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SECTION 1 
 
EXECUTIVE SUMMARY  
 
The booklet sets out the agreed revenue and capital budget set by the Combined Fire Authority at its 
meeting in February 2017. 
 
The annual budget is the means by which the Authority expresses, in financial terms, its plans for 
service provision during the forthcoming year.   

 
Revenue Budget 
 
In considering its council tax requirements the Authority aims to balance the public’s requirement for 
and expectations of our services with the cost of providing this.  As such the revenue budget focuses 
on the need to:- 
 

• deliver services as outlined in the Risk Management Plan and other plans 

• maintain future council tax increases at reasonable levels 

• continue to deliver efficiencies in line with targets 

• continue to invest in improvements in service delivery and facilities 

• set a robust budget that takes account of known and anticipated pressures 

• maintain an adequate level of reserves 
 
Government funding has fallen by £2.3m. The Authority has already agreed plans to deliver £1.5m of 
efficiencies in 2017/18. These are partly offset by costs associated with the need to recommence 
recruitment. Overall these changes result in a revenue budget of £54.3m, however in order to deliver 
a council tax freeze an additional savings target of £0.1m and a drawdown of LGPS surplus of £0.3m 
was agreed, Therefore the net revenue budget requirement is £53.9m, a reduction of 3.0%. Based on 
this the budget, as presented, is considered affordable, prudent and sustainable, whilst ensuring that 
the Authority is able to deliver against its corporate priorities. 
 
Funding for the next two years is set out in the multi-year settlement, and shows a reduction of £1.3m, 
less than previously anticipated. The move to four year settlements is welcomed. Barring exceptional 
circumstances, and subject to the normal statutory consultation process for the local government 
finance settlement, the Government expects these amounts to be presented to Parliament each year. 
However given the economic uncertainty arising from Brexit then this still leaves some uncertainty.  
 
Thereafter we have assumed a funding freeze. Based on this we will be faced with a funding gap in 
future years, the extent of which depends on future council tax decisions, and we will continue to 
utilise reserves and identify savings in order to deliver a balanced budget in the medium term. 
 
Overall the Authority is well placed to meet the financial challenges that it faces in the medium term, 
and will continue to balance future council tax levels and  the need for investment whilst maintaining 
effective service delivery. 
 
Capital Budget 
 
In terms of the Authority’s Capital Programme our 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 

• Represents value for money 
 
In light of this the capital budget continues to invest in our asset base, in particular vehicle 
replacement, refurbishment/replacement of stations, new IT requirements and new operational 
equipment. This gives rise to a capital program of £23m over the next five years. 
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This can be funded from a combination of revenue contributions, specific capital grant provided by the 
government, capital reserves and receipts and general reserves. As such the capital programme is 
affordable, sustainable and prudent. 
 
Reserves and Balances 
 
In terms of reserves and balances, the Authority has identified a minimum target of £2.8m and a 
maximum target of £10.0m. After allowing for the anticipated usage the Authority estimates it will hold 
£10.2m of uncommitted reserves by the end of 2016/17, but this will potentially fall to £5.2m by the 
end of 2019/20 (the last year of the current multi-year settlement). This is within its target range, 
hence at the current level the Treasurer considers these are adequate to meet our requirements. 
Medium term financial plans show a requirement to continue to utilise reserves in future years in order 
to deliver a balanced budget, based on forecast funding reductions, and this position may not be 
sustainable in 2021/22, dependent upon council tax decisions.  
 
Treasury Management 
 
The Treasury Management strategy shows the Authority setting money aside to pay off debt as it 
matures thus reducing its capital financing charges included in the revenue budget. 
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SECTION 2 
 
REVENUE BUDGET 2017/18-2021/22 
 
Information 
 
In line with the Authority’s objective to deliver affordable, value for money services the Authority’s 
Budget 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. 
 
Budget Requirement 
 
In order to determine the future budget requirement, the Authority has used the approved 2016/17 
budget as a starting point, and has uplifted this for inflation and other known changes and pressures, 
to arrive at a draft budgetary requirement, prior to utilising any reserves, as set out below:- 
 

 2017/18 2018/19 2019/20 2020/21 2021/22 

 £m £m £m £m £m 

Preceding Years Draft Budget Requirement 55.6 54.3 54.5 56.0 57.7 

Inflation 0.8 0.8 0.8 1.7 2.0 

Other Pay Pressures (0.6) (0.1) 0.7 - 0.1 

Committed Variations (0.6) (0.1) 0.1 - - 

Growth 0.6 (0.1) (0.2) - - 

Efficiency Savings (1.5) - (0.2) - - 

Budget Requirement 54.3 54.8 56.0 57.7 59.8 

Additional Savings Requirement (0.1)     

Drawdown of LGPS Surplus (0.3)     

Net Budget Requirement 53.9 54.8 56.0 57.7 59.8 

 
Inflation 
 
The following amounts have been added to the budget in respect of inflationary pressures, in line with 
current estimates:- 
 

 2017/18 2018/19 2019/20 2020/21 2021/22 

 £m £m £m £m £m 

A 1% allowance has been built in for all pay-
awards for the next 3 years, based on the 
Governments budget proposals. 
The 2020/21 and 2021/22 budget allows for 
3.8% pay-awards based on latest estimates. 

0.4 0.4 0.4 1.4 1.7 

Non-pay inflation, average of 2.5% each year 0.4 0.4 0.4 0.3 0.3 

 0.8 0.8 0.8 1.7 2.0 
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Other Pay Pressure 
 

 2017/18 2018/19 2019/20 2020/21 2021/22 

 £m £m £m £m £m 

As referred to on a separate report on this 
agenda future service contributions in respect 
of the Local Government Pension Scheme 
(LGPS) have increased by 1.9% 

0.1     

The Chancellor of the Exchequer has 
previously announced that the discount rate 
used in unfunded public sector pension 
schemes will  change, which will add a further 
£2bn of costs to these schemes. This will be 
reflected in the next tri-annual valuation which 
will set the contribution rate payable from 1 
April 2019. Whilst no details of the specific 
impact on any unfunded scheme are available 
at the present time, an allowance for a 3% 
increase has been built into the budget in 
2019/20. 

- - 0.7 - - 

The government will introduce the 
apprenticeship levy in April 2017 set at a rate 
of 0.5% of an employer’s pay bill. Whilst there 
is a potential for some or all of this to be drawn 
down to support training further work is 
required in this area and hence for the 
purpose of the budget I have not assumed any 
of this is used to fund apprentice training 

0.2 - - - - 

The budget in respect of whole-time personnel 
has been updated to allow for:- 

• Natural wastage due to retirements 

• 1 early leaver per month, due to 
resignation, early retirement etc.  

• Continuing recruitment in future years, 
the exact timing and number of recruits 
required will be reviewed on an on-going 
basis. However the budget includes an 
allowance for recruitment taking us over 
establishment by up to 25 personnel. This 
ensures that we have sufficient personnel 
to ride fire appliances and provides 
sufficient lead in time for recruitment 
campaigns and recruit courses. 
Furthermore it provides greater capacity 
to deal with new initiatives that arise in 
year. 

• personnel being paid at development 
rates of pay 

• the final mix of personnel in each of the 
different FF pension schemes, each of 
which have different contribution rates. 

(0.3) 0.1 0.1 - - 

A vacancy factor of 2.5% has been built in to 
reflect turnover within support staff.  

(0.3) - - - - 

The vacancy factor in respect of RDS 
personnel has been increased to 15% in line 
with current levels. Future recruitment 
campaigns may reduce this, particularly in 
light of any agreed changes to remuneration, 
and hence the budget will be monitored 

(0.3) - - - - 
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throughout the year with the vacancy factor 
adjusted accordingly.  
Cost reductions from personnel being paid at 
development rates of pay are also reflected in 
this budget. 

 (0.6) 0.1 0.8 - - 
 
Committed Variations 
 
Committed variations are those items which are unavoidable, or which arise from previously agreed 
policy decisions. 
 

 2017/18 2018/19 2019/20 2020/21 2021/22 

 £m £m £m £m £m 

In order to balance the draft capital 
programme the Revenue Contribution to 
Capital Outlay was  increased in 2016/17, 
hence the reduction brings this back in line 
with future requirements, as reflected in the 
draft capital programme. 

(0.8) (0.2) - - - 

Reduction in interest receivable reflecting the 
historically low rate of interest and based on 
anticipated cash balances 

0.1 - 0.1 - - 

Details relating to grant in respect of New 
Dimensions are not yet available, however the 
level of grant was reduced last year, and 
hence a further reduction is anticipated in 
future years. 

0.1 0.1    

 (0.6) (0.1) 0.1 - - 

 
Growth 
 

 2017/18 2018/19 2019/20 2020/21 2021/22 

 £m £m £m £m £m 

The budget for recruits in training has been 
adjusted to take account of the anticipated 
timing and number of recruits in each year, 
assuming all recruits undertake a 13 week 
course. The budget for the Training and 
Operational Review Department has also 
been increased to provide sufficient trainers to 
meet the on-going requirement. 

0.4 (0.1) (0.2) - - 

The Service is currently reviewing its use of 
apprenticeships, and will report to the 
Resources Committee in due course. As such 
a provision has been set aside to meet any 
costs falling out of this review. 

0.2     

 0.6 (0.1) (0.2) -  

 
Efficiency Savings 
 
The Authority has a good track record of delivering efficiency savings. Between April 2011 and March 
2017 we will have delivered £16.5m of savings. Further savings of £1.6m have been identified below, 
bring the overall level to £18m:- 
 

 2017/18 2018/19 2019/20 2020/21 2021/22 

 £m £m £m £m £m 

Full year effect of removal of whole-time 
appliance at Lancaster and creation of RDS 

(0.5) - - - - 
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unit 

Savings identified from reviewing non-pay 
budgets, the main ones being 

• Fleet 

• Property 

• Utilities 

• Area 

• Smoke Detectors 

(0.7) - (0.1) - - 

As referred to on a separate report on this 
agenda the Service has more than paid off its 
LGPS deficit and as such the budget has been 
adjusted to remove the deficit recovery 
payments included in previous years budgets. 
At the present time we have assumed that the 
surplus is left in-situ and have therefore not 
built any allowance into the budget for this. 

(0.3) - - - - 

Savings relating to transfer from Airwave to 
ESMCP, note the timing of the transfer is 
subject to review and hence the savings 
identified may be delayed. 

- - (0.1) - - 

 (1.5) - (0.2) - - 

 

Gross Budget Requirement 

As set out above the overall net budget requirement for each year is as follows:- 
 

 2017/18 2018/19 2019/20 2020/21 2021/22 

 £m £m £m £m £m 

Draft Gross Budget Requirement 54.3 54.8 56.0 57.7 59.8 

Budget (Decrease)/Increase (2.3%) 0.9% 2.2% 3.0% 3.6% 
 
Net Budget Requirement 

After allowing for the additional savings target and the drawdown of the LGPS surplus the net budget 
requirement for each year is as follows:- 
 

 2017/18 2018/19 2019/20 2020/21 2021/22 

 £m £m £m £m £m 

Draft Gross Budget Requirement 53.9 54.8 56.0 57.7 59.8 

Budget (Decrease)/Increase (3.0%) 1.7% 2.2% 3.0% 3.6% 
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Further analysis of our budget requirement is provided in the following tables, showing the budget 
analysed over Service Area and Type of Expenditure:- 
 
 

 2017/18 
Budget  

 2018/19 
Budget  

 2019/20 
Budget  

 2020/21 
Budget  

 2021/22 
Budget  

  £m   £m   £m   £m   £m  

Central Admin Hub 0.378 0.382 0.387 0.401 0.416 

Control 1.148 1.225 1.286 1.350 1.418 

Corporate Communications 0.294 0.298 0.303 0.313 0.324 

Executive Board 0.970 0.991 1.020 1.048 1.082 

Finance 0.142 0.144 0.145 0.150 0.156 

Fleet Services 2.257 2.307 2.360 2.425 2.492 

Health & Safety 0.176 0.179 0.181 0.187 0.193 

Human Resources 0.480 0.486 0.492 0.510 0.528 

ICT 2.371 2.426 2.286 2.352 2.420 

Occupational Health 0.249 0.254 0.259 0.266 0.274 

Procurement 0.790 0.807 0.824 0.847 0.872 

Property 1.271 1.302 1.334 1.372 1.410 

Areas 31.128 31.318 32.266 33.366 34.808 

Service Development 3.559 3.631 3.754 3.851 3.970 

Special Projects 0.034 0.035 0.036 0.039 0.041 

Training 3.641 3.635 3.557 3.652 3.762 

Pensions Expenditure 1.172 1.234 1.251 1.278 1.305 

Other Non-DFM Expenditure 4.283 4.114 4.225 4.274 4.304 

Gross Budget Requirement 54.342 54.766 55.965 57.681 59.774 

Additional Savings Target (0.096)     

