Appendix A
Medium Term Financial Strategy
Introduction
1. The purpose of the Medium Term Financial Strategy (MTFS) is to provide the Authority, staff, the public and other stakeholders with information on the financial outlook and the estimated available funding over the next five years. The MTFS takes into account future high level, potential revenue and capital expenditure over the period based upon current known information and estimates.
2. The MTFS forms part of our financial strategies, they are part of our strategic planning activity and governance framework which sets out the direction of the Service and how we will achieve our aim of making Lancashire safer. These financial strategies are one of six core strategies that set out how we will provide services in line with the following priorities in our five-year Community Risk Management Plan (CRMP):
· Valuing our people.
· Preventing fires.
· Protecting people and property.
· Responding to fires and other emergencies. 
· Delivering value for money.
The Budget Strategy
3. The purpose of the budget strategy is to provide a basis for determining: 
· The level of funding available in the future to deliver national and local priorities. 
· The future demands upon the revenue budget. 
· The impact of external factors. 
· The financial implications of collaborations, partnerships etc. 
· The amount of capital investment which is required to achieve corporate objectives. 
· The revenue consequences of such capital investment. 
· The future reserve levels. 
· The impact of additional demands on the level of council tax that is required. 
· The potential impact of the main financial risks facing the organisation. 
4. The above helps to establish the anticipated level of funding and demands on finances over the MTFS period enabling strategic financial planning processes to address the challenges and outcomes. The following sets out the key principles for that planning process: 
· Ensure that plans contribute to improved outcomes in support of set priorities within the Community Risk Management Plan (CRMP).
· Set a comprehensive, timely, balanced and realistic budget.
· Take into account pay and price inflation and achievability of savings.
· Ensure compliance with the approved capital strategy.
· Ensure compliance with the approved reserves strategy.
· Ensure compliance with the approved treasury management strategy.
· Raise awareness of and communicate key financial messages both internally and externally.
· Ensure budgets set are affordable and do not jeopardise financial stability either in the short or long term.
· Demonstrate that all spending plans achieve value for money.
· Agree spending only when the necessary funding is identified and approved.
· Seek external funding wherever it can be used in a sustainable manner that does not lead to unforeseen costs.
· Publicise significant budget proposals and where appropriate consult with key stakeholders.
Financial Scenario
5. It is imperative that the MTFS takes account of the local, regional, national and global economies. This provides a basis for the estimates and assumptions used. 
6. The Authority receives its main funding from three sources – Government grants, business rates and local council tax (known as a precept). Council Tax and Business Rates represents over 80% of our funding. 
7. [bookmark: _Hlk157417280]Prior to the Autumn Budget and finance settlement the National Fire Chiefs Council (NFCC) and Lancashire Fire and Rescue Service (LFRS) asked Government to consider increased council tax precept flexibility, protect grant funding in real terms, and providing suitable capital grant funding.
8. [bookmark: _Hlk157417363]The Autumn 2024 Budget announced the Government’s intention to pursue a comprehensive set of reforms to place local government in a more sustainable position, and the Autumn Budget promised a deprivation-based approach in 2025/26, followed by broader reform through a multi-year settlement from 2026/27. On 18 December 2024, the Minister of State (Minister for Local Government and English Devolution) released the provisional local government finance settlement for 2025/26. The main headlines for the 2025/26 budget are:
· Fire and Rescue Authorities will be able to raise council tax (for a band D property) by up to £5 (for information the threshold for Police will rise to £14).
· The Funding Guarantee Grant received in 2023/24 will not continue (for LFRS this was £0.9m in 2023/24). For information this grant was designed to ensure that no local authority would see a reduction in their Core Spending Power compared to the previous year.
· Standalone FRAs are not eligible for the one-off Recovery Grant; this grant is designed to support local authorities in managing financial pressures and ensuring the continuity of essential services. 
· The September CPI figure of 1.7% has been applied to increase business rates grants Revenue Support grant funding; last year this was an increase of 6.7%. The increase is below the current CPI rate which is 2.5% at the time of writing.
· The Autumn Budget included an increase to employer’s National Insurance contributions with a commitment that additional funding will be provided for the public sector to help manage the increased costs. The provisional finance settlement provided guidance on this additional funding and for LFRS there is a funding shortfall that results in an unfunded pressure of £0.7m.
· No capital grant funding was provided for in the provisional settlement.
9. Government measure the resources available to local authorities to fund service delivery through a mechanism called Core Spending Power (CSP), it doesn’t exactly mirror spending but is a useful measure when considering spend across the sector. Following the settlement, and assuming all fire authorities increase council tax by £5, Government have confirmed that CSP for the fire sector has increased by 2.8%, which is broadly in line with current CPI inflation, for LFRS the increase is 3.2%. After taking into account of the shortfall in national insurance funding this results in an increase of just 2.2%, which is below inflation and creates additional financial strain for the Authority. 
10. Against the NFCC and LFRS budget asks of government; for increased council tax precept flexibility, to protect grant funding in real terms, and providing suitable capital grant funding, only the precept flexibility has been delivered (assuming the £5 precept is agreed by the CFA), and ultimately this settlement represents a real term reduction in funding for LFRS.
Funding Reform
11. For almost a decade local government funding reform has been on the horizon and presented both a risk and an opportunity for authorities. The recent national election has brought about some renewed momentum in this area:
· Alongside the Provisional Settlement Government published a consultation on funding reform. The funding formula has not been updated since 2013/14 and there is consensus amongst independent voices and across the political spectrum that it no longer reflects need and reform is necessary. The aim of this reform is to allocate funding efficiently to reflect an updated assessment of local need and revenues and build on the previous government’s proposed ‘Fair Funding’ reforms. It is expected that 2026/27 will be the first multi-year funding settlement for local government. Initial projections indicate that funding for individual fire authorities may increase or decrease by as much as 15%, although there will likely be a phasing in of these changes. 
· Whilst developing and implementing funding reforms Government also intends to implement the proposals in the English Devolution White Paper published on the 16 December 2024.
· Also, the business rates reset for local authorities is scheduled to take place in the 2026/27 financial year. For those authorities that have experienced a real term growth in business rates, as part of the business rates retention system, there is a risk that the reset may result in the redistribution of the growth to those local authorities have experienced as a reduction. LFRS benefits from the growth experienced across Lancashire and therefore there is a risk that business rates funding may reduce by approximately £1m per year; again, we would expect a phasing in of these changes.
12. Certainty of funding is essential for long term planning and whilst a one-year settlement was expected, progress with funding reform is beneficial for the sector. 
13. Council Tax income is based on the precept approved by the Authority and the estimated taxbase; this is the number of band D equivalent properties in the area. Factors influencing the taxbase include changes to property numbers, collection rates in each local authority, local authority discounts and changes in benefit claimants. The estimated taxbase for 2025/26 increased by 1.43% compared with 1.38% in 2024/25. 
14. A precept is levied on the council tax to partly fund the authority and it is the responsibility of the Authority to set the level of precept as part of the annual budget setting process. To calculate the level of council tax funding, each local authority calculates the taxbase (the assimilated number of council tax bills issued) taking into account changes in the number of houses, council tax benefits etc. These vary each year and the MTFS includes assumptions for these changes based on discussions with and forecasts supplied by the local collection authorities. 
15. It is now standard for the Government to set a limit on the amount by which a local authority can increase its council tax each year, with any increase above this limit requiring a referendum. The Provisional Local Government Finance Settlement confirmed that for 2025/26 this is £5 for a Band D property. 
16. Each year the council tax income is calculated based on assumed levels of collection rates by the local authorities. This means that at the end of each year, an adjustment has to be made to reflect the actual collection rate. If more has been collected, the fund will be in surplus; if less has been collected, the fund will be in deficit. The Authority will either receive its share of any surplus or be required to pay its share of any deficit and this is taken into account as part of the overall budget setting process.
17. The same process applies to the collection of local business rates in which the Authority has a 1% stake. The details of these are published by the end of the January prior to setting the budget.
MTFS Key Financial Assumptions
18. Some of the key financial assumptions and estimates in the five year MTFS are set out below:
	Key Assumptions
	25/26

	26/27

	27/28

	28/29

	29/30


	Uniform Pay Award (Apr - Jun)
	4%
	2%
	2%
	2%
	3%

	Uniform Pay Award (Jul - Mar)
	3%
	2%
	2%
	2%
	2%

	Non-uniform Pay Award
	3%
	2%
	2%
	2%
	2%

	General inflation
	2%
	2%
	2%
	2%
	2%

	Establishment start of year
	636
	619
	622
	631
	634

	New recruits during year
	0
	24
	36
	24
	0

	No of Leavers
	(17)
	(21)
	(27)
	(21)
	(0)

	Council Taxbase % increase
	1.43%
	1.20%
	1.20%
	1.20%
	1.20%

	Council tax precept % increase
	5.90%
	2.50%
	2.50%
	2.00%
	2.00%



· Inflation – The pay awards for 2025/26 are estimated at 3% then 2% thereafter. Non-pay budgets have increased by the latest Office of Budget Responsibility (OBR) CPI figures; 1.7% in 2025/26 and 2% thereafter. Income earned on investments is expected to reduce as cash balances reduce and interest rates reduce from 4.25% to 3.5% over the period of the MTFS.
· Commitments – The 2026/27 budget allows for an £0.5m increase in LGPS contributions and increase in revenue contribution to Capital of £0.5m which is also budgeted for in 2026/27, 2027/28 and 2028/29.
· Increases in Resourcing: 
· 32 of LFRS’s 58 Fire Engines are crewed by firefighters working the on-call duty system. There are national challenges in relation to on-call Fire Engine availability and LFRS is facing similar challenges. An extensive work programme is underway and there are signs of improvement in the emergency cover provided by our On-Call crews. It is anticipated that additional revenue costs will be required in order to continue to improve the availability and future sustainability of this duty system, therefore it would be prudent to assign up to £0.5m additional revenue costs across the 32 On-Call appliances.
· Investment in support services in 2025/26 and capital financing costs from 2026/27 to meet the costs associated with borrowing to largely fund the major projects in the capital programme; by the end of the capital programme borrowing costs are forecast at £3.8m per annum.
· Decreases in Resourcing are required to balance the budget and meet the costs associated with funding the borrowing costs. Over the period of the MTFS £5m of savings is required to be delivered; £0.5m in 2025/26, £1.0m in 2026/27, £1.5m in 2027/28 and 2028/29 and £0.5m in 2029/30. To deliver the savings a review of services will commence in 2025.
· Funding – Detailed assumptions are included in the MTFS, in broad terms the funding is expected to increase between 2% to 3% however, the outcome of the comprehensive spending review and review of the funding formula is likely to impact on these assumptions which is expected to be determined during late 2025. 
19. The summary MTFS is set out below and in more detail in Appendix 1 and 2 of this report. 
	
