NORTHUMBRIA POLICE AUTHORITY


22 OCTOBER 2003

SUBJECT: MEDIUM TERM FINANCIAL STRATEGY 2004/05 TO 2006/07

REPORT OF THE TREASURER AND CHIEF CONSTABLE

PURPOSE OF THE REPORT

1. To request the Authority to agree a medium term financial strategy for the three years 2004/05 to 2006/07.

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 Authority then received a further report in October 2002 (minute 129 – 2002/03 refers) detailing the strategy developed to assess the likely financial impact of issues faced by the Authority over the following three years.

3. To date the Authority’s Medium Term Financial Strategy has been underpinned by certain key elements including:

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

(ii) A rolling programme of 3 year budget forecasts

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

(iv) Spending contained within original estimates

4. This report reviews the original strategy by taking into account those strategic issues, which may have significant financial implications for the Authority.

BENEFITS OF THE STRATEGY

5. 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

REVIEWING THE STRATEGY

6. The review of the Authority’s Medium Term Financial Strategy for 2004/05 to 2006/07 should consider the following issues:

· The Authority’s current level of balances, both revenue and capital

· The budget position for 2003/04, both revenue and capital

· The future budget pressures over the period of the strategy, likely to be          facing the Authority

Current Level of Balances

Revenue balances

7. The Authority’s revenue budget for 2003/04 provides for total police expenditure of £241.2m. The current budget is in line with the Authority’s FSS (formally Standard Spending Assessment). Sound financial management during the last three years has allowed the Authority to maintain spending levels and provide for high priority growth without using revenue balances. It has also been possible to add to the level of balances particularly those available for capital investment. All of this has been achieved with the lowest Police Authority precept level in the country.

8. 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 without placing the Authority’s financial position at risk. In addition, there continues to be uncertainty with regard to the cost of unfunded pensions and therefore the Authority is required to maintain a prudent level of reserves to meet this and other similar pressures into the future.

Capital balances

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


£m

· capital receipts unapplied 
6.5

· capital grant unapplied (excluding specific grant for Airwave) 
13.9

· capital development reserve 
5.4

10. These resources are currently earmarked to finance major capital works resulting from the ongoing review of the police estate, which will underpin the Public Service and Performance Review (PSPR).

Budget Position - 2003/04

Revenue

11. In October, the Finance Committee was notified that total police expenditure at 30 September was estimated at £109.120m with actual expenditure totalling £106.290m, a notional underspend of approximately £2.830m. The implications of this notional underspend will be considered when the government announces the provisional Local Government Finance Settlement for 2004/05 in November.
Capital

12. The Finance Committee was also notified of a reviewed estimate of £13.332m based upon commitments entered into during the first six months of the year, a decrease of £0.068m on the original estimate of £13.400m. 
Position 2004/05 to 2006/07

Revenue Issues

13. An early view of unavoidable expenditure, including the full year effect of the 2003/04 growth and police officer pensions, suggests a figure of £1.8m is required. In addition, initial prioritised revenue proposals have been identified during the revision of the strategy and are shown in the following table:

03/04
04/05
05/06
06/07

£m
£m
£m
£m
Base Budget
241.23
241.23
243.03
243.03

Unavoidable Expenditure

            1.80







        243.03

Budget Pressures:-

High Priority

6.53
8.84
10.98

Medium Priority

0.75
0.73
1.76

Low Priority

0.38
0.19
0.19

Total Budget
241.23
250.69
252.79
255.96

14. In order to more easily identify the impact of budget pressures, future pay and price increases are not shown in the above figures.

15. High priority proposals include estimates of an increase in the numbers of pensions rising to an additional £4.3m in 2006/07. Other high priority proposals are those which are essential to meet operational requirements or to comply with legislation.

16. 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.

Capital Issues

17. 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 :-


2004/2005

£m
2005/2006

£m
2006/2007

£m
TOTAL

£m

High Priority Proposals





Building Schemes
5.040
7.940
7.400
20.380

IS & T 
2.533
7.390
7.219
17.142

Vehicles/Equipment
4.092
2.635
2.655
9.382


11.665
17.965
17.274
46.904







Medium Priority Proposals





Building Schemes
1.160
2.480
1.000
4.640

IS & T
1.410
1.750
1.320
4.480

Vehicles/Equipment
.180
0
0
.180


2.750
4.230
2.320
9.300







Low Priority Proposals





Building Schemes
.200
0
0
.200

IS & T
.250
.300
0
.550

Vehicles/Equipment
0
0
0
0


.450
.300
0
.750







TOTAL CAPITAL PROPOSALS
14.865
22.495
19.594
56.954

18. Arising from the capital issues are:-

· The review of the estates strategy has produced recommendations which are currently being considered. The figures shown in the table are provisional and not based on any specific projects.

· The forecast includes the proposed re-development of HQ.

· The Authority has received specific funding for the Airwave Project of £8.134m for capital and “one-off” revenue expenditure. However, to ensure the Force keeps up to date with the advancement in digital communication technology a formal Airwave refresh policy will be required, which has initially been identified as £1.0m per annum from 2005/06.
· In 2005/06 the Data/Radio/Telephone network equipment will reach its 10 year useful life expectancy and the majority of equipment may require replacing. It is anticipated that significant investment will be required to maintain a robust communication network. Included in the forecast is £100,000 for external consultancy work to provide early advice on this issue.
· A recommendation from the Best Value Review – Air Support is to replace the existing fixed wing aircraft with a helicopter. The Authority agreed in September 2003 (minute 115 – 2003/04 refers) to submit a bid to the Home Office for funding in respect of a second helicopter. This will need to be supported by direct investment from the Consortium in 2004/05 if the funding bid is successful.
· The Best Value Review of Fleet Management is in the implementation stage and an emerging issue relates to the low size of the vehicle fleet in relation to comparator forces. As an interim action, pending completion of the Best Value Review, the forecast includes a one-off sum in 2004/05 for the procurement of 30 additional vehicles to support the deployment of additional front-line officers, funded by the Crime Fighting Fund.  
Funding

19. In 2003/04 a revised funding formula was implemented and although the Authority received an increase of 4.9% (which was at the ceiling) had the ceiling not been capped at 4.9% the authority would have received a further £6.6m grant. It is anticipated that the ceiling and the declining population of the Authority will not lead to increased central funding and is more likely to result in a reduced level of grant funding for the Authority, relative to other areas, in the 2004/05 and future settlements.

Longer Term Issues

20. 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

21. This report summarises 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 Local Government Finance Settlement for 2004/05 and Home Office capital allocation announcement. The provisional 2004/05 Settlement is due in the week commencing 17 November and an early summary will be reported to the Authority on 26 November. The next stage of the process will then be the setting of the Authority’s budget in February.

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

HUMAN RIGHTS IMPLICATIONS

23. Nil

EQUAL OPPORTUNITIES IMPLICATIONS

24. Nil

RECOMMENDATIONS

25. The Authority is recommended to approve the medium term financial strategy for 2004/05 to 2006/07 as outlined in this report with particular emphasis on the following key elements:

(i) The overall financial strategy should continue to maintain expenditure 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.

