MEDIUM TERM FINANCIAL STRATEGY 2020/2024

APPENDIX 1

Summary
Purpose
The purpose of the Medium Term Financial Strategy (MTFS) is to provide
information to Members, officers, the public and other stakeholders on the
Authority’s planned revenue and capital expenditure and it’s financing over the
next four years.
Background
It supports affordable, sustainable service delivery through the planned use of revenue
budgets, capital budgets, reserves and balances. It contains:
•
•
•
•
•
•
•

Our Reserves Strategy;
Our Council Tax Strategy;
Our Treasury Management Strategy;
Our Investment Strategy;
Our Borrowing Strategy;
Our Savings Strategy; and
Our Capital Strategy.

The Strategy will be updated as further information becomes available and key
assumptions change. The Authority’s planning process for the longer term is policydriven and outcome focused.
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Aims of the Strategy –
‘To secure the financial health and viability of the Service in the future and
develop sustainable financial plans to make Derbyshire Safer’
Achieved by:
Derbyshire Fire and Rescue Authority Key Principles and Outcomes, aligned with its
‘Integrated Risk Management Plan (DFRS IRMP 2017/2021);
Planned underspends to reduce the cost of borrowing, and to strengthen our level of
Reserves for the purpose of financial sustainability and the funding of capital
investment;
Continuing to manage borrowing and apply revenue and Reserve funding where
possible to fund the Capital Programme;
Maintaining sufficient Reserves and balances to cover financial risks whilst continuing
to invest in the Service;
Actively exploring the opportunity for savings through collaborative, targeted and
intelligence led service delivery;
Establish robust partnership relationships to deliver enhanced services to our
communities through greater collaboration;
Actively seeking ‘Invest to Save’, Service Improvement and Collaborative opportunities;
Restricting Council Tax increases as far as practically possible;
Meeting our statutory responsibilities to provide ‘Best Value’ to our communities.
It is imperative that the Medium Term Financial Strategy takes account of the UK and
the global economic climate, particularly following years of extended austerity and the
vote to leave the EU, and should consider how its effects might be managed and / or
mitigated. The Authority recognises that the financial challenges will continue, alongside
new challenges and demands from an ageing population, increasingly complex security
threats, local devolution and climate change. Other issues include the Inspectorate, the
Comprehensive Spending Review, funding post 2019/2020, resourcing to risk, the
Hackitt Review, the Grenfell Enquiry, Kerslake and resilience, the pay dispute and
broadening the firefighters role map.
Spending Review 2019
The September 2019 Spending Round set out the Government’s spending plans for
2020/2021. For the first year since the Spending Review 2002, no department faced a
cut to its day to day budget. A full multi-year spending review will follow in 2020. The
Chancellor’s judgement was based on the OBR’s March 2019 forecast.
For public finances, the headlines from the Spending Review were the total increases of
£2.1bn this year and £11.7bn next year in resource (i.e. day to day) departmental
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expenditure limits (RDEL). The generosity of the spending round – and the comparison
with the previous decade – varies significantly by department.

