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of the remaining items in accordance with Section 100A(4) of the Local
Government Act 1972 on the basis that, having regard to all the
circumstances, the public interest in maintaining the exemption
outweighs the public interest in disclosing the information by virtue of
Paragraphs 1 and 3 of Part 1 of Schedule 12A of the Act.

14 EXEMPT MINUTES To Follow

ANY COUNCILLOR WHO IS UNABLE TO ATTEND THE MEETING AND WISHES TO
SUBMIT APOLOGIES SHOULD DO SO VIA THE PERSONAL ASSISTANT TO THE
CHIEF FIRE OFFICER AT FIRE SERVICES HEADQUARTERS ON 0115 8388900
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Agenda Item 3

NOTTINGHAMSHIRE & CITY OF NOTTINGHAM

Za I

NOTTINGHAMSHIRE AND CITY OF NOTTINGHAM
FIRE AND RESCUE AUTHORITY

MINUTES of the meeting held at Fire and Rescue Services HQ, Bestwood Lodge,
Arnold Nottingham NG5 8PD on 18 December 2015 from 10.34 - 12.30

Membership

Present

Councillor Darrell Pulk (Chair)

Councillor Brian Grocock (Vice Chair)

Councillor Chris Barnfather

Councillor Eunice Campbell

Councillor Jon Collins (minutes 39-49 inclusive)
Councillor Neghat Nawaz Khan

Councillor Dave Liversidge

Councillor Mike Pringle

Councillor Michael Payne (minutes 39-52 inclusive)
Councillor Gordon Wheeler (minutes 39-52 inclusive)
Councillor Malcolm Wood

Councillor Yvonne Woodhead (minutes 39-54 inclusive)
Councillor Liz Yates (minutes 39-54 inclusive)
Absent

Councillor John Allin
Councillor John Clarke
Councillor Roger Jackson
Councillor Ken Righy
Councillor Jason Zadrozny

Colleagues, partners and others in attendance:

John Buckley - Chief Fire Officer

Wayne Bowcock - Deputy Chief Fire Officer

Craig Parkin - Assistant Chief Fire Officer

Malcolm Townroe - Clerk and Monitoring Officer to the Authority
Neil Timms - Treasurer to the Authority

Sue Maycock - Head of Finance

Catherine Ziane-Pryor -  Governance Officer
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Nottinghamshire & City of Nottingham Fire & Rescue Authority - 18.12.15

39 APOLOGIES FOR ABSENCE

Councillor John Clarke (County Council business)
Councillor Roger Jackson (unwell)

Councillor Ken Rigby (County Council business)
Councillor Jason Zadrozny (County Council business)

40 DECLARATIONS OF INTERESTS

John Buckley, Chief Fire Officer, Wayne Bowcock, Deputy Chief Fire Officer, and Craig
Parkin, Assistant Chief Fire Officer, declared interests in agenda item 12 (minute 50)
‘Principal Officer Pay Review’ insofar as the decision of the Authority would impact directly
on their individual salary. Each officer withdrew from the meeting during consideration of
this item.

Councillor Chris Barnfather, and Councillor Malcolm Wood, both declared an interest in
agenda item 16 (minute 54) ‘State Aid’ in so far as they are both Directors of a company
referred to within the report. This did not preclude them for remaining in attendance during
consideration of the item, speaking or voting.

41  MINUTES

The minutes of the meeting held on 25 September 2015 were confirmed as a true record
and signed by the Chair.

42 CHANGES TO MEMBERSHIP

RESOLVED

(1) to note the resignation from the Authority of Councillor Gail Turner, and the
appointment to the Authority of Councillor Jason Zadrozny;

(2) to confirm the appointment of Councillor Jason Zadrozny to the following
Committees and Board:

Human Resources Committee;
Personnel Committee;
Strategic Equalities Board.

43  CHAIR'S ANNOUNCEMENTS

The Vice-Chair and Chief Fire Officer attended the Local Government Association (LGA)
hosted Combined Fire Authorities (CFA) conference at Wyboston in October where the key
topics included future finances, the Police Crime Commissioner Consultation and the work
of the National Joint Council (NJC).

The Chair attended a City Forum Event regarding the Police Crime Commissioner

Consultation, where it appeared to be accepted that the Fire Service will become the
responsibility of the Police and Crime Commissioner.
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Nottinghamshire & City of Nottingham Fire & Rescue Authority - 18.12.15

An issue raised by the local LGA and Chief Fire Officers Association (CFOA) was the
problem for Fire and Rescue Services of dealing with incidents at Mass Waste Management
sites. It is surprising and disappointing that Local Authority Planning Services do not
consider Fire and Rescue Services as Statutory Consultees when considering applications
for such sites.

The Chair attended a National Fire Service Pension Board.

With regard to the Central Government grant settlement, the total grant figure has only just
been announced and whilst it is not good, it is more than predicted. The implications of this
will be presented to the next Finance and Resources Committee.

The Emergency Services Carol Concert was held earlier in the week with three
representatives of this organisation giving readings.

The Chair and Chief Fire Officer have met with the FBU Brigade Committee to discuss
future challenges. National, regional and local representatives were in attendance at this
useful and interesting meeting.

Under the national arrangements, a Tactical Adviser and Enhanced Logistical Support Crew
were deployed to Cumbria to assist during the recent flooding. The Boat Team was ready
for deployment but fortunately was not required although other officers provided support in
Control.

Pulp Friction is welcomed as the new tenant occupying the canteen at Fire Service
Headquarters. It is a not-for-profit organisation providing employment and training for young
people with disabilities whilst supplying food for purchase.

Resolved that, on behalf of the Chair, the Chief Fire Officer send a letter of thanks to
Councillor Gail Turner for her time on the Fire and Rescue Authority.

Some members suggested that the AGM, scheduled for 3 June 2016, is rescheduled as the
date falls within the half term holiday of some schools. The Chair responded that, at the
request of some parties, the Authority had already changed the date of the AGM and it was
not appropriate to change it again.

44  TREASURY MANAGEMENT MID-YEAR REVIEW 2015-16

Neil Timms, Treasurer to the Fire Authority, and Sue Maycock, Head of Finance, presented
the report which provided the Authority with an update on Treasury Management activity
during the first half of the 2015/16 financial year.

The following points were highlighted:

(@)  whilst the economy continues to grow, there has been a slight ‘slow down’ due to the
strength of sterling. However, growth of 2.4-2.8% is expected going forwards;

(b)  the predicted interest rate rise has not happened yet and the Service’s investment
policy remained strict about which companies and organisations it lends to;
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Nottinghamshire & City of Nottingham Fire & Rescue Authority - 18.12.15

(c) currently the Service has approximately £10 million invested, mostly in the UK, but
has only earned £18,000 interest on this investment;

(d) the Authority has not taken out any new borrowing for some time and therefore is not
meeting the Prudential Code Target for loan maturity. This breach will be rectified
when a new loan is taken;

(e) new loans totalling approximately £13 million will be required for the medium term
period and between £2 million to £4 million of this may be borrowed towards the end
of the financial year.

)] apart from borrowing, the Treasury Management indicators are compliant with all
Prudential Code targets.

RESOLVED to note the report.

45 BUDGET GUIDELINES 2016/17

Sue Maycock, Head of Finance, presented the report which informs members of the
predicted budget position for 2016/17 and asks that the Authority set general guidelines
within which the Finances and Resources Committee can develop a detailed budget
proposal for 2016/17 to 2018/19. Final budget proposals will be submitted to the Authority
for consideration at the February 2016 meeting when the council tax precept options will be
set.

The following points were highlighted:

(&) the Authority is in a stable financial position and has identified spend for the next four
years. However, there is still uncertainty with regard to long term Central Government
grant funding;

(b)  the Minister for Communities and Local Government has just announced a 21%
funding reduction over the next four year period. The implications of this will be
presented to the next Finance and Resources Committee;

(c) four options for Council tax are presented to the authority with the advice that the
following two options are considered by the Finance and Resources Committee:

(1) leave the council tax level as it is;
(i) increase council tax by an amount lower than the referendum limit.

RESOLVED to approve the following guidelines as a framework for the Finance and
Resources Committee to develop the Authority’s draft budgets for 2015/16 to 2017/18,
and to make recommendations to the Fire Authority:

M) the options for Council Tax to be recommended to the Fire Authority in
February, limited to either a council tax freeze or an increase in council tax
within the referendum limit;

(i) if required, the options for eliminating any budget deficit to enable the Fire
Authority to approve a balanced budget, as required by law.

Page 6



Nottinghamshire & City of Nottingham Fire & Rescue Authority - 18.12.15

46  ADJUSTMENTS TO SERVICE DELIVERY PROVISIONS

Prior to consideration of the item, questions from representatives of the Fire Brigades Union
(FBU) were posed as follows:

Question 1 Nottinghamshire FBU would like to raise their concerns at the reduction in
operational establishment levels from the flexi duty officers system. With ever increasing
demands placed upon the service to participate in a multiagency and partnership arena, the
management of the Service and impact upon all strands of the delivery, prevention and
protection are being stretched beyond capacity. Additional expectations of supervision born
from previous incidents across the country should not be overlooked by the Service. Whilst
we are all aware of the financial squeeze from Central Government the safety of employees
and the public is our first and only priority. Bearing this in mind can you confirm that there
will be no further reductions in the number of officers in Nottinghamshire Fire and Rescue
Service?

The Chair responded:

In making his recommendations the Chief Fire Officer has considered both the managerial
and operational impact which these proposals may have on the ability to deliver robust and
safe services. Furthermore he believes that any impact is manageable, not only through
internal processes but also due to local and national agreements regarding mutual aid.

However, within the report the Chief Fire Officer also recognises that there will be very little
scope for any further reductions. This does not enable the Authority to confirm that there will
be no further reductions, as it is impossible to project all future scenarios, but it does
demonstrate that the points raised by the FBU are very much in the forefront of the Chief
Fire Officer's and Authority’s thinking.

Question 2 Is the CFA confident that the same high level of service to the public of
Nottinghamshire will remain if the Specialist Rescue Team is converted into two Technical
Rescue Stations?

The Chair responded: The proposals within the report recognise that the broader rescue
competence within the Service has increased since the procurement of rescue equipment
on all frontline appliances. This, together with the commitment that all current capabilities
will be maintained under the new arrangements gives confidence that the high level of
service delivered to the community will continue.

John Buckley, Chief Fire Officer, presented the report which seeks approval to adjust
operational provisions and delete 34 posts from the whole time uniformed establishment.

The Chief Fire Officer highlighted the following points in the report:
(@)  whilst the Service has implemented savings of £1.3 million there is still a shortfall

against the £2.4 million savings required, but the proposed measures will address
that shortfall;
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(b)  enhanced crewing has been considered for whole time and retained officers, but it
was not possible to reach agreements with representative bodies regarding such
arrangements. Enhanced crewing is no longer considered an option;
(c) following discussions with representative bodies is proposed to:
(1) delete three station manager posts and convert one to a non-uniformed
manager, reduce the Station Manager operational rota from a seven week
cycle to a six-week cycle;

(i) delete the 10 firefighter posts allocated to Worksop to enable enhanced
crewing;

(i) reintegrate the Specialist Rescue Team onto firefighting watches and create
two Technical Rescue Stations at Highfields and Newark Fire Stations;

(d)  due to the predicted turnover of staff, the proposed changes can be implemented
without the need for compulsory redundancies.

RESOLVED
(1) to approve the deletion of 34 whole time uniformed posts;

(2) to approve the creation of a non-uniformed manager post within the Equipment
Section;

(3) to support the adjustments to the service delivery provisions as outlined within
the main body of the report.

47  ANNUAL STATEMENT OF ASSURANCE 2014/15

John Buckley, Chief Fire Officer, introduced the report which presents the Annual Statement
of Assurance for 2014-15 for the Authority’s approval.

