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EXECUTIVE SUMMARY 

 
The Medium Term Financial Strategy (MTFS) looks to build on the Authorities 
success since we became a precepting Authority in 2004. 
 
Since this date we have received minimal increases in funding, the lowest of 
any Fire Authority, in line with the floor set for Fire Services, of just 2.5%, 
1.5% and 2.7%. In addition we had a net reduction in grant of £1.3m, in 
respect of the new financing arrangements for the fire-fighters pensions 
scheme 
 
In order to manage our overall financial position we have had to adopt a policy 
of:- 
 
·  maximising efficiency savings, delivering nearly £6m of these 

compared with a Government target of £3m 
·  reinvesting in service improvement where possible, reinvesting approx 

50% of our savings, £3m, into growth areas, such as fire safety 
·  increased fire safety capacity by creating additional posts and by 

building additional capacity into the retained service to undertake 
community fire safety activity 

·  increased the capacity to undertake fire safety activity by increasing 
staffing, allocating specific monies to the retained service for this, and 
amending shift patterns and working practices of operational personnel 

·  utilising reserves to maintain council tax increases below 5%, utilising 
£3m of reserves in this way 

 
In terms of this years MTFS the key issues  within  this are the influence of the 
Government, in terms of funding provided to the service through the 
Comprehensive Spending Review 2007 and the Local Government Finance 
Settlement covering a three year period, 2008/09-2010/11, including the 
identification of an on-going efficiency target 
 
In line with the Authority’s objective to deliver affordable, value for money 
services the Authority’s Medium Term Financial Strategy remains one of:- 
  
·  Maintaining future council tax increases at reasonable levels, reducing 

if possible 
·  Continuing to deliver efficiencies in line with targets 
·  Continuing to invest in improvements in service delivery 
·  Continuing to invest in improving facilities 
·  Setting a robust budget 
·  Maintaining an adequate level of reserves. 
 
In terms of this years revenue budget we have set and achieved an efficiency 
target of £0.9m (1.5% of net budget), we have utilised £0.8m of reserves to 
set a net budget of £60.3m, a 2.5% increase on last years figure. 
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In terms of revenue funding we have received minimum increases in Govt 
funding 1.0% (£300k), 0.5% (£150k) and 0.5% (£150k) in each of next three 
years, still at the “floor” the guaranteed minimum increase. In addition we 
have lost £450k of previous govt grants re Home Fire Safety Checks and Fire 
Prevention Grant. In essence giving us an overall reduction in government 
funding of £0.150m. 
 
This has resulted in an overall council tax increase of 4.74%, our lowest since 
we became a precepting authority. 
 
Looking at future years, we need to continue to hit our efficiency targets, and 
utilise reserves, if we are to continue to deliver service improvements whilst 
maintaining or reducing our year on year increase in council tax. 
 
In terms of the capital budget, we will continue to invest in our asset base, in 
particular vehicle replacement, refurbishment/replacement of station, new IT 
requirements and new operational equipment. This gives rise to a capital 
program of £7m over the next three years, which can be funded form 
supported borrowing, i.e. govt grant to cover some of cost of repaying the 
loan, and capital reserves and receipts. Therefore the capital programme is 
affordable, sustainable and prudent 
 
Looking at future years there is further scope to continue to invest in our asset 
base, as the Authority will still hold £2.3m of capital receipts and reserves, as 
the end of the three year programme. 
 
In terms of reserves and balances the Authority will maintain an adequate 
level of reserves to meet unforeseen circumstances and the strategy as set 
out achieves this requirement, holing a minimum level of £3.6m at the end of 
the three year period. 
 
In terms of financial management we will continue to seek out opportunities to 
improve this. 
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1 INTRODUCTION 
 

The medium term financial strategy (MTFS) sets out how the Authority will 
manage its finance over a three-year period in order to deliver its services to 
the County of Lancashire. 
 
The MTFS underpins the Authority’s’ corporate objectives and is designed to 
ensure that the Authority is able to deliver the services set out in its Risk 
Management Plan, and various other plans, whilst ensuring these services 
represent value for money and result in an affordable level of council tax. 
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2 OBJECTIVES OF THE MTFS 

 
The core objectives of the MTFS are: 
 
·  To ensure the Authority has sufficient resources to deliver against it’s 

stated objectives. 
·  To prioritise resources to align spending plans with corporate priorities  
·  To deliver value for money and achieve efficiency savings in line with 

the National Fire Service target. 
·  To maximise external funding opportunities, in line with corporate 

priorities. 
·  To limit council tax increases to an acceptable level 
·  To provide a longer-term view of financial planning in, order to provide 

stability in the development of future years budget proposals. 
·  To manage risk, by maintaining adequate reserves and balances 
·  To improve financial management in the medium term 
 
In order to address these objectives the MTFS is broken down into the 
following sections: 
 
·  Revenue Budget Strategy 
·  Capital Budget Strategy 
·  Reserves and Balances Strategy 
·  Financial Management 
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3 REVENUE BUDGET STRATEGY 

 
The annual revenue budget is the means by which the Authority expresses, in 
financial terms, its plans for service provision during the forthcoming years. 
The revenue budget strategy is to deliver services as outlined in the Risk 
Management Plan and other plans whilst setting an affordable level of council 
tax. As such the strategy places greater reliance on continuing to deliver 
efficiency savings to reinvest into service improvement and/or minimise 
council tax increases Income and expenditure are monitored against the 
budget during the year in order to ensure that good financial management and 
value for money are achieved. 
 
The key drivers with the revenue budget strategy are: 
 
·  Cost pressures, including alignment of resources to objectives 
·  Affordability, in terms of funding levels and impact on council tax 
·  Sustainability, i.e. not placing too heavy a reliance on one-off funding 
 

3.1 COST PRESSURES 
 
The budget setting process takes account of known and anticipated cost 
pressures in order to identify a total budget requirement. 
 
This looks at areas such as:  
 
·  Alignment of resources to objectives 
·  New demands placed on the Authority 
·  Inflationary pressures 
·  Efficiency savings 
 

3.1.1 ALIGNMENT OF RESOURCES TO OBJECTIVES 
 
Within the constraints of available resources the Authority will set a 
sustainable budget each year that ensures it is able to deliver against its 
stated objectives. 
 