Source: Office for Budget Responsibility

September’s public finance figures were better than expected thanks to a strong growth
in receipts. However, borrowing for the fiscal year so far is £7.2bn higher than it was
this time last year and could mean that borrowing for the whole of the fiscal year
2019/2020 will be in excess of 2% of GDP. The Chancellor has already announced that
he will be reviewing the fiscal rules in the forthcoming budget, providing him some
scope to loosen fiscal policy.
The long-term demographic, economic and fiscal prospects of the UK and the resulting
challenges for public services is the most significant issue facing the UK and politicians.
It is essential that we continue to focus on medium and longer term operational delivery
and strategic financial planning, in providing a robust financial foundation for the future.
Fire and Rescue Services are amongst the most trusted and valued local public
services. They are risk based organisations meaning that services are designed to
provide resilience against major or multiple events, rather than to meet average
demand. Accordingly we strive to target our resources to those most at risk. Some
authorities are experiencing real challenges in continuing to manage funding
reductions, with the underspend of Fire and Rescue Services nationally shrinking
annually.
Brexit
The Strategic Leadership Team continue to meet regularly, and to consider ways of
identifying and mitigating significant implications for the Service, both financially and
operationally. Any financial impact will be met through the Strategic Risk Reserve in the
first instance.
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Arlingclose, our independent treasury advisers, have issued guidance that ‘clients
maintain sufficient liquidity over Brexit, and maintain a balanced portfolio, with security
and liquidity being a paramount consideration, with yield being a by-product.’
It should be noted that the full detail of the impact on Derbyshire Fire and Rescue
Services budget from 2020/2021 will not be known until the detailed work around
growth requirements and savings has been undertaken, and the draft local
government finance settlement, which is subject to change, has been published
(December 2019).
In a concerted approach to meeting substantial reductions in Government funding,
Derbyshire Fire and Rescue Service has made significant strides in successfully
securing savings in the region of £9.25m ongoing over the period 2011/2012 to
2018/2019. It is on track to deliver additional ongoing savings in the region of £1.8m in
the current financial year. Savings are essential in safeguarding the Authority’s financial
position, particularly in its endeavour to progress and enhance partnership and
collaborative working opportunities through capital investment, Invest to Save
opportunities and its dedication to continue to best protect the community it serves.
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The Authority’s External Auditors have consistently issued unqualified audit reports and
positive Annual Audit Letters to Members. It is a statutory requirement under Section 33
of the Local Government Finance Act for the Authority to produce a balanced budget. In
years 2018/2019 and 2019/2020 DFRS required a contribution from the Strategic Risk
Reserve to present Members with a balanced budget for approval. This approach is not
sustainable.
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National and Local Issues affecting the Medium Term
Financial Strategy

What’s happening nationally and what is the local impact?
Her Majesty’s Inspectorate of Constabulary and Fire and Rescue Services (HMICFRS)
An independent inspection regime (HMICFRS) was introduced in July 2017 to:
•
•

