Appendix A

CAMBRIDGESHIRE AND PETERBOROUGH FIRE AUTHORITY

MEDIUM TERM FINANCIAL STRATEGY

2007 – 2012

1.
Introduction

1.1 The Need for a Financial Strategy

1.1.1 The financial environment, in which the Authority operates, is set to become increasingly complex in future years.  Unavoidable spending pressures resulting from the changing role of the Fire and Rescue service will cause unavoidable pressures in the future.  There is also much greater uncertainty around future funding arrangements, particularly with a formal spending review currently being undertaken by HM Treasury and the on-going threat of Council Tax capping.

1.1.2 In these circumstances, the Authority needs to take steps to control its own destiny to mitigate against the threat of having to react to external events, rather than pro-actively managing them.

1.2 Background

1.2.1 In developing a financial strategy, the Authority must consider the factors that may influence the future needs and plans of the service.

1.2.2 The Fire Authority Plan, Asset Management Plan and Emergency Response Strategy all set out the aims and objectives for the future.  The Financial Strategy must support the delivery of these aims and actions.

1.2.3 Revenue expenditure has been within budget each year for the last 3 years.  This confirms the Authority’s ability to control expenditure.  However, the level of under-spends suggests that greater emphasis needs to be placed on planning how budgets are spent.

1.2.4
The Authority holds reserves that are now adequate to respond to the risks it currently faces and part of the medium term strategy should be linked to considering the level of reserves the Authority holds in the medium term.
1.2.5 The National Framework strongly promotes partnership working, collaborative procurement and the efficiency agenda. 

1.3
The Economy
1.3.1 This strategy assumes that the economy will continue to grow in the medium tem, with inflation in line with the Bank of England target.  Interest rates have also been relatively stable and it is anticipated that this will remain the case in the medium term.

1.4
Comprehensive Performance Assessment/External Factors

1.4.1 The new framework for Comprehensive Performance Assessment (CPA) was published in July 2006.  It places much greater emphasis upon value for money and use of resources.

1.4.2 The County’s population continues to grow and the Financial Strategy must recognise and allow for pressures and potential opportunities.

2.
Financial Forecast

2.1
The five-year financial forecast is included at appendix 1, with the assumptions explained in appendix 2.  The forecast shows the potential trend of net expenditure, based upon estimated level and timing of events.  

2.2
It is assumed that as a result of the spending review 2007, there will be a decrease in grant funding to the Authority.  The annual net increase has been calculated based upon inflation, meaning any inflationary pressures above this will need to be funded by other means.

2.3
The taxbase assumes an increase from 2008/09 of 0.5 of a percent year on year.

2.4
Although the 5% Council Tax capping limit is predicted for the medium term, a Council Tax increase of not more than 4% has been projected.  This would be met by reducing our current levels of general reserves over 4-year period, starting in 2008/09.

2.5
Known efficiency savings are shown within the forecast although it should be noted that additional savings will be sought each year to enable the Authority to achieve the statutory requirements.
3.
The Medium Term Financial Strategy
3.1 Revenue  Provision

3.1.1 The Authority’s service priorities are laid out in the Fire Authority Plan and the medium term strategies that deliver the objectives.  Whilst the Authority will accommodate additional service requirements, it will continue to seek to maintain service levels within existing cost parameters as modified each year by inflationary pressures.

3.1.2 The Authority’s revenue expenditure plans will be published each year in the Authority’s budget book, which will be prepared in association with the Fire Authority Plan and will seek to ensure resources are allocated appropriately and in accordance with service priorities.  Where there is competition for resources, those areas of the service directly contributing to the objectives of the Fire Authority Plan will take priority, unless there are any over-riding factors, such as a legal imperative.
3.2
Capital Programme

3.2.1 The Capital Strategy, along with the Asset Management Plan will be reviewed annually by the Policy and Finance Committee.  The draft capital programme will be published in December, alongside projected schemes for a further 3 years.

3.2.2 The Authority will seek to identify capital requirements in sufficient time to ensure that its assets are always adequate to support service needs, can be adequately resourced and fully funded.
3.2.3 Prior to approving capital schemes, whole life cost details must be considered and how the scheme fits with the Capital Strategy and Asset Management Plan.
3.3
Funding

3.3.1 The Authority’s projected net expenditure is funded from:

Government Grant

£12.4m

Council Tax


£13.3m
3.3.2 The Government Grant is determined by the allocation of a fixed sum across all local authorities and the Authority is unable to exert any significant influence upon the amount received.

3.3.3 The Authority will monitor the Government’s approach to the spending review 2007 and its impact on the Local Government Finance Settlement.

3.3.4 The level of Council Tax will be determined each year after considering the short-term financial position and an assessment of the long-term outlook.  The Authority will try to ensure that the level of Council Tax is sufficient to provide an appropriate level of service without causing the local taxpayer any undue hardship.