Revenue MTFS
	25/26
£m
	26/27
£m
	27/28
£m
	28/29
£m
	29/30
£m

	Base Budget
	75.2
	77.5
	79.8
	82.1
	84.3

	Inflation
	2.7
	2.3
	1.7
	2.0
	1.8

	Commitments 
	(0.7)
	1.0
	0.6
	0.6
	(0.3)

	Increases in Resourcing
	0.6
	0.4
	1.4
	1.3
	0.7

	One-off items
	0.1
	(0.4)
	0.0
	(0.2)
	0.6

	Decreases in Resourcing
	(0.5)
	(1.0)
	(1.5)
	(1.5)
	(0.5)

	Net Budget
	77.5
	79.8
	82.1
	84.3
	86.6

	
	
	
	
	
	

	Council Tax
	(42.3)
	(43.8)
	(45.5)
	(46.9)
	(48.4)

	Business Rates
	(21.6)
	(22.1)
	(22.5)
	(22.9)
	(23.4)

	Revenue Support Grant
	(13.7)
	(13.9)
	(14.2)
	(14.4)
	(14.7)

	Other Grants
	0.0
	0.0
	0.0
	0.0
	0.0

	Funding
	(77.5)
	(79.8)
	(82.1)
	(84.3)
	(86.6)


20. The MTFS is aligned to our CRMP, we review all our activities alongside the CRMP to ensure our resources support deliver of the CRMP proprieties. An indicative overview of our budget alongside the CRMP priorities is set out below:
	
CRMP Priorities
	25/26
%

	Responding to fires and other emergencies
	73

	Preventing fires
	12

	Protecting people and property
	9

	Valuing our people
	6

	
	100


21. We do not allocate any of our activities specifically to delivering value for money as we aim to achieve this priority in everything we do as a service.


MTFS Risks and Scenarios
22. The following significant financial risks have been identified and assessed by the Director of Corporate Services and he feels these are adequately covered within the budget estimates presented or within the level of reserves currently held:
· Reduction in Business Rate funding following the reset of business rates due in 2026/27.
· Adverse impact for the Fire Sector following the three-year Spending Review that is due for completion in late 2025.
· Adverse impact for LFRS following the review of the Funding Formula
· Non delivery of savings required in the MTFS.
· Changes to the Business Rates Retention Scheme.
· Adverse changes because of the implementation of the Fair Funding Review.
· Reduction in Council Tax funding.
· Higher than anticipated inflation.
· Larger increases in pension costs.
· Significant changes to retirement profiles.
· Increase in demand led pressures.
· Higher insurance claims.
· Higher interest rates assumed for borrowing.
23. The key budget risks are quantified below in a worst case scenario:
	 Budget Scenarios
	25/26
£m
	26/27
£m
	27/28
£m
	28/29
£m
	29/30
£m

	General Reserve
	5.1
	4.7
	4.4
	4.1
	4.5

	Quantified major risks
	
	
	
	
	

	- 1% higher pay award
	0.4
	0.5
	0.5
	0.6
	0.6

	- Loss of Business Rates Growth at Reset
	0.0
	1.0
	1.0
	1.0
	1.0

	1 year delay in delivery of savings
	0.5
	1.0
	1.5
	1.5
	0.5

	2% increase in borrowing rates
	0.2
	0.4
	0.6
	0.8
	1.0

	- 7% reduction in funding following Spending review and review of funding formula (assume phased in over 3 years)
	0.0
	1.9
	3.8
	5.7
	5.7

	Subtotal
	1.1
	4.8
	7.4
	9.6
	8.8

	Revised General Fund Balance
	4.0
	(1.1)
	(9.0)
	(18.8)
	(27.3)


24. [bookmark: _Hlk189660678]The analysis shows that whilst the general reserve is sufficient to meet all the worst-case risks in 2025/26 and 2026/27, with reliance on earmarked reserves, major structural changes would be required alongside government support beyond year two of the MTFS.
Indicative Capital Programme
25. The Authority has a ten year capital programme, from 2025/26 to 2034/35. This reflects the Authority’s capital aspirations in the Fleet, Estates and ICT strategies. The first five years of the strategy are set out below. Work is ongoing to refine the later years of the programme (from years 6 to 10), in particular with detailed condition surveys across our estate. 
26. The table below shows the Authority’s first five years of the Capital Programme and how it is anticipated that it will be funded. 
	Capital Programme
	2024/25
£m
	2025/26
£m
	2026/27
£m
	2027/28
£m
	2028/29
£m

	Vehicles
	4.5
	2.8
	2.0
	2.5
	2.9

	Operational Equipment
	1.6
	1.2
	0.1
	0.6
	0.6

	Buildings
	3.9
	9.4
	27.8
	9.6
	11.0

	ICT
	2.8
	1.3
	0.1
	0.6
	0.6

	
	12.8
	14.8
	30.1
	13.1
	15.1

	Funding
	
	
	
	
	

	Revenue Contributions
	2.5
	3.0
	3.5
	4.0
	4.0

	Capital Reserve
	10.3
	6.6
	0.0
	0.0
	0.0

	Capital Receipts
	0.0
	0.0
	0.0
	0.0
	1.6

	Grants
	0.0
	1.0
	0.0
	0.0
	0.0

	Borrowing
	0.0
	4.2
	26.6
	9.1
	9.5

	Total
	12.8
	14.8
	30.1
	13.1
	15.1



27. Full details of the 10 year capital programme and its associated funding are included in the Capital Strategy. In addition, given the above funding proposals includes borrowing, the impact of this is discussed in more detail within the Treasury Management Strategy.

Appendix 1
Analysis of Budget by Service Area
	
	2025/26
£m
	2026/27
£m
	2027/28
£m
	2028/29
£m
	2029/30
£m

	Service Delivery
	44.731
	46.145
	47.081
	48.265
	49.276

	Prevention & Protection
	3.865
	3.956
	4.040
	4.126
	4.213

	Administration
	0.766
	0.781
	0.797
	0.813
	0.829

	Control 
	2.205
	2.305
	2.351
	2.398
	2.446

	Corporate Communications and Democratic Services
	0.503
	0.513
	0.465
	0.474
	0.484

	Digital Transformation (Moved to DDAT below)
	0.000
	-0.080
	-0.082
	-0.083
	-0.085

	Executive
	1.197
	1.223
	1.248
	1.273
	1.298

	Finance
	0.312
	0.318
	0.325
	0.331
	0.338

	Fleet & Engineering Services
	3.401
	3.470
	3.539
	3.610
	3.682

	Health & Safety
	0.335
	0.341
	0.348
	0.355
	0.362

	Human Resources
	1.011
	1.031
	1.052
	1.073
	1.094

	Digital, Data and Technology (DDAT)
	4.626
	4.691
	4.787
	4.884
	4.983

	Occupational Health
	0.372
	0.380
	0.387
	0.395
	0.403

	Pensions
	1.452
	1.475
	1.498
	1.522
	1.547

	Procurement
	0.882
	0.870
	0.888
	0.906
	0.924

	Service Development
	2.592
	2.647
	2.700
	2.754
	2.809

	Special Projects
	0.024
	0.024
	0.025
	0.025
	0.026

	Leadership & Development
	4.279
	4.654
	4.834
	4.920
	4.696

	Property
	4.196
	4.280
	4.365
	4.453
	4.542

	Overheads
	0.762
	0.782
	1.472
	1.825
	2.712

	Grand Total
	77.511
	79.807
	82.120
	84.319
	86.580


Appendix 2
Analysis of Budget
	
	2025/26
£m
	2026/27
£m
	2027/28
£m
	2028/29
£m
	2029/30
£m

	Base Budget
	75.164
	77.511
	79.807
	82.120
	84.319

	Unfunded pay award from previous year
	0.485
	0.000
	0.000
	0.000
	0.000

	Uniform Pay Award (Apr - Jun)
	0.361
	0.376
	0.259
	0.265
	0.271

	Uniform Pay Award (Jul - Mar)
	1.139
	0.798
	0.817
	0.829
	0.840

	Non-uniform Pay Award
	0.213
	0.215
	0.218
	0.223
	0.227

	General inflation
	0.911
	0.449
	0.253
	0.504
	0.335

	Investment income changes
	(0.385)
	0.510
	0.200
	0.215
	0.115

	Vacancy Factor Adjustments
	(0.057)
	0.162
	0.106
	0.056
	(0.268)

	Other Commitments
	(0.601)
	0.332
	0.015
	(0.000)
	0.000

	Revenue Contributions to Capital adjustments
	0.000
	0.500
	0.500
	0.500
	0.000

	Capital Financing Costs
	0.000
	0.114
	1.422
	1.343
	0.682

	Other growth items
	0.637
	0.250
	0.000
	0.000
	0.000

	One off pressures
	0.144
	(0.410)
	0.022
	(0.236)
	0.559

	Savings
	(0.500)
	(1.000)
	(1.500)
	(1.500)
	(0.500)