Drive continuous improvement;
Provide assurance to the Government and members of the public about the
performance of each local fire and rescue service.
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Derbyshire Fire and Rescue Service anticipates receipt of the Inspectorate’s report,
which includes an assessment of financial planning, in December 2019.
Police and Fire Collaboration
The Police and Crime Commissioner for Derbyshire has been very clear that he is not
looking to assume responsibility for Derbyshire Fire and Rescue Service and both
organisations are clear that they will retain their own governance and identity. The
collaboration with the Police Service builds further on these principals of joint working,
where there is a demonstrable benefit to the people of Derbyshire.
Business Rate Retention
Revenue Support Grant (RSG) will be phased out in favour of devolved business rates
as local government take on new, as yet undetermined, responsibilities. The LGA has
been working with the sector to ensure that local government is vocal in shaping the
way this new system will work.
It is essential that there continues to be some sort of safety net mechanism to protect
against financial volatility, for example, a significant loss of income due to the closure of
a large business within the boundary.
Business Rates Pooling
DFRS receives 50% rates retention, and remained part of the Derbyshire Business
Rates Pool, in 2019/2020.
Pensions
Treasury Announce Employer Contribution Increases
In September 2018 Her Majesty’s Treasury published its draft Directions for the 2016
valuation for comment. Having reviewed the latest OBR publications and GDP
forecasts, the Treasury proposed a further change to the SCAPE rate.
What this means for DFRS and our Projected Budget Deficit?
Members were informed of this additional budget pressure, estimated to be in the
region of £0.5m (ongoing). This was included as a growth item in the 2019/2020 budget
accordingly. In late February the Government Actuary’s Department published the final
Scheme Specific Employer Contribution Rates, which represented a greater burden
(beyond £0.5m) on DFRS budgets.
Following lobbying by the National Fire Chiefs Council, the Home Office increased the
share of Pensions Grant (to £1.874m for DFRS in 2019/2020). This still leaves just
under £0.6m to find. It is hoped that this additional burden will be better addressed
through the Local Government Finance Settlement 2020/2021.
It is clear that the cost implication of rising contributions for both uniformed and nonuniformed members will pose a significant budget pressure in the immediate future. In
a recent letter to the Local Government Finance Settlement Team, the NFCC has
stressed that ‘it is vitally important that additional pensions costs continue to be
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recognised going forward.’ Members continue to be updated on the impact on DFRS
budgets and the financial implications.
Emerging Pension Risk (McCloud v Sergeant)
A new type of pension claim will soon be issued against Fire and Rescue Authorities. In
short, the claims relate to members of the 2006 Scheme who were not transferred to
the 2015 Scheme (and never will be), which they claim would have provided them with
better benefits. In respect of this we understand that the FBU’s legal representatives will
be seeking a stay of the claims early in the proceedings, in the expectation that they
can be resolved through negotiation rather than lengthy litigation. DFRS has instructed
that the LGA act on our behalf.
The Public Services Pensions Act 2013
Further to the Public Services Pensions Act 2013, Derbyshire’s Pension Board has
oversight of the Fire and Rescue Authority’s administration of the fire-fighter’s pension
schemes 1992, 2006 and 2015. Further, the cost of ill-health retirements, early
retirements and authority initiated early retirements now fall to the Authority to meet. A
concern is that the requirement for firefighters to work for longer could result in more
costly ill-health retirements, as firefighters fail to meet fitness standards. There are also
potential additional costs associated with tax changes on ill-health retirements and
injury awards for on call firefighters.
Emergency Services Mobile Communication Programme (ESMCP)
Set up by the Home Office, ESMCP will replace the current communication service
provided by Airwave. The new service will be called the Emergency Services Network
(ESN). Utilising the latest mobile technology in 4G and LTE, ESN aims that the
functionality, coverage, security and availability needs of the UK’s emergency services
are fully met.
The ESN is a new closed communication system that will allow the UK’s emergency
services to communicate with each other securely and reliably. It replaces the current
system, Airwave, which is due to expire. The Home Office’s new network relies on
technology not yet in use nationwide anywhere in the world. This raised concerns about
implementation risk, as set out by the National Audit Office and as examined by
Parliament.
Members approved that DFRS participate in the ESMCP in March 2016. A Regional
Strategic Board has been established and a Regional Coordinator has been appointed
to work with Service leads and to enable collaboration across the regions.
During the transition period DFRS will continue to pay the costs of Firelink, and to
receive the associated New Burdens Grant. This currently results in an annual net cost
to the Service of around £100,000.
The Service has received grant funding for the project (the balance of which is £1.3m)
and has also established an earmarked reserve for £1.3m towards ongoing investment.
New Tax Risks – Use of Intermediaries
Proposals by the Government to make public sector bodies account for tax and
National Insurance Contributions (NICs) on payments to personal service companies
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(PSCs) or other intermediaries from April 2017 imposed new obligations on DFRS and
pose a serious tax risk if not dealt with correctly. Payments now need to be made
through the payroll to account for tax and NICs, with the potential for DFRS to pay over
employer NICs of 13.8% over and above the payment to the PSC. Cost implications will
continue to be considered through the Authority’s Medium Term Financial Plan.
Apprenticeship Levy
The Government introduced Apprenticeship reform in April 2017. As a result, the levy
is applicable to employers in any sector with a pay bill of more than £3m per year, and
is charged at 0.5%. The levy is paid to HMRC through PAYE, this commenced in April
2017. A levy allowance of £15,000 is offset against the payment. Employers are able to
use the levy to meet the cost of training for apprenticeships.
The annual cost of the levy to DFRS is around £150,000 and decisions on how to use it
are managed through the Workforce Planning Group. Ongoing costs will be provided
for in the Medium Term Financial Plan 2020/2021 to 2023/2024, and will be impacted
by the recent increase in employer pension contributions.
What’s happening locally?
Derbyshire Police and Fire Partnership (DPFP)
In December 2014, the Chair of Derbyshire Fire and Rescue Authority and the Police
and Crime Commissioner Derbyshire (PCCD) signed a Limited Liability Partnership
(LLP) agreement that would enable them to build a new joint headquarters for
Derbyshire Fire and Rescue Service and Derbyshire Constabulary. DFRS successfully
secured £1.5m of transformation funding towards the joint project, to be delivered
through a new, purpose built facility. The project is in line with government policy for
increasing efficiency and providing transformation through the collaboration of public
services.
The first phase of the business plan has been further enhanced with the co-location at
the headquarters site of a second partnership initiative comprising a training centre and
Police firing range. There is also a wider Police and Fire estates strategy to develop
joint Fire, Police and Ambulance facilities whilst reducing the burden of cost to our
communities.
Making Derbyshire Safer Together
The Fire and Rescue Authority, along with SLT, have approved that the DFRS vision be
aligned with the Derbyshire Police vision, and as such has jointly relaunched ‘Making
Derbyshire Safer Together.’
We have been Making Derbyshire Safer together for a number of years, whether that
be together with our collaborative partners, or with the communities we serve, so a
common vision is natural progression.
Having a common vision demonstrates our commitment to ongoing collaboration and
shows that both organisations are focusing on and working towards the same aim.
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Other Local Collaboration
The Strategic Police and Fire Collaboration Board meet regularly and there is a firm
commitment to explore areas for collaboration, where there is a mutual benefit and a
deliverable outcome for the communities of Derbyshire.