In order to do this effectively the revenue budget must reflect the Authorities 
strategic objectives and align financial resources to these.  The IRMP process 
is the key driver for change within the Authority, identifying opportunities to 
release resources and also the need to invest in other areas.  As such the 
outcome of the IRMP process feed the budget setting process, with both 
being considered alongside each other at the Authority meeting in December. 
 
This process of redirection of resources to align to corporate objectives has 
resulted in over £3.0m of resources being invested in priority areas, the main 
areas being fire safety and retained pay, the table overleaf sets out the main 
elements of this:- 
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In addition to this major elements of the budget have been zero based to 
identify true coasts and ensure these align with our priorities, most notably 
ICT and operational equipment. 
 
In order to further endorse this strategy, individual departmental bids for 
budget growth are required to demonstrate how they contribute to the 
achievement of objectives and require support from the Service Executive 
Board prior to inclusion in the draft budget. 
 
Furthermore, all Committee reports, including new strategies and policies, 
include a section outlining financial implications and these are considered by 
the Treasurer, prior to submission to Members, and are reflected in changes 
to current and future year’s budgets. 
 

3.1.2 NEW DEMANDS PLACED ON THE AUTHORITY 
 
The budget also includes additional costs associated with new demands 
being placed on the Authority, as an example the introduction of the new 
pension arrangements for retained fire fighters resulted in an increased 
budget requirement of £0.200m. 
 
In addition there are new demands arising from national projects, such as 
New Dimensions, and the move to Regional Controls. Costs are included in 
the budget as and when any certainty about costs is identified. However this 
cost is offset by a corresponding increase in anticipated Government funding, 
and as such they are cost neutral. 
 

3.1.3 INFLATIONARY PRESSURES 
 
The budget needs to take account of inflationary pressures that are likely to 
result in an increased cost base in future years.  Inevitably these are 
estimated figures, which will change over time, and hence future years 
budgets will be adjusted to take account of this. 
 
The latest Comprehensive Spending Review 2007 included an assumption 
about inflationary pressures running at 2.0% and made specific reference to 
public sector pay increases being at this level.  As such future budget 
estimates are based on pay inflation being maintained at 2.0% per annum 
over the three year period whilst non-pay inflation is included at 2.50% per 
annum each year. 
 

Area Redirection 
£m 

Fire Safety, including smoke detectors 1.4 
Retained Salary Scheme 1.0 
Provision of Incident Intelligence Officers 0.4 
Introduction of pooled PPE 0.2 
Investment into repairs & maintenance of buildings to 
address issues arising from the stock condition survey 

0.2 
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As such the budget as set and the future draft budgets presented are reliant 
on the Government maintaining public sector pay increase within its overall 
2% target. Failure to do so will undoubtedly result in increased pressures on 
the revenue budget. It is worth noting that each 0.5% increase in the pay 
awards costs a further £0.2m. 
 

3.1.4 EFFICIENCY SAVINGS 
 
Sir Peter Gershons Efficiency Review identified a target level of efficiency 
savings for local government of £6.45billion by 2007/08. 
 
This figure has been broken down into individual service targets, for each 
area of local government, with the Fire and Rescue Service being set a total 
efficiency target of £105m, equivalent to 5.7% of net 2004/05 expenditure.  
Whilst this total has not been broken down into individual targets for each fire 
authority there is an expectation that each authority will strive to at least 
achieve this figure.  
 
In addition, a new monitoring regime was introduced requiring all Fire and 
Rescue Services to report performance against target, on at least an annual 
basis, cross referencing efficiencies to quality measures, such as best value 
performance indicators, thus ensuring savings are not made at the expense of 
service provision. 
 
The following table sets out the Authority’s performance against the national 
efficiency target over the past three years. However, it must be noted that the 
figures for 2007/08 are based on efficiencies identified in the budget and have 
not yet been delivered. 
 
 Cumulative Target Cumulative achieved 
2005/06 1.2% £0.648m 4.1% £2.798m 
2006/07 3.6% £1.944m 7.9% £4.263m 
2007/08 5.7% £3.078m 10.5% £5.878m 

 
As can be seen we have significantly exceed the target over the period, 
achieving cumulative cashable savings of 10.5%. 

 
The following table outlines the main contributors to the overall total, and as 
can be seen that vast majority of savings are attributable to the reviews 
undertaken a part of the Integrated Risk Management Planning process:- 

 
Area Savings 

£m 
IRMP review – Ridership 0.8 
IRMP review - Incident Support Units 0.7 
IRMP review - Aerial Ladder Platforms 0.3 
IRMP review - Flexible crewing model 1.1 
IRMP review - Rank to Role 0.4 
IRMP review - Emergency Cover Review, (includes 
savings in terms of the capital costs of replacing of 3 

0.6 
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pumping appliances) 
IRMP review - Review of Training Centre staffing 0.5 
Reduced Ill Health retirements  0.4 
Procurement 0.2 
Corporate Support 0.5 

 
In addition to these we have achieved cumulative non cashable savings 
(where we have increased productivity for no extra cost) of £4.0m, due to 
changes in shift times/working patterns, which has enabled us to deliver our 
programme of Home Fire Safety Checks. 
 
The latest Comprehensive Spending Review has identified a new national 
target of £110m cashable efficiency savings to be achieved by 2010/11, the 
equivalent of 1.6% per annum. To date this has not been broken down into 
individual targets for each Authority. 
 
Given this and other value for money considerations the Authority has now 
agreed a value for money policy, which looks to maximise efficiencies in order 
to achieve best value and provide the opportunity to re-invest any savings into 
priority areas or to reduce the overall budget requirement. 
 
Looking forward the Authority will continue to seek out opportunities for further 
savings in order to offset budget pressures and has agreed the following 
efficiency targets for the next three years 
 

 Cumulative Target 
2008/09 1.5% £0.882m 
2009/10 3.0% £1.765m 
2010/11 4.5% £2.647m 

 
In line with the policy the Authority has a number of methodologies and 
structures for promoting and delivering value for money: 
 
·  IRMP Review 
 
This is at the heart of delivering change within the Authority by reviewing the 
way in which services are managed and delivered, and as such offers the 
greatest scope for identifying savings 
 
·  Best Value Reviews 
 
The Authority continues to identify areas for review as part of the best value 
process, and this is designed to deliver improvements in services and/or cost 
savings, an example of which was the review of internal service provision 
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·  Ad-hoc Reviews  
 
Where a Department will undertake a specific review designed to improve 
services and/or deliver savings, an example of which would be the review of 
the administrative function within areas 
 
·  Base Budget Reviews 
 
Whereby all budgets are examined in light of previous year’s outturns and 
current expenditure levels, with the intention of making the budget as realistic 
as possible, and in doing so the scope to release savings is also evaluated 
 
·  Effective Procurement 
 
The authority’s procedures for procurement have been updated to change the 
emphasis form lowest cost, to whole life cost, thus ensuring best value in the 
medium term. 
 