	
	77.511
	79.807
	82.120
	84.319
	86.580








Appendix B
Capital Strategy
Introduction
28. The Chartered Institute of Public Finance and Accountancy (CIPFA) Prudential Code for Capital Finance in Local Authorities establishes a framework that supports local strategic planning, asset management and appropriate options appraisal.
29. The objectives of the Code are to ensure that the capital plans of an organisation are affordable, prudent and sustainable and the treasury management decisions are taken in accordance with good professional practice and in full understanding of the risks involved.
Definition
30. To utilise the full extent of the Code and its framework, it is essential that there is a clear understanding of what capital expenditure is. Unless expenditure qualifies as capital it will normally fall outside the scope of the Code and its framework and be charged to revenue in the period in which the goods or services were received. If expenditure does qualify as capital, there are opportunities to finance such spend from any capital receipts held or to spread the cost over future years in line with the life of the asset(s) purchased/created.
31. In the main, expenditure must meet one or more of the following conditions for it to be classified as capital:
· Spend results in the acquisition, construction or enhancement of an asset (tangible or intangible) in accordance with ‘proper practices’.
· Spend meets one of the definitions specified in regulations made under the 2003 Local Government Act.
· The Secretary of State makes a direction that the expenditure can be treated as capital.
Context
32. The capital expenditure plans are largely limited to replacing and upgrading essential operational assets (e.g. Estate Facilities, Vehicles, Equipment, Communications Infrastructure). 
33. This Capital Strategy forms part of our financial strategies, these are one of six core strategies that set out how we will provide services in line with the following priorities in our five-year Community Risk Management Plan (CRMP):
· Valuing our people.
· Preventing fires.
· Protecting people and property.
· Responding to fires and other emergencies.
· Delivering value for money.
34. The Authority is committed to having rolling medium term revenue and capital plans (summarised in a Medium Term Financial Strategy – MTFS) that extends for up to five years. The plans are drawn up, reassessed and extended annually and if required re-prioritised to enable the Authority to achieve its aims and objectives established in the CRMP. 
35. [bookmark: _Hlk157161005]In the past, general capital grant funding was received each year from the Government, which helped to fund replacement of vehicles, IT, operational equipment and capital maintenance of buildings. This general capital grant funding ended in 2014/15. As a result, all capital investment since then has been funded from the Authority’s own resources unless specific funding was available. No further government capital grant funding is anticipated going forward. The level of reserves currently held will not be sufficient to fund the proposed capital works over the medium term and borrowing will therefore be required going forward to meet the capital programme. Borrowing incurs on-going costs of interest payments and the funding that is set aside to repay the loan in due course. 
36. The Authority has not utilised borrowing to fund its capital programme and thus has one of the lowest levels of borrowing of all fire services in the country. However, the necessary investment in the estate cannot be delivered without borrowing. 
37. Key focuses of the Capital Programme plans, all aligned to achieving the Authority’s priorities are:
· To ensure the property estate remains fit for purpose, identifying opportunities to streamline assets and develop the estate infrastructure, maintaining core sites and improving core training facilities. 
· The replacement of other core assets where necessary, e.g., vehicles, operational equipment and communication infrastructure.
· Development of improved capability.
· To ensure provision is made for ICT to maintain and develop the existing infrastructure and invest in the core technologies required to provide innovative and efficient digital services. 
· Invest to Save Schemes.
38. The plans must consider the constrained financial position of the Authority and the need to maximise both the available financial resources and the capacity that the Service has to manage change projects.
Governance
39. The annual budget setting process is an ongoing process managed by the Authority’s Executive Board. Capital projects are considered by the Executive Board, they include a business case that identifies the organisational requirement, rationale, deliverables, benefits, links to the Authority’s priorities and costs in terms of both capital investment and ongoing revenue consequences.
40. The delivery of capital projects is over overseen by the Capital Projects Programme Board (CPPB) and reported to the Service Management Team – Corporate Programme Board (CPB). Capital budget monitoring reports are presented to the Resources Committee to monitor progress. 
41. A Member Capital Projects Working Group has also been established to oversee the development and delivery of our major capital projects and progress is also reported to the Resources Committee that considers any slippage, variances and accelerated spend.  
42. An updated MTFS and Capital Strategy, including a recommended Capital Programme for the next year, is then presented to the Authority, providing views on affordability, potential funding issues and options.
43. To evaluate the success and outcomes of capital projects a post project review is carried out. The depth of this review is proportionate to the scale of the project and the benefits set out in the initial Project Initiation Documentation. This review focuses on the outcomes achieved, the extent to which the benefits claimed are being realised, the actual costs, both revenue and capital, and the impact of other funding and partnership working. This information can then be used to learn lessons and make any improvements during subsequent projects. The post project report is reviewed by the CPPB and escalated to the CPB if required.
Funding Streams
44. Capital expenditure can be funded from a number of sources as set out below:
· Government Grants – these are either general grants which can be used to fund any capital spend approved by the Authority or specific grants which can only be used to fund specific projects in line with any conditions placed with the grant. The Authority has not received an annual government capital grant allocation since 2014/15.
· Capital Receipts – when an asset held by the Authority is sold, the proceeds are held in reserve to be used either to fund future capital expenditure or to repay debt. They cannot be used to fund revenue expenditure.
· Reserves – funds can be set aside and held in earmarked reserves if known expenditure is to be incurred at a future date. These reserves can then be used to fund such expenditure be it capital or revenue. In terms of capital expenditure, it may be known that a specific asset may need replacing in 10 years and therefore funds are set-aside each year to build up the reserve to fund the replacement. Details of the reserves held are found within the Authority’s Reserves Strategy.
· External Contributions – these are funds or grants provided by external organisations such as collaboration partners or local authorities for specifically agreed capital expenditure.
· Borrowing – the Authority is permitted in law to take out loans or financing to fund capital expenditure. The Prudential Code sets out the requirements under which such borrowing must be undertaken including affordability, prudence and cost effectiveness. Any borrowing will incur costs for interest payable and the need to set-aside sufficient funds to repay the loan. These costs impact on the revenue budget.
Capital Programme
45. The Authority has a ten-year capital programme, from 2025/26 to 2034/35. This reflects the Authority’s capital aspirations in the Fleet, Estates and ICT strategies. The first five years of the strategy are more detailed, but work is ongoing to develop a more detailed ten year strategy, in particular with detailed condition surveys across our estate. 
46. The table below shows the Authority’s first five years of the Capital Programme and how it is anticipated that it will be funded. The detailed ten-year capital programme is set out in Appendix 1 of this paper. 
	£m
	 25/26 
	 26/27 
	 27/28 
	 28/29 
	 29/30 

	Vehicles
	4.452
	2.825
	2.035
	2.470
	2.895

	Operational Equipment
	1.588
	1.220
	0.117
	0.563
	0.583

	Buildings
	3.948
	9.446
	27.816
	9.565
	11.001

	ICT
	2.774
	1.305
	0.110
	0.550
	0.600

	
	12.761
	14.796
	30.078
	13.148
	15.079

	Funding
	
	
	
	
	