Both Police and Fire Executive Teams participated in ‘Shared Service Architecture’
development training and subsequently developed 10 initial areas of collaboration to be
explored. This acted as a catalyst for wider engagement and workshops have been
held with staff.
Current workstreams for possible development include the following:
1.

Assets;

2.

Crime Investigation;

3.

Specialist Operations (e.g. water safety, method of entry, incident command);

4.

Prevention;

5.

Internal Communications;

6.

Information Systems;

7.

Reception (project completed);

8.

Procurement / Stores;

9.

Organsiational Development & Leadership;

10. Fleet (e.g. joint fleet management system, co location of fleet, shared contracts).
These workstreams are supported and endorsed through our IRMP 2017/2020.
Joint Fire Control for Derbyshire and Nottinghamshire Fire
In December 2018 the Fire and Rescue Authority gave approval for Derbyshire Fire and
Rescue Service to undertake the Nottinghamshire Fire and Rescue Service Control
function, under section 16 of the Fire and Rescue Services Act. The Joint Control
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successfully went live in July 2019. It is delivered through a Derbyshire led ‘lead
authority’ governance model, with NFRS having joint decision making rights.
It is anticipated that this collaborative project could secure savings in the region of
£0.35m for each Service on an ongoing basis, whilst accepting that the project would
incur some significant one-off set up costs.
The successful delivery of the project has required the efforts of many Portfolios across
the Service, and those of NFRS, namely Control, HR, ICT, Corporate Finance,
Property, Corporate Communications, amongst others. Savings secured will be outlined
to Members in the Medium Term Financial Plan 2020/2021 to 2023/2024 in February
2020.
DFRS continues to take a measured and managed approach to removing barriers to
greater collaboration in its shared approach to matters such as estates, procurement,
training and mobilisation.
Other Regional Collaboration
Members are referred to the Property Asset Management Plan 2018 to 2028 which was
approved in September 2018.
Property_Asset_Management_Plan_2018-2028.pdf
Alongside the establishment of a Joint Director of Finance for Derbyshire Fire and
Rescue Service and Derbyshire Constabulary, a Joint Fire / Police Assets role, and
ongoing progress in relation to the establishment of a joint Property function, colleagues
from the Police Partnerships, Prevention and Collaboration team are now working
alongside our own Prevention and Inclusion Team in the P&I office at Headquarters.
This forms part of a six month trial effective Oct 2019.
The Authority remains committed to supporting joint and collaborative working with fire
sector colleagues across the region and has played a prominent part in the Tri Service
Control programme, as well as other regional initiatives to include cross-border
workings and the dog unit.
The Authority is also collaborating with partnering fire services on the early stages of
the Emergency Services Mobile Communication Programme.
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These opportunities for joint working will maximise value for money and enhance
community safety in general, and are in accordance with the collaboration agenda
supported nationally. DFRS will continue to explore and exploit further opportunities to
improve the safety of our communities and to secure efficiencies over the longer term to
2024/2025, the period of the Transformation Funding bid, and beyond.
Implications for the Service
Derbyshire Fire and Rescue Service has been proactive in its approach to addressing
cuts in funding over the period 2011/2012 to 2019/2020. Planned underspends in years
2011/2012 to 2018/2019 were achieved as a direct result of the drive to secure savings
in light of severe funding reductions. More specifically, the Authority’s success in
achieving savings ahead of funding reductions has enabled us to reduce borrowing
costs and to maintain an appropriate level of reserves, which will serve to support our
longer term financial position and the development of the Service. Planned
underspends in 2019/2020 will further safeguard the Authority’s longer term financial
resilience. The following graphs illustrate the Authority’s position as benchmarked
against other Fire and Rescue Services.