The Authority has also considered alternative methods of procurement where 
appropriate, i.e. the utilisation of the PFI process to deliver two new fire 
stations, and the current involvement in a joint bid with Merseyside and 
Cumbria Fire and Rescue Service which will deliver four additional stations 
within Lancashire. 
 
·  Joint Working 
 
The Service also looks to achieve efficiencies by entering into joint working 
arrangements where it is considered advantageous to do so. This is 
evidenced by the current joint arrangements with Merseyside Fire and Rescue 
Service for the provision of a procurement services, and with Lancashire 
Constabulary for the provision of specific property related services. 
 
·  Partnerships/External Funding 
 
The Service also looks to achieve efficiencies by entering into partnership 
arrangements or maximising external funding in order to enhance the services 
it delivers. 
 
These arrangements can identify better ways of delivering our services and/or 
build additional capacity. However we will only enter into these arrangements 
when they contribute to the achievement of our corporate objectives. 
 
·  Best Practice and Benchmarking 
 
All of the above will look to utilise best practice and benchmarking information 
as a basis for comparison. 



 
 

11 

 
3.1.5 BUDGET REQUIREMENT 

 
The above process results in a budget requirement being identified for each 
year, as set out overleaf. The 2008/09 budget of £60.277m equates to a 2.5% 
increase on last year’s figure. (Note for 2009/10 and 2010/11 these are 
indicative budgets only and more detailed budgets will be drawn up in future 
years):- 
 
 2008/09 

£m 
2009/10 

£m 
2010/11 

£m 
Preceding Years Budget Requirement 58.831 61.047 62.773 

Removal of prior years use of reserves 0.604 - - 

Inflation 1.055 1.246 1.293 

Other Pay Pressures 0.063 0.078 0.033 

Committed Variations 0.441 0.275 0.636 

Growth Items 0.471 0.350 0.043 

Pension Adjustment 0.300 0.016 - 

Efficiency Savings (0.832) (0.199) (0.003) 

IRMP Savings (0.054) - - 

IRMP Growth 0.168 (0.040) - 

Gross Budget Requirement 61.047 62.773 64.775 

Drawdown from Reserves (0.770) - - 

Net Budget Requirement 60.277 62.773 64.775 

 
The following table explains the main changes included in the above budget 
figures:  

 
Removal of 
prior years 
use of 
reserves 

This was used, in 2007/08, to balance the budget requirement 
to a 5% increase in council tax, thus avoiding the threat of 
capping 

Inflation To meet the cost of pay awards and non-pay cost pressures 
Other Pay 
Pressures 

To meet the cost of incremental drift arising from length of 
service 

Committed 
Variations 

To meet a variety of cost pressures, such as:- 
·  loss of Government Grant 
·  increasing costs associated with capital financing, i.e. 

repayment of borrowing etc 
·  increased costs associated with maintaining our IT asset 

base 
·  increased costs associated with the tri-annual review of the 

Local Government Pension Scheme 
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·  increased costs associated with FireBuy and Centres of 
Excellence 

Growth Items To meet a variety of growth items such as:- 
·  increased investment in fire safety activities 
·  increased investment into operational equipment, and in 

particular the replacement of gas tight suits 
·  increasing revenue contributions to the capital programme 

Pensions 
Adjustment 

Changes arising from the new financial arrangements for the 
fire-fighters pension scheme 

Efficiency 
Savings 

To cover a variety of savings relating to issues such as:- 
·  the reduction in the pensions budget reflecting the 

reduction in the number of ill health retirements 
·  the civilianisation of several specialist uniformed posts, 

such as the Safety, Health and Environmental Risk 
Manager 

·  savings from procurement 
IRMP 
Savings 

Savings arising from the IRMP reviews and in particular the 
review of Incident Support Units.   

IRMP Growth Growth arising from the IRMP reviews, and in particular the 
introduction of a volunteer strategy 

Gross Budget 
Requirement 

This is the total budget requirement, prior to allowing for the 
utilisation of reserves 

Drawdown 
from 
Reserves 

This is the level of reserves which will be utilised in year to 
maintain an acceptable budget/council tax increase 

Net Budget 
Requirement  

This is the final budget, net of the drawdown of reserves 

 
Whilst the above represents known anticipated changes as presented to the 
Authority in February 2008, for the purpose of the MTFS we need to build in 
additional allowances for savings and growth yet to be identified. As such we 
need to build in an additional amount to bring the overall level of efficiency 
savings achieved in each year to £0.882m. Similarly, we need to build in 
further growth, to bring the overall level of growth to £0.441m each year, in 
line with a policy of re-investing 50% of our efficiency savings into service 
improvement.  
 
This gives the revised net budget requirements as set out below:- 
 
 2008/09 

£m 
2009/10 

£m 
2010/11 

£m 
Net Budget Requirement 60.277 62.773 64.775 

Additional efficiency savings 
required 

- (0.683) (1.562) 

Additional re-investment of savings 
into service improvement 

- 0.131 0.529 

Revised Net Budget Requirement 60.277 62.221 63.742 
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These revisions form the basis for the analysis of future budget options. As 
set out in section 3.2.3 of this strategy. 
 

3.2 AFFORDABILITY 
 
Affordability is viewed in terms of the relationship between budget 
requirement, available funding, in the form of Government and external 
funding, and the resultant impact on council tax levels. 
 

3.2.1 GOVERNMENT FUNDING 
 
As a major precepting authority the Authority receives Government funding 
direct, in the form of Revenue Support Grant and National Non-Domestic 
Rates, with the difference between this and the budget requirement being a 
precept on local council tax payers.  Currently, Government funding accounts 
for over 50% of the Authorities total funding requirement, as such any 
changes to this have a significant impact on the affordability of the Authorities 
budget. 
 