	Revenue Contributions
	2.500
	3.000
	3.500
	4.000
	4.000

	Capital Reserve
	10.261
	6.618
	0.000
	0.000
	0.000

	Capital Receipts
	0.000
	0.000
	0.000
	0.000
	1.600

	Grants
	0.000
	1.000
	0.000
	0.000
	0.000

	Borrowing
	0.000
	4.178
	26.578
	9.148
	9.479

	Total
	12.761
	14.796
	30.078
	13.148
	15.079



47. [bookmark: _Hlk157170705]The 2024/25 five-year capital programme approved by the Authority in February 2024 included four major projects; Leadership and Development Centre Training Facilities (£10m), Headquarters and Stores relocation (£18m), Fulwood replacement station (£7m) and Preston replacement station (£10m). Together with the Member Capital Working Group officers have been reviewing the scope of the projects, costings to reflect changes in prices, timings for these three major capital projects and the Masterplan for the Leadership and Development Centre in Chorley. The key changes considered by the working group is reflected in the updated 2025/26 capital programme proposed, these include:
· Leadership and Development Centre Training Facilities – A modern and progressive service requires high quality facilities to help in the initial training and ongoing maintenance of competency requirements across a broad spectrum of operational activities. The existing facilities were reviewed alongside more modern facilities in the region. The review identified that greater investment is required to meet our requirements and an estimate of £18m is included in the programme between 2026/27 and 2027/28. 
· Headquarters and Stores relocation – This project combines the Headquarters and Training Facility and relocates the Stores at the Leadership and Development Centre, replacing the current Headquarters at Fulwood and office / training / catering space in Lancaster House. This will provide modern office and training facilities that meet current environmental and design requirements. It will also ensure that our people have the best facilities to support health and wellbeing by providing a safe and positive work environment. The costings were updated during the year to reflect the latest inflation forecast and an estimate of £18m is included in the programme between 2028/29 and 2030/31. 
· The relocation of Headquarters considered below necessitates the need to invest in a new station to replace Fulwood either on the existing site or at an alternative location. This forms part of the Preston review and is included in the programme at an estimate of £7m in 2026/27 and 2027/28.
· Preston replacement station – A review of emergency cover in the Preston area has commenced. The aim of the review is to create a new, modern station for Preston and consider the impact on other stations in the area, either in the same place or another location, that serves both our staff and the local community well. The budget is £10m, which assumes any cost of new land (if the station is relocated) is offset by capital receipts from the sale of the existing site and is programmed for 2027/28.
48. Whilst we have sequenced the projects as detailed, the Authority should remain flexible, and the years that the projects are delivered may change due to opportunities of land and other matters, details of which will be discussed with the Working Group and approvals sought as required.
49. To fund the Capital Programme table four shows that in addition to utilising the Capital Reserve and revenue contributions, £49m of new borrowing is required. The long-term revenue costs of this borrowing, based on the latest borrowing forecasts, is over £4m per annum which is included in the MTFS. 
Affordability
50. Capital expenditure plans are a key driver of treasury management activity. The funding of such plans impacts on cash balances and borrowing requirements in the short and longer terms. The on-going consequences of these decisions have a direct impact on the annual revenue budget. As such, having regard to the CIPFA Prudential Code for Capital Finance in Local Authorities, the Authority sets and reviews a number of prudential indicators providing context for proposed capital expenditure plans: how they are to be funded, the impact on the organisation’s finances; and their affordability in terms of the impact on revenue budgets. 
51. Full details and commentary on the prudential indicators are found within the Authority’s Treasury Management Strategy 2025/26. Along with controls and limits relating to levels of capital expenditure and resulting borrowing requirements, these prudential indicators also include a specific affordability indicator, shown below, which provides an indication of the impact of the above capital expenditure plans and their financing proposals on the overall finances
Risk Management
52. Risk is the threat that an event or action will adversely affect the Authority’s ability to achieve its desired outcomes and ability to execute its strategies successfully. Risk management is the process of identifying risks, evaluating their potential consequences, and determining the most effective methods of managing them and/or responding to them. It is both a means of minimising the costs and disruption to the organisation caused by undesired events and of ensuring that staff understand and appreciate the elements of risk in all their activities.
53. The aim is to reduce the frequency of adverse risk events occurring (where possible), minimise the severity of their consequences if they do occur, or to consider whether risk can be transferred to other parties. The corporate risk register sets out the key risks to the successful delivery of corporate aims and priorities and outlines the key controls and actions to mitigate and reduce risks, or maximise opportunities. 
54. To manage risk effectively, the risks associated with each capital project need to be systematically identified, analysed, influenced, and monitored. It is important to identify the appetite for risk for each scheme and for the capital programme, especially when investing in complex business change programmes. Where greater risks are identified as necessary to achieve desired outcomes, the organisation will seek to mitigate or manage those risks to a tolerable level. All key risks identified as part of the capital planning process are considered for inclusion in the corporate risk register.
55. The Treasurer will report on the deliverability, affordability and risk associated with this Capital Strategy and the associated capital programme. Where appropriate they will have access to specialised advice to enable them to reach their conclusions.
· Credit Risk - The risk that an organisation with which we have contracted to deliver capital projects becomes insolvent and cannot complete the agreed contract. We will ensure that robust due diligence procedures cover the appointment of partners and contractors relating to capital programme delivery. Where possible contingency plans will be identified at the outset.
· Liquidity Risk - This is the risk that the timing of any cash inflows from a project will be delayed, for example if other organisations do not make their contributions when agreed. There is also a risk that the cash inflows will be less than expected, for example due to the effects of inflation, interest rates or exchange rates. Our exposure to this risk will be monitored via the revenue and capital budget monitoring processes and mitigating actions taken promptly where appropriate.
· Interest and Exchange Rate Risk - This is the risk that interest rates or exchange rates will move in a way that has an adverse effect on the value of capital expenditure or the expected financial returns from a project. Rates will be reviewed as part of the on-going monitoring arrangements to identify such adverse effects. As far as possible our exposure to this risk will be mitigated via robust contract terms and when necessary, contract re-negotiations.
· Inflation Risk - This is the risk that rates of inflation will move in a way that has an adverse effect on the value of capital expenditure or the expected financial returns from a project. Rates of inflation will be reviewed as part of the ongoing monitoring arrangements to identify such adverse effects. As far as possible our exposure to this risk will be mitigated via robust contract terms and when necessary, contract re-negotiations.
· Legal and Regulatory Risk - This is the risk that changes in laws or regulation make a capital project more expensive or time consuming to complete, make it no longer cost effective or make it illegal or not advisable to complete. Before making capital investments, the Authority will understand the powers under which the investment is made. Forthcoming changes to relevant laws and regulations will be kept under review and factored into any capital bidding and programme monitoring processes.
· Fraud, Error and Corruption - This is the risk that financial losses will occur due to errors or fraudulent or corrupt activities. Officers involved in any of the processes around capital expenditure or funding are required to follow the agreed Code of Corporate Governance. Cheshire Fire Authority has a strong ethical culture which is evidenced through its values, principles, and appropriate behaviour. This is supported by a Code of Ethics and detailed policies such as Anti-Fraud and Corruption and processes such as that in relation to declaration of interests.
Future Actions
56. This Capital Strategy looks ahead over the next 10 years to 2034 and will be refined considering emerging and changing issues, circumstances and priorities. Based on the current projections, for the final five years of the capital programme, from 2030 to 2035, there is a funding gap which will be considered as part of the longer term financial planning for the Service. 
Appendix 1
Capital Programme – 2025/26 – 2034/35
	£'m
	25/26
	26/27
	27/28
	28/29
	29/30
	30/31
	31/32
	32/33
	33/34
	34/35
	TOTAL

	Vehicles
	
	
	
	
	
	
	
	
	
	
	

	Aerial Ladder Platform
	0.251
	0.000
	0.000
	0.000
	0.000
	0.000
	0.725
	0.725
	0.725
	0.000
	2.426

	Fire appliance
	2.200
	0.900
	1.500
	1.500
	1.500
	1.500
	1.500
	1.500
	1.500
	1.500
	15.100

	Climate change Vehicle
	0.600
	0.650
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	1.250

	Water tower
	0.000
	0.650
	0.000
	0.000
	0.650
	0.000
	0.000
	0.000
	0.000
	0.650
	1.950

	All Terrain Vehicle - Polaris
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.250
	0.000
	0.000
	0.250

	Mini Incident Command Unit
	0.000
	0.000
	0.070
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.070

	Foam Pod
	0.045
	0.045
	0.045
	0.045
	0.090
	0.045
	0.000
	0.000
	0.000
	0.000
	0.315

	Car - Small
	0.050
	0.050
	0.000
	0.150
	0.000
	0.075
	0.050
	0.050
	0.000
	0.150
	0.575

	Car - Medium
	0.060
	0.030
	0.060
	0.060
	0.000
	0.150
	0.090
	0.030
	0.060
	0.060
	0.600

	Car - Large
	0.000
	0.070
	0.000
	0.000
	0.000
	0.000
	0.000
	0.070
	0.000
	0.000
	0.140

	Car - Small EV
	0.000
	0.000
	0.000
	0.160
	0.000
	0.000
	0.000
	0.000
	0.000
	0.160
	0.320

	Car - Flexible Duty Officer
	0.200
	0.240
	0.240
	0.240
	0.200
	0.240
	0.240
	0.240
	0.200
	0.240
	2.280

	Car - Principle Officer & Area Man
	0.000
	0.000
	0.000
	0.120
	0.000
	0.000
	0.120
	0.120
	0.000
	0.000
	0.360

	People Mover
	0.000
	0.000
	0.120
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.120

	Double Cab Van
	0.140
	0.000
	0.000
	0.035
	0.070
	0.000
	0.140
	0.000
	0.000
	0.035
	0.420

	Beavertail Collection Vehicle
	0.000
	0.000
	0.000
	0.000
	0.145
	0.000
	0.000
	0.000
	0.145
	0.000
	0.290

	Pick up
	0.000
	0.000
	0.000
	0.040
	0.240
	0.000
	0.000
	0.040
	0.000
	0.000
	0.320

	Telehandler
	0.000
	0.065
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.065

	Rescue Team Van
	0.303
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.150
	0.453

	Mini bus
	0.000
	0.000
	0.000
	0.060
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.060

	Welfare Unit
	0.250
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.250

	Van - Catering Unit
	0.000
	0.065
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.065
	0.130

	Van - Dog Unit
	0.080
	0.000
	0.000
	0.000
	0.000
	0.000
	0.080
	0.000
	0.000
	0.000
	0.160

	Van - Large
	0.240
	0.060
	0.000
	0.060
	0.000
	0.120
	0.120
	0.240
	0.060
	0.000
	0.900

	Van - Small
	0.033
	0.000
	0.000
	0.000
	0.000
	0.000
	0.055
	0.000
	0.000
	0.000
	0.088

	Van - Large EV
	0.000
	0.000
	0.000
	0.000
	0.000
	0.065
	0.000
	0.000
	0.000
	0.000
	0.065

	Subtotal
	4.452
	2.825
	2.035
	2.470
	2.895
	2.195
	3.120
	3.265
	2.690
	3.010
	28.957

	Operational Equipment
	
	0.000
	
	
	
	
	
	
	
	
	

	Thermal Imaging Cameras
	0.000
	0.000
	0.000
	0.011
	0.270
	0.000
	0.000
	0.000
	0.011
	0.270
	0.560

	Breathing Apparatus sets & telemetry
	1.000
	1.220
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	2.220

	Breathing Apparatus compressor
	0.052
	0.000
	0.018
	0.053
	0.063
	0.018
	0.071
	0.018
	0.000
	0.000
	0.291

	Ballistic Vest & Helmet
	0.230
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.230

	Flow Meters & 22mm Hose Reels
	0.144
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.144

	High Volume Pump
	0.020
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.020

	Drone
	0.000
	0.000
	0.099
	0.000
	0.000
	0.030
	0.000
	0.000
	0.000
	0.000
	0.129

	Gym equipment
	0.100
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.100

	General
	0.000
	0.000
	0.000
	0.000
	0.250
	0.250
	0.250
	0.250
	0.250
	0.000
	1.250

	Disposable Gastight Suits
	0.042
	0.000
	0.000
	0.500
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.542