Drawdown of LGPS surplus (0.313)     

Net Budget Requirement 53.933 54.766 55.965 57.681 59.774 
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Analysis of Budget by Type of Expenditure    

 2017/18   2018/19   2019/20   2020/21   2021/22  
 £m   £m   £m   £m   £m  

 Employee  

 Uniformed  33.469 33.594 34.445 35.538 37.007 

 Support staff  6.636 6.706 6.775 7.031 7.295 

 Pensions  1.172 1.234 1.251 1.278 1.305 

 Other Employee Related Exp  0.067 0.068 0.070 0.072 0.073 

41.345 41.602 42.542 43.918 45.680 

 Premises  

 R&M  0.834 0.855 0.876 0.898 0.920 

 Utilities  0.562 0.576 0.591 0.606 0.621 

 Cleaning  0.285 0.292 0.299 0.306 0.314 

 PFI  0.650 0.666 0.683 0.699 0.707 

 Other  0.051 0.052 0.053 0.054 0.056 

 Rent/Rates  1.108 1.163 1.220 1.280 1.343 

3.490 3.604 3.722 3.844 3.961 

 Transport  

 Repairs  0.643 0.659 0.675 0.692 0.709 

 Running Costs  0.373 0.383 0.392 0.402 0.412 

 Travel costs  0.641 0.657 0.674 0.690 0.708 

 Insurance  0.160 0.164 0.169 0.173 0.177 

 Other  0.004 0.004 0.005 0.005 0.005 

1.822 1.868 1.914 1.962 2.011 

 Supplies & Services  

 Hydrants  0.106 0.109 0.111 0.114 0.117 

 Operational equipment  0.546 0.560 0.573 0.587 0.602 

 Clothing & Uniform  0.474 0.485 0.496 0.508 0.520 

 Printing, stationery, postage  0.228 0.233 0.239 0.245 0.251 

 Comms-Network Costs  1.040 1.066 0.680 0.697 0.714 

 Telephony  0.169 0.174 0.178 0.183 0.187 

 Computers  0.865 0.886 0.909 0.931 0.955 

 Subsistence  0.069 0.071 0.073 0.074 0.076 

 Fire Safety Expenses  0.260 0.266 0.273 0.280 0.287 

 Training Expenses  0.656 0.672 0.689 0.706 0.724 

 insurance  0.318 0.324 0.329 0.335 0.341 

 Members Expenses  0.156 0.160 0.164 0.168 0.172 

 Misc Equipment  0.092 0.094 0.097 0.099 0.101 

 Other  1.914 1.992 2.069 2.150 2.236 

6.892 7.091 6.880 7.077 7.281 

 Other  

 Contracted Services  0.796 0.817 0.837 0.858 0.879 

0.796 0.816 0.837 0.858 0.879 

 Capital Financing Costs  

 Capital Financing Costs  2.303 2.040 2.027 2.027 2.027 

2.303 2.040 2.027 2.027 2.027 

 Income  

 Income  (2.305) (2.254) (1.957) (2.006) (2.066) 

(2.305) (2.254) (1.957) (2.006) (2.066) 

Gross Budget Requirement 54.342 54.766 55.965 57.681 59.774 

Additional Savings Target (0.096)     

Drawdown of LGPS surplus (0.313)     

Net Budget Requirement 53.933 54.766 55.965 57.681 59.774 



 9

Revenue Funding 2017/18-2021/22 
 
Grant Funding 
 
As a major precepting authority the Authority receives funding in the form of:- 

 
2016/17  
Settlement Funding Assessment (Grant)  

Revenue Support Grant, direct from the Government £13.2m 

Individual Authority Business Rates Baseline                                     £4.7m 

Business Rates Top-Up, from the Government                                    £9.7m 

Business Rates collection fund deficit (£0.3m) 

Section 31 Grant - Business Rates Capping £0.5m 
 £27.8m 

Council Tax  

Council Tax £27.4m 

Council Tax collection fund surplus £0.4m 

 £27.8m 

Total Funding £55.6m 

 
The Government has confirmed that the multi-year settlement offers have been agreed with all single 
purpose fire and rescue authorities. Hence, barring exceptional circumstances, and subject to the 
normal statutory consultation process for the local government finance settlement, the Government 
expects these amounts to be presented to Parliament each year.  
 
The final Local Government Finance settlement was announced in February confirming the draft 
settlement for 2017/18:- 
 

Revenue Support Grant, direct from the Government £10.7m 

Individual Authority Business Rates Baseline    £4.1m 

Business Rates Top-Up, from the Government £10.5m 

 £25.3m 

 
Future settlements form part of the multi-year settlement referred to above. 
 

  Reduction 

2015/16 £29.4m   

2016/17 £27.6m £1.8m 6.4% 

2017/18 £25.3m £2.3m 8.2% 

2018/19 £24.4m £0.9m 3.7% 

2019/20 £24.0m £0.4m 1.4% 

  £5.5m  

 
As highlighted in the draft budget report the Autumn Statement reaffirmed that Departmental spending 
will grow with inflation in 2021/22. However there will be significant variation between departments 
due to how the overall funding is distributed, and the level of protection afforded to some 
Departments, hence we have assumed funding will be frozen in 2021/22 and beyond. 
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Included within the Settlement Funding Assessment is an estimated amount in respect of locally 
retained Business Rates. Billing Authorities have now provided details of this, which show a marginal 
reduction of £46k compared with the Government’s forecast.  
 
 
Business Rate Adjustments 
 
Business Rates are adjusted for the following:- 
 

• The Government provides specific Section 31 grant to offset lost local revenue arising from 
the Government’s decision to impose a 2% cap on the increase in the small business rate 
multiplier in 2014/15. The Government has not formally announced that this will not continue 
in 2017/18, nor has any indication been given that it will cease, and hence for the purpose of 
planning we have assumed this will be paid, in line with previous years, and have therefore 
included a sum of £149k in respect of this. 

• The Government also provides further Section 31 grant to offset lost local revenue arising 
from various other decisions which have limited business rates, such as the doubling of small 
business rate relief, extensions to timeframes for some exemptions etc. This figure has been 
confirmed by billing authorities at £338k. 

• Any surplus or deficit on the business rates collection fund is distributed to relevant bodies, 
and our share of this stands at a deficit of £177k. 

 
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. 
 
The Authority became a precepting authority on 1 April 2004. Since this our council tax increases 
have been limited by either capping or the current referendum thresholds set by the Government. As 
such our council tax increases and hence budget increases have been constrained by these and our 
desire to deliver value for money services, culminating in a council tax freeze between 2011/12-
2014/15 and a 1.9% and 1.0% increase in the last two years. Our council tax of £65.50 is still below 
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the national average of £71.50, and our increase of just 2.9% over the last 6 years compares with an 
average increase of 8.60% over the same period and is the fifth lowest of any Fire Authority. 
 

 
 
 

 
 
The Government has not provided any additional grant to support those authorities who freeze council 
tax in 2017/18. However it has maintained the council tax referendum limit at 2% for Fire Authorities. 
 
Council Tax Adjustments 
 
Members will recall that 2013/14 saw the introduction of a new localised scheme for council tax 
support, funded by specific grant, with any gap between the final schemes adopted and the level of 
grant provided being shared between billing authorities and major preceptors. As part of the 
introduction each billing authority consulted with all the major preceptors on their proposed scheme. 
Any billing authority which is proposing to amend its current scheme is again required to consult with 
major preceptors and whilst this consultation is currently taking place at the present time there are no 
major changes proposed which would have a significant impact on the Authority. 
 
As a result of changes to the scheme, and in particular the exemptions and discounts element of this, 
the majority of billing authorities have seen an improvement in both collection rates and in tax base 
over the last 3 years. This is reflected in the final figures which billing authorities provided in January, 
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which show the council tax collection fund being in surplus to the value of £0.5m, and in the final tax 
base increasing by over 1.7%.  
 
Draft Council Tax Requirements 2017/18 
 
Based on the assumptions outlined the budget requirement results in a council tax of £66.46, an 
increase of 1.5% or £0.96, less than 2p per week. 
 

  £m 

Budget Requirement 54.3 

Less Funding Settlement (25.3) 

Less Section 31 Grant re Business Rates (0.5) 

Add Business Rates Collection Deficit 0.2 

Less Council Tax Collection Surplus (0.5) 

Equals Precept 28.2 

Estimated Number of Band D equivalent properties 425,026 

Equates to Council Tax Band D Property £66.46 

Increase in Council Tax 1.47% 

 
As in previous years we have modelled further council tax scenarios:- 
 

• 1% increase 

• Freeze 
 

 1% Increase Freeze 

  £m £m 

Gross Budget Requirement 54.3 54.3 

Utilisation of reserves/additional savings (0.1) (0.4) 

Final Budget Requirement 54.2 53.9 

Less Funding Settlement (25.3) (25.3) 

Less Section 31 Grant re Business Rates Capping (0.5) (0.5) 

Add Business Rates Collection Deficit 0.2 0.2 

Less Council Tax Collection Surplus (0.5) (0.5) 

Equals Precept 28.1 27.8 

Estimated Number of Band D equivalent properties 425,026 425,026 

Equates to Council Tax Band D Property £66.16 £65.50 

Increase in Council Tax 1.00% 0.00% 

 
The table shows that if the Authority increased council tax by 1% it would require a budget reduction 
of £0.1m, and a freeze would require a budget reduction of £0.4m. In order to achieve these 
reductions the Authority could either identify further savings in-year, utilise the Local Government 
Pension Scheme surplus, as referred to at the December Authority meeting, or utilise reserves.  
 
For information, the draft budget results in a 1.5% increase in council tax, which equates to £0.96 per 
annum and generates approx. £0.4m of additional precept, where as a 1% increase equates to £0.66 
per annum, £0.01 per week, and generates approx. £0.3m of additional precept. 
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Further Savings Opportunities 
 
As reported previously the Authority has been extremely successful at delivering efficiency savings, 
delivering £18m since April 2011. However it is clear that the scope to deliver further savings is 
extremely limited, with the majority of departments struggling to balance demands against capacity. 
 
The only significant savings opportunity on the horizon appears to be the Emergency Cover Review 
(ECR) scheduled for next year, but again it must be recognised that previous ECRs have delivered 
significant savings and the scope to identify further reductions is extremely limited. 
 
As such it may be possible to deliver in year savings in 2017/18 by delaying expenditure and targeting 
an in-year underspend in order to deliver a balanced budget, but the scope to utilise this to balance 
future budgets appears limited. 
 
Local Government Pensions Scheme Surplus 
 
As reported at the last Authority meeting the Authority’s LGPS fund currently has a surplus of £4.3m, 
due to improved investment returns, changing assumptions and additional payments made to offset 
previous deficits. 
 
The report identified the following options:- 

• leave the surplus in situ, to offset any future changes; 

• drawdown all of the surplus over the 16 year recovery period, £0.3m per annum (this would 
still leave approx. £3.3m as a surplus at the next valuation, all other things being equal); 

• drawdown all of the surplus to offset all of the future service pension contributions, £0.6m per 
annum, broadly speaking the surplus would be fully utilised in 7 years (this would still leave 
approx. £2.3m as a surplus at the next valuation, all other things being equal, but we would 
need scheme approval to do so); 

• drawdown part of the surplus over the 16 year recovery period, one option being to draw 
down a sum equal to the increase in future service contribution, i.e. £0.1m (this would still 
leave approx. £4.0m as a surplus at the next valuation, all other things being equal). 

 
Any decision to utilise the surplus must be taken recognising the need to maintain a sustainable 
LGPS funding position and recognising the volatility of the funding valuations (as previously 
highlighted the funding deficit on the LGPS has historically grown each year due primarily to mortality 
rates). It should also be recognised that drawing down any of this to offset recurring revenue 
expenditure will create further financial pressures in future years once the surplus is utilised. 
 
