustainable in the longer term, the recovery needs to move away from
dependence on consumer expenditure and the housing market to exporting, and particularly
of manufactured goods, both of which need to substantially improve on their recent lacklustre
performance. This overall strong growth has resulted in unemployment falling much faster
than expected. The MPC is now focusing on how quickly slack in the economy is being used
up. It is also particularly concerned that the squeeze on the disposable incomes of
consumers should be reversed by wage inflation rising back significantly above the level of
inflation in order to ensure that the recovery will be sustainable. There also needs to be a
major improvement in labour productivity, which has languished at dismal levels since 2008,
to support increases in pay rates. Unemployment is expected to keep on its downward trend
and this is likely to eventually feed through into a return to significant increases in wage
growth at some point during the next three years. However, just how much those future
increases in pay rates will counteract the depressive effect of increases in Bank Rate on
consumer confidence, the rate of growth in consumer expenditure and the buoyancy of the
housing market, are areas that will need to be kept under regular review.
Also encouraging has been the sharp fall in inflation (CPI), reaching 1.0% in November 2014,
the lowest rate since September 2002. Forward indications are that inflation is likely to
remain around or under 1% for the best part of a year. The return to strong growth has
helped lower forecasts for the increase in Government debt over the last year but monthly
public sector deficit figures during 2014 have disappointed until November. The autumn
statement, therefore, had to revise the speed with which the deficit is forecast to be
eliminated.

THE GLOBAL ECONOMY
The Eurozone (EZ). The Eurozone is facing an increasing threat from weak or negative
growth and from deflation. In November 2014, the inflation rate fell further, to reach a low of
0.3%. However, this is an average for all EZ countries and includes some countries with
negative rates of inflation. Accordingly, the ECB took some rather limited action in June and
September 2014 to loosen monetary policy in order to promote growth. It now appears likely
that the ECB will embark on full quantitative easing (purchase of EZ country sovereign debt)
in early 2015.
Concern in financial markets for the Eurozone subsided considerably after the prolonged
crisis during 2011-2013. However, sovereign debt difficulties have not gone away and major
issues could return in respect of any countries that do not dynamically address fundamental
issues of low growth, international uncompetitiveness and the need for overdue reforms of
the economy, (as Ireland has done). It is, therefore, possible over the next few years that
levels of government debt to GDP ratios could continue to rise for some countries. This could
mean that sovereign debt concerns have not disappeared but, rather, have only been
postponed. The ECB’s pledge in 2012 to buy unlimited amounts of bonds of countries which
ask for a bailout has provided heavily indebted countries with a strong defence against
market forces. This has bought them time to make progress with their economies to return to
growth or to reduce the degree of recession. However, debt to GDP ratios (2013 figures) of
Greece 180%, Italy 133%, Portugal 129%, Ireland 124% and Cyprus 112%, remain a cause
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of concern, especially as some of these countries are experiencing continuing rates of
increase in debt in excess of their rate of economic growth i.e. these debt ratios are likely to
continue to deteriorate. Any sharp downturn in economic growth would make these countries
particularly vulnerable to a new bout of sovereign debt crisis. It should also be noted that
Italy has the third biggest debt mountain in the world behind Japan and the US.
Greece: the general election due to take place on 25 January 2015 is likely to bring a
political party to power which is anti EU and anti austerity. However, if this eventually results
in Greece leaving the Euro, it is unlikely that this will directly destabilise the Eurozone as the
EU has put in place adequate firewalls to contain the immediate fallout to just Greece.
However, the indirect effects of the likely strenthening of anti EU and anti austerity political
parties throughout the EU is much more difficult to quantify. There are particular concerns as
to whether democratically elected governments will lose the support of electorates suffering
under EZ imposed austerity programmes, especially in countries which have high
unemployment rates. There are also major concerns as to whether the governments of
France and Italy will effectively implement austerity programmes and undertake overdue
reforms to improve national competitiveness. These countries already have political parties
with major electoral support for anti EU and anti austerity policies. Any loss of market
confidence in either of the two largest Eurozone economies after Germany would present a
huge challenge to the resources of the ECB to defend their debt.

