NORTHUMBRIA POLICE AUTHORITY


21 OCTOBER 2005

LEADERSHIP AND STRATEGIC MANAGEMENT

SUBJECT: MEDIUM TERM FINANCIAL STRATEGY 2006/07 TO 2008/09
REPORT OF THE TREASURER AND CHIEF CONSTABLE

1 
PURPOSE OF THE REPORT

1.1
To request the Authority to agree a Medium Term Financial Strategy (MTFS) for the three years 2006/07 to 2008/09.

2 
BACKGROUND TO THE STRATEGY

2.1
The current MTFS for the period 2005/06 to 2007/08 was approved by the Authority on 20 October 2004. Although the strategy covers a period of 3 years, it is reviewed annually.

2.2 The key principles of the Authority’s current MTFS are:

(i) Maintaining spending in line with the Formula Spending Share (FSS).

(ii) The Treasurer and Chief Constable will prepare a rolling programme of 3 year budget forecasts.

(iii) Resources should be directed towards the Authority’s spending priorities.

(iv) Spending to be contained within original estimates.

2.3 This report reviews the current strategy by taking into account those key principles, which may have significant financial implications for the Authority.

2.4 The Home Secretary’s announcement on restructuring of forces will have a significant impact on the Strategy although at this stage it is too early to be precise about the detail.  The review of the MTFS will need to ensure that the Authority and Force are able to respond to the Home Secretary’s announcement on structures and continue to improve policing in Northumbria.

3 
BENEFITS OF THE STRATEGY

3.1
The medium term financial strategy assists in:-

· Improving financial planning and the financial management of the Authority’s resources, both revenue and capital

· Maximising the use of resources available to the Authority, both internal and external

· Ensuring that the Authority provides best value and continues to achieve efficiency gains

· Allowing the development of longer term budgets and strategic thinking

· Aligning financial resources to the Authority’s spending priorities.

· Developing a policy on the use of reserves

· Responding to external pressures, including changes to the police funding formula.

4
 REVIEWING THE STRATEGY

4.1
The review of the Authority’s Medium Term Financial Strategy for 2006/07 to 2008/09 should consider the following issues:

· The Authority’s current level and planned use of reserves.

· The budget position for 2005/06.

· The future budget pressures which the Authority is likely to face over the period of the strategy.

· Police Funding Formula.

· The Government’s Efficiency Review.

· Home Secretary’s announcement on force restructuring.

Current Level and Planned Use of Reserves

Revenue reserves

4.2 The Authority’s revenue budget for 2005/06 provides for total police expenditure of £262.015m after the use of reserves. Sound financial management has allowed the Authority to consistently provide for high priority growth identified by the Chief Constable. It has also been possible to add to the level of reserves in recent years, particularly those available for capital investment. All of this has been achieved with the lowest Police Authority precept level in the country.

4.3 Revenue reserves fall into two categories, general and earmarked. At April 2005, the current position was


£m

· General reserve
20.6

· Earmarked reserves
49.7

70.3

4.4 Earmarked reserves are set up to provide for specific liabilities. The major liabilities covered by these reserves are unfunded pensions and insurance.

4.5 Given the change to pension arrangements planned for April 2006, the Authority needs to maintain a prudent level of reserves to cover the risk that the transfer of responsibility is not cost neutral.  When the position becomes clearer a view will need to be taken of the future use of these reserves.  It is anticipated that the Authority will once again need to use the pension reserve in 2006/07 to meet the anticipated growth in police officer commutation payments (£2.5m used in 2005/06).

4.6 Following a review of liabilities, it was possible to reduce the insurance reserve in 2004/05 to the benefit of the revenue account and achieve an efficiency saving.  Given the difficulties encountered in previous years of securing external cover, this reserve protects the Council from changes in the insurance market.

4.7 The general reserve is available to support future revenue budgets and capital programmes, as well as protecting the Authority in the event of a major incident. The Medium Term Financial Strategy allows the Authority to consider the prudent use of reserves in the context of the future spending pressures, risks and changes to the funding formula without having a detrimental effect on policing.

Capital reserves

4.8 In relation to capital, the Authority currently has the following reserves:


£m

· capital receipts
8.6

· capital grant
15.6

· capital development reserve 
13.3

37.5

4.9 These resources are currently earmarked to finance major capital works, including the cost of the Estates Strategy.  Although the programme will need to be reviewed in the light of options on force restructuring, it is still envisaged that these capital reserves will be used over the next few years to improve local policing.

Budget Position - 2005/06

Revenue

4.10
The second quarterly revenue monitoring report which was presented to the Resource Management Committee in October showed net police expenditure of £132.15m as at 30 September 2005. This represents a notional underspend of £0.11m against estimated net expenditure of £132.26m. This position, six months into the financial year, satisfies one of the key elements of the Medium Term Strategy of containing spending within original estimates. The implications of this notional underspend will be considered when the outcome of the Government’s consultation on the police funding formula is known in early December.
Capital

4.11
The second quarter capital monitoring report to October’s Resource Management Committee outlined a reviewed capital estimate of £21.791m as at 30 September 2005, which represents a decrease of £0.15m on the original estimate of £21.941m.  This position will need to be reviewed in the light of the Home Secretary’s recent announcement on force structures.
Position 2006/07 to 2008/09

Revenue Issues

4.12 An initial assessment suggests that commitments of £3.925m will need to be met in 2006/07. This includes the full year effect of 2005/06 growth and police officer pensions funded from reserves in the current year. In addition, initial prioritised revenue proposals have been identified by the Chief Constable during the revision of the strategy and are shown in the following table:

05/06
06/07
07/08
08/09

£m
£m
£m
£m
Base Budget (before reserves)
264.945
264.945
268.87
268.87
Committed Expenditure

          3.925







        268.87

Budget Pressures:-

High Priority

3.8
6.8
10.4
Medium Priority

2.2
2.1
2.1
Total Budget
264.945
274.87
277.77
281.37

4.13 For the sake of comparison, any future pay and price increases are not shown.

4.14 High priority proposals include estimates of Police Staff growth, the roll out of PCSO’s and Management of Offenders Project, centralisation of custody and the cessation and tapering of external funding. At this stage no attempt has been made to provide for the costs or savings arising from the review of structures. These will need to be considered when the options become clearer.