The Statement of Assurance replaces the Annual Report and is a mandatory requirement,
providing assurance of financial, governance and operational matters, with due regard to
the expectations presented within the Integrated Risk Management Plan.

The Statement provides an organisational performance report which should instil community
and Central Government confidence in the Authority.

RESOLVED to approve the Annual Statement of Assurance 2014-15.

48 FEES AND CHARGES

John Buckley, Chief Fire Officer, presented the report which asks members to consider and
approve the non-profit making fees and charges of the Service for room hire, use of service
facilities, and application of special services. It is noted that the Policy and Strategy
Committee had considered the proposals in detail prior to any final report being submitted to
the Full Fire Authority.
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RESOLVED

(1) toimplement the proposed new charges for special services are set out in
appendix B to the report;

(2) toimplement the recovery of costs for attending special service incidents
within the framework set out in paragraph 2.5 of the report;

(3) toimplement the proposed new charges for the hire of rooms as set out in
appendix C to the report;

(4) toimplement charging for the use of facilities for all service premises;

(5) to approve the proposal to fully review fees and charges every three years and
to amend fees and charges to reflect inflationary charges in the interim years.

49  ESTABLISHMENT OF SYSTEMS ADMINISTRATOR POST

John Buckley, Chief Fire Officer, presented the report which seeks approval for the creation
of a part-time System Administrator Post within the Human Resources Department. It is
noted that the proposal is recommended for approval by the Human Resources Committee
following consideration at its meeting on 16 October 2015.

RESOLVED to approve the creation of the post of Systems Administrator (18.5 hours
per week) in line with the provisions set out within the report.

50 PRINCIPAL OFFICER PAY REVIEW

Prior to the Authority’s consideration of the item and having declared interests, John
Buckley, Chief Fire Officer, Wayne Bowcock, Deputy Chief Fire Officer, and Craig Parkin,
Assistant Chief Fire Officer, withdrew from the meeting and did not return until consideration
of the item had concluded.

Malcolm Townroe, Monitoring Officer and Clerk to the Fire Authority, presented the report
which asked members to approve the recommendation of the Policy and Strategy
Committee regarding the outcomes of the Principal Officer Pay Review.

RESOLVED
(1) to approve the recommendation of the Policy and Strategy Committee to
maintain the existing pay arrangements for the Chief Fire Officer, including the

previously agreed phasing of incremental progression;

(2) for the next Principal Pay Officer Review to take place in 2017 for application
from 1 January 2018.

51 COMMITTEE OUTCOMES FOR NOTING

The report of the Chief Fire Officer provided for information the minutes of:

Community Safety Committee 2 October 2015;
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Nottinghamshire & City of Nottingham Fire & Rescue Authority - 18.12.15
Finance and Resources Committee 9 October 2015;

Human Resources Committee 16 October 2015;
Policy and Strategy Committee 13 November 2015.

RESOLVED to note the report.

52 EXCLUSION OF THE PUBLIC

RESOLVED to exclude the public from the meeting during consideration of the
remaining items in accordance with section 100A(4) of the Local Government Act
1972 on the basis that, having regard to all the circumstances, the public interest in
maintaining the exemption outweighs the public interest in disclosing the
information, as defined in paragraphs 1 and 3 of Schedule 12 A to the Act.

53 CORPORATE COMMUNICATIONS RESTRUCTURE

John Buckley, Chief Fire Officer, presented the report which seeks approval for proposed
changes within the Corporate Communications Team.

RESOLVED to approve the recommendations within the report.
54 STATE AID
Wayne Bowcock, Deputy Chief Fire Officer, presented the report.

Resolved to note the first recommendations and determine the second, as stated
within the exempt minutes.

55  RESILIENCE PLANNING AND ARRANGEMENTS UPDATE

John Buckley, Chief Fire Officer, presented the report.

RESOLVED to approve the recommendations within the report.
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Agenda ltem 5

Nottinghamshire and City of Nottingham
Fire and Rescue Authority

PRUDENTIAL CODE FOR
CAPITAL FINANCE 2016/17

Joint Report of the Treasurer and Chief Fire Officer

Date: 26 February 2016
Purpose of Report:

To inform Members of the Authority’s obligations under the CIPFA Prudential Code
for Capital Finance.

To seek the approval of Members to the proposed capital plans, prudential limits, and
monitoring processes set out in the report.

CONTACT OFFICER

Sue Maycock

Name : Head of Finance
Tel : (0115) 967 0880
Email : sue.maycock@notts-fire.gov.uk

Media Enquiries Therese Easom
Contact : (0115) 967 0880 therese.easom@notts-fire.gov.uk
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BACKGROUND

11

1.2

1.3

1.4

The Local Government Act 2003 set out a framework for the financing of
capital investments in local authorities which came into operation from April
2004. Alongside this, the Prudential Code was developed by the Chartered
Institute of Public Finance and Accountancy (CIPFA) as a professional code of
practice to support local authorities’ decision making in the areas of capital
investment and financing. Authorities are required by regulation to have regard
to the Prudential Code, which CIPFA updated in 2011.

The objectives of the Prudential Code are to ensure that the capital investment
plans of authorities are affordable, prudent and sustainable and that treasury
management decisions are taken in accordance with good professional
practice. In exceptional cases, the Code should provide a framework which will
demonstrate where the objectives may not be ensured, so that timely remedial
action can be taken.

The Prudential Code sets out a number of indicators which authorities must
use to support decision making. These are not designed to be comparative
performance indicators. In addition, the CIPFA Treasury Management code of
practice and guidance notes (also updated in 2011) sets out a series of
treasury indicators. The prudential and treasury indicators should be
considered in parallel and they are therefore included together in this report.

This report sets out the proposed prudential and treasury limits for the
Authority for the 2016/17 financial year along with the implications of the
proposed Capital Programme, which will be presented with the budget report
elsewhere on the agenda.

1.5 Reports which monitor the Authority’s performance against these indicators will
be presented to the Finance and Resources Committee throughout the year.
2. REPORT

PRUDENTIAL INDICATORS FOR AFFORDABILITY

2.1

Estimates of the Ratio of Financing Costs to Net Revenue Stream for
2015/16, 2016/17, 2017/18 and 2018/19, and Actual Ratio of Financing
Costs for 2014/15

2014/15 20}5/16 20;6/17 2017/18 2018/19
Ratio of Financing Costs to Net Revenue Stream
5.2% 4.5% 5.6% 6.8% 7.2%
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It has previously been agreed by the Authority that in order to meet the
prudential code requirements of affordability and sustainability, the ratio of
financing costs to net revenue stream should not exceed 8%. The ratio has
reduced from 2014/15 to 2015/16 primarily due to a decrease in the financing
costs in 2015/16. The main reasons for this decrease are as follows:

e Interest charges were lower as a loan which matured in 2014/15 has not
yet been replaced

e The 2014/15 financing costs included a voluntary revenue provision
charge, and there will be no such charge in 2015/16

e Finance lease charges have reduced because the primary term of the last
finance lease expired in March 2015. The only lease related charges
incurred in 2015/16 relate to the extension of a lease for 4 fire appliances

e The minimum revenue provision charge has reduced in 2015/16.

The ratio increases between 2016/17 and 2018/19 as the net revenue stream
reduces due to funding cuts and the financing costs steadily increase.
However, the projected ratio is still well within the 8% limit.

Estimates of the Incremental Impact of the New Capital Investment
Decisions on the Council Tax (Band D) for 2016/17, 2017/18 and 2018/19,
and the Actual Incremental Impact on Council Tax for 2015/16

2015/16 Actual 2016/17 2017/18 2018/19
£000s Estimate £000s | Estimate £000s | Estimate £000s
Incremental Impact on Council Tax
-£0.29 £0.55 £1.46 £0.46

The table above shows that the effect of the decreased financing costs in
2015/16 is a reduction in the incremental impact on council tax in that year.
Beyond this, there are incremental increases in 2016/17 and 2017/18 as the
minimum revenue provision charge steadily increases. The decrease in
2018/19 is due to a combination of a reduction in interest payments as two
loans reach maturity, and a reduction in the minimum revenue provision
charge as a number of shorter-life assets become fully financed.

PRUDENTIAL INDICATORS FOR PRUDENCE

2.2

Gross Debt and the Capital Financing Requirement

In order to ensure that over the medium term gross debt will only be for
capital purposes, this indicator requires that external debt does not, except in
the short term, exceed the total of the capital financing requirement estimated
up to the end of 2018/19. Performance against this indicator will be monitored
throughout the year. For information, at 31 March 2015 (2014/15 financial
year), the Capital Financing Requirement was £22,160k, Net Debt (total debt
less investments) was £15,288k and Gross Debt was £20,408k. The estimate
of the Capital Financing Requirement at the end of 2018/19 is £30,634k,
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thereby demonstrating that the indicator has not been breached. At the end
of 2018/19, Gross Debt is expected to be in the region of £27.2m, with the
Capital Financing Requirement estimated at £30.6m showing that this
indicator should be achievable.

2.3 Treasury Management

As required by this indicator, the Authority has adopted the CIPFA Treasury
Management in the Public Services: Code of Practice and Cross-Sectoral
Guidance Notes.

PRUDENTIAL INDICATORS FOR CAPITAL EXPENDITURE AND EXTERNAL
DEBT

2.4 Estimate of Total Capital Expenditure to be Incurred in 2015/16, 2016/17,
2017/18 and 2018/19, and Actual Capital Expenditure for 2014/15

2014/15 2015/16 2016/17 2017/18 2018/19
Actual Estimate Estimate Estimate Estimate
£000s £000s £000s £000s £000s

Capital Expenditure Total
4,467 5,536 4,505 4,093 1,136
Capital Expenditure — Financed by Borrowing / Finance Lease
-591 3,841 3,189 2,301 -857
Capital Expenditure — Financed by Revenue Contributions
0 0 0 0 0
Capital Expenditure — Financed by Internal Funds
1,344 1,103 1,301 1,577 1,778
Capital Expenditure — Financed by Capital Grant
1,534 592 0 0 0
Capital Expenditure — Financed by Capital Receipt
2,180 0 15 215 215

The estimates for 2016/17 to 2018/19 are submitted to the Fire Authority for
approval elsewhere on this agenda. However, the totals shown in the above
table includes assumed slippage in addition to new capital expenditure and
are therefore higher than the estimates included in the Budget Report. The
final capital expenditure for each year may be different from the figures
shown above but overall should be similar. Various financing methods have
been assumed for the future years but in reality, decisions relating to
financing methods will be taken as part of options analyses which will
consider the best long term options for the Authority. These options need to
be assessed at the time of financing. “Internal funds” in the above table refers
to the use of cash available within budgeted resources generated by the
minimum revenue provision charge, which is a non-cash transaction. Unused
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2.5

2.6

2.7

cash from this source is assumed to be carried forward for use in future
years. In 2014/15 and 2018/19 the amount to be financed by borrowing or
leasing is shown as a negative figure. This means that our requirement to
borrow is reduced by this amount in these years, and this occurs because a
decision has been made to apply a level of financing from capital receipts,
grants, and internal funds which is greater than the amount of capital
expenditure incurred in those years. This approach has the benefit of
reducing capital financing costs in future years.

Estimate of Capital Financing Requirement as at the end of 2015/16,
2016/17, 2017/18 and 2018/19, and Actual Capital Financing
Requirement as at 31/03/15

2014/15 2015/16 2016/17 2017/18 2018/19
Actual Estimate Estimate Estimate Estimate
£000s £000s £000s £000s £000s

Capital Financing Requirement
22,160 26,001 29,190 31,491 30,634

The Capital Financing Requirement is the sum of money required from
external sources to fund Capital Expenditure, and represents the Authority’s
underlying need to borrow for capital purposes. It will therefore be the
aggregate of all capital expenditure, less any revenue contributions, capital
grants or capital receipts. The above table shows that the Capital Financing
Requirement increases between 2014/15 and 2018/19, which is largely due
to two reasons:

e The cessation of capital grant funding by central government;
e No revenue contributions budgeted to fund the capital programme.