USA. The U.S. Federal Reserve ended its monthly asset purchases in October 2014. GDP
growth rates (annualised) for Q2 and Q3 of 4.6% and 5.0% have been stunning and hold
great promise for strong growth going forward. It is therefore confidently forecast that the
first increase in the Fed. rate will occur by the middle of 2015.
China. Government action in 2014 to stimulate the economy appeared to be putting the
target of 7.5% growth within achievable reach but recent data has indicated a marginally
lower outturn for 2014, which would be the lowest rate of growth for many years. There are
also concerns that the Chinese leadership has only started to address an unbalanced
economy which is heavily over dependent on new investment expenditure, and for a potential
bubble in the property sector to burst, as it did in Japan in the 1990s, with its consequent
impact on the financial health of the banking sector. There are also concerns around the
potential size, and dubious creditworthiness, of some bank lending to local government
organisations and major corporates. This primarily occurred during the government promoted
expansion of credit, which was aimed at protecting the overall rate of growth in the economy
after the Lehmans crisis.

Japan. Japan is causing considerable concern as the increase in sales tax in April 2014 has
suppressed consumer expenditure and growth to the extent that it has slipped back into
recession in Q2 and Q3. The Japanese government already has the highest debt to GDP
ratio in the world.
CAPITA ASSET SERVICES FORWARD VIEW
Economic forecasting remains difficult with so many external influences weighing on the UK.
Our Bank Rate forecasts, (and also MPC decisions), will be liable to further amendment
depending on how economic data transpires over 2015. Forecasts for average earnings
beyond the three year time horizon will be heavily dependent on economic and political
developments. Major volatility in bond yields is likely to endure as investor fears and
confidence ebb and flow between favouring more risky assets i.e. equities, or the safe haven
of bonds.
The overall longer run trend is for gilt yields and PWLB rates to rise, due to the high volume
of gilt issuance in the UK, and of bond issuance in other major western countries. Increasing
investor confidence in eventual world economic recovery is also likely to compound this effect
as recovery will encourage investors to switch from bonds to equities.
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The overall balance of risks to economic recovery in the UK is currently evenly balanced.
Only time will tell just how long this current period of strong economic growth will last; it also
remains exposed to vulnerabilities in a number of key areas.
The interest rate forecasts in this report are based on an initial assumption that there will not
be a major resurgence of the EZ debt crisis. There is an increased risk that Greece could
end up leaving the Euro but if this happens, the EZ now has sufficient fire walls in place that
a Greek exit would have little immediate direct impact on the rest of the EZ and the Euro. It
is therefore expected that there will be an overall managed, albeit painful and tortuous,
resolution of any EZ debt crisis that may occur where EZ institutions and governments
eventually do what is necessary - but only when all else has been tried and failed. Under this
assumed scenario, growth within the EZ will be weak at best for the next couple of years with
some EZ countries experiencing low or negative growth, which will, over that time period, see
an increase in total government debt to GDP ratios. There is a significant danger that these
ratios could rise to the point where markets lose confidence in the financial viability of one, or
more, countries, especially if growth disappoints and / or efforts to reduce government
deficits fail to deliver the necessary reductions. However, it is impossible to forecast whether
any individual country will lose such confidence, or when, and so precipitate a sharp
resurgence of the EZ debt crisis. While the ECB has adequate resources to manage a debt
crisis in a small EZ country, if one, or more, of the larger countries were to experience a
major crisis of market confidence, this would present a serious challenge to the ECB and to
EZ politicians.
Downside risks to current forecasts for UK gilt yields and PWLB rates currently include:
•
•
•
•
•
•

Geopolitical risks in Eastern Europe, the Middle East and Asia, increasing safe
haven flows.
UK strong economic growth is weaker than we currently anticipate.
Weak growth or recession in the UK’s main trading partners - the EU, US and China.
A resurgence of the Eurozone sovereign debt crisis.
Recapitalisation of European banks requiring more government financial support.
Monetary policy action failing to stimulate sustainable growth and to combat the
threat of deflation in western economies, especially the Eurozone and Japan.