Reserves and Balances 
 
As set out in the previous revenue budget report and the Reserves and Balances Policy reported 
elsewhere on this agenda, a reasonable level of reserves is needed to provide an overall safety net 
against unforeseen circumstances, such as levels of inflation/pay awards in excess of budget 
provision, unanticipated expenditure on major incidents, and other “demand led” pressures, such as 
increased pension costs, additional costs associated with national projects, industrial dispute etc. 
which cannot be contained within the base budget. In addition, they also enable the Authority to 
provide for expenditure, which was not planned at the time the budget was approved, but which the 
Authority now wishes to implement and to smooth out large fluctuations in spending requirements 
and/or funding available.  
 
In line with guidance issued by CIPFA a review of the strategic, operational and financial risk facing 
the Authority is undertaken each year to identify an appropriate level of reserves to hold, this includes 
an assessment of the financial assumptions underpinning the budget, the adequacy of insurance 
arrangements and consideration of the Authority’s financial management arrangements. The 
assessment focuses on both medium and long-term requirements, taking account of the Medium 
Term Financial Strategy and the draft budgets. 
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This has identified:- 
 

• minimum target reserves level reducing to £2.8m, 5.0% of the 2017/18 net revenue budget, a 
reduction on previous years due to indicative four year settlements but still maintained at a 
reasonable level to reflect on-going economic uncertainty and the underlying risks within the 
budget; 

• the maximum reserve limit is maintained at £10.0m. 
 
The overall level of the general fund balance, i.e. uncommitted reserves, anticipated at the 31 March 
2017 is £10.2m. The draft capital programme allows for a further transfer of £2.6m from general 
reserve to the capital programme in 2017/18, leaving a forecast balance of £7.6m, providing scope to 
utilise approx. £4.8m of reserves.  
 
As such reserves could be used to deliver a balanced budget in 2017/18. Therefore having reviewed 
the level of general reserves required and the anticipated utilisation of these, the Treasurer considers 
these are at an appropriate level to meet future expenditure requirements in 2017/18. The level of 
these will be reviewed again as part of the year end outturn process and reported on to the 
Resources Committee.  
 
In addition to the general reserves the Authority also holds earmarked reserves, created for specific 
purposes to meet known or anticipated future liabilities, capital reserves and receipts, to provide 
additional funding to support the capital programme in future years, and provisions for outstanding 
insurance claims and outstanding claims from Retained Firefighters. Further details relating to these 
are included in the reserves policy and based on the professional opinion of the Treasurer these are 
adequate to meet future requirements in the medium term.  
 
Council Tax 2018/19 and beyond 
 
As highlighted earlier, funding up to and including 2019/20 forms part of the multi-year settlement and 
hence all other things being equal is set for three years. Funding beyond this period is unknown, but 
is assumed to be frozen at £24.0m. 
 
Based on this the draft budget as presented delivers council tax increases in excess of 3% in future 
years, above the existing referendum limit.  
 

 2018/19 2019/20 2020/21 2021/22 

  £m £m £m £m 

Gross Budget Requirement 54.8 56.0 57.7 59.8 

Less      

• Funding Settlement (24.4) (24.0) (24.0) (24.0) 

• Business Rates Adjustment (0.5) (0.5) (0.5) (0.5) 

• Business Rates Collection Deficit 0.2 0.2 0.2 0.2 

• Council Tax Collection Surplus (0.5) (0.5) (0.5) (0.5) 

Equals Precept 29.7 31.2 32.9 35.0 

Tax base - Band D equivalent properties 432,464 440,032 447,733 455,568 

Equates to Council Tax Band D Property £68.58 £70.89 £73.51 £76.84 

Increase in Council tax 3.2% 3.3% 3.7% 4.5% 

 
Note, the draft budget set out above assumes that any budget adjustment agreed to balance council 
tax requirements in 2017/18 are one-offs, and hence are not incorporated into future years budgets, 
this position will be reviewed as part of next year’s budget process. 
 
As previously advised, holding a referendum is extremely expensive, costing in excess of £1m, and is 
unlikely to deliver an increase in excess of the 2% threshold. As such we will need to either deliver 
additional savings or utilise reserves in order to balance the budget in future years, the extent of 
which is dependent upon current and future council tax decisions. 
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As such we have modelled the following council tax scenarios:- 
 

• A council tax increase of 1.5% in  2017/18, with a 2% increase thereafter  

• A council tax increase of 1.0% in  2017/18, with a 2% increase thereafter 

• A council tax freeze in 2017/18, with a 2% increase thereafter 

• A 1% increase in council tax each year, including 2017/18 

• A council tax freeze each year, including 2017/18 
 
The following table sets out the funding shortfall anticipated each year:- 
 
 2018/19 2019/20 2020/21 2021/22 

A council tax increase of 1.5% in  2017/18 with 
a 2% increase thereafter 

(£0.3m) (£0.8m) (£1.4m) (£2.3m) 

A council tax increase of 1.0% in  2017/18 with 
a 2% increase thereafter 

(£0.5m) (£0.9m) (£1.5m) (£2.4m) 

A council tax freeze in 2017/18 with a 2% 
increase thereafter 

(£0.8m) (£1.2m) (£1.8m) (£2.7m) 

A 1% increase in council tax each year (£0.8m) (£1.5m) (£2.4m) (£3.6m) 

A council tax freeze each year (£1.3m) (£2.4m) (£3.6m) (£5.2m) 

 
It must be stressed that there are a whole host of assumptions underpinning these projections, 
particularly around vacancy profiles, pension costs, future inflation, pay awards and funding beyond 
March 2020.  
 
Assuming general reserves were used to balance the overall position each year this would deliver a 
sustainable position throughout the period based on a 2% increase in council tax  each year, whereas 
reserves would run out in 2020/21 if council tax was frozen each year:- 
 

 
 
However, it must be borne in mind that reserves will only be a short term solution, as eventually they 
will be fully utilised and the Authority will be left with a recurring funding gap. As such at some point 
the Authority will be required to make recurring savings to offset this gap, and as highlighted earlier 
the scope to do so is limited.  
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Summary Council Tax options 2017/18 
 
In considering its council tax requirements for 2017/18 the Authority aims to balance the public’s 
requirement for and expectations of our services with the cost of providing this.  As such the revenue 
budget focuses on the need to:- 
 

• deliver services as outlined in the Risk Management Plan and other plans; 

• maintain future council tax increases at reasonable levels; 

• continue to deliver efficiencies in line with targets; 

• continue to invest in improvements in service delivery and facilities; 

• set a robust budget that takes account of known and anticipated pressures; 

• maintain an adequate level of reserves. 
 
The draft budget as set out in this report achieves these objectives and based on the scenarios 
outlined the three council tax options for 2017/18 are:- 
 

a) Increase council tax by 1.47%, this results in a council tax of £66.46 for a band D property. 
From  a financial perspective this is the most sustainable option as it maximises the level of 
precept in each year, and does not require any further savings to be delivered in 2017/18. 
However, it has the biggest impact on the local council tax payer, albeit this still equates to an 
increase of just £0.96 per annum 

 
b) Increase council tax by 1.00%, this results in a council tax of £66.16 for a band D property. 

Under this option the budget needs to be reduced by £129k, which could be met by including  
an additional savings target into the budget to offset this. From a financial perspective this is 
less sustainable as under this option the Authority generates £0.1m less precept each year, 
and it needs to find additional savings. However it does offset some of the increase in council 
tax, limiting this to just £0.66 per annum, thereby reducing the impact on the local council tax 
payer.  
 

c) Freeze council tax at £65.50 for a band D property. Under this option the budget needs to be 
reduced by £409k, which could be  met from an additional savings target of £96k plus the 
drawdown £313k of the LGPS pension surplus, spread over the agreed recovery period of 16 
years. This option removes any impact on the local council tax payer, however it is the least 
sustainable from a financial perspective as under this option the Authority foregoes any 
increase in precept, and still needs to identify budget reductions. Furthermore utilising the 
LGPS surplus to offset recurring revenue expenditure will create further financial pressures in 
future years once the surplus is utilised, or if the LGPS funding position changes significantly 
at a future valuation. 

 
The Treasurer believes all three options deliver a robust balanced budget whilst maintaining an 
adequate level of reserves in the medium term. 
 
Members unanimously voted for option c) - to freeze council tax in 2017/18:- 
 

  £m 

Gross Budget Requirement £54.3 

Additional savings (0.1) 

Drawdown of LGPS Surplus (0.3) 

Final Budget Requirement 53.9 

Less Funding Settlement (25.3) 

Less Section 31 Grant re Business Rates Capping (0.5) 

Add Business Rates Collection Deficit 0.2 

Less Council Tax Collection Surplus (0.5) 

Equals Precept 27.8 

Estimated Number of Band D equivalent properties 425,026 

Equates to Council Tax Band D Property £65.50 
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Robustness of the Revenue Budget 2016/17 
 
Under Section 25 of the Local Government Act 2003, the Chief Finance Officer is required to make a 
statement about the robustness of the budget.   
 
The professional opinion of the Treasurer is that the budget has been prepared on a robust basis for 
the following reasons: 
 

• The budget is reflective of existing service plans; 

• The budget takes account of the anticipated on-going revenue impact of current and future capital 
programmes; 

• The allowances included for inflation and pay awards represent a best estimate of the likely cost 
of this, at  

 

 2017/18-
2019/20 

2020/21-
2021/22 

Uniformed Pay Award 1.0% 3.8% 

Non Uniformed Pay Award 1.0% 3.8% 

Non Pay Inflation 2.5% 2.5% 

 

• As part of the budget setting process all estimates, including savings and income forecast,  are 
assessed for reasonableness; 

• The level of and appropriateness of reserves has been reviewed by the Treasurer, based on the 
potential risks faced by the Authority; 

• Funding in 2017/18 is based on the draft Local Government Finance Settlement published in 
December. 

• Funding in 2018/19 and 2019/20 is based on the agreed multi-year settlement included in the 
draft Local Government Finance Settlement published in December. 

• Funding beyond 2020 is unknown however the Treasurer has assumed that this is frozen at 
2019/20 levels, which appears to be a reasonable estimate. 

• The situation in respect of future funding, and in particular any changes to future settlements 
arising from an economic slowdown or from changes to the Business Rates Retention Scheme 
will be kept under review and reported to the Authority in due course; 

• The following significant financial risks have all been assessed and the Treasurer feels that these 
are adequately covered within the budget estimates presented or within the level of reserves 
currently held:- 

• Reductions in funding levels over and above those identified in the four year settlement; 

• Reduction in funding via Business Rates retention scheme; 

• Reduction in council tax funding due to changes in localisation of council tax support, 
reducing tax base and/or council tax referendum limits; 

• Higher than anticipated inflation; 

• Larger increases in future pensions costs/contributions; 

• Increase in costs arising from demand led pressures, i.e. increasing staff numbers, overtime 
due to spate conditions or major equipment replacement requirements; 

• Increase in costs associated with national projects i.e. ESMCP; 

• Slowdown in “leaver rates” resulting in increasing staff numbers; 

• Increased cost of partnership arrangements; 

• Inadequacy of insurance arrangements. 
 
Summary 
 
In considering its council tax requirements the Authority aims to balance the public’s requirement for 
and expectations of our services with the cost of providing this.  As such the revenue budget focuses 
on the need to:- 
 

• deliver services as outlined in the Risk Management Plan and other plans; 

• maintain future council tax increases at reasonable levels; 

• continue to deliver efficiencies in line with targets; 
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• continue to invest in improvements in service delivery and facilities; 

• set a robust budget that takes account of known and anticipated pressures; 

• maintain an adequate level of reserves. 
 
Government funding has fallen by £2.3m. The Authority has already agreed plans to deliver £1.5m of 
efficiencies in 2017/18. These are partly offset by costs associated with the need to recommence 
recruitment. Overall these changes result in a revenue budget of £54.3m. However in order to deliver 
a council tax freeze a further savings target of £0.1m was agreed as well as  drawdown of £0.3m of 
the LGPS surplus. After allowing for this the net budget requirement is £53.9m, a reduction of 3.0%. 
Based on this the budget, as presented, is considered affordable, prudent and sustainable, whilst 
ensuring that the Authority is able to deliver against its corporate priorities. 
 