3.3.5
The strategy to keep Council Tax at, or below, 4% incorporates the utilisation of general reserves.  If funding significantly changes as a result of the spending review or unforeseen events cause general reserves to dip below a perceived prudent level, then the Financial Strategy may have to be re-visited.
3.4
Financial Contingency Planning
3.4.1 The Authority holds a general reserve to provide contingency against unforeseen events, such as a higher than usual level of operational activity or period of industrial action.

3.4.2 Earmarked reserves are created to provide a contingency against foreseeable events that have a reasonable degree of likelihood, but where timing is uncertain.  The major reserve held by the Authority relates to ill health pension payments.

3.4.3 The Authority will insure against relevant risks, taking into account the size of premiums and previous claims experience.

3.4.4 The level of working balances will be maintained at a level that provides the Authority’s Treasurer with an adequate safeguard against the risk of cash-flow interruptions.

3.4.5 The draft Policy on Reserves is attached at Appendix 2.

3.5
Invest to Save
3.5.1
The Authority actively supports innovation and will encourage proposals to apply for one-off funding to credible initiatives that will achieve an ongoing revenue saving or provide a net benefit against the costs of capital projects.

POLICY ON RESERVES

The key aim of the Medium-Term Financial Strategy is to provide a sound financial base for the delivery of the Authority’s medium-term priorities, and to secure the necessary revenue and capital resources to deliver these priorities.  As part of this strategy, and in assessing its annual budget requirement, the Authority will maintain reserves at a level appropriate to help ensure financial stability and to meet identified potential future commitments.

Reserves will be distinguished in the balance sheet in accordance with the CIPFA Statement of Recommended Practice whereby:

· A reserve is a contingency to meet a specific anticipated future requirement such as a potential liability or a smoothing of net expenditure (earmarked reserves), or to help cushion the impact of uneven cash flows, unexpected events or emergencies (general reserve).

Reserves will be managed in accordance with the Authority’s Financial Regulations.

Reserves will not, except under extreme circumstances, be used to support on-going expenditure.  However, in certain circumstances, they may be used to cushion significant fluctuations in expenditure.

The level of reserves will be reviewed annually by the Treasurer to the Fire Authority, in consultation with the Policy and Finance Committee:

· As part of the annual budget process; and,

· When preparing the final accounts

to ensure that the purpose, amounts and timing for each item is still relevant and appropriate.

As part of the regular review, a risk assessment of each reserve, considering the likelihood of the liability and its potential impact will be carried out to inform the assessment of need.

The total amount held will be determined by an assessment of financial need rather than by application of artificial parameters.

Reserves will be held on the balance sheet and controlled by the Treasurer.  Transfers will be made at the year end, directly from the revenue accounts.

The Treasurer will report on the adequacy of reserves each year as part of the budget process, both for the coming year and in respect of the Medium-Term Financial Strategy.  This report will specifically identify any application of reserves to support on-going expenditure.
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2007/08

2008/09

2009/10

2010/11

2011/12

Budget Requirement (£'000)

£25,778

£26,644

£27,441

£28,350

£29,303

Projected Revenue Support Grant (£'000)

-£12,444

-£12,693

-£12,947

-£13,206

-£13,470

Projected Precept (£'000)

£13,334

£13,951

£14,494

£15,144

£15,833

Taxbase (assume 0.5% increase yr on yr)

258,100

259,391

260,687

261,991

263,301

Estimated Band D Council Tax

£51.66

£53.78

£55.60

£57.80

£60.13

Baseline % Increase

2.5%

4.1%

3.4%

4.0%

4.0%

Utilisation of general reserves from 2008/09

0

-50

-75

-100

-125

Projected Precept after applying the reserve (£'000)

13,334

13,901

14,419

15,044

15,708

Estimated Band D Council Tax

51.66

53.59

55.31

57.42

59.66

% increase after utilising reserves

2.5%

3.7%

3.2%

3.8%

3.9%

Usable Reserve (£'000)

1726

1,676

1,601

1,501

1,376

Percentage of Budget

6.7%

6.3%

5.8%

5.3%

4.7%
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Forecast 

2008/09

Forecast 

2009/10

Forecast 

2010/11

Forecast 

2011/12

£'000

Incr.%

£'000

£'000

£'000

£'000

Budget (previous year)

24,925

25,778

26,644

27,441

28,350

Inflation

674

2.7%

773

799

823

851

Budget Variations

203

0.8%

183

20

115

147

Service Pressures/Efficiency Savings

-24

-0.1%

-90

-22

-29

-45

Budget Requirement

25,778

3.4%

26,644

27,441

28,350

29,303

3.4%

3.0%

3.3%

3.4%

Less:

Government Grant

-12,444

-12,693

-12,947

-13,206

-13,470

Fire Authority Precept

13,334

13,951

14,494

15,144

15,833

Tax Base

258,100

259,391

260,687

261,991

263,301

Band D Tax

£51.66

£53.78

£55.60

£57.80

£60.13

Year on Year Increase

2.5%

4.1%

3.4%

4.0%

4.0%

Estimate       2007/08