Value for Money Profiles
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The Service’s financial strategy balances the application of our savings,
reserves, treasury management, capital, borrowing, investment, and council tax
strategies in order to provide value for money to the taxpayer and to safeguard
frontline service provision to the community.
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Our Capital Strategy
The Chartered Institute of Public Finance and Accountancy (CIPFA) Prudential Code
requires local authorities to produce a Capital Strategy to demonstrate that capital
expenditure and investment decisions are taken in line with service objectives and take
account of stewardship, value for money, prudence, sustainability and affordability.
Capital Expenditure
Capital expenditure is incurred on the acquisition or creation of assets, or expenditure
that enhances or adds to the life or value of an existing asset. These are assets that
yield benefits to the authority for a period of more than one year, e.g. land, buildings,
vehicles.
The Capital Programme is the Authority’s plan of capital works for future years and how
they are to be financed.
The main objectives of the Capital Strategy are:•
•
•
•

To ensure that capital investments and the management of resources contribute
fully to the Authority’s Vision, Values and Priorities as outlined in the Integrated
Risk Management Plan 2017/2021;
To ensure efficient use of limited resources and assets with regard to affordability
and risk;
To provide a framework for the management and monitoring of the Capital
Programme;
To ensure the most cost effective use is made of existing assets and new capital
investment.

Background
Derbyshire Fire and Rescue Service’s Capital Programme supports the service
provision and links with the Integrated Risk Management Plan, Asset Management
Plan, ICT Strategy, and Medium Term Financial Strategy.
The capital budget is driven entirely by organisational priorities, supported by business
plans. Capital spend will be financed by the most advantageous method prevailing at
the time it is required, and will comply with the Prudential Code. A comprehensive
options appraisal will be carried out before capital financing decisions are taken.
Uncertainties remain around capital funding and how capital funding requirements will
be assessed in future years. The Capital Development Reserve has been used to
safeguard the Authority’s position in recent years, however the Authority will need to
consider other funding options moving forwards as the reserve becomes depleted.
The existing capital programme covering the period 2019/20 to 2022/23 was agreed as
part of the budget setting process by Fire and Rescue Authority on 14th February 2019.
The current programme is updated and reported to Fire and Rescue Authority on a
regular basis. The updated Capital Programme for 2019/20 is in the region of £3.6m.
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Over the period 2019 to 2023 the Authority’s total forecast capital expenditure is
£24.4m.
The chart below illustrates the percentage of total capital expenditure by type over this
period:

Principal Capital Programme Projects
Co-Location Programme – a programme of co-location projects with Derbyshire
Constabulary will see adaptions to Fire Stations over a period of 15 years. Works took
place at Ashbourne during 2018/2019 and the schemes at Shirebrook Fire Station and
Bakewell Fire Station will be completed in 2019/20. The estimated costs will largely be
met by contributions from Derbyshire Constabulary and are subject to separate
Authority approval.
Separate Male & Female Locker/Changing Facilities at On-Call Fire Stations – a two
year programme is underway across the DFRS Estate to provide new and improved
existing station amenities for all firefighters.
ICT Strategy – the ICT Strategy is currently under review as projects are reprioritised in
line with the Authority’s vision. Changes will be reported to Fire Authority as the strategy
is shaped.
ESN and Tri Control – uncertainty remains around the progress of the Emergency
Services Network and the development of Phase 2 of the Tri Control project. Members
will be updated as more information becomes available.
Transport – the Transport Strategy makes provision for a Vehicle Replacement
Programme which is reviewed and updated annually.
Capital expenditure for 2020/21 includes £0.428m due to a change in the accounting for
leases and the Private Finance Initiative.
•

Property leases for the Joint Headquarters and Joint Training Centre,
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•

Transport leases for Officer Cars.

Financing the Capital Programme
The Authority can invest in a capital programme as long as its capital spending plans
are affordable, prudent and sustainable.
The main sources of finance for capital spending are as follows:
•
•
•
•
•
•

Capital Receipts (from sale of the Authority’s assets);
Capital Grants;
External Contributions;
Earmarked Reserves;
Revenue Contributions;
Prudential Borrowing.

The chart below shows the proposed financing of the capital programme over the
period 2019 to 2023.

The Ministry of Housing, Communities and Local Government (MHCLG) have
confirmed that its policy on the flexible use of capital receipts has been extended to
2021/22. This gives local authorities the freedom to use 100% of capital receipts to
invest in projects which seek to transform service delivery. The Authority will use
anticipated capital receipts from the sale of the Littleover Headquarters and houses at
Matlock and Glossop to fund future year’s capital expenditure, however at this stage the
profile of when the receipts will be received is unclear.
While the Authority has sufficient reserves in the short term it will need to borrow
externally to fund the capital programme in the future. Early estimates of the 2021/2022
Capital Programme forecasts borrowing in the region of £2.1m increasing to £3.0m in
2022/23. Depending on the timing of capital receipts; borrowing may be necessary
earlier and begin during 2020/21.
Page 16 of 41

ITEM 11

The Prudential Code requires the Authority to report on a number of indicators in
relation to Treasury Management activities; these are reported fully to Members in the
Treasury Management Strategy in February and then throughout the year in capital and
prudential indicator monitoring reports. With regard to borrowing, the Authority must
report on the operational and authorised limit of debt. The operational boundary takes
account of the Authority’s existing debt plus the most likely estimate of capital
expenditure and financing for the year. The authorised limit sets the maximum external
borrowing for the Authority and cannot be exceeded during the year. Currently the
operational limit and authorised limit stand at £9.80m and £10.40m respectively.
Revenue Consequences of the Capital Programme
A significant proportion of Capital Programme in the future is likely to be financed by
borrowing; this exposes the Authority to the risk of changing interest rates.
The Authority is required to set aside a Minimum Revenue Provision (MRP) in respect
of capital expenditure previously financed by borrowing; this currently stands at an
annual charges of £679,000. As the Authority borrows to fund capital expenditure then
so the amount required to be set aside increases.
Governance Arrangements
It is important that an appropriate governance framework is in place to support the
Capital Strategy and as such the following procedures are in place:
•
•
•
•
•

All schemes included in the Capital programme must be approved by Fire
Authority;
The budget for each capital scheme is assigned under the control of one project
manager;
Officers monitor the progress of the Capital Programme on a monthly basis;
Progress of the Capital Programme is reported to Fire Authority on a quarterly
basis;
The authority’s Financial Regulations and Standing Orders provide strict
guidelines in relation to capital budgets and variations to spend.

