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SUMMARY 

This paper is to provide clarity and transparency on the reserves strategy of the Authority.
RECOMMENDATIONS 
The Fire & Rescue - Performance and Resources Board needs to:

1. Note the position regarding Reserves held by the Authority at 31st March 2018.
2. Review and agree the reserves strategy for publication.
RESERVES AND BALANCES GUIDANCE

The Home Office published the Fire and Rescue National Framework in May 2018; in addition, a draft Financial Management Code of Practice has been issued. Both these documents include reference to reserves. The main elements are:

· Sections 31A, 32, 42A and 43 of the Local Government Finance Act 1992 requires billing and precepting authorities to have regard to the level of reserves needed for meeting estimated future expenditure when calculating the budget requirement 

· Fire and rescue authorities should establish a policy on reserves and provisions in consultation with their chief finance officer. General reserves should be held by the fire and rescue authority and managed to balance funding and spending priorities and to manage risks. This should be established as part of the medium-term financial planning process. 

· Each fire and rescue authority should publish their reserves strategy on their website, either as part of their medium term financial plan or in a separate reserves strategy document. The reserves strategy should include details of current and future planned reserve levels, setting out a total amount of reserves and the amount of each specific reserve that is held for each year. The reserves strategy should cover resource and capital reserves and provide information for the period of the medium term financial plan (and at least two years ahead). 

· Sufficient information should be provided to enable understanding of the purpose(s) for which each reserve is held and how holding each reserve supports the fire and rescue authority’s medium term financial plan. The strategy should be set out in a way that is clear and understandable for members of the public, and should include:
 

· how the level of the general reserve has been set; 

· justification for holding a general reserve larger than five percent of budget; and 

· details of the activities or items to be funded from each earmarked reserve, and how these support the FRA’s strategy to deliver a good quality service to the public. Where an earmarked reserve is intended to fund a number of projects or programmes (for example, a change or transformation reserve), details of each programme or project to be funded should be set out.
· The information on each reserve should make clear how much of the funding falls into the following three categories: 

· Funding for planned expenditure on projects and programmes over the period of the current medium term financial plan. 

· Funding for specific projects and programmes beyond the current planning period. 

· As a general contingency or resource to meet, other expenditure needs held in accordance with sound principles of good financial management (e.g. insurance). 

Overall current reserves position

The general reserves of the Authority were £6,823k on 1 April 2018, In addition, to ear marked reserves of £5,761k and capital receipts reserve of £7,790k. 

That takes the total useable reserves of the Authority to £20,374K at 31st March 2018. 

The budget for 2018/19 requires a balance transfer of £2,569k from the capital receipts reserve.
General Reserves
These are held by the Authority and managed to balance funding and spending priorities and to manage risks. These are established as part of the medium term financial planning process. 

The Authority needs to hold an adequate level of general reserves to provide:
· A working balance to help cushion the impact of uneven cash flows and avoid unnecessary temporary borrowing;

· A contingency to cushion the impact of unexpected events;

· A means of smoothing out large fluctuations in spending requirements and/or funding available.

The table below sets out the purpose of the general reserves. These are reviewed on an annual basis and are included in the chief finance officers’ Report on the budget submitted for approval.
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The 2018-19 budget, agreed in January 2018 is £70m, thus 3% equates to £2.1m and 10% to £7m. The authority is at the upper point in this range with general reserves at £6.9m. The National Framework requires that any general reserve above 5% should be justified in the strategy document.
Were the Authority to reduce the level of general reserves to a target of 5% this would release c. £3.5m to fund budget pressures. Should the level of reserves fall below 5% during the next few years then the budget would need to make provision for increasing the general reserve back up to this level. This may take some years to achieve.  
Earmarked Reserves

The Authority has established specific reserves to manage key financial risks.

Any expenditure from earmarked reserves must be authorised by the Commissioner on the advice of the Chief Finance Officer. Reviews are also included as part of both the annual budget and annual accounts processes.

The table below considers the specific reserves currently planned to March 2019. 