The latest draft Local Government Finance Settlement was announced in 
December 2007, and covered a three year period, 2008/09 to 2010/11. The 
introduction of three year settlements provides greater certainty in terms of 
available funding and will enhance our ability to plan in the medium-term and 
set realistic financial strategies. A final announcement is expected at the end 
of January. 
 
The latest settlement shows the Authority continuing to receive grant funding 
in line with the national “floor” level set for the Fire Service, 1.0% increase in 
2008/09 and 0.5% in both 2009/10 and 2010/11, giving the following 
allocation of government grant: 
 
 2008/09 2009/10 2010/11 
 £m £m £m 
Anticipated Government Grant Funding 32.284 32.446 32.608 

 
Over the period of the settlement this will result in our “floor” protection 
reducing form £2.0m in 2007/08 to £0.2m in 2010/11. As such we would 
anticipate that settlements after this date would be more favourable as we 
would not anticipate being at the floor in future years. 
 

3.2.2 EXTERNAL FUNDING 
 
The Authority can also raise income through charging for services, although 
the scope to do so is limited by statute.  Whilst the Training Centre generates 
in excess of £2.4m of income in this way, the scale of income generated 
within the rest of the service is extremely limited. 
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In addition to this, the Authority will aim to maximise external funding by 
actively pursuing other sources of income, to offset expenditure where 
applicable, i.e. external funding bids, provided: 
 
·  That it contributes to the Authority’s corporate objectives. 
·  There is no specific requirement to “mainstream” services once 

external funding runs out (the mainstreaming of these initiatives would 
be considered as part of the budget setting process in terms of 
affordability and other service pressures). 

·  That the financial implications of any match funding requirements are 
fully considered 

 
In recent years the Authority has successfully bid for external funding in order 
to provide additional teams to tackle arson and deliver community fire safety 
programmes.  In addition the Authority successfully bid for £0.6m of pump 
priming grant from Local Area Agreements, and has put in specific teams in 
order to contribute to the achievement of the agreed stretch targets. If these 
stretch targets are met the Authority should receive further reward grant from 
the Local Area Agreements, however the extent of this and the basis for 
distribution of this is still to be finalised. 
 

3.2.3 COUNCIL TAX 
 
In setting the council tax, the Authority aims to balance the public’s 
requirement for our services with the cost of providing this.  As such the 
underlying principle of any increase in council tax is that this must be seen as 
reasonable within the context of service provision. 
 
Prior to our becoming a precepting authority, the current government had not 
used its “capping” powers (capping is where the government limits the amount 
of increase in council tax to a level, which it deems acceptable, resulting in 
any authority that exceeds this having to reduce its budget to the agreed level 
and stand the cost of rebilling all council tax payers). 
 
However, the Authority becoming a precepting authority on 1 April 2004 
coincided with the Government re-introducing the principle of capping, and as 
such our council tax increases and hence budget increases have been limited 
as a result of the threat of capping. Historically the Government has used a 
combination of both budget increase and council tax increase to determine its 
capping criteria. These were not used in 2007/08 but the following criteria 
applied in the two preceding years (the table also shows our own increases) 
 
 Capping Criteria Actual Increases 
 Budget 

increase 
Council Tax 

Increase 
Budget 

increase 
Council Tax 

Increase 
2005/06 6.0% 5.5% 4.0% 5.0% 
2006/07 6.0% 5.0% 4.1% 5.0% 
2007/08 - - 4.0% 5.0% 

 



 
 

15 

Looking forward the latest Comprehensive Spending Review re-iterates the 
Governments intention to keep council tax increases below 5%, with the 
Government stating “No decisions have been taken on capping principles in 
2008/09, but authorities would be unwise to assume previous capping 
principles will apply again. Government has made it clear that it is prepared to 
use its capping powers as necessary to protect council taxpayers form 
excessive increases” 
 
Hence for the purpose of our medium term plans we have looked at three 
scenarios. 
 
·  Option 1 – ignores the threat of capping in 2009/210 and 2010/11, i.e. 

is based on the revenue budget identified 
·  Option 2 - based on a council tax increase of 4.99% in 2009/10 and 

2010/11, just below the assumed capping threshold, 
·  Option 3 - based on a reduction in the year on year increase over the 

next two years, form the current increase of 4.74% in 2008/09, to 
4.49% in 2009/10 and 4.24% in 2010/11. 

 
OPTION 1 – IGNORES THE THREAT OF CAPPING IN 2009/210 AND 
2010/11, I.E. IS BASED ON THE REVENUE BUDGET IDENTIFIED 
 
 2008/09 2009/10 2010/11 
 £m £m £m 
Net Budget Requirement 60.277 62.221 63.742 
Less Actual/Anticipated Grant Funding (32.284) (32.446) (32.608) 
Adjustment re collection fund 
(surplus)/deficit 

0.056 0.050 0.050 

Equals Precept 28.049 29.825 31.184 
Estimated Number of Band D equivalent 
properties 

466,237 467,522 468,811 

Equates to Council Tax Band D Property £60.16 £63.79 £66.52 
Increase in Council Tax 4.74% 6.04% 4.27% 

 
The council tax increases of 6.04% in 2009/10 is not considered realistic 
given the threat of capping that exists. As such this option has been 
discounted. 
 
OPTION 2 - BASED ON A COUNCIL TAX INCREASE OF 4.99% IN 2009/10 
AND 2010/11, JUST BELOW THE ASSUMED CAPPING THRESHOLD 
 
In order to maintain council tax increases below 5% the Authority would need 
to identify budget reductions of £0.297m in 2009/10 and £0.097m in 2010/11. 
The Authority can achieve these budget reductions by either identifying further 
savings/reduction in growth or utilising reserves in future years. The table 
overleaf shows these reductions being achieved by utilising further reserves: 
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 2008/09 2009/10 2010/11 
 £m £m £m 
Net Budget Requirement 60.277 62.221 63.742 
Use of Reserves - (0.297) (0.097) 
Revised Budget Requirement 60.277 61.924 63.645 
Less Actual/Anticipated Grant Funding (32.284) (32.446) (32.608) 
Adjustment re collection fund 
(surplus)/deficit 

0.056 0.050 0.050 

Equals Precept 28.049 29.529 31.087 
Estimated Number of Band D equivalent 
properties 

466,237 467,522 468,811 

Equates to Council Tax Band D Property £60.16 £63.16 £66.31 
Increase in Council Tax 4.74% 4.99% 4.99% 

 
This use of reserves in 2009/10 reduces the overall net budget requirement to 
£61.924m an increase of 2.7% and in 2010/11 it reduces the overall net 
budget requirement to £63.645m an increase of 2.8%. 
 