The above budget results in a council tax of £65.50, a freeze. Whilst the council tax is expressed as a 
Band D equivalent figure, there are actually 8 property bandings, each of which has a council tax set 
in proportion to the band D figure (i.e. a band A property is 2/3rds that of a band D charge, and band 
H is twice that of a band D charge).  The individual Council Tax bandings are set out below: - 
 

Council Tax 
band 

A B C D E F G H 

Precept 
 £43.67   £50.94   £58.22   £65.50   £80.06   £94.61 £109.17  £131.00  

 
The overall precept is then apportioned between the 14 District & Unitary Authorities pro-rata to their 
Council Tax base, and they are responsible for billing and collection of this, which they will pay over to 
the Fire Authority on a pre-determined instalment basis. 
 
The precept for each Authority is set out below:-  
 

Blackburn With Darwen Borough Council £2,221,199 

Blackpool Borough Council £2,335,861 

Burnley Borough Council £1,478,925 

Chorley Borough Council £2,353,653 

Fylde Borough Council £1,918,102 

Hyndburn Borough Council £1,322,904 

Lancaster City Council £2,639,650 

Pendle Borough Council £1,529,314 

Preston City Council £2,349,420 

Ribble Valley Borough Council £1,472,506 

Rossendale Borough Council £1,309,869 

South Ribble Borough Council £2,311,338 

West Lancashire District Council £2,252,558 

Wyre Borough Council £2,343,902 

TOTAL £27,839,201 

 
Over the four year period funding continues to fall, but at a slower rate than previously anticipated. 
The move to four year settlements is welcomed, but the potential impact of any changes in economic 
assumptions still leaves some uncertainty. Based on the four year settlement funding will continue to 
fall and we will be faced with a funding gap in future years, and hence we will continue to utilise 
reserves and identify savings in order to deliver a balanced budget in the medium term. 
 
Overall the Authority is well placed to meet the financial challenges that it faces in the medium term, 
and will continue to balance future council tax levels and  the need for investment whilst maintaining 
effective service delivery. 
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SECTION 3 
 
CAPITAL BUDGET 2017/18-2021/22 
 
The Authority’s capital strategy is designed to ensure that the Authority’s 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 

• supports the Medium Term Financial Strategy by ensuring all capital investment decisions 
consider the future impact on revenue budgets 

• represents value for money. 
 
Capital Requirements 
 
Capital expenditure is expenditure on major assets such as new buildings, significant building 
modifications and major pieces of equipment/vehicles. 
 
The Service has developed asset management plans which assist in identifying the long-term capital 
requirements. These plans, together with the operational equipment register have been used to assist 
in identifying total requirements and the relevant priorities. 
 
A summary of all capital requirements is set out in the table below. 
 
 2017/18 2018/19 2019/20 2020/21 2021/22 TOTAL 

 £m £m £m £m £m £m 

Vehicles 1.659 1.806 2.814 0.962 1.070 8.311 

Operational Equipment 0.420 0.350 1.550 0.250 0.435 3.005 

Buildings 4.750 4.000 - - - 8.750 

IT Equipment 1.350 0.545 0.720 0.210 0.200 3.025 

Total 8.179 6.701 5.084 1.422 1.705 23.091 

 
Vehicles 
 
The Fleet Asset Management plan has been used as a basis to identify the following vehicle 
replacement programme, which is based on current approved lives:- 
 

 
No of Vehicles 

Type of Vehicle 
2017/18 2018/19 2019/20 2020/21 2021/22 

Pumping Appliance 6 6 6 3 3 

Mobile Fire Stations (MFS) 1 1 - - - 

Aerial Ladder Platform (ALP) - - 2 - - 

All Terrain Vehicle - - 1 - 1 

Prime mover - - - - 2 

Pod - 1 1 - - 

Operational Support Vehicles 10 15 10 15 11 

 17 23 20 18 17 

 
The replacement programme has been adjusted to remove peaks in the number of vehicle 
replacements in any one year for a number of years now. This ‘smoothing’ has inevitably resulted in 
some vehicles being replaced marginally ahead of or behind schedule in the past, but provides a 
better basis for longer term replacement strategies, which is evident in the programme outlined above.  
As a result of this only one support vehicle due for replacement in the period of the programme will be 
delayed by one year.  
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The MFS replacements relate to two vehicles at the end of their current asset life, however a review of 
requirements for these appliances is planned to commence shortly in order to determine a final design 
and hence costing estimate for approval. 
 
LFRS currently has several vehicles provided and maintained by CLG under New Dimensions (6 
Prime Movers and 2 Incident Response Units), which under LFRS replacement schedules would be 
due for replacement during the period of the programme.  However our understanding is that CLG will 
issue replacement vehicles if they are beyond economic repair, or if the national provision 
requirement changes.  Should LFRS be required to purchase replacement vehicles, grant from CLG 
may be available to fund them.  Based on the current position, we have not included these vehicles 
(or any potential grant) in our replacement plan.    
 
In addition, Fleet Services continue to review future requirements for the replacement of all vehicles in 
the portfolio, hence there may be some scope to modify requirements as these reviews are 
completed, and future replacement programmes will be adjusted accordingly. 
 
Operational Equipment 
 
The following plan allows for the replacement of items at the end of their current asset lives, based on 
current replacement cost.  In addition we have included a further ongoing provision for innovations in 
future fire fighting equipment after the £1m budget allocated in 2016/17 has been fully utilised. 
 
 2017/18 2018/19 2019/20 2020/21 2021/22 

 £m £m £m £m £m 

Thermal Imaging Cameras (TICs) 0.220 - - - - 

Breathing Apparatus Radios 0.200 - - - - 

Breathing Apparatus (BA) and 
Telemetry equipment - 0.100 0.700 - - 

Cutting and extrication equipment - - 0.600 - - 

Light Portable Pumps - - - - 0.130 

Defibrillators - - - - 0.055 

Future fire fighting - 0.250 0.250 0.250 0.250 

 0.420 0.350 1.550 0.250 0.435 

 
Each of these groups of assets is subject to review prior to replacement, which may result in a change 
of requirements or the asset life. 
 
Buildings 
 
The current level of backlog maintenance has reduced significantly, reflecting the investments the 
Authority has made in its building stock.  Following completion of works budgeted during 2016/17, the 
Authority will only have Preston fire station classed as in poor condition.  In addition, the Emergency 
Cover Review (ECR) planned for completion during 2017/18 may highlight the requirement to make 
changes to our stations, hence we have included a sum of £7.5m spread over two financial years to 
give scope for these changes once known.  
 
In addition to this a further sum of £1.25m has been included in the programme to allow for 
investment in training assets at two specific service delivery locations and at the Training Centre in 
order to maximise the efficiency and consistency of staff training, in particular Retained Duty System 
(RDS) staff.  Further work is underway to identify the exact requirement and scope for these hence 
this sum is an estimate, and will be refined prior to seeking member approval for any large scale 
projects within it.  
 
 2017/18 2018/19 2019/20 2020/21 2021/22 

 £m £m £m £m £m 

Buildings 3.500 4.000 - - - 

Training assets investment 1.250 - - - - 

 4.750 4.000 - - - 
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ICT 
 
The sums identified for the replacement of various ICT systems are in line with the software 
replacement lifecycle schedule incorporated into the ICT Asset Management Plan. 
 
All replacements identified in the programme will be subject to review, with both the requirement for 
the potential upgrade/replacement and the cost of such being revisited prior to any expenditure being 
incurred.  
 
Of particular note are the anticipated replacements for the operational communications assets most of 
which are affected by the national Emergency Services Mobile Communications Project (ESMCP) to 
deliver a replacement for Airwave (the wide area radio system currently used for mobilising by all blue 
light services).  The ESMCP has now signed the main contracts with EE and Motorola for the network 
and network equipment respectively. Since the signing of the contract, there has been considerable 
work done by the suppliers, central programme team and emergency services in the regions. 
However there are still some areas that need to be resolved, and therefore the original go live for the 
North West (the first region go-live) September 2017, has moved on 3 months to January 2018. As 
there are still further details to be added to the national project plan, all Services await the final 
programme dates, and the regional programme team will update Services as soon as they receive 
this updated information.  (We anticipate all the costs being met by the government, as reflected in 
the section in funding below.)  As the national situation becomes clearer, forthcoming budget 
revisions will be updated.  
 
 2017/18 2018/19 2019/20 2020/21 2021/22 

Replace Existing Systems £m £m £m £m £m 

Performance Management 0.100     

Geographic Information System (GIS) 
Risk Information 0.050     

Vehicle specification crash recovery 
software  0.020    

Pooled PPE system  0.080    

Rota system (Retained Duty System)  0.050    

Dynamic Mobilising Tool  0.150    

Rota system (Whole-time Duty System 
and officer cover)   0.050   

Hydrant Management system   0.020   

Finance system   0.250   

HR & Payroll system    0.150  

Incident Command system    0.060  

Community Fire Risk Management 
Information System (CFRMIS)     0.100 

Asset Management system     0.100 

 0.150 0.300 0.320 0.310 0.200 

      

Operational Communications      

ESMCP (Airwave) replacement 
(estimated) 0.800     

Station end mobilising system 0.400     

Alerters for RDS/DCP staff - 0.065    

Incident Ground Radios  0.180    

Vehicle Mounted Data Systems (VMDS) 
hardware replacement   0.400   

 1.200 0.245 0.400 - - 

      

Total ICT Programme 1.350 0.545 0.720 0.310 0.200 
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Capital Funding 
 
Capital expenditure can be funded from the following sources: 
 
Prudential Borrowing 
 
The Prudential Code gives the Authority increased flexibility over its level of capital investment and 
much greater freedom to borrow, should this be necessary, to finance planned expenditure.  However 
any future borrowing will incur a financing charge against the revenue budget for the period of the 
borrowing.  
 
Given the financial position of the Authority we have not needed to borrow since 2007 and based on 
the draft capital programme this position will not change.  
 
Capital Grant 
 
Capital grants are received from other bodies, typically the Government, in order to facilitate the 
purchase/replacement of capital items. 
 
Capital funding includes an assumed £0.8m capital grant relating to the Emergency Service Mobile 
Communication Programme (ESMCP)  
 
To date no other capital grant funding has been made available for 2017/18, nor has any indication 
been given that capital grant will be available in future years, and hence no allowance has been 
included in the budget. 
 
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 holds £1.5m of capital receipts following the sale of surplus site at Chorley.  We do not 
anticipate using any of this over the life of the programme. 
 
Capital Reserves 
 
Capital Reserves have been created from under spends on the revenue budget in order to provide 
additional funding to support the capital programme in future years. Following completion of the 
2016/17 capital programme, and allowing for the transfer of the year end underspends the Authority 
expects to hold £12.1m of capital reserves.  Over the life of the programme we anticipate utilising 
£10.6m, leaving a balance of £1.5m by the end of 2021/22. 
 
Summary Capital Receipts and Reserves position 
   

 Capital Receipts Capital Reserves Total 

 £m £m £m 

Balance 31/3/17 12.1 1.5 13.6 

Change in year (2.7) - (2.7) 

Balance 31/3/18 9.4 1.5 10.9 

Change in year (4.9) - (4.9) 

Balance 31/3/19 4.5 1.5 6.0 

Change in year (3.3) - (3.3) 

Balance 31/3/20 1.2 1.5 2.7 

Change in year 0.3 - 0.3 

Balance 31/3/21 1.5 1.5 3.0 

Change in year - - - 

Balance 31/3/22 1.5 1.5 3.0 
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Revenue Contribution to Capital Outlay (RCCO) 
 
Any revenue surpluses may be transferred to a Capital Reserve in order to fund additional capital 
expenditure either in-year or carried forward to fund the programme in future years. 
 
The revenue contribution reduces from £2.0m in 2017/18 to £1.75m for the remainder of the 
programme.  
 
Drawdown of Earmarked Reserves 
 
The programme allows for the use of £0.049m of earmarked reserves which relates to the provision of 
training facilities at STC, and which is linked to a donation received from a member of the public.  
 