4.15 Further refinement of the proposals will take place over the next few months to enable the Authority to consider the overall picture along with the provisional Local Government Finance Settlement in early December. It is expected that the revenue budget position in 2006/07 will be more difficult than previous years due to the above spending pressures and the threat of council tax capping.  This could be compounded if the Government implements the police funding formula proposals which have been subject to consultation, with Northumbria facing a potentially significant loss in funding. The Authority will need to consider funding issues including efficiency savings, taking into account the position outlined in this report, when it considers budget proposals early next year.

Capital Issues

4.16 The following table outlines the estimated effect that prioritised capital proposals, identified during the revision of the medium term financial strategy and classified according to need, could have on the overall capital programme over the next three years:


2006/2007

£m
2007/2008

£m
2008/2009

£m
TOTAL

£m

High Priority Proposals





Building Schemes
8.911
17.910
24.150
50.971

IS & T 
9.791
6.838
5.379
22.008

Vehicles/Equipment
3.597
2.978
2.930
9.505


22.299
27.726
32.459
82.484







Medium Priority Proposals





Building Schemes
0.500
2.500
2.500
5.500

IS & T
0.351
0.750
0.300
1.401

Vehicles/Equipment
0.686
0.034
0.084
0.804


1.537
3.284
2.884
7.705







TOTAL CAPITAL PROPOSALS
23.836
31.01
35.343
90.189

4.17 A major component of the estimated capital programme over the next 3 years is the Estates Strategy Development Programme. The cost of the programme in the financial years 2006/07 to 2008/09 is estimated at £47.1m.  Most of this work will be in Area Commands and is not likely to be affected by the Home Secretary’s recent announcement on force structures.  There are, however some schemes which will need to be reviewed before the capital programme is agreed in February 2006.

4.18 As well as the use of capital resources which could be received in 2006/07 and future years, the Authority will need to apply earmarked capital reserves and / or prudential borrowing to implement the Estates Strategy.

Funding

4.19 In 2005/06 the Authority received an increase in funding of 4.87%, slightly above the national average.  This included a loss to the Authority of £3.2m grant as a result of the application of a ceiling mechanism.

4.20 2006/07 was expected to see the introduction of a new formula for distributing RSG and the start of a 3-year settlement process.  The Authority’s response to the consultation proposals suggested that the introduction should be deferred because of a flaw in the use of statistics in all models and the impact of new force structures.  At the time of writing, a response to the Authority’s representations had not been received.  The Deputy Prime Minister expects to make an announcement in early December on the new formula and the proposed grant for 2006/07 onward.  The first settlement will be for 2 years starting in 2006/07, to enable alignment with the Spending Review cycles. 

4.21 If the new funding formula is implemented in 2006/07 as outlined in the recent consultation, the Authority’s FSS will fall significantly.  Although floors and ceilings are expected to apply, the first principle of the MTFS will need to be reviewed as the balance between spending and FSS will be altered.

4.22 As part of the Government’s Efficiency Review, as informed by the work of Sir Peter Gershon, the police service has been asked to achieve efficiency savings of 3% for the three years commencing 2005/06. Half of these savings are to be cashable savings, which will be recycled to frontline services.  Proposals will be considered as part of the budget process in February 2006.
5 
NEXT STEPS

5.1
This report summarises the priorities identified for both revenue and capital expenditure over the next 3 years. However, decisions as to the level of commitment can only be taken in the light of the Local Government Finance Settlement for 2006/07 and the Home Office capital allocation announcement. The provisional 2006/07 Settlement is due in early December and will be reported to the Authority. The next stage of the process will then be the setting of the Authority’s budget in February.

6
FINANCIAL IMPLICATIONS
6.1
Financial Implications are considered throughout the earlier paragraphs of this report.

7 
HUMAN RIGHTS IMPLICATIONS

7.1
Nil

8 
EQUAL OPPORTUNITIES IMPLICATIONS

8.1
It is considered that there are no human rights implications arising from 
this report.

9 
RECOMMENDATIONS

9.1
The Authority is recommended to approve the Medium Term Financial Strategy for 2006/07 to 2008/09 as outlined in this report.  Subject to the comments in paragraphs 4.21 on the balance between spending and FSS, the review of the current strategy has reaffirmed the key principles outlined in paragraph 2.2 of this report, namely:

(i) The overall financial strategy should continue to maintain spending in line with the FSS.

(ii) The Treasurer in consultation with the Chief Constable should produce and monitor on an annual basis, a rolling programme of 3 year budget forecasts, taking account of the key issues facing the Authority.

(iii) Financial resources should continue to be directed towards the Authority’s spending priorities.

(iv) Expenditure in year to be tightly monitored and contained within the original estimate.
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