[image: image2.emf]Specific Earmarked Reserves Comment  & Review

March 

2017 

Balance 

£’000s

Change in 

2017/18  

£'000s

March 2018 

Balance 

£’000s

Change in 

2018/19  

£'000s

March 2019 

Projected 

Balance 

£’000s - 

Review 

required

Emergency Planning 

To hold savings on the costs of Emergency Planning. 

Balance to be transferred to Essex County Council after 31st 

March 2018

437 32 469 (469) 0

On-Call Demand Pressures

Main area of risk is retained pay budget.  Need to provide 

£0.5m in case of in-year pressure

600 600 0 600

Spend to Save Reserve

March 2018 - Balance of Funding for Sprinklers and £200k 

for Apprentices support

932 932 0 932

Taxbase and Collection Account

Reserve

Last shortfall in 2012/13.  Since then average of over £500k 

favourable balance.

200 200 0 200

National Non-Domestic Rates

Collection Reserve

Risk remains through pooling arrangements, but considered 

low.  Managed in-year

200 200 0 200

Infrastructure Reserve To support future capital expenditure on buildings. 2,400 0 2,400 0 2,400

Rolling Budgets Reserve

To hold balances of expenditure carried forward into the next 

financial year.

140 270 410 (270) 140

Business Continuity Reserve

To provide funds for any business interruption event not 

covered through risk protection funding.  Reduced to reflect 

participation in FRIC

300 300 0 300

Risk Protection

Expected limit of calls from FRIC.

250 250 250

Total Earmarked Reserves 5,459 302 5,761 (739) 5,022


The table shows that we are currently planning to reduce reserves by £3.3m in 2018-19 of which £2.5m is required to balance the budget, £0.5m Emergency Planning Reserve to be returned to the County Council and the release of £0.3m for ICT spend brought forward from 2017-18. 
Review of the level of reserves
In determining the appropriate level of general reserves required by the Authority, the chief finance officer is required to form a professional judgement on this, taking account of the strategic, operational and financial risk facing the Authority.
This is completed based on guidance issued by CIPFA, and includes an assessment of the financial assumptions underpinning the budget, the adequacy of insurance arrangements and consideration of the Authority’s financial management arrangements.

In addition, the assessment should focus on both medium and long-term requirements, taking account of the Medium Term Financial Strategy.

A review of our IRMP is taking place in 2018, this will also help shape our Fire and Rescue plan (2020 to 2024)to be published by the Police, Fire and Crime Commissioner in 2019, this will incorporate a medium term financial plan. These plans will impact on the level of reserves held by the Authority and require a revised reserves strategy 2020 to 2024 to be published on our website in 2019. 
 
There are a number of factors which will influence our financial planning 2020 to 2024, these include, the level of public sector pay settlements, non-pay inflation, future funding settlements, the level of council tax, the impact of changes to pension schemes and costs associated with maintaining cover during industrial action. These all have the potential to materially affect our reserves strategy.
The Local Government Finance Settlement for 2018/19 maintained the current four year

settlement agreed following submission of an efficiency plan to the Home Office in 2016.
Barring exceptional circumstances, the Government expects these amounts to be presented to Parliament each year, up to 2019/20. 

This has provided the Authority with much greater certainty over funding. However, there is only one year of the current multi-year settlement remaining before the Government aims to implement greater business rates retention and the fair funding review of relative needs and resources.
The actual details, and hence impact of these is unknown and may not become clearer until later in 2019. 
In this context the future level of revenue support, grant (£8.3m for 2019/20) and USAR funding (£867K in 2017-18) are not known beyond March 2020.
A further uncertainty is the potential impact of Brexit on the national economy. 

The above factors demonstrate a considerable degree of uncertainty over longer term financial pressures on the Authority .

Given the limited scope for the Authority to increase council tax without holding a local referendum the ability to restore depleted reserves is quite limited. The medium term financial plan to be developed for the period 2020 to 2024 will need to take into account future financial pressures and the impact of these on the budget, cash flow and the reserve requirement.

Any significant reduction in the level of reserves will mean we will need far greater financial agility with a more flexible cost base over the next few years.