At this level the council tax increase of 4.98% in 2009/10 and 2010/11 would 
appear to avoid the threat of capping, although the Government has not 
actually published a definitive cut off point for this. As such this option is 
achievable and would minimise the risk of capping. 
 
Furthermore there would be scope to fund some further growth through the 
utilisation of reserves, as based on the above use of reserves we will still hold 
£4.0m of uncommitted reserves at the end of the three year period. 
 
OPTION 3 - BASED ON A REDUCTION IN THE YEAR ON YEAR 
INCREASE OVER THE NEXT TWO YEARS, FORM THE CURRENT 
INCREASE OF 4.74% IN 2008/09, TO 4.49% IN 2009/10 AND 4.24% IN 
2010/11 
 
In order to maintain a progressive reduction in future council tax increases the 
Authority would need to identify budget reductions of £0.437m in 2009/10 and 
£0.467m in 2010/11. 
 
The Authority can achieve these budget reductions by either identifying further 
savings/reduction in growth or utilising reserves in future years. The table 
overleaf shows these reductions being achieved by utilising further reserves: 
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 2008/09 2009/10 2010/11 
 £m £m £m 
Net Budget Requirement 60.277 62.221 63.742 
Use of Reserves - (0.437) (0.467) 
Revised Budget Requirement 60.277 61.784 63.274 
Less Actual/Anticipated Grant Funding (32.284) (32.446) (32.608) 
Adjustment re collection fund 
(surplus)/deficit 

0.056 0.050 0.050 

Equals Precept 28.049 29.388 30.717 
Estimated Number of Band D equivalent 
properties 

466,237 467,522 468,811 

Equates to Council Tax Band D Property £60.16 £62.86 £65.52 
Increase in Council Tax 4.74% 4.49% 4.23% 

 
This use of reserves in 2009/10 reduces the overall net budget requirement to 
£61.784m an increase of 2.5% and in 2010/11 it reduces the overall net 
budget requirement to £63.274m an increase of 2.4%. 
 
This option minimises the risk of capping even further, reducing the council 
tax increase in future years. It also addresses one of our priorities in terms of 
delivering affordable value for money services. However, there is still 
considerable uncertainty surrounding future budget requirements, and as 
such this option should only be regarded as an aspiration at the present time. 
As further certainty surrounding future budgets is identified this option may be 
modified. 
 
Furthermore this option does not provide any scope to fund further growth 
through the utilisation of reserves, as based on the above use of reserves we 
will hold £3.6m of uncommitted reserves at the end of the three year period, 
the minimum recommended level. 
 
FUTURE COUNCIL TAX REVALUATION 
 
The future council tax revaluation exercise, where the Government is planning 
to introduce revised values for all properties, and revised property bandings to 
reflect this, will also impact on our funding levels.  Whilst the intention is that 
overall tax revenues would remain constant, there will inevitably be differing 
impacts at a local level, hence until the outcome of the review it is not possible 
to identify the impact on Lancashire. 
 

3.3 SUSTAINABILITY 
 
The culmination of this process is the identification of a total budget 
requirement for the next three years, and the inclusion of a statement from the 
Treasurer giving an assurance to Members that the budget is robust, 
achievable and an accurate reflection of costs that will be incurred. 
 
The statement for 2008/09, based on a budget of £60.3m and a council tax 
increase of 4.74% as agreed by the Authority in February is set out below:  
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“The professional opinion of the Treasurer is that the budget has been 
prepared on a robust basis for the following reasons: 
 
The allowances included for inflation and pay awards represent a best 
estimate of the likely cost of this, at 

Uniformed Pay Award  2.00% 
Non Uniformed Pay Award  2.00% 
Non Pay Inflation   2.50% 

 
As part of the budget setting process, over 80% of all expenditure is 
calculated from a zero base or has been recosted.  Of the remainder, a 
comparison is undertaken between the proposed budget and historic spend to 
ensure that estimates appear reasonable.   
 
The net revenue budget includes £2.6m of anticipated income, which equates 
to less than 5% of the net budget.  Furthermore, a significant element of this 
relates to grant from the CLG to cover costs of New Dimensions initiatives.  
The remainder has been assessed for reasonableness based on historic 
trends and known developments. 
 
All savings identified are reviewed for accuracy and reasonableness. 
 
All growth identified is reviewed to ensure the level of additional budget 
required is appropriate. 
 
The Treasurers comments regarding the sustainability of the use of reserves 
is contained in section 5 of this strategy. 
 
In 2008/09 the Authority has utilised reserves to balance its budget 
requirement and council tax increases. Looking at 2009/10 the Authority will 
need to either generate additional savings in line with its target and/or utilise 
further reserves in order to set an affordable budget.  
 
Assuming the authority achieves its target efficiency savings over the next 
three years, it will need to utilise between £0.8m and £0.4m of reserves over 
this period in order to set a balanced budget.  
 
Given the level of uncommitted reserves currently held, as set out in section 4 
of the strategy, this is achievable, whilst maintaining reserves at or above 
minimum levels.  
 
Looking longer term there are additional pressures that the Authority will face, 
in particular the outcome of national projects such as FireControl, FireLink 
and FireBuy, the impact of the actuarial review of the fire fighters pension 
scheme and the impact of the new PFI stations coming into operation. 
 
Further savings will need to be made in these years in order to maintain 
service provision and continue to deliver a value for money service to 
Lancashire. 
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4 CAPITAL STRATEGY 

 
The Authority’s capital strategy is designed to ensure that the Authorities 
capital investment: - 
 
·  Assists in delivering the corporate objectives 
·  Supports priorities identified in asset management plans 
·  Ensures statutory requirements are met, i.e. Health and Safety issues 
·  Support the Medium Term Financial Strategy by ensuring all capital 

investment decisions consider the future impact on revenue budgets 
 

4.1 CAPITAL FUNDING 
 
The strategy aims to balance affordability of the capital programme with the 
investment necessary to deliver the authorities objectives.  As such the capital 
programme for the next three years is limited to available resources, as 
outlined on the following page, thus avoiding the need for any unsupported 
borrowing. 
 