	Subtotal
	1.588
	1.220
	0.117
	0.563
	0.583
	0.298
	0.321
	0.268
	0.261
	0.270
	5.486

	Buildings
	
	
	
	
	
	
	
	
	
	
	

	Wylfa Training Prop
	0.125
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.125

	Blackpool Dormitory
	0.400
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.400

	Drill tower replacements
	1.683
	0.596
	0.466
	0.215
	0.005
	0.000
	0.000
	0.000
	0.000
	0.000
	2.965

	Estate Improvement Provision
	0.600
	0.250
	0.250
	0.250
	0.250
	0.250
	0.250
	0.250
	0.250
	0.250
	2.850

	Upgrade Preston facilities
	0.250
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.250

	Replacement Preston Station
	0.000
	0.000
	10.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	10.000

	Headquarters relocation
	0.000
	0.000
	0.000
	9.100
	9.100
	0.000
	0.000
	0.000
	0.000
	0.000
	18.200

	Fulwood replacement
	0.000
	3.500
	3.500
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	7.000

	Training Centre Props
	0.000
	4.600
	13.600
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	18.200

	Wider Estate Planned Maintenance & Improvement Works
	0.050
	0.000
	0.000
	0.000
	1.646
	1.158
	2.049
	2.542
	2.000
	1.500
	10.945

	Development & Land Acquisition 
	0.840
	0.500
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	1.340

	Subtotal
	3.948
	9.446
	27.816
	9.565
	11.001
	1.408
	2.299
	2.792
	2.250
	1.750
	72.275

	Information and Communication Technology (ICT)
	
	
	
	
	
	
	
	
	
	
	

	Performance Management System
	0.000
	0.000
	0.000
	0.500
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.500

	Pooled PPE (Miquest)
	0.200
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.200

	Stock System
	0.200
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.200

	Asset Management upgrade
	0.074
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.074

	Storage Area Network (SAN) 
	0.190
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.190

	Geographic Information System development
	0.100
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.100

	Wide Area Network telecommunications
	0.450
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.450

	Firewall
	0.000
	0.000
	0.050
	0.050
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.100

	Incident Recording System
	0.050
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.050

	Airwave replacement
	0.000
	1.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	1.000

	Incident ground radios
	0.230
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.230

	Retained Duty System Alerters
	0.235
	0.000
	0.000
	0.000
	0.000
	0.300
	0.000
	0.000
	0.000
	0.000
	0.535

	Uninterruptible Power Supply (UPS) System
	0.000
	0.000
	0.060
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.060

	Server replacement
	0.000
	0.150
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.150

	Facilities Management System 
	0.100
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.100

	Replacement Public Switched Telephone Network
	0.000
	0.070
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.070

	Further digitisation of the appliances
	0.085
	0.085
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.170

	NWFC Computer Aided Design Capital Contribution
	0.460
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.460

	ICT Indicative Future Development & Replacement Budget
	0.000
	0.000
	0.000
	0.000
	0.500
	0.500
	0.500
	0.500
	0.500
	0.500
	3.000

	Service desk improvement
	0.030
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.030

	M365 & Azure 
	0.040
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.040

	NFCC digital & technology programmes
	0.050
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.050

	Cyber Security
	0.100
	0.000
	0.000
	0.000
	0.100
	0.000
	0.000
	0.000
	0.000
	0.000
	0.200

	Desktop Provision
	0.160
	0.000
	0.000
	0.000
	0.000
	0.160
	0.000
	0.000
	0.000
	0.000
	0.320

	Firefighting Robot
	0.020
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.020

	Subtotal
	2.774
	1.305
	0.110
	0.550
	0.600
	0.960
	0.500
	0.500
	0.500
	0.500
	8.299

	TOTAL CAPITAL REQUIREMENT
	12.761
	14.796
	30.078
	13.148
	15.079
	4.860
	6.240
	6.825
	5.701
	5.530
	115.017

	Funding
	
	
	
	
	
	
	
	
	
	
	

	Revenue Contributions
	2.500
	3.000
	3.500
	4.000
	4.000
	4.000
	4.000
	4.000
	4.000
	4.000
	37.000

	Capital Reserve
	10.261
	6.618
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	16.879

	Capital Receipts
	0.000
	0.000
	0.000
	0.000
	1.600
	0.000
	0.000
	0.000
	0.000
	0.000
	1.600

	Grants
	0.000
	1.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	0.000
	1.000

	Unfunded
	0.000
	0.000
	0.000
	0.000
	0.000
	0.860
	2.240
	2.825
	1.701
	1.530
	9.155

	Borrowing
	0.000
	4.178
	26.578
	9.148
	9.479
	0.000
	0.000
	0.000
	0.000
	0.000
	49.383

	Total
	12.761
	14.796
	30.078
	13.148
	15.079
	4.860
	6.240
	6.825
	5.701
	5.530
	115.017


Note: The 2025/26 capital programme includes slippage from the 2024/25 capital programme approved by the Resources Committee during the year and the following additional slippage items due to timing delays: Foam Pod (£0.27m) and NWFC Contribution (£0.541m). These will be delivered in the first quarter of the 2025/26. The resulting revised capital programme for 2024/25 is £5.213m.

Appendix C
Reserves Strategy 
Background
57. The Local Government Act 1992 requires billing and precepting authorities to have regard to the level of reserves needed for meeting estimated future expenditure when calculating the budget requirement. 
58. In addition to the above requirement, Section 25 of the Local Government Act 2003 also requires the Treasurer (the Director of Corporate Services for the Authority) to present a report assessing the adequacy of the unallocated reserves (referred to as the General Reserve) in the context of threats and demands together with corporate and financial risks facing the organisation. The Authority needs to balance the necessity for reserves against the cost to council taxpayers and arrive at a level that is both prudent and adequate for the current climate, but not excessive. 
59. The Reserves Strategy sets out the reserves held, their intended usage and the strategy for ensuring the funds are maintained at an appropriate level. Reserves are held for three main purposes: 
· To cover unforeseen risks and expenditure that may be incurred outside of planned budgets – known as a general reserve.
· To set-aside funds for specific purposes, known or predicted pressures, or future liabilities – known as earmarked reserves.
· To hold capital receipts from sale of assets, the use of which is restricted under legislation to the purchase of new assets, or the repayment of debt. 
60. In addition to holding financial reserves, there are several safeguards in place that mitigate against the risk of local authorities over-committing themselves financially: 
· There is a legal requirement to set a balanced budget. 
· In accordance with the 1988 Local Government Finance Act, the Chief Finance Officer (DOCS for the Authority) must report if there is or is likely to be unlawful expenditure or an unbalanced budget. This would include situations where reserves have become seriously depleted, and it is forecast that expenditure will exceed resources.
· The external auditor’s responsibility to review and report on financial standing. 
61. While it is primarily the responsibility of Members and the DOCS to maintain a sound financial position, the external auditors have a responsibility to review the arrangements in place to ensure that financial standing is soundly based. The work undertaken by external auditors will include a review of the level of reserves and the advice given to Members by the DOCS.  
62. The Fire and Rescue National Framework (May 2018) includes the requirement that fire authorities “should establish a policy on reserves and provisions in consultation with their Chief Finance Officer”. It also requires that “fire authorities should publish their Reserves Strategy, including details of the current and future planned levels, the purpose for which each reserve is held and how each reserve supports the Medium Term Financial Strategy (MTFS). 
Determining the level of Reserves
63. There is no statutory guidance on the “right” level of reserves. Guidance from The Chartered Institute of Public Finance and Accountancy (CIPFA) confirms that each authority should make, on the advice of the Treasurer, their own judgement based on relevant local circumstances and the potential issues/risks that may occur across the medium term. 
64. In determining an appropriate level of reserves for the Authority the range of risks and issues that should be considered will include the following: 
· The possibility of additional savings being required in the future and the potential difficulty in delivering such savings. Future funding levels are unclear with only the 2025/26 funding known. If increased demands or commitments outstrip funding, savings will be required. 
· The provision of cover for extraordinary or unforeseen events occurring. Given that the purpose of the fire and rescue service is to respond to emergency situations, there is always the potential for additional, unexpected and unbudgeted expenditure to occur. 
· The level of self-insurance that is carried to minimise insurance premiums: potential insurance liabilities can vary significantly across financial years. The levels of liabilities are difficult to forecast accurately, and it would not be appropriate to budget for peak levels of expenditure on self-insured liabilities. 
· The commitments falling on future years because of capital plans and proposals to improve/develop the assets held by the Authority. Having reserves would mitigate the impact on the revenue budget of borrowing and/or the need to make further revenue contributions to capital and would support projects and programmes that will improve the assets held by the Authority. 
Purpose and Use of each Reserve
65. The General Reserve and each Earmarked Reserve and its purpose is set out in Appendix 1; together these are known as the Usable Reserves. Each earmarked reserve has a set manager who is responsible for that reserve. Movement to and from reserves is in the first instance is approved by the Authority as part of the annual budget. 
66. Reporting of the level of reserves and forecast outturn will be provided as part of the quarterly budget updates submitted to the Resources Committee.
67. The Authority holds a Public Finance Initiative (PFI) reserve for each of its PFI accommodation schemes. Annual PFI Grants exceed the annual unitary charge in the earlier years of the contract and are set aside to part fund the unitary charge in the later years of the contract when the unitary charge exceeds the PFI grants. 
68. It is good practice for an Authority to review its reserves on a regular basis to consider each reserve. This is to ensure that the level that is both prudent and adequate for the current climate, but not excessive. A review has been undertaken based on historical analysis and the current environment and future forecasts; this review resulted has not resulted in any material change.
Overall Position
69. The forecast balances on usable reserves are set out in Appendix 1. One of the key elements of the Reserves Strategy will be to use the earmarked Capital Reserves to support the Capital Strategy. The Capital Strategy anticipates utilising the capital reserve over the next two years.
Appendix 1
Usable Reserves
	