The Sustainable Capital Plans report referred to in paragraph 2.1 also
concluded that in order to meet the Prudential Code requirements of
affordability and sustainability, the capital financing requirement in future
years should not exceed £40m.

Operational Boundary and Authorised Limit for External Debt

The Operational Boundary is the Authority’s estimate of its total external debt,
including other long-term liabilities (such as finance leases) which are
separately identified. This is to reflect the most likely scenario and not the
worst case. It is possible for the operational boundary to be temporarily
breached to take account of unusual movements in cash flow but this should
not be a regular occurrence. A variation from the operational boundary is
permissible, but will be reported to the Fire Authority.

The Authorised Limit is essentially the same as the Operational Boundary but

allows headroom over and above it to take account of unusual movements in
cash flow and therefore should be the maximum amount of external debt that
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the Authority is exposed to at any given time. Any proposed variation from
the Authorised Limit must be authorised by the Fire Authority

2.8  Cash flow forecasts have been prepared for 2016/17 to 2018/19 and indicate
that there will be no difficulty in maintaining a positive current account
balance on a month by month basis and therefore there is no proposal to
seek an increase in the Authority’s approved overdraft limit of £200,000.
However, previous experience shows that these estimates can sometimes be
wrong temporarily due to delays in income receipts and it has proved
necessary in the past to negotiate temporary increases in this figure of up to
£500,000. It is therefore proposed that this buffer of £500,000 should be
included within both the operational boundary and the authorised limit.

2016/17 2017/18 2018/19
£000s £000s £000s
Operational Boundary
O.B. for borrowing 28,026 30,252 29,816
O.B. for other long term 0 0 0
liabilities
Total - Operational Boundary for 28,026 30,252 29,816
External Debt

Authorised Limit

A.L. for borrowing 30,829 33,277 32,798
A.L. for other long term liabilities 0 0 0
Total - Authorised Limit for 30,829 33,277 32,798

External Debt

2.9 Actual External Debt as at 31/03/15

2014/15
£000s
Actual borrowing 20,408
Actual other long term liabilities 0
Total — Actual External Debt 20,408

INDICATORS FOR TREASURY MANAGEMENT

2.10 The Service carries out its own treasury management in accordance with the
CIPFA Code of Practice for Treasury Management, which was revised in
2011. The Authority has adopted a low risk approach to treasury
management, which seeks to ensure that investments are secure and that
there is sufficient liquidity of funds to enable the Authority carry out its
business.
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2.11

2.12

2.13

2.14

2.15

Gross and Net Debt

The actual amount of external long term borrowing as at 31/03/15 was
£20,337k, with short term borrowing totalling £71k. There were no other long
term liabilities at the same date. At the same date, the amount of investments
was £5,120k, giving a net debt position of £15,288k as at 31/03/15.

The Treasury Management Strategy 2016/17 report, which is elsewhere on
this agenda, outlines the proposal to borrow over the next three years to
finance the capital programme and to replace maturing loans, and the
decision about when to borrow will depend upon interest rate forecasts. For
the purposes of setting indicators, assumptions have been made about when
borrowing may take place — the reality of this will be determined by Officers in
conjunction with the Authority’s treasury advisers.

The proportion of net debt to gross debt can highlight where an Authority is
borrowing in advance of need, as it shows the extent to which funds have
been borrowed and then invested. Whilst the Authority is permitted to borrow
in advance to finance the capital programme approved within the Medium
Term Financial Strategy, where borrowing rates are higher than investment
rates this creates a “cost of carry”. Therefore when investment interest rates
are low, as they currently are, this cost is reduced by keeping the proportion
of net debt to gross debt as high as is practicable. For information, the
proportion of net debt to gross debt as at 31 March 2015 was 75%, and it is
forecast to be 72% at the end of the current financial year. It is proposed that
the Authority sets the following limits for the proportion of net debt to gross
debt:

2016/17 2017/18 2018/19
Lower limit for proportion of net 50% 50% 50%
debt to gross debt
Upper limit for proportion of net 85% 85% 85%
debt to gross debt

Interest Rate Risk Exposure

In terms of borrowing, it has been considered prudent to use Public Works
Loans Board (PWLB) fixed interest loans on most occasions. This is because
the PWLB generally offers rates which cannot be obtained elsewhere in the
marketplace. However the Authority did take out a market loan in 2007/08,
benefiting from an advantageous rate. Unlike lending, borrowing is a low risk
activity so future borrowing arrangements will be entered into on the basis of
what is most advantageous for the Authority at the time. Any proposals to
borrow from alternative sources to the PWLB will be discussed and agreed
with the Treasurer.

Borrowing in the past has been at fixed interest rates although variable rates
are not ruled out. It is therefore considered that up to 30% of borrowing might
come from variable rate sources if these are considered financially
advantageous at the time of financing. For policy changes beyond this,
however, it is suggested that Fire Authority approval should be sought.
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2.16 The total value of lending is not expected to exceed £20m, which is likely to

2.17

peak around July 2016 however it is difficult to assess what the likely
investment profile might be as this depends upon capital expenditure timings
as well as the level of pension top up grant received from the Government,
and the timing of borrowing. The aim will be to reduce risk by investing funds
in more than one institution at any given time. Members should note,
however, that it is not feasible to set a maximum limit for investing with any
one institution as the numbers of banks which meet our minimum credit rating
criteria is now very few and even those on the list will not always accept our
investments as the Authority is a “small player”. The Authority can also invest
in Money Market Funds and certificates of deposit in line with the Treasury
Management Strategy.

It is proposed that the Authority sets the following limits for interest rate
exposures:

Benchmark | 2015/16 2016/17 2017/18 | 2018/19
% % % % %

Interest Rate Exposures

Upper Limit for

fixed rate 100% 100% 100% 100% 100%
exposures
Upper Limit for

variable rate 30% 30% 30% 30% 30%
exposures

Loan Maturity

2.18

2.19

The code of practice and CIPFA guidelines state that there should be no
direct linkage between the assets financed and the term of loans taken out.
Upper limits in terms of loan maturity are set to ensure that the Authority is
not exposed to the risk of having to repay loans and then re-borrow in the
short term when interest rates might be high.

It is recommended that the maturity structure limits remain unchanged for
2016/17. The Authority holds a loan of £4m which is structured as a “Lender
Option Borrower Option” (LOBO) loan. This means that on 7 March 2013 and
every five years thereafter, the lender may revise the interest rate. The
Authority may choose to repay the loan without penalty if the amended rate is
not advantageous. The rate was not changed on 7 March 2013, so the next
opportunity for revision is 7 March 2018. Unless the Authority chooses to
repay the loan early due to an unfavourable interest rate change, the loan will
mature in 2078. The uncertainty around the maturity date of this loan has an
impact on the calculation of the maturity structure of the Authority’s
borrowing. If the loan were to mature in 2018, as is possible under the terms
of the LOBO agreement, the limit for debt maturing between 12 months and 5
years will be breached. However, as the risk of the LOBO rate increasing
during the medium term is low due to downward pressures on interest rates,
the re-financing risk arising from the loan maturing within 5 years is low.
Therefore a breach of this nature would be considered acceptable.
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Limits on the Maturity Structure of Borrowing

Upper Limit Lower Limit
Under 12 months 20% 0%
12 months to 5 years 30% 0%
5 years to 10 years 75% 0%
10 years to 20 years 100% 0%
Over 20 years 100% 30%

2.20 Principal Sums Invested for Periods Longer than 365 Days

Investments arising from borrowing to support the capital programme are
unlikely to exceed one year in duration, however for surplus cash which
supports reserves it may be desirable to invest monies for a slightly longer
period to achieve a level of certainty around interest receipts and perhaps
beneficial interest rates. Such decisions will be influenced by market
conditions at the time and the liquidity of funds will be of paramount
importance. It is proposed that Officers should be able to invest monies for
longer than a year if this appears to be an advantageous strategy, but that a
maximum limit of £2m be applied to any such investments. This will contain
the Authority’s exposure to the possibility of loss arising from having to seek

early repayment of investments.

2015/16
£000s

2016/17
£000s

2017/18
£000s

Prudential Limits for Principal Sums Invested for Perio

ds Longer than 365 Days

2,000

2,000

2,000

3.

FINANCIAL IMPLICATIONS

The financial implications are set out in full within the body of the report.

4.

HUMAN RESOURCES AND LEARNING AND DEVELOPMENT

IMPLICATIONS

There are no specific human resources or learning and development implications

which arise directly from this report.

5.

EQUALITIES IMPLICATIONS

This is not a new policy or service, so no initial assessment has been completed. A
previous assessment has shown that there are no specific equality impacts which

arise directly from the Prudential Code.
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6. CRIME AND DISORDER IMPLICATIONS

There are no specific crime and disorder implications which arise directly from this

report.

7. LEGAL IMPLICATIONS

The Local Government Act 2003 imposes an obligation on the Authority to agree

and monitor its prudential indicators.

8. RISK MANAGEMENT IMPLICATIONS

The risk exposures in this report relate primarily to three areas:

e The risk of over exposure of the Authority to interest rate fluctuations;

e The risk that the Authority has an unmanageable or unaffordable level of

borrowing;

e The risk of tying up investments, thereby reducing liquidity and exposing the
Authority to possible losses arising from early repayment of investments.

This paper serves to set out those risks and ensure that they are managed.

9. RECOMMENDATIONS

That Members approve the Prudential Limits for 2016/17 as follows:

Estimate of Ratio of Financing Costs to Net 5.6%
Revenue Stream

Estimate of the Incremental Impact of the New £0.55
Capital Investment Decisions on the Council Tax

(Band D)

Estimate of Total Capital Expenditure to be £4,505,000
Incurred

Estimate of Capital Financing Requirement £29,190,000
Operational Boundary £28,026,000
Authorised Limit £30,829,000
Upper limit for fixed rate interest exposures 100%
Upper limit for variable rate interest exposures 30%
Loan Maturity: Limits:

Under 12 months

Upper 20% Lower 0%
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12 months to 5 years Upper 30% Lower 0%
5 years to 10 years Upper 75% Lower 0%
Over 10 years Upper 100% Lower 0%
Over 20 years Upper 100% Lower 30%
Upper Limit for Principal Sums Invested for £2,000,000
Periods Longer than 365 Days

10. BACKGROUND PAPERS FOR INSPECTION (OTHER THAN PUBLISHED

DOCUMENTYS)
None.
John Buckley Neil Timms
CHIEF FIRE OFFICER TREASURER TO THE FIRE AUTHORITY
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Agenda ltem 6

Nottinghamshire and City of Nottingham
Fire and Rescue Authority

TREASURY MANAGEMENT
STRATEGY 2016/17

Report of the Treasurer to the Fire Authority

Date: 26 February 2016
Purpose of Report:
To inform Members of the Authority’s Treasury Management Strategy for 2016/17.

To seek approval of the Authority’s Minimum Revenue Provision Policy for 2016/17.

CONTACT OFFICER

Sue Maycock

Name : Head of Finance
Tel : 0115 967 0880
Email : Sue.maycock@notts-fire.gov.uk

Media Enquiries Therese Easom
Contact : (0115) 967 0880 therese.easom@notts-fire.gov.uk
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1.

BACKGROUND

11

1.2

1.3

1.4

1.5

1.6

The Local Government Act 2003 requires the Authority to set out its treasury
strategy for borrowing and to prepare an annual investment strategy; this sets
out the Authority’s policies for borrowing, for managing its investments and
for giving priority to the security and liquidity of those investments.