 2008/09 2009/10 2010/11 Total 
 £m £m £m £m 
Supported Capital 
Expenditure 1.390 1.552 1.597 4.539 
Capital Grant - - - - 
Capital Receipts - - - - 
Capital Reserves 0.466 0.436 0.324 1.226 
Revenue Contributions 0.219 0.287 0.295 0.801 
Transfer from 
Earmarked Reserves - 0.500 - 0.500 
 2.075 2.775 2.216 7.066 

 
4.1.1 BORROWING IN LINE WITH SUPPORTED CAPITAL EXPENDITURE 

 
Authorities are responsible for determining their own programme for capital 
investment, and their borrowing to finance such investment, so long as their 
plans are affordable, prudent and sustainable.  This is part of the 
Governments Prudential Code for Capital Finance. 
 
Under this system an Authority is free to determine its own level of borrowing 
according to what it can afford.  However, Central Government support for 
borrowing through formula grant will continue to be given on the basis of a 
specified amount of capital expenditure, which the borrowing will support.  
This is known as Supported Capital Expenditure (Revenue) (SCE(R)). Any 
borrowing in excess of this limit, i.e. unsupported borrowing, will incur 
additional revenue charges for which no additional funding will be provided 
and hence will impact on the Authorities revenue budget/council tax. 
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4.1.2 CAPITAL GRANTS 
 

The Government has announced that it will make £35m and £45m of capital 
grant available to the fire service nationally to fund future capital projects. 
However, to date no indication has been given as to how this will be 
distributed between individual authorities. As such this has not been built into 
available capital funding.  
 

4.1.3 CAPITAL RECEIPTS 
 
Capital receipts are generated from the sale of surplus land and buildings, 
with any monies generated being utilised to fund additional capital 
expenditure either in-year or carried forward to fund the programme in future 
years. 
 
The Authority looks to maximise available capital funding, and as such it has 
disposed of the majority of surplus assets since becoming a Combined Fire 
Authority, generating in excess of £2.25m of additional capital receipts, which 
it has used to support both the current and previous capital programmes. 
 
It will generate further capital receipts as it disposes of surplus sites once the 
planned replacement stations being delivered under PFI are operational, 
however this will not be within the time frame of this strategy. 
 

4.1.4 CAPITAL RESERVES 
 
The Authority has utilised year end surpluses to create a capital funding 
reserve in previous years, transferring in excess of £4.0m in to this, which it 
has used to support both the current and previous capital programmes. 
 
The 2008/09-2010/11 plan allows for a further transfer of £2.0m of revenue 
underspend from 2007/08 into the capital reserves. 
 

4.1.5 CONTRIBUTIONS FROM REVENUE RESOURCES 
 
The Authority currently has an allowance of £0.219m in the revenue budget in 
order to contribute to the long-term funding of the capital programme.  As 
current operating leases expire, the budget released from this has been 
transferred into additional revenue contributions to the capital programme, 
increasing the overall level of contribution to £0.295m by 2010/11 
 

4.2 CAPITAL PROGRAMME 
 
In terms of capital expenditure this relates to four areas of spend:  
 
·  Buildings 
 
Capital expenditure is in line with the Property Asset Management Plan and 
reflects the need to replace/refurbish stations in line with the outcome of the 
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stock condition survey and an assessment of suitability, including the outcome 
of the emergency cover review. 
 
·  Vehicles 

 
Capital expenditure is in line with the Fleet Asset Management Plan, which 
reflects the need to maintain a comprehensive fleet of vehicles, in line with 
agreed asset management and Service requirements. 
 
As part of the Fleet Asset Management plan we have identified the need to 
review vehicle lives, the potential second lifing of pumping appliance Plastisol 
bodies and the level of prime movers required by the Service given the 
transfer of New Dimension assets provided from the Government into our 
ownership. These all have the potential to significantly reduce the vehicle 
replacement cost over the life of the MTFS. Since becoming a Combined Fire 
Authority we have invested in our vehicle replacement programme to bring 
this back into line with planned replacement dates. Over the next three years 
of the programme we will return to a balanced position whereby all vehicles 
will have been replaced based on current estimated useful lives. 
 
 
·  IT & Communication Equipment 
 
Capital expenditure is designed to maintain and/or improve the existing 
infrastructure. We have continued to invest in our IT infrastructure and in 
specific new systems, in order to take advantage of improvements in working 
practices. In particular we have invested in systems to improve risk analysis 
and performance management arrangements. 
 
·  Other Equipment 
 
Capital expenditure reflects the need to replace major pieces of equipment in 
line with agreed asset management and Service requirements. We have 
continued to invest in improvements in equipment since becoming a 
Combined Fire Authority, such as improving the cutting/extrication equipment 
and putting thermal imaging cameras on all front line appliances. 
 

4.2.1 OVERALL CAPITAL PROGRAMME 
 
However, as funding to support capital investment is limited a capital project 
prioritisation model is used to rank the different submissions against set 
criteria: 
 
·  Corporate objectives 
·  Links to asset management plans 
·  Legal and statutory requirements 
·  Invest to save opportunities 
·  Affordability, including impact on future revenue budgets 
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The above process has resulted in the following capital programme being 
agreed:  
 
 2008/09 2009/10 2010/11 Total 
 £m £m £m £m 
Vehicles  1.122 1.125 1.116 3.363 
Operational Equipment 0.178 0.500 - 0.678 
Buildings  0.500 1.000 1.000 2.500 
ICT 0.275 0.150 0.100 0.525 
Total 2.075 2.775 2.216 7.066 

 
At the end of the 3-year programme the Authority will hold £2..350m of capital 
reserves and unapplied capital receipts, which will contribute to the 
programme in future years 
 

4.3 ALTERNATIVE CAPITAL PROCUREMENT ARRANGEMENTS 
 
The Authority has also considered alternative procurement arrangements, 
previously utilising operational leases for the provision of vehicles and utilising 
the PFI route for the delivery of two new fire stations. It is also currently 
involved in a joint PFI bid, with Merseyside and Cumbria Fire Service, which 
includes the delivery of four new fire stations in Lancashire.  
 
Over the next twelve months we will also review the potential to use leasing 
arrangements in order to offset some of the pressures in the capital 
programme. 
 