	Forecast
	Estimated
	Estimated
	Estimated
	Estimated
	Estimated

	Reserve - Purpose
	2024/25
£m
	2025/26
£m
	2026/27
£m
	2027/28
£m
	2028/29
£m
	2029/30
£m

	General Reserve - min level £3.85m
	5.0
	5.1
	4.7
	4.4
	4.1
	4.5

	Earmarked Reserves
	
	
	
	
	
	

	Capital Reserve - to fund capital expenditure
	19.7
	6.7
	0.1
	0.1
	0.1
	0.1

	PFI Reserves - PFI Grants set aside to offset future charges
	5.2
	4.8
	4.6
	4.4
	4.1
	3.8

	Budget Holders Reserves - enables budget holders to carry forward any surplus or deficit from one financial year to the next, within prescribed limits.
	1.1
	0.6
	0.3
	0.0
	0.0
	0.0

	Insurance - The maximum insurance costs to the Authority are £0.7m - together with the provision this reserve will meet 1 year's maximum claims.
	0.4
	0.4
	0.4
	0.4
	0.4
	0.4

	Princes Trust - to manage funding timing differences and mitigate the risk of loss of funding in the short term. 
	0.3
	0.3
	0.3
	0.3
	0.3
	0.3

	Innovation Fund - to meet the costs of new initiatives / developments which improve service delivery of fire fighter safety subject to approval of the Executive Board.
	0.7
	0.3
	0.2
	0.1
	0.0
	0.0

	Total 
	29.2
	18.2
	10.7
	9.7
	9.1
	9.1
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Appendix D

Treasury Management Strategy
Information 

Treasury Management is defined as “The management of the Authority’s investments and cash flows, its banking, money market and capital market transactions; the effective control of the risks associated with those activities; and the pursuit of optimum performance consistent with those risks.”

The Local Government Act 2003 (the Act) and supporting Regulations requires the Authority to “have regard to” the CIPFA Prudential Code and the CIPFA Treasury Management Code of Practice to set Prudential and Treasury Indicators for the next three years to ensure that the Authority’s capital investment plans are affordable, prudent and sustainable. The Code also requires the Authority to approve a treasury management strategy before the start of each financial year. The authority also adheres to investment guidance issued by the then Ministry of Housing, Communities and Local Government (MHCLG).

The definition of investments in the codes is wide raging and includes non-treasury investments for example loans to third parties and the holding of property to make a profit. Where these are held a separate strategy is required. However, it is not considered that the Combined Fire Authority hold any such assets, and it does not propose to engage in any such investments in 2025/26.

Treasury Management Strategy for 2025/26

This Strategy Statement has been prepared in accordance with the CIPFA Treasury Management Code of Practice.  Accordingly, the Lancashire Combined Fire Authority's Treasury Management Strategy will be approved by the full Authority, and there will also be a mid-year and a year-end outturn report presented to the Resources Committee. In addition, there will be monitoring and review reports to members in the event of any changes to Treasury Management policies or practices.  The aim of these reporting arrangements is to ensure that those with ultimate responsibility for the treasury management function appreciate fully the implications of treasury management policies and activities, and that those implementing policies and executing transactions have properly fulfilled their responsibilities regarding delegation and reporting. 

This Authority has adopted the following reporting arrangements in accordance with the requirements of the revised Code: - 

Table 1 Treasury Management Reporting Arrangements
	Area of Responsibility 
	Committee/ Officer 
	Frequency 

	Treasury Management Policy Statement
	Resources
Committee/Authority
	Annually

	Treasury Management Strategy
/ Annual Investment Strategy / MRP policy – scrutiny and approval
	Resources Committee/
Authority
	Annually before the start of the year

	Treasury Management mid-year report
	Resources
Committee
	Mid-year

	Treasury Management Strategy
/ Annual Investment Strategy / MRP policy – updates or revisions at other times
	Resources
Committee
	As required

	Annual Treasury Management Outturn Report
	Resources Committee/
Authority
	Annually by 30 September after the end of the year

	Treasury Management Monitoring Reports
	Director of
Corporate Services
	Quarterly

	Treasury Management Practices
	Director of
Corporate Services
	Annually



The Treasury Management Strategy, covers the following aspects of the Treasury Management function:

· Prudential Indicators which will provide a controlling framework for the capital expenditure and treasury management activities of the Authority; 
· Current Long-term debt and investments; 
· Prospects for interest rates; 
· The Borrowing Strategy; 
· The Investment Strategy; 
· Policy on borrowing in advance of need. 
 
Setting the Treasury Management Strategy for 2025/26

In setting the treasury management strategy the following factors need to be considered as they may have a strong influence over the strategy adopted: 

· Economic position and forecasts. 
· Interest rate forecasts.
· The current structure of the investment and debt portfolio.
· Future Capital Programme and underlying cash forecasts.

Economic background: 

The third quarter of 2024 (July to September) saw: 
· GDP growth stagnating in July following downwardly revised Q2 figures (0.5%)
· A further easing in wage growth as the headline 3myy rate (including bonuses) fell from 4.6% in June to 4.0% in July;
· CPI inflation hitting its target in June before edging above it to 2.2% in July and August;
· Core CPI inflation increasing from 3.3% in July to 3.6% in August;
· The Bank of England initiating its easing cycle by lowering interest rates from 5.25% to 5.0% in August and holding them steady in its September meeting;
· 10-year gilt yields falling to 4.0% in September.

Over the , the economy’s stagnation in June and July pointed more to a mild slowdown in UK GDP growth than a sudden drop back into a recession.   However, in the interim period, to 12 December, arguably the biggest impact on the economy’s performance has been the negative market sentiment in respect of the fallout from the Chancellor’s Budget on 30 October.

If we reflect on the 30 October Budget, our central case is that those policy announcements will prove to be inflationary, at least in the near-term. The Office for Budgetary Responsibility and the Bank of England concur with that view. The latter have the CPI measure of inflation hitting 2.5% y/y by the end of 2024 and staying sticky until at least 2026.  The Bank forecasts CPI to be elevated at 2.7% (Q4 2025) before dropping back to sub 2% in 2027.  Nonetheless, since the Budget, the October inflation print has shown the CPI measure of inflation bouncing up to 2.3% y/y with the prospect that it will be close to 3% by the end of the year before falling back slowly through 2025. The RPI measure has also increased significantly to 3.4%.

How high inflation goes will primarily be determined by several key factors.  First amongst those is that the major investment in the public sector, according to the Bank of England, will lift UK real GDP to 1.7% in 2025 before growth moderates in 2026 and 2027.  The debate around whether the Government’s policies lead to a material uptick in growth primarily focus on the logistics of fast-tracking planning permissions, identifying sufficient skilled labour to undertake a resurgence in building, and an increase in the employee participation rate within the economy.

Interest rate Forecast

[bookmark: _Hlk90993115]The Authority has appointed Link Group as its treasury advisor and part of their service is to assist the Authority to formulate a view on interest rates. 











Current Treasury Portfolio Position 
At the 31 December 2024 the debt and investments balances were: - 

Table 2 Debt and Investments Balances
	Debt 
	Principal
	%

	
	£m
	

	Fixed rate loans from the Public Works Loan Board 
	(2.000)
	100

	Variable rate loans 
	- 
	-

	 Total loans
	(2.000)
	100



	Investments

	Variable rate investments with The Debt Management Office (DMO) 
	26.863
	57

	Fixed rate investments
	20.000
	43

	Total investments
	46.863
	100



The level of investments represents the Authority’s cumulative surplus on the General Fund, the balances on other cash-backed earmarked reserves and a cash-flow balance generated by a surplus of creditors over debtors and by grant receipts in advance of payments. There is a net investment figure of £44.863m.


Borrowing and Investment Requirement 

In the medium term LCFA borrows for capital purposes only. The underlying need to borrow for capital purposes is measured by the Capital Financing Requirement (CFR), while usable reserves and working capital are the underlying resources available for investment. The table below compares the estimated CFR to the debt which currently exists, this gives an indication of the borrowing required. It also shows the estimated resources available for investment. An option is to use these balances to finance the expenditure rather than investing, often referred to as internal borrowing. The table gives an indication of the minimum borrowing or investment requirement through the period.

The CFR forecast includes the impact of the latest forecast of the funding of the Capital Programme which currently assumes that there will be no borrowing until 2026/27. A voluntary MRP was made in 2019/20 to take the future loans element of the MRP to nil.

Table 3 Borrowing/Investment Need
	
	2023/24
£m
	2024/25
£m
	2025/26
£m
	2026/27
£m
	2027/28
£m

	Capital Financing Requirement
	11.868
	11.339
	10.762
	14.322
	40.130

	Less long-term liabilities (PFI and finance leases)
	(11.868)
	(11.339)
	(10.762)
	(10.144)
	(9.458)

	Less external borrowing
	(2.000)
	(2.000)
	(2.000)
	(2.000)
	(2.000)

	Borrowing requirement
	(2.000)
	(2.000)
	(2.000)
	2.178
	28.672



	Reserves and working capital
	(27.213)
	(24.500)
	(14.239)
	(7.621)
	(7.621)

	Borrowing/(Investment) Need
	(29.213)
	(26.500)
	(16.239)
	(5.443)
	21.051



CIPFA’s Prudential Code for Capital Finance in Local Authorities recommends that the Authority’s total debt should be lower than its highest forecast CFR over the next three years. However, the table above shows that the level of loans was above the CFR at 31/3/24. This was the result of the Authority adopting a policy of setting aside additional Minimum Revenue Provision (MRP) to generate the cash to repay loans either on maturity or as an early repayment. 