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

The Authority adopted the CIPFA Treasury Management in the Public
Services Code of Practice and Cross-Sectoral Guidance Notes 2009 (the
Code) on 9 April 2010 (the Code was updated in 2011). It is a requirement of
the Code that the Authority creates and maintains:

e A treasury management policy statement, which states the policies,
objectives and approach to risk management of its treasury management
activities. This statement is given in Appendix A.

e Suitable treasury management practices, setting out how the Authority will
seek to achieve those policies and objectives and how activities will be
controlled and managed. The Authority’s practices were reviewed in
2013/14.

A report on the Prudential Code for Capital Accounting is also on this
agenda. This report sets out the prudential indicators for 2016/17, which are
designed to ensure that the Authority’s capital investment plans are
affordable, prudent and sustainable and are in accordance with CIPFA’s
Prudential Code. This Treasury Management Strategy report is
complementary to that Prudential Code report and the proposed prudential
and treasury limits for 2016/17 are included in both reports for completeness.

This report also sets out the Authority’s Minimum Revenue Provision policy
for 2016/17 for approval by Members in paragraphs 2.42 to 2.45.

The Authority has appointed Capita Asset Services as its external treasury
management adviser. Capita Asset Services has provided the Authority with
its view on anticipated interest rates for the forthcoming year.

REPORT

TREASURY MANAGEMENT STRATEGY FOR 2016/17

2.1

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
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2.2

2.3

2.4

2.5

Treasury Indicators for the next three years to ensure that the Authority’s
capital investment plans are affordable, prudent and sustainable.

The Act therefore requires the Authority to set out its treasury strategy for
borrowing and to prepare an annual investment strategy: this sets out the
Authority’s policies for managing its investments and for giving priority to the
security and liquidity of those investments.

The suggested strategy for 2016/17 in respect of the following aspects of the
treasury management function is based upon Officers’ views on interest
rates, supplemented with leading market forecasts provided by the
Authority’s treasury adviser, Capita Asset Services.

The strategy covers:

Prudential and treasury indicators;

The borrowing requirement;

Prospects for interest rates;

The borrowing strategy;

Policy on borrowing in advance of need;
Debt rescheduling;

The investment strategy;
Creditworthiness policy;

Policy on use of external service providers;
The Minimum Revenue Provision policy;
Training of Officers and Members.

The Authority recognises that whilst there is value in employing external
providers of treasury management services in order to acquire access to
specialist skills and resources, responsibility for treasury management
decisions remains with the organisation at all times. The Authority will
therefore ensure that undue reliance is not placed upon external service
providers.

BALANCED BUDGET REQUIREMENT

2.6

It is a statutory requirement under Section 33 of the Local Government
Finance Act 1992, for the Authority to produce a balanced budget. In
particular, Section 32 requires a local authority to calculate its budget
requirement for each financial year to include the revenue costs that flow
from capital financing decisions. This includes a statutory requirement to
make a prudent provision for an annual contribution from its revenue budget
towards the reduction in its overall borrowing requirement. This charge is
known as the Minimum Revenue Provision (MRP). This, therefore, means
that increases in capital expenditure must be limited to a level whereby
increases in charges to revenue from: -

e Increases in interest charges caused by increased borrowing to finance
additional capital expenditure;

e Any increases in running costs from new capital projects, and
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e Any increases in the Minimum Revenue Provision are limited to a level
which is affordable within the projected income of the Authority for the
foreseeable future.

ECONOMIC BACKGROUND

2.7

2.8

2.9

2.10

The 2014 UK GDP growth rate of 2.9% was the strongest since 2006, and
the 2015 growth rate is likely to be a leading rate amongst G7 countries. The
Bank of England’s November Inflation Report included a forecast for growth
to remain around 2.5% - 2.7% over the next three years. However, for this
recovery to become more balanced and sustainable in the longer term, it
needs to move away from dependence on consumer expenditure and the
housing market to manufacturing and investment expenditure.

The strong growth since 2012 has resulted in unemployment falling quickly to
a current level of 5.3%. It was recognised that wage inflation needed to rise
faster than general inflation in order to make the recovery sustainable, so it is
encouraging that wage inflation has risen significantly above CPI inflation
during 2015. This reversal of the squeeze on disposable incomes has led to
stronger consumer demand, which in turn has supported growth.

The Bank of England’s November Inflation Report was subdued in respect of
the forecasts for CPI inflation, with CPI expected to barely get back up to the
2% target within the next two or three years from the current level of 0.3%
(January 2016). The Bank of England said that inflation may temporarily turn
negative in the spring. There is considerable uncertainty around how quickly
inflation will rise in the next few years and this makes it difficult for
economists to forecast when the Bank of England base rate will begin to
increase. Current forecasts for an increase in the bank rate range from
quarter 2 in 2016 to quarter 4 in 2016. Increases after that are likely to be at a
slower pace, and to lower final levels that prevailed before 2008.

Economic forecasting remains difficult, with a number of internal and external
factors influencing the UK position. Downside risks to current forecasts for UK
gilt yields and PWLB rates include:

e UK economic growth and increases in inflation are currently weaker
than anticipated

e Weak growth or recession in the UK’s main trading partners — the EU
and the US

¢ Aresurgence of the Eurozone sovereign debt crisis

¢ Monetary policy action failing to stimulate sustainable growth and
combat the threat of deflation in western economies, especially in the
Eurozone and Japan

e Geopolitical risks in Eastern Europe, the Middle East and Asia,
increasing flows to economic safe havens such as the UK
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2.11

Upside risks include:
e Uncertainty around the UK exit from the EU;
e UK inflation returning to significantly higher levels than in the wider EU
and the US, causing an increase in the inflation premium inherent to

gilt yields.

Capita Asset Services has provided a forecast on the bank interest rate,
which draws on current City forecasts:

Capita Asset Services Bank Rate Forecasts

As at 31 March 2016 0.50%
As at 31 March 2017 0.75%
As at 31 March 2018 1.25%
As at 31 March 2019 1.75%

MANAGEMENT OF CASH RESOURCES

2.12

2.13

2.14

2.15

2.16

The Authority uses a main current account, an investment account and a
number of local petty cash accounts. All of these accounts are held with
Barclays Bank PLC and are managed online. This system allows the
Authority to make transfers to and from accounts in real time and thus allows
the current account balance to be maintained at a minimum level. All surplus
funds are held either in the investment account for short periods or are lent to
institutional borrowers over longer periods.

The bank overdraft level is £200,000 and this is usually sufficient. There are
occasions when the overdraft exceeds £200,000 and temporary
arrangements are made with the bank to increase the limit to £500,000. The
Prudential Code report included an overdraft limit of £500,000 within the
authorised limit to allow for such instances. It is proposed that the overdraft
facility remains at a level of £200,000.

Part of the treasury management operation is to ensure that cash flows are
adequately planned, with cash being available when it is needed. A 3 year
cash flow projection is prepared together with a 3 month rolling cash flow
forecast. The 3 month forecast is updated regularly and this process reveals
when cash surpluses are likely to arise.

The current bank account is checked on a daily basis and the balance is
transferred to the investment account (Business Premium Account) if the
interest rate is favourable.

Cash management processes have been examined by internal auditors and
have been shown to be robust.
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BORROWING STRATEGY

2.17

2.18

2.19

2.20

2.21

The prudential indicators for borrowing are set out in Appendix B.
Background information relating to these indicators is contained within the
Prudential Code for Capital Finance 2016/17 report which is elsewhere on
this agenda.

The capital financing requirement is the sum of money required from external
sources to fund capital expenditure i.e. the Authority’s underlying need to
borrow or lease. For 2016/17 this figure is estimated at £29,190,000. This
figure is comprised of capital expenditure incurred historically by the Authority
that has yet to be financed by capital receipts, grants, or contributions from
revenue including MRP charges, plus estimated capital expenditure and
capital financing for 2015/16 and 2016/17.

The Authority’s strategy in the past has been to borrow funds from the Public
Works Loan Board (PWLB). The PWLB is an agent of HM Treasury and its
function is to lend money from the National Loans Fund to local authorities
and other prescribed bodies. Its interest rates are generally favourable
compared to those applicable to borrowings from other sources within the
marketplace. However, in 2007/08, a £4m loan was borrowed from a bank,
with a fixed interest rate which was lower than the equivalent PWLB rate. It is
therefore proposed that the Authority continues to borrow primarily from the
PWLB, but considers fixed rate market borrowing when market rates are
lower than PWLB rates. In addition to this, the Authority may also consider
loans from the UK’s Municipal Bond Agency, which is currently in the process
of being set up and is likely to be offering loans to local authorities in the near
future.

The loan of £4m referred to in paragraph 2.20 is structured as a “Lender
Option Borrower Option (LOBO)” loan. This means that on 7 March 2013 and
on that anniversary every five years, the lender may revise the interest rate,
which is currently 4.13%. The Authority may choose to repay the loan without
penalty if the amended interest rate is not advantageous. If the lender does
exercise the option to revise the interest rate, the strategy will be to either
agree to continue the loan with the revised interest rate or to repay the loan
and replace it with new, long term debt at a lower rate depending on which is
the most advantageous option for the Authority. As the interest rate was not
changed on 7 March 2013, the next opportunity for a revision is 7 March
2018.

Over the next three years, it is anticipated that the Authority will need to

borrow up to £13m to finance the capital programme and to replace up to
£6.5m of maturing loans.
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2.22 Capita Asset Services’ view on future PWLB interest rates is:

2.23

2.24

Mar 16 | Jun 16 | Sep 16 | Dec 16 | Mar 17 | Mar 18 | Mar 19

5yr PWLB 1.80% | 1.90% | 2.00% | 2.10% | 2.20% | 2.60% | 3.00%

10yrPWLB | 2.40% | 2.50% | 2.60% | 2.70% | 2.80% | 3.20% | 3.50%

25yrPWLB | 3.20% | 3.20% | 3.30% | 3.40% | 3.50% | 3.80% | 3.90%

50 yr PWLB | 3.00% | 3.00% | 3.10% | 3.20% | 3.30% | 3.70% | 3.80%

The table above has been adjusted for the PWLB certainty rate, which is a 20
basis points reduction in the interest rate for Authorities such as this one
which have applied for it.

In view of the above forecast the Authority’s borrowing strategy will be based
upon the following information.

A combination of capital receipts, internal funds and borrowing will be
used to finance capital expenditure in 2016/17 and beyond.

Four PWLB loans will mature in the medium term (E2m in 2016/17, £2m in
2017/18 and £1m and £1.5m in 2018/19). These will need to be replaced
with new borrowing and it is estimated that new borrowing in the period
2016/17 to 2018/19 will be in the region of £13m.

Capita Asset Services’ view is that PWLB rates are likely to rise over the
next three years. It may therefore be advantageous to take out new loans
earlier in the period, as this will have a lesser impact on the revenue
budget for the periods of the loans. However if this is in advance of the
need to spend, there will be a cost of capital impact as referred to in
paragraph 2.27 below.

PWLB rates on loans of less than ten years duration are expected to be
lower than longer term PWLB rates. However, the existing debt maturity
profile of the Authority will also be taken into account when decisions are
made regarding the duration of new borrowing. The Authority will strive to
seek a balance between securing the most advantageous rate whilst
ensuring that it is not unduly exposed to re-financing risk.

Consideration will also be given to borrowing fixed rate market loans at
0.25% — 0.50% below the PWLB target rate and to maintaining an
appropriate balance between PWLB and market debt in the debt portfolio.

PWLB Maturity loans will continue to be taken if the overall cost of such
loans is less than the equivalent Annuity loans. If this strategy results in a
short term breach of the Gross Borrowing and Capital Financing
Requirement indicator, then the reasons for this will be explained to
members of the Authority.