4.4 PRUDENTIAL INDICATORS 
 
The prudential code for capital finance, issued by the Chartered Institute of 
Public Finance and Accountancy (CIPFA), is in the form of a professional 
code of practice to support local authorities in taking investment decisions.  In 
reaching these decisions the Authority must follow good professional practice 
and must assess the implications of capital investment in terms of 
affordability, prudence and sustainability.  To enable authorities to 
demonstrate that its decisions reflect these principles, the code sets out 
indicators that must be used and factors, which must be taken into account.  
 
The indicators for 2008/09-2010/11 have been produced, as part of the 
budget setting exercise and these show that the proposed programme is 
affordable, prudent and sustainable. 
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5 RESERVES AND BALANCES STRATEGY 

 
The Authority’s policy on the level and use of reserve is based on a guidance 
note issued by CIPFA in 2003. 
 
Reserves can be held for three main purposes: 
 
·  A working balance to help cushion the impact of uneven cash flows 

and avoid unnecessary temporary borrowing. 
·  A contingency to cushion the impact of unexpected events. 
·  A means of building up funds to meet known or anticipated future 

liabilities referred to as earmarked reserves. 
 
As such the Authority has created the following reserves: 
 
Name General Fund 
Purpose This covers uncertainties in future years budgets, such as: 

·  higher levels of inflation than budgeted 
·  future grant settlements being lower than forecast 
·  service demands increasing, putting additional 

pressure on demand led budgets  
·  changes in legislation impacting on future service 

provision 
·  potential cost of industrial action 
·  potential impact of job evaluation 
·  major national projects where the financial 

implications are not clear 
Utilisation This is utilised to offset any in-year overspend that would 

occur when comparing budget requirement to the level of 
funding generated 

Controls The utilisation of this is agreed as part of the annual 
budget setting process.  Any further utilisation requires the 
approval of the Resources Committee  

Review The adequacy of this is reviewed annually, as part of the 
budget setting process 

 
Name Earmarked 
Purpose This covers monies set aside for specific purposes 
Utilisation Once set up these reserves can only be used for the 

specific purpose for which they were established  
Controls The utilisation of these are discussed at quarterly DFM 

meetings between the budget holder, relevant Executive 
Board member, and the Director of Finance 

Review The level of earmarked reserves is reviewed each year as 
part of the revenue outturn/annual accounts process to 
ensure these are reasonable and remain relevant 
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The level of reserves and the planned use of these forms a key element of our 
budget strategy. Over recent years we have drawn down reserves in order to 
balance budget requirements, minimal increases in Government funding, and 
affordable council tax levels, utilising approx £3.0m of reserves in this way. 
This will continue to be a feature of future budgets in the medium term, whilst 
maintaining reserves levels at or above minimum levels as determined by the 
Treasurer. 
 
As part of the annual budget setting process, the Treasurer is required to 
review the level of reserves and make a formal statement on the adequacy of 
reserves. In order to do this the Treasurer is required to form a professional 
judgement on the level of reserves required, taking account of the strategic, 
operational and financial risk facing the authority.  This should include as 
assessment of financial assumptions underpinning the budget, alongside a 
consideration of the Authority’s financial management arrangements, and 
should focus on both medium and long-term requirements.  
 
The statement for 2008/09, based on a budget of £60.3m and a council tax 
increase of 4.74% as agreed by the Authority in February is set out below:- 
 
Given the budgets reliance on achievement of the Governments 2% inflation 
target the Treasurer feels that the recommended target minimum level of 
reserves should be increased to £3.6m (5.7%), based on an assessment of 
risk within the budget, and allowing for issues such as higher than anticipated 
pay awards, increased number of ill health retirements, outcomes from the job 
evaluation exercise, potential costs of industrial action etc.  
 
The overall level of reserves, balances and provisions at the 31 March 2007 
was £13.5m. Of this only £5.8m relates to general fund balance which is 
available to reduce budget requirements or meet unforeseen circumstances in 
future years. The balance is committed to meeting future anticipated costs or 
to funding the capital programme.  
 
The 2007/08 budget allows for the drawdown of £0.6m of reserves, and as 
such the general reserve will stand at £5.2m at the 31 March 2008.  As 
reported at the last meeting, the budget increase and the resultant council tax 
increase can be minimised by drawing down reserves and balances, and it is 
proposed that £0.8m of reserves are utilised in this way. 
 
This will result in the general level of uncommitted reserves reducing to £4.4m 
by the end of 2008/09, which equates to 7.3% of the overall budget for 
2008/09. Therefore at the anticipated reserve level the Treasurer considers 
these are adequate 
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The following table sets out the anticipated position in terms of reserves  
 
 General 

Reserve 
Earmarked 

Reserve 
Capital 

Reserves 
& Receipts 

Insurance 
Provision 

Total 
Reserves 

& 
Balances 

 £m £m £m £m £m 

Balance 31/3/07 5.8 3.6 3.2 0.9 13.5 
Change in year (0.6) - 0.4 - (0.2) 
Balance 31/3/08 5.2 3.6 3.6 0.9 13.3 
Change in year (0.8) (0.3) (0.5) - (1.6) 
Balance 31/3/09 4.4 3.3 3.1 0.9 11.7 

 
The Authority continues to face significant financial pressures over the 
medium to long term, in terms of funding both its revenue and capital budgets, 
and needs to maintain adequate general reserves in order to offset some of 
these pressures. 
 
Whilst the budget report makes no reference to the level of reserves in 
2009/10 and 2010/11, it is possible to calculate this based on the budget 
forecasts, described in sections 3 and 4 of the strategy. Based on these 
assumptions the following table outlines the potential general fund balance 
position over the next three financial years for each of the three budget 
options outlined in section 3.2.3:- 
 
 Option 1 Option 2 Option 3 
 £m £m £m 
Balance 31/3/09 4.4 4.4 4.4 
Adjustments in year - (0.3) (0.4) 
Balance 31/3/10 4.4 4.1 4.0 
Adjustments in year - (0.1) (0.4) 
Balance 31/3/11 4.4 4.0 3.6 

 
Key to options 
Option 1 – ignores the threat of capping in 2009/210 and 2010/11, i.e. is 
based on the revenue budget identified 
Option 2 - based on a council tax increase of 4.99% in 2009/10 and 2010/11, 
just below the assumed capping threshold, 
Option 3 - based on a reduction in the year on year increase over the next two 
years, form the current increase of 4.74% in 2008/09, to 4.49% in 2009/10 
and 4.24% in 2010/11. 
 