Knowledge and Skills
In order to manage the Capital Programme the Authority employs qualified and
experienced staff. Access to courses is provided to enable staff to keep skills up to
date and complete their Continuing Professional Development (CPD) requirements.
The Authority also procures, where required, expert advice and assistance externally.
The Authority ensures that Members are suitably qualified to undertake their
governance role.
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Our Treasury Management Strategy
The overall objectives of our Treasury Management Strategy are as follows:
•
•
•

To ensure sufficient funding is available for day to day activities and capital
projects through the effective management of cash flow;
To seek to reduce the financial impact on the revenue account of net interest
costs through optimal levels of borrowing and investment levels;
To ensure the security of investments and liquidity of funds. To maximise income
from the Authority’s investments after ensuring these two considerations are met.

Background
A detailed Treasury Management Strategy is approved by Fire Authority annually. The
current strategy was approved on 14 February 2019.
Derbyshire Fire and Rescue Authority have a statutory responsibility to safeguard
prudence and sustainability of its capital investment. The Local Government Act 2003
(the Act) and supporting regulation requires the Authority to ‘have regard to the CIPFA
Prudential Code and the CIPFA Treasury Management Code to set Prudential and
Treasury Indicators for the next three years’.
It is a statutory duty under Section 3 of the Act and supporting regulations, for the
Authority to determine and keep under review how much it can afford to borrow,
referred to as the ‘Affordable Borrowing Limit’.
The Authority must have regard to the Prudential Code when setting the Authorised
Limit, which requires that total capital investment remains within sustainable limits and
has an acceptable impact upon future council tax levels.
Approach
Our Borrowing and Investment Strategies can be found in Annex 1 and 2.
In contemplation of its Treasury Management Strategy, the Authority gives due
consideration to the following:
•
•
•
•
•
•

Prudential and Treasury Indicators;
Treasury limits in force and Treasury ‘risk’;
Borrowing requirements;
Interest rate prospects;
The security of capital; and
The liquidity of investments.
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Our Savings Strategy
Background
Savings are required to bridge the gap between spending pressures and reductions in
government funding. The Authority is facing continued and increasing pressure to:
•
•
•
•

Find even more savings to balance the budget over the medium term;
Achieve and maintain financial stability over the medium and longer term;
Deliver agreed priorities and objectives, including meeting changing statutory
and legislative duties;
Deliver value for money for local people and taxpayers, through working together
with our partners.

The Effectiveness Programme from 2011/12 to 2014/15 achieved significant ongoing
savings of £5.6m and one off savings of £6.6m.
Our savings should be considered alongside savings monitored and delivered through
Service Improvement and self-initiated savings, both cashable and non-cashable.
Service Improvement
Service Improvement is about much more than delivering savings although we actively
measure, report and celebrate savings achieved through the Service Improvement
Programme designed ‘to improve the efficiency and effectiveness of service delivery
through developing our people, systems and processes’.
Service Improvement drives more efficient and effective working practices which are
essential in sustaining the mindset of employees in focusing on how they can contribute
towards the longer term financial resilience of the Service. Ongoing activities include
the following:
•
•
•
•
•
•

Explore and embrace opportunities for partnership working and collaboration;
Departmental reviews to ensure they are ‘match fit’ and customer-focused with a
particular focus on streamlining transactional services and processes to support
the reduction of duplication of effort;
Exploration of areas for income generation including sponsorship;
New flexible ways of working (work styles) and associated behaviors;
Making the best use of our technology e.g. ICT/equipment/fleet;
To continue to explore opportunities for further efficiencies through effective
procurement.
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Illustrative ‘Totaliser’ Savings

The Fit to Respond Programme and IRMP (2017 – 2020)
Whilst we have planned to manage risk through our activities in Prevention, Protection
and Response, we are always looking to other ways to improve how we work and to
achieve savings. We call these our development themes, as endorsed by the IRMP
2017/2020.
Service Development
Theme
Review Corporate
Layers of Assurance

Review Staffing Levels,
Duty Systems and Ways
of Work

Definition of the Theme
Activities under this theme will systematically evaluate
internal activities used by portfolios to authorise and assure
compliance. They will make sure that they are
proportionate to the risks they are trying to control and that
duplication is minimised.
Projects under this theme will look at the number of staff
we have working in the community, the number of fire
engines we have in some parts of the county, and the shift
systems that crew these fire engines. This will allow the
Service to make sure the blend of prevention, protection
and response activity is balanced and proportionate in
each area of Derbyshire.
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Collaboration and
Shared Services

This is an area we have been focussing on over the last
few years and which we know can improve community
safety. With the new Police and Crime Bill also requiring
emergency services to collaborate, we will undertake more
joint working projects looking at services and assets over
the next few years which will benefit Derbyshire
communities and save money.