The Authority is currently maintaining an under-borrowed position. This

means that the capital financing requirement has not been fully funded with
loan debt; instead the cash supporting the Authority’s reserves and balances
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2.25

2.26

2.27

is being used as a temporary measure. The use of cash balances in this way
is known as “internal borrowing”, and this strategy is prudent as investment
returns are low and counterparty risk is relatively high. The Authority will aim
to build cash levels up again in the future in order to ensure that reserves and
balances are “cash-backed” to an appropriate level, however the timing of
this will very much depend on the prevailing economic conditions and the
Authority’s ability to ensure the security of funds and demonstrate value for
money in its investment returns.

Officers, in conjunction with treasury advisors, will continually monitor both the
prevailing interest rates and market forecasts, adopting the following
responses to a change in position:

o If it were felt that there was a significant risk of a sharp fall in long and
short term rates (e.g. due to a marked increase of risks around relapse into
recession or of risks of deflation), then long term borrowings will be
postponed, and potential rescheduling from fixed rate funding into short
term borrowing will be considered.

o If it were felt that there was a significant risk of a much sharper rise in
long and short term rates than that currently forecast, perhaps arising from
an acceleration in the start date and in the rate of increase in central rates
in the USA and UK, an increase in world economic activity or a sudden
increase in inflation risks, then the portfolio position will be re-appraised
with the likely action that fixed rate funding will be drawn whilst interest
rates are still lower than they will be in the next few years.

The Authority’s gross debt position is projected to be £22.3m by the end of
2015/16, but investments of approximately £7.2m are expected to be in place
at 31 March 2016, giving a net debt position of around £15.1m. Currently,
investment interest rates are substantially lower than debt interest rates so
the use of reserves rather than borrowing to finance capital expenditure over
the past three years has resulted in better value for money in the short term
(see paragraph 2.25 for more details). Interest rates are forecasted to rise
slowly over the next three years, and the Authority will monitor rate changes
closely when determining when the time is right to borrow.

The Authority will not borrow more than or in advance of its needs purely in
order to profit from the investment of the extra sums borrowed, although this
scenario is unlikely anyway given that current borrowing rates are higher than
current investment interest rates, creating a cost of capital impact. 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
funds invested. In determining whether borrowing will be undertaken in
advance of need the Authority will:

e Ensure that borrowing is only undertaken to finance the capital
programme approved within the current Medium Term Financial Strategy;

e Ensure the ongoing revenue liabilities created, and the implications for the
future plans and budgets have been considered;
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¢ Evaluate the economic and market factors that might influence the
manner and timing of any decision to borrow;

e Consider the alternative interest rate bases available, the most
appropriate periods to fund and repayment profiles to use.

2.28 The rescheduling of debt involves the early repayment of existing borrowings

and their replacement with new loans. As short term borrowing rates will be
cheaper than longer term fixed interest rates, this would indicate a potential to
generate savings by switching from long to short term debt. However, a
premium would be payable which may negate the savings, and the loan
maturity profile of the Authority indicates that this would increase exposure to
interest rate risk. It is therefore unlikely that rescheduling of debt will take
place in 2016/17 although this will be kept under review should
circumstances change. Rescheduling will be considered for the following
reasons:

e The generation of cash savings and / or discounted cash flow savings;
e Enhancing the balance of the portfolio by amending the maturity profile.

Any rescheduling of debt will be reported to Members at the earliest meeting
following its action.

INVESTMENT STRATEGY

2.29 The Authority will have regard to the CLG’s Guidance on Local Government

2.30

Investments (“the Guidance”) issued in March 2004, the Audit Commission’s
report on Icelandic investments and the 2011 revised CIPFA Treasury
Management in Public Services Code of Practice and Cross Sectoral
Guidance. The Authority’s investment priorities are:

(a) the security of capital and
(b) the liquidity of its investments.

The Authority will also aim to achieve the optimum return on its investments
commensurate with proper levels of security and liquidity. The risk appetite of
this Authority is low in order to give priority to security of its investments. The
borrowing of monies purely to invest or on-lend and make a return is unlawful
and this Authority will not engage in such activity.

Investment opportunities will arise when there are temporary cash surpluses.
In accordance with guidance from CIPFA, and in order to minimise the risk to
investments, the Authority sets a minimum acceptable credit quality of
counterparties for investment. To determine the institutions with which
investments may be placed, the Authority uses the creditworthiness service
provided by Capita Asset Services. This service uses a sophisticated
modelling approach with credit ratings from all three rating agencies - Fitch,
Moodys and Standard and Poors forming the core element. It is recognised
that ratings should not be the sole determinant of the quality of an institution,
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2.31

2.32

and Capita’s creditworthiness service does not rely solely on the current
credit ratings of counterparties but also uses the following as overlays:

e Credit watches and credit outlooks from credit rating agencies;

e Credit Default Swap (CDS) spreads to give early warning of likely
changes in credit ratings;

e Sovereign ratings to select counterparties from only the most creditworthy
countries;

¢ Information from the financial press and share price information.

The methodology used by Capita to create creditworthiness ratings has been
amended. This is due to the withdrawal by the credit ratings agencies of an
uplift in ratings due to implied sovereign support for institutions. This process
has been part of a wider reassessment of methodologies by each of the
rating agencies. In addition to the removal of implied support, new
methodologies are now taking into account additional factors, such as
regulatory capital levels. In keeping with the agencies’ new methodologies,
the rating element of Capita’s own credit assessment process now focuses
solely on the Short and Long Term ratings of an institution. Other key
elements of Capita’s process, namely the assessment of Rating Watch and
Outlook information as well as the Credit Default Swap (CDS) overlay, have
not been changed.

Whilst the Authority understands the changes that have taken place, and the
reasons for them, it will continue to specify a minimum sovereign rating of AA
by Fitch (or equivalent). This is in relation to the fact that the underlying
domestic and, where appropriate, international, economic and wider political
and social background will still have an influence on the ratings of a financial
institution.

The modelling approach combines credit ratings, credit watches, credit in a
weighted scoring system which is then combined with an overlay of CDS
spreads. The end product is a series of colour code bands which indicate the
relative creditworthiness of counterparties and enable diversification in
investments. These colour codes are used by the Authority to determine both
the credit-worthiness of institutions and the duration for investments. It is
regarded as an essential tool, which the Authority would not be able to
replicate using in house resources.

The selection of counterparties with a high level of creditworthiness will be
achieved by selection of institutions down to a minimum durational band
within Capita’s weekly credit list of potential counterparties. The Authority will
therefore use counterparties within the following durational bands:

e Blue 1 year (only applies to nationalised or semi nationalised UK Banks)
e Orange 1year

e Red 6 months

e Green 100 days
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Institutions within the “purple band” (24 months), the “yellow band” (5 years)
or with no colour band will not be used.

2.33 The Authority has determined that it will only use approved counterparties
from countries with a minimum sovereign credit rating of AA from Fitch
Ratings (or equivalent from other agencies if Fitch does not provide). The list
of countries that qualify using this credit criteria as at the date of this report
are shown in Appendix C. This list will be added to or deducted from by
Officers should ratings change in accordance with this policy.

2.34 The latest credit list provided by Capita will be made available to Members at
the meeting.

2.35 In accordance with its low risk appetite, the Authority may undertake the
following types of “specified” investments:

e Deposits with the Debt Management Office (Government);

e Term deposits with Banks and Building Societies;

e Call deposits with Banks and Building Societies;

e Term Deposits with uncapped English and Welsh local authority bodies;
e Triple-A rated Money Market Funds;

e UK Treasury Bills;

e Certificates of Deposit (see paragraph 2.36).

2.36 Certificates of Deposit (CDs) are a new addition to the Authority’s list of
“specified” investment types. They are a low-risk investment offered by banks
and building societies. Cash is paid to the financial institution in exchange for
a rate of interest agreed for a fixed period in exchange for a “certificate”.
These certificates can be sold in a secondary market, but the Authority will not
engage in this type of activity unless acting on advice received from their
treasury advisors. The main advantage to CDs is that they are offered by
institutions that would not usually accept term deposits from an Authority of
this size. Their use will therefore open up opportunities to invest with a wider
range of high-credit rated counterparties.

2.37 The risks associated with investing will be reduced if investments are spread
e.g. over counterparties or over countries. The Authority will therefore aim to
limit its investment with any single counterparty to £2m. It is, however, difficult
to impose any further spreading requirement due to the relatively small size
of the Authority’s investments and the fact that investment institutions will
often only accept a minimum investment sum, which may render any such
policy unworkable. Despite this Officers will, wherever possible, avoid the
concentration of investments with one counterparty or group.
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2.38

2.39

2.40

2.41

The majority of past investments have been for periods of 3 months or less.
In the current financial climate no term deposit investments with other
counterparties, such as UK semi-nationalised banks and local authorities, will
be made for more than 1 year without the prior approval of the Treasurer and
the Chair of Finance and Resources Committee. The Authority will avoid
locking into longer term deals while investment rates are down at historically
low levels unless exceptionally attractive rates are available which make
longer term deals worthwhile.

All credit ratings will be monitored via a weekly update from Capita Asset
Services. The Authority is alerted to changes to ratings of all three agencies
as and when they occur through its use of the Capita creditworthiness
service. If a downgrade results in the counterparty/investment scheme no
longer meeting the Authority’s minimum criteria, its further use as a new
investment will be withdrawn immediately. In addition to the use of Credit
Ratings the Authority will be advised of information in movements in Credit
Default Swap against the iTraxx benchmark and other market data on a
weekly basis. Extreme market movements may result in downgrade of an
institution or removal from the Authority’s lending list.

Investments will normally be made for durations which accord with Capita’s
credit quality list so, for example, an investment would be made for no more
than 100 days (3 months) with a “Green” rated counterparty. This policy
works well with fixed term deposits but where the Authority invests in a “call”’
account in a bank there is no fixed duration for the deposit. In such instances,
officers will monitor intelligence about the bank and give notice to withdraw
funds immediately if there is any indication of a substantially increased risk to
the security of the deposit. Where call accounts are used, deposits will only
be made where the minimum notice period is no longer than the Capita
suggested duration for that institution, and it is therefore recognised that the
total period of the investment may be longer than the Capita suggested
duration in some cases.

Sole reliance will not be placed on the use of this external service. In addition
this Authority will also use market data and market information, information
on government support for banks and the credit ratings of that government
support.

MINIMUM REVENUE PROVISION POLICY 2016/17

2.42

2.43

The Local Authorities (Capital Finance and Accounting) (England)
(Amendment) Regulations 2008 came into force on 31 March 2008. These
regulations were an amendment to the 2003 regulations and introduced
several changes to the capital finance regime for local authorities (including
fire authorities) in England. The most significant of these were provisions
dealing with the calculation of Minimum Revenue Provision (MRP), which is
the amount an authority charges to its revenue account in respect of the
financing of capital expenditure.

Under the regulations, Authorities must make a “prudent provision” for MRP
and guidance is given on the interpretation of this: “provision for the
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2.44

2.45

borrowing which financed the acquisition of an asset should be made over a
period bearing some relation to that over which the asset continues to provide
a service”. This guidance translates into the asset life method. Authorities are
permitted to continue charging MRP calculated using the old method for
borrowing and credit arrangements which funded capital expenditure incurred
before 1 April 2007. This method calculates a charge of 4% of the capital
financing requirement each year to revenue.

The following policy on MRP is therefore recommended to members and
budgetary provision for MRP has been made on this basis:

e For all borrowing and credit arrangements to fund capital expenditure
incurred before or during 2006/07, the minimum revenue provision applied
in 2016/17 will continue to be calculated on the basis of the 4% CFR
(capital financing requirement) method. This method will continue to be
used in future years for capital expenditure incurred during or before
2006/07.

e For all borrowing and credit arrangements to fund capital expenditure
incurred from 2007/08 onwards, the minimum revenue provision applied in
2016/17 will be calculated on the basis of the Asset Life method.