Dependant upon which option is chosen the overall level of general reserves 
will reduce over the three year period to £ 4.4m, £4.0m or £3.6m. All of these 
are either at or above the identified minimum reserves level. Hence 
dependant upon which options is chosen this will leave scope to utilise up to 
£0.8m of uncommitted reserves, whilst maintaining our minimum reserve 
level.  
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As such, the Authority is in an adequate position in terms of reserves, but 
there are a number of financial pressures that will impact upon these in future 
years, including the need to balance future revenue budgets, and to meet 
future capital requirements from the next Emergency Cover Review and the 
move to Regional Controls Centres. 
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6 FINANCIAL MANAGEMENT 

 
The Authority financial management arrangements cover issues such as: 
 
·  Standing Orders, Scheme of Delegation, Financial Regulations, Budget 

Holder Instruction Booklet 
·  Budget information provided to managers on a monthly basis 
·  Regular review meeting to assess financial performance 
·  Regular reporting to Senior Officers/Authority 
·  All committee reports are required to include an assessment of 

financial implications. 
·  All committee reports are reviewed by the Treasurer 
 
As part of the annual audit plan, these are reviewed by internal audit, and any 
areas of weakness are reported on and appropriate action is taken. 
 
In addition the Audit Commission undertake an annual Use of Resources 
assessment, which covers the following themes:- 
 
·  Financial reporting 
·  Financial Management 
·  Financial Sanding 
·  Internal Control 
·  Value for Money 

 
Each theme is scored on the basis of 1 to 4: - 

 
1 Inadequate performance 
2 Adequate performance 
3 Performing well 
4 Performing strongly 

 
Overall we have achieved a score of 3, performing well, which is mirrored in 
each of the five criteria. As such, our overall financial management 
arrangements would appear to be effective. 
 
In order to improve our financial management arrangements we have 
delivered financial training to Members and officers and have implemented a 
new finance system, in conjunction with Lancashire County Council and 
Lancashire Police Authority. 
 
We are also in the process of devolving specific areas of our pay budget to 
relevant budget holders, and are reviewing our existing Service Levels 
Agreements to ensure they remain fit for purpose and represent value for 
money. 
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7 SUMMARY AND CONCLUSION 

 
2007/08 has seen the publication of the Comprehensive Spending Review 
2007, the identification of a new efficiency target for the Fire Service 
nationally, and the publication of three-year financial settlements. These have 
all confirmed that funding within both the public sector as a whole, and 
specifically the Fire service, is tighter than in recent years and that there is a 
continuing emphasis on achieving value for money, utilising resources to the 
best effect, and delivering on-going efficiencies in line with targets. 
Furthermore it is also clear that there will continue to be an increased 
emphasis on inspection and audit. 
 
Within this climate the budget setting process is extremely difficult as we need 
to continue to maintain future council tax increases at reasonable levels, 
continue to deliver efficiencies in line with targets, continue to invest in 
improvements in service delivery, continue to invest in improving facilities, 
whilst setting a robust budget that takes account of known and anticipated 
pressures and maintaining an adequate level of reserves. 
 
The current three-year revenue and capital budgets have both been agreed 
by the Authority at its meeting in February 2008. In setting the budget the 
Authority took account of all the issues outlined in this strategy and set an 
affordable, prudent and sustainable budget, which ensured that the Authority 
was able to deliver against its corporate priorities. 
 
The revenue budget for 2008/09 was agreed at £60.3m an increase of 2.5%. 
This included efficiency savings of £0.9m in line with our target and the use of 
£0.8m of reserves. The resultant council tax of £60.16 represented an 
increase of 4.74% over 2007/08. 
 
Looking at the following two years the Authority has options in terms of the 
budget increase and resultant council tax levels. Two options outlined in 
section 3 of the MTFS are considered viable based on current information. 
although in reality other options may be identified as we further refine the 
budgets and funding levels for these years.  
 
Both options are reliant upon the Authority achieving its efficiency savings 
targets, the Government maintaining public sector pay within its 2% target and 
will require the utilisation of further reserves. Dependant upon which option is 
chosen the level of reserves utilised and scope for re-investment of savings 
will vary. Both options are considered to be sustainable in the medium term as 
we will maintain our reserves at or above the minimum recommended level. 
Obviously the greater the level of savings made the more funds can be 
redirected into target areas to further improve services. 
 
Looking longer term there are additional pressures that the Authority will face, 
in particular the outcome of national projects such as FireControl, FireLink 
and FireBuy, the impact of the actuarial review of the fire fighters pension 
scheme and the impact of the new PFI stations coming into operation. Further 
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savings will need to be made in these years in order to maintain service 
provision and continue to deliver a value for money service to Lancashire. 
 
In terms of capital the budget over the three years has been agreed at £2.1m 
in 2008/09, £2.8m in 2009/10 and £2.2m in 2010/11. This programme 
continues to invest in our asset base, and in particular the vehicle 
replacement programme and the station refurbishment/replacement 
programme. The Authority is able to fund this from supported borrowing, 
additional contributions from the revenue budget and the use of capital 
receipts and reserves. Furthermore the Authority will still hold £2.4m of capital 
reserves and receipts which can be committed against future capital 
programmes. As such the capital programme is considered prudent, 
sustainable and affordable. 
 
Looking longer term there will continue to be pressure on the capital 
programme in terms of vehicle and station replacement, however the forecast 
level of capital reserves and receipts available to offset these is considered 
robust. Opportunity to reduce capital requirements will be reviewed over the 
coming 12 months. In addition, the Government has identified additional 
capital grant that will be allocated out to the Fire Service in 2009/10 and 
2010/11.  The programme as presented in the MTFS does not include any 
allowance for this capital grant, as the distribution method has not been 
agreed, and hence it is impossible to predict what, if any, of this will flow to 
Lancashire. However, any additional capital funding will offset financial 
pressures in future capital budgets. 
 
In terms of financial management the introduction of a new accounting 
system, Oracle Financials, should lead to improved financial management. In 
addition the programme of financial training for officers and members will 
continue in order to raise the overall level of financial awareness within the 
Authority. 
 
Furthermore, the budgets and the Medium Term Financial Strategy will 
continued to be reviewed on an annual basis to take account of known and 
anticipated changes, thus ensuring that they continue to accurately reflect the 
plans of the Authority. 


