NORTHUMBRIA POLICE AUTHORITY
- 20 OCTOBER 2004

SUBJECT: MEDIUM TERM FINANCIAL STRATEGY 2005/06 TO 2007/08

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 for the three years 2005/06 to 2007/08.

2 
BACKGROUND TO THE STRATEGY

2.1
The current Medium Term Financial Strategy for the period 2004/05 to 2006/07 was approved by the Authority on 22 October 2003. Although the strategy covers a period of 3 years, it is reviewed annually.

2.2 The key principles of the Authority’s current Medium Term Financial Strategy are:

(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

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

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 savings

· Allowing the development of longer term budgets and strategic thinking

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

4 
REVIEWING THE STRATEGY

4.1
The review of the Authority’s Medium Term Financial Strategy for 2005/06 to 2007/08 should consider the following issues:

· The Authority’s current level of reserves.

· The budget position for 2004/05.

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

· Funding levels for future financial years.

· The Government’s Efficiency Review.


Current Level of Reserves


Revenue reserves

4.2 The Authority’s revenue budget for 2004/05 provides for total police expenditure of £249.81m. The current budget is in line with the Authority’s Formula Spending Share (FSS). Sound financial management during the last three years has allowed the Authority to maintain spending levels and provide for high priority growth without using reserves. It has also been possible to add to the level of reserves, 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 2004, the current position was


£m

· General reserve
20.6

· Earmarked reserves
47.7

68.3

4.4 Earmarked reserves are set up to provide for specific liabilities. The major liabilities covered by these reserves are unfunded pensions and insurance. Given the current uncertainty surrounding pensions and the difficulties in securing insurance cover, the Authority needs to maintain a prudent level of reserves to cover these areas.

4.5 General reserves are available to support future revenue budgets and capital programmes, as well as providing a level of comfort. The Medium Term Financial Strategy allows the Authority to consider the prudent use of reserves in the context of future spending pressures.


Capital reserves

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


£m

· capital receipts
7.9

· capital grant
15.1

· capital development reserve 
  9.4

32.4

4.7 These resources are currently earmarked to help finance major capital works, including the cost of the Estates Strategy Development Programme.


Budget Position - 2004/05


Revenue

4.8
The second quarterly revenue monitoring report which was presented to the Finance Committee in October showed net police expenditure of £125.1m as at 30 September 2004. This represents a notional underspend of approximately £0.66m against estimated net expenditure of £125.76m. 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. It should be noted, however, that this is a much tighter position than in recent years. The implications of this notional underspend will be considered when the government announces the provisional Local Government Finance Settlement for 2005/06 in November.

Capital

4.9
The second quarter capital monitoring report to October’s Finance Committee outlined a reviewed capital estimate of £13.893m as at 30 September 2004, which represents a decrease of £0.151m on the original estimate of £14.044m. At this level the programme can be financed without a call on the capital development reserve outlined in paragraph 4.6.

Position 2005/06 to 2007/08


Revenue Issues

4.10 An initial assessment suggests that unavoidable additional expenditure of £5.12m will be required in 2005/06. This includes the full year effect of the 2004/05 growth and police officer pensions. In addition, initial prioritised revenue proposals have been identified during the revision of the strategy and are shown in the following table:

04/05
05/06
06/07
07/08

£m
£m
£m
£m
Base Budget
249.81
249.81
254.93
254.93
Unavoidable Expenditure

            5.12







        254.93

Budget Pressures:-

High Priority

4.25
5.51
5.63

Medium Priority

1.70
4.73
8.64

Low Priority

0.31
1.30
1.42

Total Budget
249.81
261.19
266.47
270.62

4.11 An estimate of targeted cashable efficiency savings for 2005/06 onwards is included in the above figures. For the sake of comparison, any future pay and price increases are not shown.

4.12 High priority proposals include estimates of Police Staff growth and the cessation and tapering of external funding. Other high priority proposals are those which are essential to meet operational requirements or to comply with legislation.

4.13 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. It is expected that the budget position in 2005/06 will be more difficult as a result of Government funding decisions, spending pressure and the threat of council tax capping. The Authority will need to consider funding issues, taking into account the position outlined in this report, when it considers budget proposals early next year.


Capital Issues

4.14 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:


2005/2006

£m
2006/2007

£m
2007/2008

£m
TOTAL

£m

High Priority Proposals





Building Schemes
8.180
14.375
23.850
46.405

IS & T 
4.262
5.522
5.018
14.802

Vehicles/Equipment
3.156
2.955
2.765
8.876


15.598
22.852
31.633
70.083







Medium Priority Proposals





IS & T
2.235
1.735
1.180
5.150

Vehicles/Equipment
0.345
0.210
0
0.555


2.580
1.945
1.180
5.705







Low Priority Proposals





IS & T
0.040
0
0
0.040


0.040
0
0
0.040







TOTAL CAPITAL PROPOSALS
18.218
24.797
32.813
75.828

4.15 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 2005/06 to 2007/08 is estimated at £43m, as reported to the Authority in July. This sum is included in the category of high priority building scheme proposals. As well as the use of capital resources which could be received in 2005/06 and future years, the Authority will need to apply earmarked capital reserves and / or prudential borrowing to implement the Estates Strategy to avoid a detrimental effect on the rest of the proposed capital programme.


Funding

4.16 In 2004/05, the national funding formula was suspended in favour of a 3.25% flat rate increase for all police authorities. This decision resulted in a loss to the Authority of £3.8m grant as a result of the application of a ceiling mechanism. Although the Home Office have not yet decided on their approach for the 2005/06 settlement, it is likely that ceilings will continue to artificially suppress the Authority’s level of funding.

4.17 As part of the Government’s Efficiency Review, as informed by the work of Sir Peter Gerschon, the police service has been asked to achieve efficiency savings of 3% for the next three years. Half of these savings are to be cashable savings, which will be recycled to frontline services.
5 
NEXT STEPS

5.1
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 2005/06 and Home Office capital allocation announcement. The provisional 2005/06 Settlement is due in the week commencing 15 November and a summary 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
Nil

9 
RECOMMENDATIONS

9.1
The Authority is recommended to approve the medium term financial strategy for 2005/06 to 2007/08 as outlined in this report. 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 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.