The regulations also allow for Voluntary Revenue Provision (VRP) charges to
be made. A VRP charge would be in addition to the MRP charge, and would
have the effect of reducing MRP charges in future years, resulting in revenue
budget savings. If the situation arises in the year whereby Officers feel that a
VRP charge would be advantageous (e.g. if there are revenue budget
underspends), then a recommendation will be made to Finance and
Resources Committee to approve a VRP charge during the year.

TRAINING OF OFFICERS AND MEMBERS

2.46

2.47

Under the Code, good practice is defined as ensuring that all staff involved in
treasury management are appropriately trained and experienced to
undertake their duties. Employees within the Finance Department who carry
out treasury management activities are suitably trained and experienced and
routinely attend at least one treasury management update event each year to
ensure that their knowledge keeps pace with changes. Changes within the
Finance Department have led to different staff members taking on some
responsibilities for treasury management activities. In response to this,
additional treasury management training will be delivered to relevant finance
staff during the next few months.

It is also suggested that those tasked with treasury management scrutiny
responsibilities also have access to suitable training. A treasury
management training seminar was last held for Members in July 2014,
therefore a refresher session will be arranged later this year.
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3. FINANCIAL IMPLICATIONS

The financial implications of this report are set out in full within the body of the
report.

4. HUMAN RESOURCES AND LEARNING AND DEVELOPMENT
IMPLICATIONS

There are no human resources or learning and development implications arising
directly from this report.

5. EQUALITIES IMPLICATIONS

There are no equalities issues arising directly from this report.

6. CRIME AND DISORDER IMPLICATIONS

There are no crime and disorder implications arising directly from this report.

7. LEGAL IMPLICATIONS

There are no legal implications arising directly from this report, other than the
requirement to act within the Authority’s powers when undertaking treasury
management borrowings and investments.

8. RISK MANAGEMENT IMPLICATIONS

The investment of local authority funds cannot be achieved without some element of
risk. Careful choice of borrowers using creditworthiness indices will minimise this
risk. This prudent approach will undoubtedly result in some interest rate loss but the
principles of security and liquidity are paramount.

9. RECOMMENDATIONS

It is recommended that Members:
9.1 Note the Treasury Management Strategy 2016/17 as set out in this report.

9.2 Approve the Minimum Revenue Provision policy 2016/17 as set out in
paragraphs 2.42 to 2.45.
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10. BACKGROUND PAPERS FOR INSPECTION (OTHER THAN PUBLISHED
DOCUMENTYS)

None.

Neil Timms
TREASURER TO THE FIRE AUTHORITY
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APPENDIX A

TREASURY MANAGEMENT POLICY STATEMENT

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

2. The Authority regards the successful identification, monitoring and control of
risk to be the prime criteria by which the effectiveness of its treasury
management activities will be measured. Accordingly, the analysis and
reporting of treasury management activities will focus on their risk
implications for the organisation.

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

PRUDENTIAL AND TREASURY INDICATORS FOR 2016/17

Estimate of Ratio of Financing Costs to Net Revenue 5.6%
Stream

Estimate of the Incremental Impact of the New Capital £0.55
Investment Decisions on the Council Tax (Band D)

Estimate of Total Capital Expenditure to be Incurred £4,505,000
Estimate of Capital Financing Requirement £29,190,000
Operational Boundary £28,026,000
Authorised Limit £30,829,000
Upper limit for fixed rate interest exposures 100%
Upper limit for variable rate interest exposures 30%
Loan Maturity: Limits:

Under 12 months

Upper 20% Lower 0%

12 months to 5 years

Upper 30% Lower 0%

5 years to 10 years

Upper 75% Lower 0%

Over 10 years

Upper 100% Lower 0%

Over 20 years

Upper 100% Lower 30%

Upper Limit for Principal Sums Invested for Periods
Longer than 365 Days

£2,000,000
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APPENDIX C

APPROVED COUNTRIES FOR INVESTMENTS = FITCH RATINGS

AAA AA+ AA
Australia Finland Abu Dhabi (UAE)
Canada U.K. France

Denmark U.S.A. Qatar

Germany

Luxembourg

Netherlands

Norway

Singapore

Sweden

Switzerland
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Agenda ltem 7

%l NOTTINGHAMSHIRE

Fire & Rescue Service
- \ Creating Safer Communities

Nottinghamshire and City of Nottingham
Fire and Rescue Authority

REVIEW OF RESERVES AND
WORKING BALANCES

Report of the Chief Fire Officer

Date: 26 February 2016
Purpose of Report:
To seek the approval of the Nottinghamshire and City of Nottingham Fire and Rescue

Authority to the minimum level of working balances sufficient to meet the needs of the
Authority during the 2016/17 financial year and beyond.

CONTACT OFFICER

Sue Maycock

Name : Head of Finance
Tel : (0115) 967 0880
Email : sue.maycock@notts-fire.gov.uk

Media Enquiries Therese Easom
Contact : (0115) 967 0880 therese.easom@notts-fire.gov.uk

Page 41



1.

BACKGROUND

11

1.2

1.3

The Fire and Rescue Authority holds a level of working balances to meet
specific risks and potential liabilities of a strategic, operational and financial
nature.

The Chartered Institute of Public Finance and Accountancy (CIPFA)
publishes guidance on the matter of financial reserves and sets out a number
of specific risk areas that financial officers need to consider when setting the
levels of balances.

As in previous years, a risk based approach has been taken to determine a
reasonable level of balances. In accordance with this risk based approach,
the level of balances required for 2016/2017 is £3,845,025, a reduction from
the 2015/2016 figure which was £4,026,550.

2.

REPORT

GENERAL RESERVES

2.1

2.2

The requirement for financial reserves is acknowledged in statute. Sections
32 and 43 of the Local Government Finance Act 1992 require billing and
precepting authorities in England and Wales to have regard to the level of
reserves needed for meeting estimated future expenditure when calculating
the budget requirement.

There are also a range of safeguards in place that help to prevent local
authorities over-committing themselves financially. These include:

i) The balanced budget requirement (sections 31a and 42a of the Local
Government Finance Act 1992).

i) The Treasurers’ duty to report on the robustness of estimates and
adequacy of reserves (under section 25 of the Local Government Act
2003) when the authority is considering its budget requirement.

iii) The legislative requirement for each local authority to make
arrangements for the proper administration of their financial affairs and
that the chief finance officer / proper officer has responsibility for the
administration of those affairs (section 151 of the Local Government
Act 1972).

iv) The requirements of the Prudential Code.
V) External auditors will confirm that there are no material uncertainties

about an Authority’s ability to continue operating, given its financial
position.
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2.3.

2.4.

2.5.

2.6.

2.7.

2.8.

Whilst it is primarily the responsibility of the local authority and its chief
financial officer to maintain a sound financial position, external auditors will,
as part of their wider responsibilities, consider whether audited bodies have
established adequate arrangements to ensure that their financial position is
soundly based. However, it is not the responsibility of auditors to prescribe
the optimum or minimum level of reserves for individual authorities or
authorities in general.

CIPFA does not prescribe a formula for calculating a minimum level of
reserves. Local authorities, on the advice of their chief financial officers,
should make their own judgements on such matters taking into account all
the relevant local circumstances. Such circumstances vary. A well-managed
authority, for example, with a prudent approach to budgeting should be able
to operate with a level of general reserves appropriate for the risks (both
internal and external) to which it is exposed. In assessing the appropriate
level of reserves, a well-managed authority will ensure that the reserves are
not only adequate but are also necessary. There is a broad range within
which authorities might reasonably operate depending on their particular
circumstances.

CIPFA sets out that reserves can be held for three main purposes:

2.5.1. A working balance to help cushion the impact of uneven cash flows
and avoid unnecessary temporary borrowing — this forms part of
general reserves;

2.5.2 A contingency to cushion the impact of unexpected events or
emergencies - this also forms part of general reserves;

2.5.3 A means of building up funds, often referred to as earmarked
reserves, to meet known or predicted requirements; earmarked
reserves are accounted for separately but legally remain part of the
General Fund.

The annual review of the risk assessment applicable to reserves and
balances has recently been carried out by the Authority’s Risk Manager and
Head of Finance and the result of this risk assessment is given at Appendix
A. This enables Members to see the key risks to which the Service is
exposed and their estimated possible financial impacts.

There are three main categories of risk shown in the assessment: the risk of
legal action being taken against the Authority, resulting in a financial loss; the
risk of financial loss arising specifically from financial activities, and
operational risks which could lead to financial loss. Where risks have been
identified, control measures are in place to minimise either the likelihood or
the impact of the risk and these are also shown in Appendix A.

The approach has examined each of the risk exposures and considered both
the possible financial impact on the Service and the likelihood of occurrence.
A risk factor has been allocated to each risk reflecting the likely frequency of
occurrence of the risk based on historic experience and professional
judgment. It should be noted that the underlying assumption is that not all of
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2.9.

2.10.

2.11.

2.12.

2.13.

2.14.

these risk events will occur simultaneously and, to reflect this, the potential
value of each financial impact is multiplied by its risk factor.

The approach also considers the extent to which financial risks can be
transferred to the private sector by way of insurances, thus creating a
balance between insured and self-financed risk. Where insurances are in
place, the risk value reflects the level of deductible within the insurance

policy.

Residual risk is the extent to which the Authority remains exposed to risks
which are neither insured nor provided for within revenue budgets or
balances. The level of acceptable residual risk equates to the “risk appetite”
of the Service. The Authority has already determined that it generally wishes
to adopt a low risk appetite and therefore the estimated levels of balances
reflect this position.

The risk assessment review identified some changes in risks, mainly in terms
of the increase (or sometimes decrease) in the potential costs of existing
risks. The frequency of risk occurrence has also been reviewed in the light of
another year of experience.

The updated risk assessment shows that an appropriate level of general
reserves and working balances is £3.8m. This risk value has decreased since
last year and the main reason for this is that a further year has passed during
which a number of the risks have not materialised into events thereby
reducing their risk frequency factor.

One risk has been removed: “Pension strain payments arising from
redundancy’. It is considered that the decision to effect a redundancy which
gives rise to a pension strain charge would be at the discretion of the
Authority and is therefore an event which can be planned for and not a risk.

There are four risks where the risk value has increased significantly
compared to the previous year. These are:

2.14.1 The risk that the number of ill health retirements in a year will be
higher than budgeted for. Recent experience is showing an upward
trend in ill health retirements (from £75k to £135k).

2.14.2 The risk value associated with an industrial dispute — this has been
amended to reflect recent experience of the potential annual cost of
industrial action (from £350k to £495k).

2.14.3 The risk value associated with interventions by the Health and Safety
Executive. This has been increased to reflect the recent experience of
another Authority’s costs arising from such an intervention (from £20k
to £315k).

2.14.4 The cost of financing redundancies if sufficient savings cannot be
found to cover this cost. The potential change to the Authority’s
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2.15.

2.16

2.17

2.18

governance may impact on more senior level posts where redundancy
costs could be higher (from £24k to £500Kk).

There are a number of other risks where amendments have been made to
reflect changes in expected likelihood or impact in the light of another year’s
experience. The full risk assessment is given at Appendix A.

As set out in paragraph 2.4, the risk assessment which determines what the
minimum level of reserves should be is carried out using the professional
judgement of the Officers involved in the process. As well as the Risk
Manager and the Head of Finance, the process involves consulting other
Managers with particular areas of expertise in order to determine any new
risks and to identify appropriate levels of risk value and risk frequency. This
detailed review of risks inevitably results in fluctuations in the resulting
minimum level and a review of the results of this process in previous years
shows that the highest minimum level was for the year 2014/15 (£4.2m), but
that the minimum level assessed for 2016/17 (£3.8m) is still higher than the
figure for 2013/14 (£3.4m). The Finance and Resources Committee regularly
receives risk management reports, which show that corporate risks are
regularly reviewed by Officers and that controls are in place to manage those
risks. Even so paragraph 2.14 above demonstrates that risk values can and
do increase, and the strategic risk register includes external risks which could
impact on the Authority in the future.