Drawdown of General Reserves 
 
Previous versions of the capital programme have shown the Authority utilising all its capital reserves 
and receipts by the end of the 5 year period, meaning that any longer term capital requirements would 
need to be met from either capital grant, revenue contributions or from new borrowing.  Potentially this 
will leave a problem in future years as the on-going revenue contribution of £1.75m is insufficient to 
meet the vehicle and ICT replacement programme, let alone any other capital requirements.  As such 
it is proposed to utilise £2.6m of general reserves over the 5 year programme, resulting in the 
Authority still holding £3.0m of capital receipts and reserves at the end of the period, and therefore 
being in a stronger position to meet recurring capital requirements.   
 
Total Capital Funding 
 
The following table details available capital funding over the five year period: 
 

 2017/18 2018/19 2019/20 2020/21 2021/22 TOTAL 

 £m £m £m £m £m £m 

Capital Grant 0.800 - - - - 0.800 

Capital Receipts - - - - - - 

Capital Reserves 2.730 4.951 3.334 (0.328) (0.045) 10.642 

Revenue Contributions 2.000 1.750 1.750 1.750 1.750 9.000 

Earmarked Reserves 0.049 - - - - 0.049 

General Reserves 2.600 - - - - 2.600 

 8.179 6.701 5.084 1.422 1.705 23.091 

 
Summary Programme 
 
Therefore the summary of the programme, in terms of requirements and available funding, is set out 
below: 
 

 2017/18 2018/19 2019/20 2020/21 2021/22 TOTAL 

 £m £m £m £m £m £m 

Capital Requirements 8.179 6.701 5.084 1.422 1.705 23.091 

Capital Funding 8.179 6.701 5.084 1.422 1.705 23.091 

Surplus/(Shortfall) - - - - - - 

 
Over the next five years the capital programme is currently balanced, however it should be noted that 
the following assumptions could change:- 

• Operational Communications replacements (ESMCP) are subject to a great deal of 
uncertainty in terms of both timing and costs as they are related to a national replacement 
project, in addition there may be grant funding available for this which is also unknown at this 
time; 

• Buildings budgets are subject to uncertainty until the outcomes of the stock condition survey, 
the forthcoming Emergency Cover Review, and the review of training assets are known; 
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• Capital grant may be made available in future years, in order to assist service transformation 
and greater collaboration; 

• Replacement of both the Mobile Fire Stations and Aerial Ladder Platforms are subject to a 
review and vehicle requirements could be amended; 

• New Dimensions vehicle replacements are expected to be carried out by the Government, 
however this position may change; 

• All operational equipment item replacements are at estimated costs, and would be subject to 
proper costings nearer the time; 

• ICT software replacements are based largely on the ICT asset management plan, and are 
subject to review prior to replacement, which has led in the past to significant slippage; 

 
The programme is balanced, and as such should be considered prudent, sustainable and affordable. 
Although it must be recognised that future funding levels, both in terms of revenue and capital, will 
inevitably impact upon the achievability of the programme as identified. 
 
Impact on the Revenue budget 
 
It is worth noting that the capital programme and its funding directly impacts on the revenue budget in 
terms of capital financing charges and in terms of the revenue contribution to capital outlay. Based on 
the provisional 4 year funding settlement the position in respect of the revenue contribution appears 
sustainable until at least March 2020. Dependent upon future funding position the revenue 
contribution to capital may come under increasing pressure. 

Prudential Code for Capital Finance 

 
The Prudential Code gives the Authority increased flexibility over its level of capital investment and 
much greater freedom to borrow, should this be necessary, to finance planned expenditure.  
However, in determining the level of borrowing, the Authority must prepare and take account of a 
number of Prudential Indicators aimed at demonstrating that the level and method of financing capital 
expenditure is affordable, prudent and sustainable.  These Indicators are set out at Appendix 1, along 
with a brief commentary on each. The Prudential Indicators are based on the programme set out 
above, including projected slippage of £4.3m from the 2016/17 capital programme.   These indicators 
will be updated to reflect the final capital outturn position, and reported to the Resources Committee 
at the June meeting. 
 
The main emphasis of these Indicators is to enable the Authority to assess whether its proposed 
spending and its financing is affordable, prudent and sustainable and in this context, the Treasurer's 
assessment is that, based on the Indicators, this is the case for the following reasons: - 
 

• In terms of affordability, the negative ratio of financing costs arising from borrowing reflects 
interest receivable exceeding interest payable and Minimum Revenue Provision payments in 
each of the three years.  This reflects the effect of the previous decision to set aside monies 
to repay debt. 

• The estimated impact of the planned spends on the Band D Council Tax is again felt to be 
within affordable limits. The overall impact on council tax in 2017/18 is £26.55 per Band D 
property (40% of total council tax). However, all of this arises from the utilisation of capital 
reserves, which have been charged to council tax in previous years and the revenue 
contributions to support capital expenditure built into the 2017/18 revenue budget.  The actual 
impact of the capital programme in terms of new borrowing is £0.00 per band D property (0% 
of total council tax). 

• In terms of prudence, the level of capital expenditure, in absolute terms, is considered to be 
prudent and sustainable at an annual average of £8.1m over the 3-year period after allowing 
for anticipated slippage from 2016/17.  The trend in the capital financing requirement and the 
level of external debt are both considered to be within prudent and sustainable levels.  No 
borrowing is planned during the three years.  
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Affordability Indicators 
 
The objective in consideration of the affordability of the authority’s capital plans is to ensure that total 
capital expenditure remains within sustainable limits, and to consider its impact on the authority’s 
“bottom line” council tax, with affordability ultimately determined by a judgement about acceptable 
council tax levels. 
 
Estimate of the ratio of financing costs to net revenue stream 
 

 2017/18 
Estimate 

2018/19 
Estimate 

2019/20 
Estimate 

 % % % 

Ratio of Financing Costs to Net Revenue Stream 0.05 0.11 0.19 

 
The very small percentage of this indicator reflects the low amount of underlying debt for the Authority 
in previous years and the authority’s level of investment income. 
 
Estimate of capital expenditure 
 
The estimates of capital expenditure to be incurred in future years, as per the proposed capital 
programme and allowing for slippage from the 2016/17 programme are: 

 

 2017/18 
Estimate including 
estimated slippage 

from 2016/17 

2018/19 
Estimate 

2019/20 
Estimate 

 £m £m £m 

Capital Expenditure 12.412 6.701 5.084 

 
This indicator will also be applied at the year-end to reflect actual capital expenditure incurred. 
 
Estimate of the incremental impact of capital investment decisions on the council tax. 
 
The estimate of the impact of the capital programme would indicate the following increases in the 
band D council tax over the period: 
 

 2017/18 
Estimate 

2018/19 
Estimate 

2019/20 
Estimate 

Gross Increases in Band D Council Tax £26.55 £15.72 £11.81 

Estimated Government Support (RSG) - - - 
Increases in Band D Council Tax £26.55 £15.72 £11.81 

Of which, due to the budgeted revenue 
contribution 

(£7.40) (£4.11) (£4.06) 

Of which, due to utilisation of reserves (£19.15) (£11.61) (£7.75) 

Net Increases in Band D Council Tax - - - 

 
The above is based on the planned level of capital spending and financing for the period 2017/18 to 
2019/20. The figures show the gross impact on council tax levels excluding government support, the 
figure net of government support, and also the figure excluding the drawdown from reserves and the 
revenue contribution.  
 
As can be seen, all of the increases in council tax is funded from the drawdown from reserves (this 
element has already been charged to the council tax in previous years), plus the planned annual 
revenue contribution. Hence the net impact in terms of new council tax will zero in each year as we 
are not planning to borrow to fund the capital programme. 
 
  



 26

Prudence and Sustainability Indicators 
 
Many of the principles used to determine prudent and sustainable financial management in terms of 
borrowing are reflected in the CIPFA Code of Practice for Treasury Management in the Public 
Service. In this respect the Authority has adopted this code and as such is well placed to meet the 
requirements under the prudential code. 
 
The Prudential Indicators in respect of external debt are aimed at ensuring that the level of external 
debt is kept within sustainable and prudent limits. In order to determine this, the following indicators 
are required:  
 
Estimate of capital financing requirement  
 

 
 

2017/18 
Estimate 

2018/19 
Estimate 

2019/20 
Estimate 

 £m £m £m 

Capital Financing Requirement - - - 

 
The capital financing requirement measures the authority’s underlying need to borrow for a capital 
purpose, and reflects the effects of previous investment decisions as well as future planned 
expenditure.  In accordance with best professional practice, the Authority does not associate 
borrowing with particular items or types of expenditure. External borrowing arises as a consequence 
of all the financial transactions of the Authority and not simply those arising from capital spending, but 
in the medium term the Treasurer anticipates that borrowing is undertaken for capital purposes only.   
These capital financing requirements then feed through into the anticipated level of external debt as 
reported in the Treasury Management Strategy elsewhere on the agenda, but repeated here for 
completeness. As reported in the Treasury Management Strategy the Authority has made additional 
MRP provisions since 2010/11 in order to reduce capital financing requirements to zero and hence 
the charges associated with this. 
 
Authorised limit for its total external debt 
 
In respect of its external debt the authority is required to set two limits over the three-year period: an 
authorised limit and an operational boundary. Both are based on the planned capital expenditure, 
estimates of the capital financing requirement and estimates of cash flow requirements for all 
purposes. The operational boundary is based on the most likely, but not worst case, scenario and 
represents the maximum level of external debt projected by these estimates. However, unexpected 
cashflow movements can occur during the year and some provision needs to be made in setting the 
authorised limit to deal with this. 
 
The two indicators are as follows:  
 

 2017/18 
Estimate 

2018/19 
Estimate 

2019/20 
Estimate 

 £m £m £m 
 
Authorised Limit for External Debt 

   

Borrowing 7.800 7.800 7.800 

Other long term liabilities 14.500 14.200 13.800 
Total 22.300 22.000 21.600 

Operational Boundary for External Debt    

Borrowing 6.800 6.800 6.800 

Other long term liabilities 14.500 14.200 13.800 
Total 21.300 21.000 20.600 

 
Estimate of the ratio of gross debt to capital financing requirement 
 
In order to ensure that over the medium term that debt will only be for capital purposes, the Authority 
should ensure that debt does not exceed the total of capital financing requirement for the current and 
next two financial years.  This is a key indicator of prudence.  A ratio under 100% shows that the 
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Authority’s estimated gross debt (which includes all PFI liabilities) is less than the estimated capital 
financing requirement.  
 
As reported in the Treasury Management Strategy the Authority has made additional MRP provisions 
since 2010/11 in order to reduce capital financing requirements and hence the charges associated 
with this, and in order to set monies aside to pay off debt as it matures. It has not used these monies 
to pay off debt early due to the penalties associated with this. As a result of this the level of debt now 
held, £6.0m, exceeds the capital financing requirement, £0.0m, resulting in the following ratios:- 
 

 
 

2017/18 
Estimate 

2018/19 
Estimate 

2019/20 
Estimate 

 % % % 

Ratio of gross debt to capital financing requirement 135.84 134.36 132.85 

 
The debt to CFR ratio is above 100% because the Authority has been reducing the CFR by making 
additional voluntary MRP contributions, which are held in a reserve in anticipation of repaying the debt 
when it becomes cost effective to do so. However, if the Authority had not adopted this policy the 
following ratios would apply which would be less than target 100%: 
 

 
 

2017/18 
Estimate 

2018/19 
Estimate 

2019/20 
Estimate 

 % % % 

Ratio of gross debt to capital financing requirement 85.59 83.92 82.18 
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SECTION 4 
 
RESERVES AND BALANCES POLICY 2017/18 
 
General Reserves 
 
These are non-specific reserves which are kept to meet short/medium term unforeseeable 
expenditure and to enable significant changes in resources or expenditure to be properly managed in 
the medium term. 
 
The Authority needs to hold an adequate level of general reserves in order to provide:- 
 

• 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 smoothing out large fluctuations in spending requirements and/or funding 
available  

 
The following table sets out the purpose of this reserve, how it is utilised, controlled and reviewed. 
 