The table above indicates that rather than having a need for borrowing it is estimated that the authority has an underlying need to invest until 2025/26 although the available balances are forecast to reduce. Based on the latest capital programme the authority will have a borrowing requirement in 2026/27.

[bookmark: _Hlk92367015]Although the Authority does not have plans for new borrowing until 2026/27 it does currently hold £2.0m of loans as part of its strategy for funding previous years' capital programmes.
Liability benchmark

The liability benchmark is an indicator required by the CIPFA Code. It looks to compare the Authority’s actual borrowing requirements against an alternative strategy, a liability benchmark, which shows the minimum level of borrowing. This assumes the same forecasts as the table above, but that cash and investment balances are kept to a minimum level of £10m at each year-end to maintain sufficient liquidity but minimise credit risk. In addition, it reflects the latest Capital Programme information which shows a borrowing requirement from 2026/27 onwards. 



The benchmark shows that from 2026/27 there is likely to be a long-term requirement to borrow but that this does not necessarily have to be at the level of the loans CFR, which represents the maximum borrowing. The borrowing requirement is also reducing over time which may influence the length and type of borrowing to be taken.



Borrowing Strategy 

The draft Capital Programme implies there may be a requirement to use borrowing to fund the capital programme in the later years. At this stage it is extremely unlikely that borrowing will be required in 2025/26. However, it is still best practice to approve a borrowing strategy and a policy on borrowing in advance of need.  In considering a borrowing strategy the Authority needs to make provision to borrow short term to cover unexpected cash flow shortages or to cover any change in the financing of its Capital Programme.

In the past the Authority has raised all its long-term borrowing from the Public Works Loan Board, but if long term borrowing was required other sources of finance, such as local authority loans, and bank loans, would be investigated that may be available at more favourable rates. 

Short-term borrowing if required would most likely be taken from other local authorities.

Therefore, the approved sources of long-term and short-term borrowing are: 

· Public Works Loan Board 
· UK local authorities 
· any institution approved for investments  
· any other bank or building society authorised by the Prudential Regulation Authority to operate in the UK 
· UK public and private sector pension funds  

Policy on Borrowing in Advance of Need 

In line with the Prudential Code the Authority will not borrow purely to profit from the investment of the extra sums borrowed. However advance borrowing may be taken if it is considered that current rates are more favourable than future rates and that this advantage outweighs the cost of carrying advance borrowing. Any decision to borrow in advance will be considered carefully to ensure value for money can be demonstrated and that the Authority can ensure the security of such funds and relationships. 

In determining whether borrowing will be undertaken in advance of need the authority will:- 

· Ensure that there is a clear link between the capital programme and the maturity profile of the existing debt portfolio which supports the need to take funding in advance of need. 
· Ensure the on-going revenue liabilities created, and the implications for future plans and budgets have been considered. 
· Evaluate the economic and market factors that might influence the manner and timing of any decision to borrow. 
· Consider the merits and demerits of alternative forms of funding. 
· Consider the alternative interest rate bases available, the most appropriate periods to fund and repayment profiles to use.

Debt Restructuring 

The Authority’s debt has arisen because of prior years' capital investment decisions. It has not taken any new borrowing out since 2007 as it has been utilising cash balances to pay off debt as it matures, or when deemed appropriate with the authority making early payment of debt. The anticipated holding of debt at 31 March 2025 is £2.0m. All the debt is from the Public Works Loans Board (PWLB) and is all at fixed rates of interest and is repayable on maturity. The table below shows the maturity profile and interest rate applicable on these:-

Table 4 Outstanding Loans
	Loan Amount 
	Maturity Date
	Interest rate

	£650k
	December 2035
	4.49%

	£650k
	June 2036
	4.49%

	£700k
	June 2037
	4.48%



(Note, this debt was taken out in 2007 when the base rate was 5.75% and when the Authority was earning 5.84% return on its investments.)

If the loans were to be repaid early there would be an early repayment (premium) charge.  Previous reports on treasury management activities have reported that the premium and the potential loss of investment income have been greater than the savings made on the interest payments therefore it has not been considered financially beneficial to repay the loans especially with the potential for increased interest rates. However, at 31 December the Authority would save £10k in interest, split over 10-years, if the loans were to be repaid early. However, with the Authority budgeting a borrowing requirement to fund the capital programme from 2026/27, the additional interest on new loans would outweigh the £10k saving achieved from early repayment.

Investment Strategy 

At 31st December 2024 the Authority held £46.863m invested funds, representing income received in advance of expenditure plus existing balances and reserves.  During the year the Authority’s investment balance has ranged between £60m and £27m. The variation arises principally due to the timing of the receipt of government grants. It is anticipated that there will be reduced cash levels in the forthcoming year, due to a drawdown in reserves to finance capital expenditure. 

Both the CIPFA Code and government guidance require the Authority to invest its funds prudently, and to have regard to the security and liquidity of its investments before seeking the highest rate of return, or yield. The Authority’s objective when investing money is to strike an appropriate balance between risk and return, minimising the risk of incurring losses from defaults and the risk of receiving unsuitably low investment income.

Therefore, in line with the guidance the Treasury Management Strategy is developed to ensure the Fire Authority will only use very high-quality counterparties for investments.

The Authority may invest its surplus funds with any of the counterparties in the table below, subject to the cash and time limits shown.


Table 5 Investment Counterparties
	Counterparty
	Cash Limit
	Time Limit

	Banks and other organisations and securities whose lowest published long-term credit rating from Fitch, Moody’s and Standard & Poor’s is a minimum of AA-
	£5m each
	5 years

	Call accounts with banks and other organisations with minimum A- credit rating
	£10m
	Next day

	Call account with the Debt Management Office
	Unlimited
	Next day

	UK Central Government (irrespective of credit rating)
	Unlimited
	50 years

	UK Local Authorities (irrespective of credit rating)
	£5m each
	10 years

	Secured bond funds AA rating and WAL not more than three years
	£5m each
	N/A

	Secured bond funds AAA rated and WAL not more than five years
	£m each
	N/A



Allowable bond funds are defined by credit rating and weighted average life (WAL). Investing in senior secured bonds backed by collateral provides a protection against bail-in. Although the average life of the securities within the fund will be either 3 or 5 years, funds can be redeemed within 2 days of request but in general these should be seen as longer-term investments.

The Authority currently has access to a call (instant access) account with  the Debt Management Office, which pays slightly lower than bank base rate, this is 4.70 at 31 December%. Each working day the balance on the Authority's current account is invested to ensure that the interest received on surplus balances is maximised.

Regarding the risk of investing with another local authority, only a few authorities have their own credit rating, but those that do are the same or one notch below the UK Government reflecting the fact that they are quasi-Government institutions. Overall, credit ratings are seen as unnecessary by the sector because the statutory and prudential framework within which the authorities operate is amongst the strongest in the world. In addition, any lender to a local authority has protection, under statute, by way of a first charge on the revenues of that authority. No local authority has ever defaulted to date, and this also may be an indication of security. However, when the UK credit rating by the rating agencies has been downgraded those local authorities with a rating saw a reduction in their ratings. Therefore, consideration has been given to reducing the risk associated with the investment with other local authorities. 

Table 6 Investment Limits with Local Authorities
	Investment Period
	Maximum Individual Investment (£m)
	Maximum Total Investment (£m)
	Maximum Period

	Up to 2 years
	5
	40
	2 years

	Over 2 years
	5
	25
	10 years



The call account with LCC has been replaced by a call account with the Debt Management Office, therefore all Local Authority investments are within the above limits.

In respect of banks taxpayers will no longer bail-out failed banks instead the required funds will be paid by equity investors and depositors. Local authorities' deposits will be at risk and consequently although currently available within the policy it is unlikely that long term unsecured term deposits will be used at the present time. 

Currently all the Authority's fixed investments are with other local authorities. To enhance the interest earned the following investments are already impacting 2025/26

Table 7 Current Investments
	Start Date
	End Date
	Principal
	Rate
	Interest 25/26

	29/08/2024
	28/08/2025
	£5,000,000
	4.80%
	£97,973

	02/10/2024
	01/10/2025
	£5,000,000
	4.70%
	£117,822



The Authority has the below future deals which impact 2025/26 which have yet to commence

	Start Date
	End Date
	Principal
	Rate
	Interest 25/26

	03/02/2025
	30/09/2025
	£5,000,000
	5.65%
	£140,863

	19/02/2025
	18/02/2026
	£5,000,000
	5.50%
	£243,356



Consideration is given fixing further investments if the maturity fits with estimated cash flows and the rate is attractive. This will continue to be reviewed. Suggested rates payable by other local authorities indicated:

Table 8 Indicative Interest Rates on Investments with other Local Authorities
	Investment length
	Interest Rates

	3-month investment
	5.55 – 5.75%

	6-month investment
	5.50 – 5.70%

	12-month investment
	5.30 – 5.60%

	3-year investment
	4.80 - 5.00%

	4-year investment
	4.70 - 4.90%



[bookmark: _Hlk126909566]The overall combined amount of interest earned on fixed/call account balances as at 31st December 2024 is £1.712m on an average balance of £43.932m at an annualised rate of 5.17%. This is more than the benchmark 7-day SONIA rate which averages a yield of 5.01 over the same period.

In addition to the above the authority uses NatWest for its operational banking. Balances retained in NatWest are very low, usually less than £5,000. However, if required monies are retained at NatWest this would be in addition to the limits set out above. 

Minimum Revenue Provision (MRP) 

Under Local Authority Accounting arrangements, the Authority is required to set aside a sum of money each year to reduce the overall level of debt. This sum is known as the minimum revenue provision (MRP). 

The Authority will assess their MRP for 2025/26 in accordance with guidance issued by the Secretary of State under section 21(1A) of the Local Government Act 2003.  