The projected level of balances by 31 March 2016 is of the order of £7m
which is higher than the £3.8m required, the excess being in the region of
£3.2m. The budget report (elsewhere on this agenda) shows that significant
pressure remains to achieve budget reductions over the next four years and
that contributions from reserves are required to balance the budget in
2016/2017 and in future years. It is considered that it would be prudent to
retain this excess sum within reserves to allow, if necessary, for a
contribution from reserves to support the budget in the years following
2016/2017 whilst longer term budget savings are in the process of
implementation.

It is appropriate to assure Members in this report that the level of balances to
be held by the Authority will be sufficient to cover the risk based liabilities
which may arise and the Treasurer will report on this as part of his duties
under Section 25 of the Local Government Act 2003.

EARMARKED RESERVES

2.19

2.20

In addition to general reserves the Authority holds a number of earmarked
reserves which are funds put aside to meet future items of expenditure. They
may also have arisen from grants or donations which have been received in
anticipation of activities to be undertaken at a future date and therefore held
on the balance sheet as earmarked reserves.

A full review of earmarked reserves was undertaken at the end of the last

financial year. As part of the Authority’s final accounts closedown process, all
earmarked reserves will once again be reviewed by budget managers and
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Finance staff and the final earmarked reserves will be reported to Members
within the Authority’s Statement of Accounts 2015/2016.

2.21 The total value of earmarked reserves at 31 March 2015 was £3.831m.
During the period up to the end of January 2016 approximately £499k of
these reserves had been spent or planned to be spent, and a further
contribution of £130k to top up the pensions ill health earmarked reserve is
planned to fund ill health charges over the next two years. This results in an
expected earmarked reserves balance of £3.461m by 31 March 2016.
Earmarked reserves and their forecast balances as at 31 March 2016 are
shown in Appendix B.

3. FINANCIAL IMPLICATIONS

3.1 The maintenance of adequate working balances is a legal requirement under
S27 Local Government Act 2003, and the Authority’s Treasurer is charged
with determining the adequacy of those balances or, as they are described in
the Act, the “Controlled Reserve”.

3.2 The risk assessment demonstrates that the level of balances should be in the
order of £3.8m.

4. HUMAN RESOURCES AND LEARNING AND DEVELOPMENT
IMPLICATIONS

There are no implications for Human Resources or Learning and Development
arising from this report.

5. EQUALITIES IMPLICATIONS

An equality impact assessment has not been undertaken because this report relates
entirely to accounting matters.

6. CRIME AND DISORDER IMPLICATIONS

There are crime and disorder implications arising from this report.

7. LEGAL IMPLICATIONS

The legal implications and requirements are set out in full within the report.

8. RISK MANAGEMENT IMPLICATIONS

The risk management implications are set out in full in the report and in Appendix A.
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9. RECOMMENDATIONS

It is recommended that Members:
9.1 Note the results of the review of risks shown at Appendix A,

9.2  Approve the proposed minimum level of working balances of £3.8m for
2016/2017.

10. BACKGROUND PAPERS FOR INSPECTION (OTHER THAN PUBLISHED
DOCUMENTS)

None.

John Buckley
CHIEF FIRE OFFICER
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General and Working Balances Risk Assessment APPENDIX A
Risk
Factor
Reflecting | Reserve Revenue
Risk Description Risk Effect Control Measures Insurable | Risk Value Frequency | Required Budget
Reputational damage; Legal Professional HR advice, policies,
costs, employment tribunal costs procedures, management
Discrimination cases unbudgeted training, legal advice N 500,000 0.25 125,000 0
Reputational damage; Legal Professional HR advice, policies,
costs, employment tribunal costs procedures, management
Unfair Dismissal cases unbudgeted training, legal advice N 10,000 0.2 2,000 0
Reputational damage; Legal Professional HR advice, policies,
Settlement Agreements / costs, employment tribunal costs procedures, management
Termination settlements unbudgeted training, legal advice N 100,000 1 100,000 0
Policies, procedures,
Case for damages brought Reputational damage; Legal management training, legal
against the Authority costs, Damages unbudgeted advice, procurement advice 1,000,000 0.2 200,000 0
Policies, procedures,
Appoint independent investigator management training, legal
at request of elected Members Cost of paying investigators advice, procurement advice N 30,000 0.25 7,500 0
Professional HR advice, policies,
Discretionary Compensation procedures, management
scheme training, legal advice N 60,000 1 60,000 0
Professional HR advice, policies,
Reputational damage; Legal procedures, management
costs, employment tribunal costs training, legal advice, equal pay
Equal pay claims unbudgeted audit N 70,000 0.1 7,000 0
Policies and procedures, training
etc. to reduce likelihood of injury.
Injury Compensation Scheme Occupational Health devising new
awards above level budgeted for | Additional costs interventions to reduce risk. N 7,000 1 7,000 0
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Risk

Factor
Reflecting | Reserve Revenue
Risk Description Risk Effect Control Measures Insurable | Risk Value Frequency | Required Budget
Professional HR advice, policies,
procedures, management
Il health retirements higher then training, legal advice, (no
number budgeted for Additional costs earmarked reserve left) N 135,000 2 270,000 0
Pension administration expertise
Pension Ombudsman Rulings Compensation award payment bought in N 5,000 5,000
Medical Appeals re FFPS Cost of appeal process IQMP policy and advice taken N 8,000 1.5 12,000 0
Potential loss of service; risk of
non compliance with statutory
duties and ensuing legal case /
fines; selective industrial action
may not result in sufficient
underspend to cover additional Maintain adequate contingency
costs. Potential ministerial cover. Contingency arrangements
intervention and ensuing well tested during 2013-2015
Local/national industrial dispute reputational damage. industrial action. N 495,000 1 495,000 0
Non compliance with Acquisition of permits / licences;
environmental legislation - Cost of responding to planned drainage works; site risk
support for legal proceedings enforcement action profiles N 70,000 0.25 17,500 0
Training, procedures, effective
SLA's with an appropriate
Negligent fire safety work Litigation allocation of liabilities Y 10,000 0.1 1,000 0
Increase in numbers of Loss of council tax precept
vulnerable people due to income, additional cost of fire
economic climate prevention activity No controls in place N 204,000 0.5 102,000 0
Change in legislation / Loss of use; cost of madifications
regulations and replacements Continuous review process N 100,000 0.1 10,000 0
Unforeseen general change in Increased costs of working due to
legislation / Major Incident doing more or doing things
Reviews differently & costs of training Awareness N 100,000 0.2 20,000 0
Operating procedures; training;
Risk to health, safety & welfare of | Litigation; legal costs & staff written safety policy; risk
employees absence assessments Y 10,500 3 31,500 (0]
Cost of remedial measures; cost
of fine; fees for HSE intervention,
indirect costs of covering internal Operating procedures; training;
resources used to investigate the written safety policy; risk
HSE Interventions issue etc. assessments N 315,000 0.1 31,500 0
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Risk

Factor
Reflecting | Reserve Revenue
Risk Description Risk Effect Control Measures Insurable | Risk Value Frequency | Required Budget
Reignition or other negligence Reputational, financial Operating procedures Y 10,500 1 10,500 0
Loss of confidential data;
Breach of security Information Commission fines Security measures N 100,000 0.1 10,000 0
Redundancies due to current and | One-off cost of redundancy
on-going financial constraints, if payment and potential pension
savings cannot be found from strain is too high a cost to budget Business case and payback
elsewhere for within the revenue budget period N 500,000 0.5 250,000 0
Discovery of major property
structural problem that restricts / Loss of use; cost of repair;
prevents use of all or part of impairment to operational Continuity plans, repair and
building(s) effectiveness refurbishment programme P 600,000 0.1 60,000 0
Loss of use; cost of repair;
impairment to operational Continuity plans, repair and
Fire, flood or other peril effectiveness refurbishment programme Y 1000 0.2 200 0
Theft of assets Disruption Safety procedures Y 1000 1 1,000 0
Own damage Disruption Risk management Y 1000 1 1,000 0
Serious injury to public Reputation, cost, staff time Training and procedures Y 10,500 0.1 1,050 0
Loss of use; cost of repair; Road Risk Group - review of road
replacement vehicle hire; lease risk; training; inclusion of vehicle
Damage to vehicle extensions safety options Y 1,000 100 100,000 35,000
Loss of use; insurance receipt Road Risk Group - review of road
Appliance written off in an may not cover cost of risk; training; inclusion of vehicle
accident replacement safety options Y 120,000 0.5 60,000 0
Loss of use; insurance receipt
may not cover cost of
replacement; appliance
degradation enacted; impact on
Multiple appliances written off in service delivery; impact on
major incident (maximum 2 appliance replacement Training and procedures;
appliances) programme appliance degradation procedure Y 200,000 0.1 20,000 0
Major vehicle defect (affecting Loss of use; cost of rectifying Mutual assistance, robust and
part of fleet) defect if beyond warranty routine fleet inspections N 150,000 0.2 30,000 0
Unforeseen increase in fuel
prices Increased costs None N 70,000 1 70,000 0
Major operational equipment Loss of use; cost of modifications
defect and replacements Inspection routines N 100,000 0.2 20,000 0
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Risk

Factor
Reflecting | Reserve Revenue
Risk Description Risk Effect Control Measures Insurable | Risk Value Frequency | Required Budget
Major fraud Financial loss Internal control Y 5,000 0.1 500 0
Maintain adequate general
Higher than expected pay awards | Large hit on pay contingency contingency N 494,000 1 494,000 0
Significant change in interest Prudential code and treasury
rates Increased costs / loss of income management indicators N 120,000 0.2 24,000 0
Potential additional NI costs,
potential increased membership Monitor ongoing consultations etc
Unforeseen indirect impacts of so employers' superannuation and budget for likely impacts as
changes to pension regulations costs etc. soon as clear N 140,000 0.5 70,000 0
Treasury management strategy,
Business failure of bank or Loss of working capital or risk analysis of investment
investment counterparty investment funds up to £2m options and counterparties N 2,000,000 0.2 400,000 0
Loss of capital receipt to be used Legal advice for major contracts
to finance capital programme, or and due diligence including risk
Failure of counterparty to contribute towards required analysis of prospective
purchase fixed asset for sale savings — financial loss purchasers N 2,000,000 0.2 400,000 0
Unanticipated loss of short term
income i.e. from precept, non Timings of budget process may Network of Chief Financial
domestic rates or government not allow sufficient time to plan for | Officers keep abreast of
grant such changes developments. N 420,750 0.5 210,375 0
Multi-agency plans; New
Dimensions equipment; BCM
plans; Response degradation
Major CBRN / terrorist incident Reduction in capability to respond | policy; Mutual Aid N 86,000 0.1 8,600 0
Multi-agency plans; New
Dimensions equipment; BCM
plans; Response degradation
Natural disasters Reduction in capability to respond | policy; Mutual Aid N 86,000 0.5 43,000 0
Multi-agency plans; New
Dimensions equipment; BCM
plans; Response degradation
Multiple large incidents Reduction in capability to respond | policy; Mutual Aid N 86,000 0.3 25,800 0
Hot or dry summers Increased retained call-outs None N 200,000 0.33 66,000 0
TOTALS 10,732,250 3,880,025 35,000
Minimum level of General Reserve
2016/17 3,845,025
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Earmarked Reserves

Reserve

FUNDED BY GRANTS

LPSA Reward Grant

Fire Investigation

Safe as Houses - Smoke Alarms
Community Safety - Innovation Fund
Resilience Crewing and Training
Thoresby Estate Charitable Trust
Enhanced Logistical Support DCLG

CREATED FROM REVENUE
Pensions Il Health

On Fire Fund - Fire Safety

Fire Control Transition

Agresso Development

Training BCM & Values

ICT Sharepoint Internet/Intranet
Operational Equipment

Capital Reserve

Organisation Transition - one off costs

Swan Project - Ashfield

Fire Control Collaboration Project*
Fire Cadets Project

Backlog Buildings Maintenance
LAT Pull Down Machines
Taxation Compliance
Communications Development

TOTAL

Estimated Spend
Against Reserve in

Estimated
Contributions to

APPENDIX B

Estimated Balance 31 March

Balance 31 March 2015 £ 2015/16 £ Reserves in 2015/16 £ 2016 £
303,952 -130,000 173,952
119,978 119,978
21,661 21,661
200,594 200,594
382,262 382,262
4,047 4,047
6,908 6,908
1,039,402 -130,000 0 909,402
139,561 130,000 269,561
86,749 86,749
168,123 168,123
15,680 15,680
2,864 2,864
97,086 97,086
41,734 41,734
1,154,276 1,154,276
520,980 -369,372 151,608
217 217
219,815 219,815
22,837 22,837
100,000 100,000
11,400 11,400
10,000 10,000
200,000 200,000
2,791,322 -369,372 130,000 2,551,950
3,830,724 -499,372 130,000 3,461,352

* The Fire Control Collaboration Project earmarked reserve has been re-designated for the Tri-Service Control Project (Phase 2)
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1.