Name General Fund 

Purpose This covers uncertainties in future years budgets, such as: 

• future grant settlements being lower than forecast 

• higher levels of inflation than budgeted 

• increasing cost of and changes to pensions 

• service demands increasing, putting additional pressure on demand led budgets  

• changes in legislation impacting on future service provision 

• potential cost of industrial action 
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 

 
Review of Level of Reserves 
 
In determining the appropriate level of general reserves required by the Authority, the Treasurer is 
required to form a professional judgement on this, taking account of the strategic, operational and 
financial risk facing the Authority.  This is completed based on guidance issued by CIPFA, and 
includes an assessment of the financial assumptions underpinning the budget, the adequacy of 
insurance arrangements and consideration of the Authority’s financial management arrangements. In 
addition the assessment should focus on both medium and long-term requirements, taking account of 
the Medium Term Financial Strategy (as set out in the draft budget report elsewhere on this agenda). 
 
For Lancashire Combined Fire Authority this covers issues such as: uncertainty surrounding future 
funding settlements and the potential impact of this on the revenue and capital budget; uncertainty 
surrounding future pay awards and inflation rates; the impact of changes to pension schemes; 
demand led pressures, risk of default associated with our investments as set out in the Treasury 
Management Strategy, etc. 
 
The Government has confirmed that the multi-year settlement offers have been agreed with all single 
purpose fire and rescue authorities. Hence barring exceptional circumstances, and subject to the 
normal statutory consultation process for the local government finance settlement, the Government 
expects these amounts to be presented to Parliament each year, up to 2019/20. This provides much 
greater certainty. It should still be noted that this period will see an end to the current funding model 
with a move to full retention of business rates and the phasing out of Revenue Support Grant, the 
actual details of which are still unknown and which may impact on the settlements outlined.  
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The Treasurer considers it prudent to reduce the minimum target reserves level to £2.8m, 5.0% of the 
2017/18 net revenue budget, a reduction on previous years due to indicative four year settlements but 
still maintained at a reasonable level to reflect on-going economic uncertainty and the underlying risks 
within the budget. 
 
Should reserves fall below this minimum level the following financial year's budget will contain options 
for increasing reserves back up to this level.  (Note, this may take several years to achieve.) 
 
Whilst this exercise sets a minimum level of reserves it does not consider what, if any, maximum level 
of reserves is appropriate. In order to do this the level of reserves held should be compared with the 
opportunity cost of holding these, which in simple terms means that if you hold reserves that are too 
high you are foregoing the opportunity to lower council tax or invest in further service improvements.  
 
However, given the limited scope to increase council tax without holding a local referendum the ability 
to restore depleted reserves in future years is severely limited. Hence any maximum reserve limit 
must take account of future anticipated financial pressures and must look at the long term impact of 
these on the budget and hence the reserve requirement. Based on professional judgement, the 
Treasurer feels that this should be maintained at £10.0m. 
 
Should this be exceeded the following financial year’s budget will contain options for applying the 
excess balance in the medium term, i.e. over 3-5 years. 
 
Current level of General Reserves 
 
The overall level of the general fund balance, i.e. uncommitted reserves, anticipated at the 31 March 
2017 is £10.2m. The draft capital programme allows for a further transfer of £2.6m from general 
reserve to the capital programme in 2017/18, leaving a forecast balance of £7.6m, providing scope to 
utilise approx. £4.8m of reserves.  
 
Based on current assumptions, and dependent upon council tax decisions, further drawdowns of 
between £0.7m and £4.1m may be required to balance the revenue budget over the next 3 years, i.e. 
the remainder of the multi-year settlement. This would reduce our overall general reserve level to 
between £6.9m and £3.5m, still within our target range. 
 
Thereafter the position is less clear as multi-year settlements have ended and the budget forecasts 
become less accurate as there are a whole host of assumptions underpinning these projections, 
particularly around vacancy profiles, pension costs, future inflation and pay awards.  
 
Assuming general reserves were used to balance the overall position each year this would deliver a 
sustainable position throughout the period based on a 2% increase in council tax  each year, whereas 
reserves would run out in 2020/21 if council tax was frozen each year:- 
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Earmarked Reserves 
 
These are reserves created for specific purposes to meet known or anticipated future liabilities and as 
such are not available to meet other budget pressures. They can only be used for that specific 
purpose, for which they were established, and as such it is not appropriate to set any specific limits on 
their level, but as part of the annual accounts process their adequacy will be reviewed and reported 
on.  
 
The following table sets out the purpose of this reserve, how it is utilised, controlled and reviewed. 
 

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 

 
The Director of Corporate Services has delegated authority to create new earmarked reserves valued 
at up to £100,000; any request which exceeds this must be reported to the Resources Committee for 
approval. 
 
Specific earmarked reserves will be closed when there is no longer a requirement to hold them, at 
which point they will either hold a nil balance or when any outstanding balance will be transferred into 
the general reserve. 
 
Current level of Earmarked Reserves 
 
The following table provides a breakdown of the £9.5m of earmarked reserves held at 31st March 
2016, as previously agreed by Resources Committee, and a forecast of the anticipated position as at 
31 March 2022:- 
 

 Balance 
at 31 
March 
2016 

Forecast 
at 31 
March 
2022 

 

 £m £m  

DFM Reserve 0.4 0.4 Devolved Financial Management Reserve enables budget holders 
to carry forward any surplus or deficit from one financial year to 
the next, within prescribed limits, giving greater flexibility and 
optimising the use of resources. This is utilised by the individual 
budget holder, as required. The levels of individual DFM reserves 
are reviewed each year as part of the revenue outturn/annual 
accounts process, to ensure that they are reasonable and that 
budget holders are not building up excessive reserves. 

PFI Reserves 3.4 3.1 Private Finance Initiative Reserve, which is used to smooth out 
the annual net cost to the Authority of the existing PFI scheme, 
and will be required to meet future contract payments. The 
utilisation of this is set out in the budget agreed at the start of the 
year, any variance in requirements from this are agreed by the 
Treasurer as part of the revenue outturn/annual accounts process. 
The level of reserve required to meet future contract payments is 
assessed on an annual basis by the Treasurer. 

New 
Dimensions 
Funding 

0.4 0.1 To fund further training / expenditure in respect of the USAR 
team. 
 

Retained 0.1 - Following the introduction of the New Fire-fighters Pension 
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Bounties Scheme in April 2006 all accrued liabilities in respect of retained 
bounties were frozen at that point in time, with the amounts being 
set aside in this earmarked reserve. As these bounties become 
payable the reserve is used to offset the revenue cost of this, with 
the final payment due in the current year.  

Equipment 0.1 0.1 This reserve has been created to smooth the timing effects of 
replacing equipment, and meet large one off purchases that would 
otherwise directly impact the revenue budget and lead to large 
fluctuations in revenue budgets each year. 

Insurance 
Aggregate Stop 
Loss (ASL) 

1.4 1.4 The Authority’s current insurance policies have a combined 
aggregate stop loss (ASL) of £0.7m (the self-insured loss liability 
for vehicles standing at £0.3m and the combined insurance 
liability standing at £0.4m).  As such the reserve, combined with 
amounts within the revenue budget (£0.2m per annum), provides 
sufficient cover to meet 3 years’ worth of the maximum possible 
loss. 

Backlog 
Maintenance 

0.2 - This reserve was created to tackle backlog maintenance identified 
in both the last stock condition survey and works at STC. We 
anticipate utilising this by the end of next year. 

ICT 0.2 - The remaining balance will be used on future ICT projects in order 
to deliver improved ways of working and facilitate on-going 
efficiency savings. 

Restructure 2.0 - The reserve was set up to provide funding to meet any 
restructuring costs associated with the review of service provision. 
Given the improvement in funding, and the move to multi-year 
settlements this should not be required in future years, and hence 
the balance has been transferred into the capital funding reserve 
to meet future capital commitments. 

Princes Trust 
Volunteers 

0.2 0.2 This reserve covers financial pressures arising from potential loss 
of secondees from partners, and the short term nature of funding 
arrangements through the colleges we work with, giving short 
term security to the activities of the Prince’s Trust, and cushioning 
the adverse effects of any funding cuts which occur in the future. 

Youth 
Engagement 
Scheme/Comm
unity Fire Safety 
projects 

0.1 - This reserve reflects income collected from various sources to 
fund area based youth related projects, such as Fire Cadets.   

PWLB 1.0 - This reserve has been created to meet the potential penalty costs 
associated with repayment of the PWLB loans.  This is a notional 
amount as any penalties incurred will depend on both forecast 
interest rates and the remaining time to maturity, hence the actual 
penalty will be considered as part of the decision to repay the 
loans in due course, with any such decision being considered as 
part of future Treasury Management Strategy. 
As reported in the Treasury Management Strategy, elsewhere on 
this agenda, the Authority has £5m of existing debt as a result of 
previous years' capital investment. As part of the Strategy adopted 
in 2014/15 additional MRP payments have been made which 
would enable loans to be repaid on maturity without the need to 
replace them or if advantageous to repay loans early. Any early 
repayment of loans will attract a penalty, and this currently stands 
at £1.5m The penalty varies throughout the period of the loan 
dependent upon how long the loan has to maturity and how the 
interest rate on the loan compares to current market rates. As 
such a sum has been set aside to meet the majority of any penalty 
arising should the Authority choose to repay these at a future 
date. For the purpose of forecasting we have assumed that this 
occurs in 2018/19.  

 9.5 5.3  
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It is worth noting that of the anticipated balance of £5.3m, £3.1m relates to the PFI reserve with a 
further £1.4m relating to the insurance reserve. 
 
Capital Reserves and Receipts 
 
Capital Reserves have been created from under spends on the revenue budget in order to provide 
additional funding to support the capital programme in future years; as such they cannot be used to 
offset any deficit on the revenue budget, without having a significant impact on the level of capital 
programme that the Authority can support. 
 
Capital Receipts are generated from the sale of surplus assets, which have not yet been utilised to 
fund the capital programme. Under revised regulations receipts generated between April 2016 and 
March 2019 can be used to meet qualifying revenue costs, i.e. set up and implementation costs of 
projects/schemes which are forecast to generate on-going savings. The on-going costs of such 
projects/schemes does not qualify. The Authority does not currently intend to do so. Whilst the 
Authority currently holds £1.5m of capital receipts all of which pre-dates the new regulation and hence 
cannot be used in this way. Furthermore the Authority only has one surplus capital asset, a small 
piece of land in South Ribble, on which it is currently reviewing disposal options, however it is not 
anticipated that this will generate significant capital receipts. Hence for the purpose of planning we 
have not assumed any capital receipts will be used to meet qualifying revenue expenditure.   
 
The following table sets out the purpose of this reserve, how it is utilised, controlled and reviewed. 

 

Name Capital reserves and receipts 

Purpose This covers monies set aside to fund the future capital programme 

Utilisation Once set up these reserves can only be used to fund capital expenditure  

Controls The proposed utilisation of these are reported to the Authority as part of the capital 
programme setting and monitoring arrangements 

Review These are reviewed on an annual basis as part of the year end outturn, reported to Resources 
Committee and as part of the capital budget setting report to the Authority 

 
At 31 March 2016 the Authority held £11.8m of capital reserves and receipts. We anticipate utilising 
£2.5m of this in 2016/17, however we also anticipate transferring a further £4.3m into this form the 
restructuring reserve referred to earlier and from the in-year underspend. As such we anticipate a 
year-end balance of £13.6m. Based on the capital programme presented elsewhere on this agenda 
we anticipate utilising a further £10.6m by 31 March 2022, leaving a balance of £3.0m to fund future 
capital programmes. 
 
Provisions 
 
The Authority has three provisions to meet future estimated liabilities:- 
 
Insurance Provision 
 
This covers potential liabilities associated with outstanding insurance claims. The precise costs of 
these are uncertain but which are not reimbursable from insurers as they fall below individual excess 
clauses and the annual self-insured limits. This provision fully covers all estimated costs associated 
with outstanding claims. Until such time as the year-end position is known it is not possible to 
estimate, with any accuracy, the likely changes to this provision. As such this is not available to meet 
other budget pressures. 
 
The following table sets out the purpose of this provision, how it is utilised, controlled and reviewed. 

 

Name Insurance Provision 

Purpose This covers monies set aside to meet future insurance claims 

Utilisation Once set up the provision can only be utilised to meet insurance claims 

Controls The utilisation of these are reported on an annual basis as part of the year end outturn 
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report presented to Resources Committee 

Review The level of the provision is reviewed annually based on existing and anticipated 
outstanding insurance claims  to ensure these are reasonable and remain relevant 

 
At 31 March 2016 this provision stood at £1.2m to cover anticipated costs of outstanding insurance 
claims. Whilst an element of this will be utilised in the current financial year, reflecting the settlement 
of outstanding claims, it is impossible to accurately predict the extent of this usage or the need for any 
additional provision to meet claims that arise in year, until such time as a full review is undertaken as 
part of the financial year end process. Therefore for the purpose of this report we have assumed that 
the level of insurance provision remains unchanged. 

