NORTHUMBRIA POLICE AUTHORITY


23 OCTOBER 2002

SUBJECT: MEDIUM TERM FINANCIAL STRATEGY TO 2005/06

REPORT OF THE CLERK, TREASURER AND CHIEF CONSTABLE

PURPOSE OF THE REPORT

1. To request the Authority to agree a medium term financial strategy for the three years to 2005/06.

BACKGROUND TO THE STRATEGY

2. In November 2001, the Authority agreed to the adoption of a medium term financial strategy (minute 177–2001/02 refers). The strategy was developed in order to forecast the likely financial impact of issues faced by the Authority over the next three years. 

3. Included in the list of issues that were identified included changes to the revenue funding formula, police pensions, Airwave, and uncertainty around the economy.

BENEFITS OF THE STRATEGY

4. 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 savings

· Allowing the development of longer term budgets and strategic thinking

DEVELOPING THE STRATEGY

Revenue balances

5. The Authority’s revenue budget for 2002/03 provides for total police expenditure of £228.6m. The current budget is in line with the Authority’s Standard Spending Assessment (SSA). Because of sound financial management across the force and the Authority, rather than using balances to keep spending in line with SSA during the last three financial years, it has actually been possible to significantly add to the level of the Authority’s balances.

6. However, despite its current level of reserves, it should be recognised that the Authority’s resources are finite and the significant use of balances cannot be sustained in the longer term. In addition, there is the uncertainty with regard to the cost of unfunded pensions and the introduction of the new grant system from 1 April 2003.

Capital balances

7. In relation to capital, the Authority currently has the following balances:-


£m

· capital receipts unapplied 
4.2

· capital grant unapplied (excluding specific grant for Airwave) 
11.6

· capital development reserve 
3.4

8. These resources are currently earmarked to finance major capital works resulting from the ongoing review of the police estate.

Budget Position - 2002/03

Revenue

9. In October, the Finance Committee was notified of a notional revenue underspend of £0.4m for the first six months of 2002/03. It is therefore proposed to accelerate revenue expenditure in 2002/03 on Crime Team Body Armour (£60,000) and Forcewide Training (£100,000).

Capital

10. The Finance Committee was also notified of a projected capital underspend of £1.0m for 2002/03 based upon commitments entered into during the first six months of the year. The reviewed estimate has reduced mainly because of slippage on schemes at Westgate Road, Whickham and Gilbridge Avenue. This position gives an opportunity to review the current year’s programme and it is therefore proposed to bring forward the following schemes :-


£000

S7000 Upgrade
500

Microsoft Office Licences

60


560

Position 2003/04 to 2005/06

Revenue Issues

11. The following table outlines the effect that prioritised revenue proposals (identified during the revision of the medium term financial strategy and classified according to need) will have on the overall revenue budget over the next three years :-


02/03
03/04
04/05
05/06

£m
£m
£m
£m
Base Budget
228.59
228.59
228.59
228.59
Budget Pressures:-

High Priority

· One Off Items

0.630
-
-

· Recurring Items

17.256
22.058
24.328

Medium Priority

· One Off Items

-
-
-

· Recurring Items

0.776
1.406
0.581


Low Priority

· One Off Items

-
-
-


· Recurring Items

0.411
0.411
0.411

Total Budget
228.59
247.66
252.47
253.91

12. A detailed analysis, together with a brief explanation of some of the major issues :-

· Police Pay Reform

· Police Pensions

· Employers NI

· Crime Fighting Fund

· Airwave

is shown in Appendix 1.

13. The proposals have been shown in the context of a November 2002 price base in order to more easily identify future trends. This means that the recent police pay award has been taken into account, although for support staff, an estimate of 3% has been assumed. 

Capital Issues

14. The following table outlines the effect that prioritised capital proposals (identified during the revision of the medium term financial strategy and classified according to need) will have on the overall capital programme over the next three years :-


2003/2004

£’000
2004/2005

£’000
2005/2006

£’000
TOTAL

£’000

High Priority Proposals





Building Schemes
2,490
5,010
11,000
18,500

IS & T 
1,510
250
140
1,900

Vehicles/Equipment
2,560
2,385
2,385
7,330


6,560
7,645
13,525
27,730







Medium Priority Proposals





Building Schemes
860
1,450
195
2,505

IS & T
1,410
1,635
965
4,010

Vehicles/Equipment
0
500
0
500


2,270
3,585
1,160
7,015







Low Priority Proposals





Building Schemes
0
0
0
0

IS & T
1,142
6,270
4,850
12,262

Vehicles/Equipment
170
0
0
170


1,312
6,270
4,850
12,432







TOTAL CAPITAL PROPOSALS
10,142
17,500
19,535
47,177

15. A detailed analysis of these proposals is shown in Appendix 2. The major issues include :-

· The review of the estates strategy is currently in progress and the outcome is not yet known. The estimates shown in Appendix 2 are provisional and not based on any specific projects.

· The re-development of HQ site will be considered within the estates review. Costs will be substantial, if a project is agreed, and will extend beyond 2005/06.

· The Authority has received specific funding for the Airwave Project.  Funding for capital and “one-off” revenue expenditure is £8.134m and it is expected that the cost of implementing the project will be contained within this allocation.

Funding

16. The financial settlement for 2003/04 will be one of the most important and significant in recent years. A new baseline will be established within the context of the 2002 Spending Review and a revised funding formula will also be implemented. However, the outcome of the review of the revenue grant funding formula is not yet known since the consultation period only ended on 30 September. The Authority endorsed its response to the consultation at its September Finance Committee (minute 21-2002/03).

17. As well as the impact of the revised funding formula there is linked to this the impact on revenue grant caused by declining population. The 2003/04 settlement is likely to be based upon 2001 census data and this shows a reduction in population for the Northumbria area of just under 30,000 when compared to the mid-2000 estimate. This represents a reduction year on year of 2.18% as compared to the national average reduction of 1.72%.

Longer Term Issues

18. Emerging from the Medium Term Financial Strategy are issues that will have significant financial implications during and beyond the next three years that at present cannot be quantified. The more significant longer term issues are as follows:

· The Valiant Project, which seeks to harmonise police systems nationally
· Potential costs arising as a result of the implementation of best value reviews
NEXT STEPS

19. This report outlines the priorities identified for both revenue and capital over the next 3 years. However, decisions as to the level of commitment can only be taken in the light of the next local government finance settlement and Home Office capital allocation announcement. Clearly therefore, the next stage in the process is setting the Authority’s budget in February.

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

HUMAN RIGHTS IMPLICATIONS

21. Nil

EQUAL OPPORTUNITIES IMPLICATIONS

22. Nil

RECOMMENDATIONS

23. The Authority is recommended to approve :-

(i) the medium term financial strategy as outlined in this report.

(ii) revenue expenditure of £0.160m in 2002/03 for Crime Team body armour and Forcewide training

(iii) the inclusion of an additional £0.560m of expenditure (as identified in paragraph 10) within the 2002/03 capital programme.