BACKGROUND

11

1.2

1.3

1.4

At its meeting on 16 January 2016 the Finance and Resources Committee
considered a report from the Chief Fire Officer setting out the latest budget
position based on the provisional grant settlement and the indicative position
with regard to Council Taxbase.

The Finance and Resources Committee was asked to consider two options for
Council Tax and make recommendations to the full Fire Authority. This report
sets out the implications of the option selected by the Finance and Resources
Committee at its January meeting.

The budgetary position presented to the Finance and Resources Committee
has been updated for the final figures for taxbase and surplus on Collection
Fund and includes a statement by the Authority’s Treasurer in relation to the
robustness of estimates and the adequacy of reserves and balances as
required by S25 of the Local Government Act. Final figures for Revenue
Support Grant and Business Rates Top-up Grant were received as part of the
final finance settlement and these were the same as the provisional figures
received in December 2015.

The Fire Authority is required to set a precept before 1 March 2016 and notify
this to the billing authorities.

2.

REPORT

CAPITAL BUDGET PROPOSALS 2016/2017 TO 2018/2019

2.1

2.2

The Authority maintains a sustainable Capital Programme that has been
planned out over an extended period. This programme seeks to replace
appliances and vehicles when they are approaching the end of their useful life,
maintains a rolling programme of ICT replacements and a property programme
that will both ensure that property remains fit for purpose, is appropriately
located and can be contained within the internal capacity of the organisation to
complete.

The programme is set out for the next three years and reflects proposed new
expenditure. Actual expenditure in each year may also be increased by
slippage approved by the Fire Authority to be carried forward from the prior
year.

The proposed Capital Programme for 2016/2017 to 2018/2019 is therefore as
follows:
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2016/17 2017/18 2018/19
Capital Programme Item Proposed Proposed Proposed
£ £ £

Appliance Replacement (3-3-3) 907,435 908,155 908,905
Special Appliances 51,800 0 0
Appliance Equipment 25,650 0 0
Light Vehicle Replacement 173,346 353,538 407,380
Transport Total: 1,158,231 1,261,693 | 1,316,285
Special Appliances Equipment (Holmatro) 157,000 0 0
BA Sets 0 700,000 0
Equipment Total: 157,000 700,000 0
Feasibility Studies Station design 22,500
Fire Station Project 325,000 2,350,000 75,000
Property Total: 347,500 2,350,000 75,000
ICT Capital Programme 140,000 140,000 140,000
Mobile Computing 20,000 20,000 0
Business Process Automation 95,450 0 0
ICT Total: 255,450 160,000 140,000
Agresso Upgrade 35,000 0 0
Tranman Software 11,000 0 0
IT Systems Total: 46,000 0 0
Total Capital Programme: | 1,964,181 4,471,693 | 1,531,285

2.3  The rescue pump renewals programme assumes that three appliances will be
replaced each year - this is a working assumption based on current fire cover
arrangements. The Authority currently has a contract for rescue pump
replacement procured jointly with Derbyshire Fire and Rescue Service.

2.4  The special appliances budget covers two activities: firstly the procurement of
a new body for an existing chassis to create a general purpose lorry and back-
up vehicle for the Operational Support Unit. This will allow for the disposal of
two smaller vehicles; secondly the provision of updated radio and mobile data
ICT equipment in two existing special appliances.

2.5 The light vehicle programme has been virtually suspended during recent
restructures and the lives of vehicles have been extended where possible.
This was to avoid purchasing vehicles which may not have been required
going forward. A review of light vehicle usage and requirements is currently
underway, but it is expected that there will need to be an element of “catch up”
with vehicle procurement. New station vehicles are planned to be purchased in
the first year of the programme.

2.6  The equipment programme is for the replacement of Holmatro rescue

equipment hoses and pumps next year and the replacement of breathing
apparatus in 2017/2018 when the current provision reaches the end of its life.
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2.7

2.8

2.9

2.10

The property programme allows for one fire station to be re-built during the
three year period, together with a feasibility study to prepare for the next
project. The budget has been phased such that design, project planning and
tendering will take place in 2016/2017 with construction of a new station
throughout all of 2017/2018 and finishing in the final year. The actual station
selected for rebuild or refurbishment will depend on other factors and actual
project proposals will be brought back to the Finance and Resources
committee. This budget sets aside the resources to continue with the
Authority’s sustainable capital programme which will ensure that all property
assets remain fit for purpose over time.

The ICT programme has been pared back and now contains budget to replace
items by way of a rolling programme and provision for the general expansion
of ICT usage across the organisation. The business automation project will
allow for the development of improved and more efficient ICT processes within
the Service.

Two IT systems will require upgrades: the Agresso finance and procurement
system and the Tranman transport system.

The Chair of the Finance and Resources Committee spent the day with capital
budget holders on 3™ November 2015, going through the capital programme
plans and their revenue implications.

REVENUE BUDGETS 2016/2017 TO 2018/2019

2.11

2.12

2.13

The budget report presented to the Fire Authority in February 2015 detailed a
revenue budget requirement of £42.6m for 2016/2017. It was estimated at this
time that this would result in a budget deficit of between £2.3m and £2.7m for
that year, and that there would continue to be a budget deficit going forward
although this was based on assumptions about future funding levels. During
this year’s budget process further savings have been driven out and in
December 2015 the Fire Authority approved a number of measures which
would result in a reduced budget requirement over the next three years.

Detailed budgets have been prepared for the three years 2016/2017 to
2018/2019. A broad outline estimate of the budget requirement for 2019/2020
has also been prepared to give a budget requirement for each of the next four
years. A number of key assumptions have been made in drawing up these
budgets including assumed pay awards of 1% per annum for all groups of
employees. The budget for 2016/2017 was finalised at the end of January
2016, when the surplus on Collection Fund and Taxbase were confirmed by
the billing authorities.

The base budget for the current year 2015/2016 is £41,782,731. The budget
process has resulted in a number of proposed changes to this position, and
these are summarised in the following table for each of the next three years (a
more detailed breakdown is given in Appendix C):
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Changes to Budget Requirement
2016/17 | 2017/18 | 2018/19
£000's £000's £000's
Base Budget
Previous Year 41,783 41,295 42,156
Pay and Inflation
Pay awards, increments, job evaluation 430 439 335
Bank holidays -141 18 -87
Increase in Retained 325 239 80
Pay assumptions 112 29 -5
NI End of Contracting Out 518
Inflation: non-pay 23 26 12
Growth
Work Proposals - various 233 5
Short term project work 185
Unavoidable increases 196 63 30
Princes Trust 194
Remove Section 31 Grant Business Rates
Retention 118
Savings -719 -89 -19
Capital Financing 167 439 142
Restructuring
Fire Protection Conversions -15 -67 -4
Specialist Rescue -818
Contribution to earmarked reserve to fund SRT
reduction in posts in advance of natural turnover 350 -350
Flexi SMs -234
Support Staff various -155 14
Strategic Team Restructure -81
Enhanced Crewing - deletion of 10 posts -387
Adjustment to Reserves - eliminate contribution 2015/16 -570
Additional Surplus on Collection Fund -128
Miscellaneous minor adjustments 27 -4 2
Net Changes in Year -523 862 504
Proposed Base Budget (Budget Requirement) 41,295 | 42,156 | 42,660

2.14 Pay awards in the above table are assumed to be at 1% for the next three
years, in line with the government’s previously announced target for public
sector pay. As well as the pay award, this line includes incremental
progression for administrative and support employees, as well as progression
from development pay rates for operational employees. Where pay for posts
has increased as a result of job evaluation, this is built into the budget as an
on-going cost.

2.15 The number of bank holidays in each financial year can change depending on
when Easter falls. This can have a significant impact on costs as operational
and Control employees are required to cover bank holidays, and this is
reflected as a budgetary change.
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2.16

2.17

2.18

2.19

2.20

2.21

2.22

2.23

Members will be aware from previous reports that an aim over the past year
has been to improve the recruitment and retention of Retained employees, to
increase availability and cover, and savings achieved elsewhere in the budget
have been diverted to the Retained pay budget to help absorb this increased
cost.

Pay assumptions are adjusted each year based on experience and take
account of factors such as employees either opting out of pension schemes or,
in the case of operational employees, transferring between pension schemes.
The introduction of the single tier flat-rate state pension from April 2016 will
bring an end to the National Insurance rebate in respect of employer costs for
employees in the Service’s occupational pension schemes, and this will result
in an increased cost of £518k to the base budget in 2016/2017.

There are a number of other growth areas within the budget, although these
have been kept to a minimum given the reduced funding levels faced by the
Authority. Proposals for new projects and initiatives total £233k in 2016/2017
and these are listed in detail in Appendix C. The most significant of these
relate to the purchase of personal protective equipment for the increased
number of Retained employees, and the organisational development agenda
which seeks to enable the Service to move forward positively in a period of
great change.

The addition of £185k to the 2016/2017 base budget recognises that with a
contracting pay budget and less employees the Service still needs to allocate
sufficient resources to key projects to ensure that they are implemented
successfully. Examples of this are the Emergency Services Mobile
Communications Project (ESMCP), the move to the Public Services Network
and activity to support the Sustainability Strategy for 2020 (reported elsewhere
on this agenda).

The unavoidable increases, which total £196k for 2016/2017, include £98k for
the increased costs of the FireLink communications contract; a £52k
contribution towards the setting up of a regional team to administer the Tri-
Service system; £21k of additional budget required to fund the on-going costs
of recent ill-health retirements.

The increased cost of £194k to support the Princes Trust activity follows a
report to the Policy and Strategy Committee in January 2016, where it was
approved that this funding be put in place for 2016/2017. This represents a
budgetary cost of £150k plus £44k to eliminate a contribution from reserves
previously used to balance the activity’s budget.

Savings have been proposed by Budget Managers during the budget process
and these are listed in full in Appendix C. These total £719k for 2016/2017.

Capital financing budgets have been re-assessed to reflect the proposed
capital programme outlined in paragraph 2.2 as well as slippage from previous
years. Increases in this budget in recent years have been relatively low due to
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2.24

2.25

2.26

2.27

the use of reserves to either finance capital expenditure directly or to fund a
voluntary revenue provision charge as a way of reducing future charges. There
will now be a sharper increase in costs, particularly in the 2017/2018 financial
year and this reflects the Authority’s requirement to continue to replace and
improve its assets.

Restructuring initiatives in the table in paragraph 2.13 total £1,340k and all of
these have already been approved by the Fire Authority so are not explained
in any further detail. Appendix C shows that within this total there is an
offsetting cost of £350k which is a contribution to earmarked reserves in the
year to support the operational pay budget during the year whilst the natural
turnover of employees brings the establishment down to the level approved by
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