 
Retained Fire-fighters’ Provision 
 
This covers potential liabilities associated with Retained Fire-fighters’ claims (under the Part-Time 
Workers (prevention of less favourable treatment) Regulations 2000) concerning employment terms 
and eligibility to be part of the Fire-fighters’ Pension Scheme, which is subject to negotiation at a 
national level. As such this is not available to meet other budget pressures. 
 
The following table sets out the purpose of this provision, how it is utilised, controlled and reviewed. 
 

Name Retained Fire-fighters’ Provision 

Purpose This covers monies set aside to meet future costs associated with the Retained Fire-fighters’ 
claim 

Utilisation Once set up the provision can only be utilised to meet costs associated with settlement of 
such claims 

Controls The utilisation of these are reported on an annual basis as part of the year end outturn 
report presented to Resources Committee 

Review The level of the provision is reviewed annually based on national guidance to ensure the 
level of the provision is appropriate and is still required 

 
At 31 March 2016 this provision stood at £0.1m, which is in line with the latest estimated cost and we 
anticipate utilising all of this in the current financial year. 
 
Business Rates Collection Fund Appeals Provision 
 
This covers the Authority’s share of outstanding appeals against business rates collection funds, 
which is calculated each year end by each billing authority within Lancashire based on their 
assumptions of outstanding appeal success rates, as part of their year-end accounting for the 
business rates collection fund. 
 
The following table sets out the purpose of this provision, how it is utilised, controlled and reviewed. 

 

Name Business Rates Collection Fund Appeals Provision 

Purpose This covers monies set aside to meet the Authority’s share of the cost of successful 
business rates appeals 

Utilisation Once set up the provision can only be utilised to meet costs associated with settlement of 
such appeals 

Controls The utilisation of these are reported on an annual basis as part of the year end outturn 
report presented to Resources Committee 

Review The level of the provision is reviewed annually based on each billing authority’s assumptions 
regarding success rates to ensure these are reasonable and remain relevant 

  
At 31 March 2016 this provision stood at £0.7m to cover anticipated costs of outstanding business 
rates appeals. Whilst a significant element of this will be utilised in the current financial year, reflecting 
the settlement of outstanding appeals, it is impossible to accurately predict the extent of this usage or 
the need for any additional provision to meet appeals that arise in year, until such time as a full review 
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is undertaken as part of the financial year end process. Therefore for the purpose of this report we 
have assumed that the level of business rates appeals provision remains unchanged. 
 
Summary Reserve Position 
 
The following table sets out the summary anticipated position in terms of reserves and balances 
showing the overall level reducing to approx. £11m by 31 March 2022 (for the purpose of forecasting 
we have allowed for a council tax freeze in 2017/18 and 2% increases thereafter and have assumed 
that all funding gaps are met from utilisation of general reserves):- 
 

 

General 
Reserve 

Earmarked 
Reserve 

Capital 
Reserves & 

Receipts Provisions 

Total 
Reserves & 
Balances 

 
£m £m £m £m £m 

Balance 31/3/16 10.2 9.5 11.8 1.9 33.4 

Change in year 0.0 (2.3) 1.8 (0.0) (0.5) 

Balance 31/3/17 10.2 7.2 13.6 1.9 32.9 

Change in year (3.0) (0.2) (2.7) 0.0 (5.9) 

Balance 31/3/18 7.2 7.0 10.9 1.9 26.9 

Change in year (0.8) (1.2) (5.0) 0.0 (6.9) 

Balance 31/3/19 6.4 5.8 5.9 1.9 20.0 

Change in year (1.2) (0.2) (3.3) 0.0 (4.7) 

Balance 31/3/20 5.2 5.6 2.6 1.9 15.3 

Change in year (1.8) (0.2) 0.3 0.0 (1.6) 

Balance 31/3/21 3.4 5.5 2.9 1.9 13.7 

Change in year (2.7) (0.2) 0.1 0.0 (2.8) 

Balance 31/3/22 0.7 5.3 3.0 1.9 10.9 

 

 
 
As this shows up to 31/3/2020, the end of the current multi-year settlement period, we remain in a 
healthy position. The reduction in the level of reserves becomes more of a concern thereafter with 
general reserves potentially falling below the minimum target level, but as already highlighted this 
position will be subject to significant change as funding, inflation, pay awards and other pressures all 
become clearer in future years. The annual refresh of this policy will identify the impact of any 
changes as they develop. 
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SECTION 5 
 
TREASURY MANAGEMENT STRATEGY 2017/18 
 
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.”  
  

In February 2012 the Combined Fire Authority adopted the Chartered Institute of Public Finance and 
Accountancy’s Treasury Management in the Public Services: Code of Practice 2011 Edition (the 
CIPFA Code) which requires the Authority to approve a treasury management strategy before the 
start of each financial year.  
  

In addition, the Department for Communities and Local Government (CLG) issued revised guidance 
on local authority investments in March 2010 that requires the Authority to approve an investment 
strategy before the start of each financial year. . The strategy also has regard to other CIPFA treasury 
management publications such as risk management in 'Treasury Risk Toolkit for Local Authorities' 
(2012) and 'Using Financial Instruments to Manage Risk' (2013.) 
 
Statutory requirements  
  

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.    
  

This report fulfils the Authority’s legal obligation under the Local Government Act 2003 to have 
regard to both the CIPFA Code and the CLG Guidance.  
  

Treasury Management Strategy for 2017/18  
  

This Strategy Statement has been prepared in accordance with the CIPFA Treasury Management 
Code of Practice (2011).  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 with regard to delegation and reporting.  
  

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

Area of Responsibility  Committee/ Officer  Frequency  

Treasury Management Policy 

Statement   

Resources  

Committee/Authority  

Revised Policy Statement 

adopted in February 2013  

Treasury Management Strategy  

/ Annual Investment Strategy / MRP 

policy – scrutiny and approval  
Resources Committee/  
Authority  

Annually before the start of the 

year  

Treasury Management Strategy  

/ Annual Investment Strategy / MRP 

policy – midyear report, scrutiny of 

performance  

Resources  

Committee   
Mid-year  
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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 2017/18 

 

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 forecasts,  

• the level of the approved Capital Programme which generates the borrowing requirement, 

• the current structure of the investment and debt portfolio 

• prospects for interest rates and market liquidity 

 

Economic Context  
  

The major external influence on the Authority’s treasury management strategy for 2017/18 will be the 

UK’s progress in negotiating a smooth exit from the European Union. Financial markets, wrong-

footed by the referendum outcome, have since been weighed down by uncertainty over whether 

leaving the Union also means leaving the single market. In January The Prime Minister made a 

speech indicating that Brexit means an exit from the Single Market and the Customs Union however 

the government will seek a trade deal with the EU for the greatest possible access with full 

reciprocity.  Negotiations are expected to start once the UK formally triggers exit in early 2017 and 

last for at least two years. Uncertainty over future economic prospects will therefore remain 

throughout 2017/18. 

 

The fall and continuing weakness in sterling and the near doubling in the price of oil in 2016 have 

combined to drive inflation expectations higher.  The Bank of England is forecasting that Consumer 

Price Inflation will breach its 2% target in 2017, the first time since late 2013. However the Bank is 

expected see this as a temporary impact of the falling currency. Therefore the inflation overshoots 

during 2017 are unlikely to result in an increase in interest rates so as to avoid derailing the economy. 
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Initial post-referendum economic data showed that the feared collapse in business and consumer 

confidence had not immediately led to lower GDP growth. However, the prospect of a leaving the 

single market has dented business confidence and resulted in a delay in new business investment 

and, unless counteracted by higher public spending or retail sales, will weaken economic growth in 

2017/18.   

 

Looking overseas, with the US economy and its labour market showing steady improvement, the 

market has priced in a high probability of the Federal Reserve increasing interest rates. In December 

2016 The Federal Open Market Committee (FOMC) of the US Federal Reserve increased the target 

range for official interest rates. The range was increased to between 0.5% and 0.75%, from 0.25% 

and 0.5%.    The Eurozone meanwhile has continued to struggle with very low inflation and lack of 

momentum in growth, and the European Central Bank has left the door open for further quantitative 

easing. 

 

The impact of political risk on financial markets remains significant over the next year.  With 

challenges such as immigration, the rise of populist, anti-establishment parties and negative interest 

rates resulting in savers being paid nothing for their frugal efforts or even penalised for them,  the 

French presidential and general elections (April – June 2017) and the German federal elections 

(August – October 2017) have the potential for upsets. 

 

The impact of the economic and political position on interest rates is also uncertain. The Bank of 

England has highlighted that excessive levels of inflation will not be tolerated for sustained periods. 

Given this view and the current inflation outlook, further falls in the Bank Rate look less likely. 

However, should the economy enter recession then a reduction can't be ruled out. Regular forecasts 

of interest rates are provided by Arlingclose Ltd, treasury management advisers to Lancashire County 

Council and details of their forecasts are shown later in this report. 

 

Credit outlook 

 

Markets have expressed concern over the financial viability of a number of European banks recently. 
Sluggish economies and continuing fines for pre-crisis behaviour have weighed on bank profits, and 
any future slowdown will exacerbate concerns in this regard. 
 

Legislative Context 
 

Bail-in legislation, which ensures that large investors including local authorities will rescue failing 

banks instead of taxpayers in the future, has now been fully implemented in the European Union, 

Switzerland and USA, while Australia and Canada are progressing with their own plans. The credit 

risk associated with making unsecured bank deposits has therefore increased relative to the risk of 

other investment options available to the Authority; returns from cash deposits however continue to 

fall 

 

Interest Rate Forecasts    
 
The prevailing and forecast interest rate situation will be monitored to ensure that opportunities for 
debt restructuring are maximised. Regular forecasts of interest rates are provided by Arlingclose Ltd, 
treasury management advisers to Lancashire County Council. At this stage they do not see any 
increase in the base rate before December 2019. 

The latest forecast provided by Arlingclose Ltd is shown in the table over the page:  
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Bank 
Rate 

3 Month 
LIBID 

12 Month 
LIBID 

5 Year 
Gilt Yield 

10 Year 
Gilt Yield 

20 Year 
Gilt Yield 

50 Year 
Gilt Yield 

Mar-17 0.25 0.25 0.50 0.50 0.95 1.50 1.40 

Jun 17 0.25 0.25 0.50 0.45 0.90 1.45 1.35 

 Sept 17 0.25 0.30 0.50 0.45 0.90 1.45 1.35 

Dec 17 0.25 0.30 0.50 0.45 0.90 1.45 1.35 

Mar 18 0.25 0.30 0.50 0.50 0.95 1.50 1.40 

June 18 0.25 0.30 0.50 0.50 0.95 1.50 1.40 

Sept 18 0.25 0.30 0.60 0.50 0.95 1.50 1.40 

 Dec 18 0.25 0.30 0.70 0.55 1.00 1.55 1.45 

Mar 19 0.25 0.30 0.85 0.60 1.05 1.60 1.50 

June 19 0.25 0.30 0.90 0.65 1.10 1.65 1.55 

Sept 19 0.25 0.30 0.90 0.70 1.15 1.70 1.60 

 Dec 19 0.25 0.30 0.90 0.75 1.20 1.75 1.65 

 

In the above table 'bank rate' refers to the policy rate of the Bank of England. 'LIBID' is the London 
Interbank bid rate and can be used as a proxy for short term market interest rates. PWLB borrowing 
rates are based on 'Gilt Yield' and so this is a forecast of long term interest rates. The Authority can 
borrow at 80 basis points above the gilt yield, so for example a fixed interest rate to borrow PWLB 
money for 10 years would be 1.75%, 0.95% plus 0.80%. 

This forecast has been based on the following underlying assumptions:-  

• The medium term outlook for the UK economy is dominated by the negotiations to leave the 
EU 

• The global environment has significant uncertainty with repercussions for the financial 
markets. Financial markets appear to be expecting stronger global growth , but the potential 

rise in protectionism could dampen growth prospects 

• Recent data present a more positive picture for the post-Referendum UK economy than 
predicted due to continued strong household spending 

• Over the medium term, economic and political uncertainty will likely dampen investment 
intentions and tighten credit availability ,prompting lower activity levels and potentially a rise 
in unemployment. 