Capital Receipts Reserve

Capital Receipts have been generated from the sale of surplus assets, which have not yet been utilised to fund the capital programme. The balance on the capital receipts reserve is £7.8m at 31st March 2018. The budget for 2018-19 makes provision for £2.6m of this reserve to be used to fund past capital financing charges in order to balance the budget.   
Provisions
The Authority has the following provisions to meet estimated future liabilities:

· Risk Protection Provision
This provides for potential liabilities associated with outstanding insurance claims. The provision includes an allowance for incidents in the period where claims have not yet been notified.

· Non- domestic rating appeals
This covers the Authority’s share of outstanding appeals against business rates collection funds, these are calculated each year by local authorities based on their assumptions of outstanding appeal success rates.

· Provisions for payments to leavers
This provides for potential settlements to leavers where the amounts have not yet been agreed at the balance sheet date.  


At the 31st March 2018, the total provisions held in the Balance sheet were £1.0m.
Summary Forward Reserves Position

The following table sets out the summary planned position in terms of reserves and balances

showing the overall level of reserves reducing to approx. £15.1m (c. 21.2% of revenue budget) by 31 March 2020 (pending preparation of the budget for 2019-20). and reducing down to £13.4m (c 18% of the projected revenue budget by March 2024. This position will require review and update once the Fire and Rescue Plan 2020 to 2024 has been completed. 
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Mvmt 

2018-19

Mar-19

Mvmt 

2019-20

Mar-20

Mvmt 

2020-21

Mar-21

Mvmt 

2021-22

Mar-22

Mvmt 

2022-23

Mar-23

Mvmt 

2023-2024

Mar-24

General Reserve 6,823 0 6,823 (1,650) 5,173 (1,675) 3,498 0 3,498 0 3,498 0 3,498

0 0 0 0 0 0

Earmarked Reserves 5,761 (739) 5,022 0 5,022 0 5,022 0 5,022 0 5,022 5,022

0 0 0 0 0 0

Capital Receipts Reserve 7,790 (2,569) 5,221 (350) 4,871 0 4,871 0 4,871 0 4,871 0 4,871

0 0 0 0 0 0

Total Useable Reserves 20,374 (3,308) 17,066 (2,000) 15,066 (1,675) 13,391 0 13,391 0 13,391 0 13,391

Revenue Budget 70,000 70,000 71,000 71,000 71,000 72,000 73,000

% of Revenue Budget

General Reserves 9.75% 9.75% 7.29% 4.93% 4.93% 4.86% 4.79%

Total Useable Reserves 29.11% 24.38% 21.22% 18.86% 18.86% 18.60% 18.34%

Provisions 1,046 (208) 838 838 0 838 0 838 0 838 0 838



As the table shows the position at March 2020, the end of the current four-year funding settlement the reserves position remains healthy. 

The table also reflects a plan to reduce the general reserve from 9.75% at 31st March 2018 to c. 5% by March 2021.

As stated above the position beyond March 2020 is more of a concern as the factors addressed above (funding review, pay settlement, council tax policy, inflation, RSG, grants including USAR) are all uncertain moving forward.

This strategy will therefore be updated on an annual basis to identify and deal with the impact of emerging changes as they develop.


Benefits and risk management implications 
There is a requirement to formulate and publish a reserves strategy on our website.
The formulation of a clear strategy provides a fall back against the circumstances in which the Authority does not act prudently, or there is short term unforeseen financial pressures or is heading for financial difficulty.
The level of reserves is an important risk factor when setting the annual budget and medium term financial plans.    

Legal and equalities Implications 
The Chief Finance Officer is required (S.114 powers) to report to the Authority if there is likely to be unlawful expenditure of an unbalanced budget.  There are no direct legal or equalities implications within this report. 

WORKFORCE ENGAGEMENT
No impact at this stage.
	LOCAL GOVERNMENT (ACCESS TO INFORMATION) ACT 1985

	List of background documents – none.

	

	Proper Officer:
	Acting Chief Finance Officer

	Contact Officer:
	Glenn McGuinness
Essex County Fire & Rescue Service, Kelvedon Park, London Road, Rivenhall, Witham CM8 3HB

Tel: 01376 576100


ESSEX POLICE, FIRE AND CRIME COMMISSIONER FIRE & RESCUE AUTHORITY


Essex County Fire & Rescue Service














Page 1 of 7
Page 2 of 7