The potential for upside risks to current forecasts for UK gilt yields and PWLB rates,
especially for longer term PWLB rates include:
•

•

•

•

•

An adverse reaction by financial markets to the result of the UK general election in
May 2015 and the economic and debt management policies adopted by the new
government
ECB either failing to carry through on recent statements that it will soon start
quantitative easing (purchase of government debt) or severely disappointing
financial markets with embarking on only a token programme of minimal purchases
which are unlikely to have much impact, if any, on stimulating growth in the EZ.
The commencement by the US Federal Reserve of increases in the central rate in
2015 causing a fundamental reassessment by investors of the relative risks of
holding bonds as opposed to equities, leading to a sudden flight from bonds to
equities.
A surge in investor confidence that a return to robust world economic growth is
imminent, causing a flow of funds out of bonds into equities.
UK inflation returning to significantly higher levels than in the wider EU and US,
causing an increase in the inflation premium inherent to gilt yields.
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5.2 Credit and Counterparty Risk Management
Specified and Non-Specified Investments and Limits
Specified Investments
‘Specified’ investments are sterling investments of not more than one year maturity made
with any institution meeting the minimum ‘high’ quality criteria where applicable
Non-Specified Investments
These are any investments which do not meet the specified investment criteria. A maximum
of 50% will be held in aggregate in non-specified investment
A variety of investment instruments will be used, subject to the credit quality of the institution,
and depending on the type of investment made it will fall into one of the above categories.
The proposed criteria for (a) Specified and (b) Non-Specified investments are presented
below for approval.
a) Specified Investments
These investments are sterling investments of not more than one-year maturity, or those
which could be for a longer period but where the PCC has the right to be repaid within 12
months if it wishes.

DMADF – UK Government
Money Market Funds (MMF)

Minimum credit
criteria / colour
band
N/A

Maximum
investment per
institution
No limit

AAA by at least
2
rating
agencies
and
minimum asset
base of £500m

£25m or 1% of Liquid (instant access)
total
asset
base
whichever
is
the
lower
figure
Liquid (instant access)

Enhanced MMF with a credit AAA
score of 1.25
Local authorities
N/A
Term deposits with banks and Yellow
building societies
Purple
Blue
Orange
Red
Green
CDs or corporate bonds with Yellow
banks and building societies
Purple
Blue
Orange
Red
Green
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Maximum maturity
period
6 months

£10m

1 year

See above for
MMF and LAs
£30m
£40m
£30m
£20m
£15m
See above for
MMF and LAs
£30m
£40m
£30m
£20m
£15m

Up to 5 years
Up to 2 years
Up to 1 year
Up to 1 year
Up to 6 months
Up to 3 months
Up to 5 years
Up to 2 years
Up to 1 year
Up to 1 year
Up to 6 months
Up to 3 months

b) Non-Specified Investments
Non-specified investments are any other type of investment (i.e. not defined as ‘specified’
above). The identification and rationale supporting the selection of these other investments,
and the maximum limits to be applied, are set out below.
Non-specified investments would include any sterling investments with:
Minimum credit
criteria / colour
band
The PCC’s own banker if it fails to
meet the basic credit criteria. In this
instance balances will be minimised as
far as is possible.
Local authorities
Term deposits with banks and building
societies

Maximum
investment per
institution
Minimal

N/A

£10m

Yellow

See above
LAs
£30m

Purple
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Maximum
maturity period

5 years
for

Up to 5 years
Up to 2 years

5.3 Approved Countries for investments
AAA
•

Australia

•

Canada

•

Denmark

•

Germany

•

Luxembourg

•

Norway

•

Singapore

•

Sweden

•

Switzerland

AA+
•

Finland

•

Hong Kong

•

Netherlands

•

U.K.

•

U.S.A.
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