• The rise in inflation will continue and will act to slow real growth in household spending 

• Given the pressure on household spending and business investment the rise in inflation is 
unlikely to prompt monetary tightening by the Bank of England 

 
  



 39

Current Treasury Portfolio Position  
  

At the 31 December 2016 the debt outstanding was £5.514m with investments of £42.205m:-  
  

Debt  Principal 

£m 

% 

Fixed rate loans from the Public Works Loan Board  5.514 100% 

Variable rate loans  - - 

  5.514 100% 

Investments    

Variable rate investments with Lancashire County Council  32.205 75.31% 

Fixed rate investments 10.000 24.69% 

  42.205 100% 

  

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 £36.7m. 

 

Borrowing Requirement and Strategy  
 
CIPFA’s Prudential Code for Capital Finance in Local Authorities permits authorities to borrow for 
capital purposes. Although the Authority does not have plans for new borrowing it does currently 
holds £5.514m of loans as part of its strategy for funding previous years' capital programmes. The 
charts below show the current maturity profile and the interest rate profile of the Authority's 
borrowings. 
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The Authority underlying need to borrow for capital purposes is measured by the Capital Financing 
Requirement (CFR). 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 Authority has adopted a policy of setting aside additional Minimum Revenue 
Provision (MRP) in order to generate the cash to repay loans either on maturity or as an early 
repayment. The effect of this policy is that the current level of loans outstanding exceed the CFR with 
the surplus cash forming part of the investment portfolio. This can be expressed as a negative 
borrowing requirement in year with the cash being available for an early repayment if it is seen 
advantageous (for further details see section on debt restructuring).  
 
Borrowing Strategy  
  

Although it  is unlikely that borrowing will required in 2017/18 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.  
  

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   

  

In the past the Authority has raised all of its long-term borrowing from the Public Works Loan Board, 
but it continues to investigate other sources of finance, such as local authority loans, the Municipal 
Bond Agency set up recently by the Local Government Association and bank loans, that may be 
available at more favourable rates.  

  

Policy on Borrowing in Advance of Need  
  

In line with the existing policy the Authority will not borrow more than or in advance of need purely in 
order 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 
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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 the 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  

 

Although the Authority does not a need to borrow for new capital expenditure it does have £5m of 

existing debt as a result of prior years' capital investment. As part of the Strategy adopted in 2014/15 

additional MRP payments have been made which would enable loans to be repaid on maturity without 

the need to replace them or if advantageous to repay loans early. The Strategy developed was :  

 

• Within the 5 year period £1.16m of debt will have matured and will be repaid at the 
appropriate time. This will leave a balance of £4.854m of debt at the end of 2018/19.  

• Additional monies have been set aside in the form of additional MRP contributions in order to 
provide scope to pay off debt at that point in time. 

• £5.0m has been invested for a fixed 5 year term, in order to attract a higher interest rate and 
offset some of the interest payable. At that point in time it is forecast that the 

premium/penalty payable for early redemption will have reduced. (The premium/penalty 
varies throughout the period of the loan dependent upon how long the loan has to maturity 

and how the interest rate on the loan compares to current market rates). Where the loan has 
a long term remaining and is at a high interest rate compared to market rates then the 
premium/penalty is high and vice versa.  

 

Since that time no further debt has been taken and the maturing debt has been repaid. This leaves 

the current balance of loans outstanding to be £5.514m with the expected balance outstanding at 31 

March 2019 to be £4.854m. The estimated cash available to pay debt as a result of the policy is:  

 

 2016/17 2017/18 2018/19 2019/20 

 £m £m £m £m 

Borrowing  

Requirement B/Fwd  
(5.682) (5.456) (5.184) (4.854) 

Repayment of maturing debt  0.250 0.330 0.330 0.330 

Borrowing for capital programme  - - - - 

Less voluntary MRP  (0.024) (0.058) - - 

Total Borrowing  

Requirement  
(5.456) (5.184) (4.854) (4.524) 

 

As part of the Treasury Management function the Director of Corporate Services, in combination with 

the County Council's treasury management team, reviews the policy put in place in 2014/15 and the 

opportunities to repay debt early. 

 

A reworking of the debt restructuring exercise in February 2017 indicated that the cost of repaying the 

loans in the year would be in the region of £1.6m. This would result in lower interest payments over 
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the period of the loans of £2.7m a net gain over the period of the loans of £1.1m. However, paying the 

loans early would result in a loss of investment income. Once this is taken into consideration then it is 

estimated that the repayment of the loans would cost rather than save the Authority money. Clearly, 

there is no guarantee of future interest rates on investments but to break even then the following rates 

would be required: 

 

Period to maturity 
Loans outstanding 

Average Interest rate to break 

even 

 £m % 

Up to 4 years 1.264 0.34 

4-10 years 2.250 1.09 

Over 10 years 2.000 2.37 

  

As can be seen in order for it to be beneficial to pay off the loan interest rates would need to continue 

at low rates compared with the historic rates. Whilst there is no guarantee it appears unlikely that this 

will be the case and hence it is recommended that debt restructuring is not undertaken at the current 

time. The situation will be reviewed again as part of the mid-year update. 

 
Investment Strategy  
  

At 31
st
 December 2016 the Authority held £32.2m invested funds, representing income received in 

advance of expenditure plus existing balances and reserves.  In the past 12 months, the Authority’s 
investment balance has ranged between £41.2m and £22.8m. The variation arises principally due to 
the timing of the receipt of government grants. It is anticipated that similar levels will be maintained in 
the forthcoming year.  
 
Both the CIPFA Code and the CLG 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 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.   
  

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:  

AAA 

£5m each 

5 years* 

AA+ 3 years* 

AA 2 years* 

AA- 2 years* 

Call Accounts with banks and other organisations with 

minimum  AA-  credit rating  

  £10m next day 

UK Central Government (irrespective of credit rating)   unlimited 50 years** 

UK Local Authorities (irrespective of credit rating)   unlimited 50 years** 

Secured Bond Funds AA rating and WAL not more than 3 yrs   £5m each n/a 

Secured Bond Funds AAA rated and WAL not more than 5 yrs  £5m each n/a 

*  but no longer than 2 years in fixed-term deposits and other illiquid instruments  

** but no longer than 5 years in fixed-term deposits and other illiquid instruments  
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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 fund targets 
returns of 3 month Libor + 40 basis points which is currently around 0.76% in total. 
 
Regarding the risk of investing with another local authority, only a very 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. On the whole 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.  

 
Whilst the investment strategy has been amended to allow greater flexibility with investments any 
decision as to whether to utilise this facility will be made based on an assessment of risk and reward 
undertaken jointly between the Director of Corporate Services and LCC Treasury Management 
Team, and consideration of this forms part of the on-going meetings that take place throughout the 
year 
 
The legislative context referred to earlier in the report effectively means that, because taxpayers will 
no longer bail-out failed banks, 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 unsecured term deposits will be used at the present time. However lending to 
banks on a collateralised basis is something that is being considered for the future. 
 
Currently all of the Authority's investments are with other local authorities.  
  

The Authority currently has access to a call (instant access) account with a local authority, which 
pays bank rate, this is currently 0.25%. Each working day the balance on the Authority's current 
account is invested to ensure that the interest received on surplus balances is maximised.   
  

In addition two long term loans have been placed with UK local authorities as outlined below: 

 

Start Date End Date Principal Rate Annual 
Interest 

Interest 
2016/17 

30/6/14 28/6/19 £5,000,000 2.4% £120,000 £120,000 

31/7/14 31/7/17 £5,000,000 1.6% £80,000 £80,000 

 

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

3 month investment 0.35% 

6 month investment 0.40% 

12 month investment 0.45% 

 
The overall combined amount of interest earned on Fixed/Call balances as at 31st December 2016 is 
£0.285m on an average balance of £42.632m at an annualised rate of 0.74%. This compares 
favourably with the benchmark 7 day LIBID which averages 0.24% over the same period, and is 
0.49% above the current bank rate. 
 

Specified and Non-specified investments 

 

The legislative and regulatory background to treasury management activities requires the Authority to 
set out its use of “specified” and “non-specified” investments.   
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Specified Investments: The CLG Guidance defines specified investments as those:-  
  

• denominated in pound sterling,  

• due to be repaid within 12 months of arrangement, 

• not defined as capital expenditure by legislation, and invested with one of:  

• the UK Government,  

• a UK local authority, parish council or community council, or  

• a body or investment scheme of “high credit quality”.  

  

The Authority defines “high credit quality” organisations as those having a credit rating of A+ or 
higher that are domiciled in the UK or a foreign country with a sovereign rating of AA+ or higher.  
  

Non-Specified Investments: are any investment not meeting the definition of a specified investment is 
classed as non-specified.  The Authority does not intend to make any investments denominated in 
foreign currencies, nor any that are defined as capital expenditure by legislation, such as company 
shares.  Non-specified investments will therefore be limited to long-term investments, i.e. those that 
are due to mature 12 months or longer from the date of arrangement, and investments with bodies 
and schemes not meeting the definition on high credit quality.  
 

The Authority may lend or invest money using any of the following instruments:-  
  

• interest-bearing bank accounts,  

• fixed term deposits and loans,  

• callable deposits where the Authority may demand repayment at any time (with or without 
notice),  

• certificates of deposit,  

• bonds, notes, bills, commercial paper and other marketable instruments, and  

 

Investments may be made at either a fixed rate of interest, or at a variable rate linked to a market 
interest rate, such as LIBOR, subject to the limits on interest rate exposures below.  
  

The Authority prepares daily cash flow forecasts to determine the maximum period for which funds 
may prudently be committed.  The forecast is compiled on a pessimistic basis, with receipts under-
estimated and payments over-estimated to minimise the risk of the Authority being forced to borrow 
on unfavourable terms to meet its financial commitments. Limits on long-term investments are set by 
reference to the Authority’s medium term financial plan and cash flow forecast.  
  

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 implemented the new Minimum Revenue Provision (MRP) guidance in 2008/09 and 
will assess their MRP for 2017/18 in accordance with the main recommendations contained within 
the guidance issued by the Secretary of State under section 21(1A) of the Local Government Act 
2003.   
  

It is proposed to continue to utilise the Capital Financing Requirement (CFR) Method. This provides 
for a charge of 4% of the value of fixed assets, as measured on the balance sheet, for which 
financing provision has not already been made.  It is currently estimated that this has a nil value for 
capital expenditure financed by borrowing. 
  

In addition the Authority has previously agreed additional voluntary MRP contributions in order to 
reduce current and future borrowing requirements and to provide scope to pay off debt as it matures, 
as set out earlier. This is still considered a prudent approach, and as such the table overleaf allows 
for a continuation of this policy.  
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 2016/17 2017/18 2018/19 2019/20 

  £m £m £m £m 

Statutory charge to revenue 4% MRP  - - - - 

Additional voluntary lump sum MRP  0.024 0.058 - - 

 Total MRP 0.024 0.058 - - 

 

Whilst the Authority has no unsupported borrowing, nor has any plans to take out any unsupported 

borrowing it needs to approve a policy relating to the MRP that would apply if this were not the case. 

As such in accordance with the Local Government Act 2003, 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.   

  

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 on a 4% basis the potential charge to 

revenue. To prevent the increase the 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. 

 
Prudential Indicators for 2016/17 to 2019/20 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 finance leases for operational vehicles and photocopiers. 
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Treasury Management Prudential Indicators 2016/17 
(Revised) 

2017/18 2018/19 2019/20 

 £m £m £m £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 7.800 7.800 7.800 7.800 

Other long-term liabilities 15.400 15.000 14.700 14.300 

TOTAL 23.200 22.800 22.500 22.100 

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 6.800 6.800 6.800 6.800 

Other long-term liabilities 14.900 14.500 14.200 13.800 

TOTAL 
21.700 21.300 21.000 21.600 

 
 

 
 

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  25% 25% 25% 25% 

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)  

 

25.000 25.000 25.000 25.000 

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

Under 12 months  30 - 

12 months and within 24 months  30 - 

24 months and within 5 years  50 - 

5 years and within 10 years  80 - 

10 years and above  90 - 