The Authority made a voluntary MRP in 2019/20 and it is anticipated that the MRP on loans will be nil in 2025/26, this will be the case until capital expenditure is financed by borrowing.

Whilst the Authority has no unsupported borrowing, nor has any plans to take out any unsupported borrowing in 2025/26 it is prudent to approve a policy relating to the MRP that would apply if circumstances change. As such in accordance with guidelines, the MRP on any future unsupported borrowing will be calculated using the Asset Life Method. This will be based on a straightforward straight line calculation to set an equal charge to revenue over the estimated life of the asset. Estimated life periods will be determined under delegated powers. To the extent that expenditure is not on the creation of an asset and is of a type that is subject to estimated life periods that are referred to in the guidance, these periods will generally be adopted by the Authority.  However, the Authority reserves the right to determine useful life periods and prudent MRP in exceptional circumstances where the recommendations of the guidance would not be appropriate.  	Comment by Dobson, Paul: Is this still the case?	Comment by Crotty, Paul: Yes

As some types of capital expenditure incurred by the Authority are not capable of being related to an individual asset, asset lives will be assessed on a basis which most reasonably reflects the anticipated period of benefit that arises from the expenditure.  Also, whatever type of expenditure is involved, it will be grouped together in a manner which reflects the nature of the main component of expenditure and will only be divided up in cases where there are two or more major components with substantially different useful economic lives. 

Assets held under a PFI contracts and finance leases form part of the Balance Sheet. This has increased the overall capital financing requirement and results in an MRP charge being required. The government guidance permits a prudent MRP to equate to the amount charged to revenue under the contract to repay the liability. In terms of the PFI schemes this charge forms part of the payment due to the PFI contractor.

Revenue Budget

The capital financing budget currently shows that income received exceeds expenditure. This excludes the PFI and Finance lease payments, which are included in other budgets. Based on the Strategy outlined above then the proposed budget for capital financing are:

[bookmark: _Hlk153870171]Table 9 Capital Financing Charges Included in Revenue Budget
	
	2024/25
£m
	2025/26
£m
	2026/27
£m
	2027/28
£m

	Interest payable
	0.090
	0.090
	0.204
	1.600

	MRP
	0.000
	0.000
	0.000
	0.084

	Interest receivable
	(1.050)
	(1.385)
	(0.875)
	(0.675)

	Net budget
	(0.960)
	(1.295)
	(0.671)
	1.009



Prudential Indicators for 2024/25 to 2027/28 in respect of the Combined Fire Authority's Treasury Management Activities. 

In accordance with its statutory duty and with the requirements of the Prudential Code for Capital Finance and the CIPFA Code for Treasury Management, the Combined Fire Authority produces each year a set of prudential indicators which regulate and control its treasury management activities. 

The following table sets out the debt and investment-related indicators which provide the framework for the Authority’s proposed borrowing and lending activities over the coming three years.  These indicators will also be approved by members as part of the Capital Programme approval process along with other capital expenditure-related indicators but need to be reaffirmed and approved as part of this Treasury Management Strategy. 

It should be noted that contained within the external debt limits, there are allowances for outstanding liabilities in respect of the PFI schemes and leases. However, accounting standards are changing in relation to recording leases. In effect more leases are likely to be included on the balance sheet and therefore will be included against the other long term liabilities indicators. At this stage work is on-going to quantify the impact of the change and therefore the other long term liabilities limits may be subject to change.

Treasury Management Prudential Indicators 
 
	
	2024/25
£m
	2025/26
£m
	2026/27
£m
	2027/28
£m

	1. Adoption of the Revised CIPFA Code of Practice on Treasury Management (2011)
	Adopted for all years

	2. Authorised limit for external debt - A prudent estimate of external debt, which includes sufficient headroom for unusual cash movements.
	
	
	
	

	Borrowing
	4.000
	4.000
	10.000
	45.000

	Other long-term liabilities
	30.000
	30.000
	30.000
	30.000

	Total
	34.000
	34.000
	40.000
	75.000

	3. Operational boundary for external debt - A prudent estimate of debt, but no provision for unusual cash movements.  It represents the estimated maximum external debt arising as a consequence of the Authority's current plans.
	
	
	
	

	Borrowing
	3.000
	3.000
	8.000
	35.000

	Other long-term liabilities
	16.000
	15.000
	15.000
	14.000

	Total
	19.000
	18.000
	23.000
	49.000



	4. Upper limit for fixed interest rate exposure 
	 
	 
	 
	 

	Upper limit of borrowing at fixed rates 
	100%
	100%
	100%
	100%

	Upper limit of investments at fixed rates 
	100%
	100%
	100%
	100%

	5. Upper limit for variable rate exposure 
	
	
	
	

	Upper limit of borrowing at variable rates 
	50%
	50%
	50%
	50%

	Upper limit of investments at variable rates
	100%
	100%
	100%
	100%

	
	
	
	
	

	6. Upper limit for total principal sums invested for over 364 days (per maturity date) 

	40.000
	40.000
	40.000
	40.000

	7. Maturity structure of Debt 
	Upper Limit %
	Lower Limit %

	Under 12 months 
	100
	-

	12 months and within 24 months 
	  50
	-

	24 months and within 5 years 
	  50
	-

	5 years and within 10 years 
	  75
	-

	10 years and above 
	100
	-



8. Estimated Capital Expenditure                           

	
	2023/24
Actual
	2024/25
Forecast
	2025/26
Budget
	2026/27
Budget
	2027/28
Budget

	Capital Expenditure (£m)
	6.034
	5.859
	12.761
	14.796
	30.078



9. Proportion of Financing Costs to Net Revenue Stream

	
	2023/24
Actual
	2024/25
Budget
	2025/26
Budget
	2026/27
Budget
	2027/28
Budget

	Financing costs (£m)
	(1.260)
	(0.960)
	(1.295)
	(0.671)
	1.009

	Proportion of net revenue stream
	(1.85%)
	(1.28%)
	(1.67%)
	(0.84%)
	1.23%



Financial Implications 

None

Human Resource Implications 

None 

Equality and Diversity Implications 

None 

Environmental Impact 

None 

Business Risk Implications 

The Treasury Management strategy is designed to minimise the Authority’s financial risk associated with investment decisions, whilst maximising the return on any investments made.  As such the adoption of the CIPFA’s Code of Practice on Treasury Management and the monitoring arrangements in place ensure that any risks faced by the Authority are managed.

However, it must be acknowledged that there will always be a balance between risk and return and hence the strategy does not completely eliminate the risk of any further default on investments in the future.
 
Local Government (Access to Information) Act 1985 
List of Background Papers 

Table 15 Details of any background papers 
[bookmark: _Hlk88028485]Table 2 Details of any background papers
	Paper:
	CIPFA Treasury Management Code of Practice and Guidance and
Treasury Management in the Public Services: Code of Practice   
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APPENDIX 1

Treasury Management Policy Statement 

The Fire Authority adopts the key recommendations of CIPFA’s Treasury Management in the Public Services: Code of Practice (the Code), as described in Section 5 of the Code. 

	Accordingly, the Authority will create and maintain, as the cornerstones for effective treasury management:-
· A treasury management policy statement stating the policies, objectives and approach to risk management of its treasury management activities
· Suitable treasury management practices (TMPs), setting out the manner in which the Authority will seek to achieve those policies and objectives, and prescribing how it will manage and control those activities
	
	The Authority delegates responsibility for the implementation and monitoring of its treasury management policies and practices to the Resources Committee and for the execution and administration of treasury management decisions to the Director of Corporate Services, who will act in accordance with the organisation’s policy statement and TMPs, IMPs and CIPFA’s Standard of Professional Practice on treasury management.

The Authority nominates the Resources Committee to be responsible for ensuring effective scrutiny of the treasury management strategy and policies.

Definition 
The Authority defines its treasury management activities as: the management of the Authority’s investments and cash flows, its banking, money market and capital market transactions; the effective control of the risks associated with those activities; and the pursuit of optimum performance consistent with those risks. 

Risk management 
The Fire Authority regards the successful identification, monitoring and control of risk to be the prime criteria by which the effectiveness of its treasury management activities will be measured.  Accordingly, the analysis and reporting of treasury management activities will focus on their risk implications for the organisation, and any financial instruments entered into to manage these risks. 

Value for money 
The Fire Authority acknowledges that effective treasury management will provide support towards the achievement of its business and service objectives.  It is therefore committed to the principles of achieving value for money in treasury management, and to employing suitable comprehensive performance measurement techniques, within the context of effective risk management. 

Borrowing policy  
The Fire Authority greatly values revenue budget stability and will therefore borrow the majority of its long-term funding needs at long-term fixed rates of interest. However, short term and variable rate loans may be borrowed to either offset short-term and variable rate investments or to produce revenue savings. The Authority will also constantly evaluate debt restructuring opportunities of the existing portfolio. 

The Fire Authority will set an affordable borrowing limit each year in compliance with the Local Government Act 2003 and will have regard to the CIPFA Prudential Code for Capital Finance in Local Authorities when setting that limit.  It will also set limits on its exposure to changes in interest rates and limits on the maturity structure of its borrowing in the treasury management strategy report each year. 

Investment policy  
The Fire Authority’s primary objectives for the investment of its surplus funds are to protect the principal sums invested from loss, and to ensure adequate liquidity so that funds are available for expenditure when needed.  The generation of investment income to support the provision of local authority services is an important, but secondary, objective.  

The Fire Authority will have regard to the then Ministry of Housing, Communities and Local Government Guidance on Local Government Investments. It will approve an Investment Strategy each year as part of the Treasury Management Strategy.  The strategy will set criteria to determine suitable organisations with which cash may be invested, limits on the maximum duration of such investments and limits on the amount of cash that may be invested with any one organisation.
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