Community Safety and
Partnership Working

Activities under this theme will develop our partnership
working and relationships with other agencies to work more
effectively in communities. This will aim to improve social
wellbeing and public safety across Derbyshire and Derby
City.

Service Improvement

Activities under this theme will improve the efficiency and
effectiveness of service delivery by developing our people,
improving processes and updating systems. This
commitment to continuous improvement is vital to provide
the best service possible to communities.

The Authority’s new IRMP (2021 – 2023) will identify further projects. The Authority’s
financial and operational plans are clearly integrated and project forward in
considerable and appropriate detail, and it is evident that significant additional savings
will need to be delivered between now and 2023/2024 in order to balance the budget.
An updated position will be reported to Members in February 2020 as part of the
Medium Term Financial Plan and 2020/2021 budget setting process. Savings of £9.25m
were delivered over the period 2011/2012 to 2018/2019. A further £1.8m target savings
were identified as part of the 2019/2020 budget setting process and are included in our
montoring reports.
Ongoing Programme Savings – 2011/2012 Onwards
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Our Reserves Strategy

Background
The level of reserves held is very much a local decision and will be guided by DFRS’s
perception of risks and threats, goals and aspirations. The requirement for financial
reserves is acknowledged in statute.
A recent NFCC survey found that Fire and Rescue Authorities are forecasting
significant reductions in their Reserves, which would require an increase in funding to
ensure the sustainability of the service. However, similar forecasts made in 2018 have
yet to materialise.
With continued pressures, challenges and demands, Reserves enable the Service to
plan ahead for more than 12 months at a time, which is crucial for the purpose of
financial sustainability, improving our service to the community, and ensuring that
taxpayers get value for money.
Reserves are an important component of the Authority’s financial planning, but they are
not a sustainable solution to funding shortfalls. Members approved the use of the
Strategic Risk Reserve to bridge the funding gap in its budget in years 2018/2019 and
2019/2020, and are advised by the Director of Finance / Treasurer that this approach is
not sustainable.
The Service holds general reserves to provide for unexpected events and ongoing
budget pressures, the funding reductions being the most notable example, with many
public sector organisations using reserves to balance budgets.
The General Reserve is to provide for any unexpected expenditure that cannot be
managed within existing budgets. Such expenditure would be one-off and extraordinary
in nature. General reserves are maintained at 5% of net expenditure which is consistent
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with published best practice and aligns with the advice of the Director of Finance /
Treasurer.
Earmarked reserves are held for specific future spending (i.e. planned service changes
and developments, capital spending, legislative and statutory reasons), for specific risks
(i.e. uncertainty surrounding future capital funding, potential or threatened litigation) or
possible future events. It is prudent that the Authority identifies such areas of
expenditure and sets aside amounts that limit future risk exposure. An insufficient level
of reserves would render the Authority vulnerable to unexpected events and economic
shock. Future challenges and uncertainties which could impact on the use of our
reserves include the following:
•
•
•
•
•
•
•
•
•
•

Prospects for economic growth and interest rates going forward;
Changes to principal funding schemes and in particular 100% Business Rates
Retention Pilot and the Government’s target for 75% retention in 2020/2021;
Financial uncertainty associated with the absence of multi-year settlements in
2020/2021 and new budget pressures;
Review of the Fair Funding formula (delayed);
The ever-uncertain backdrop of Brexit and an imminent general election;
Implications of the Hackitt Review and Grenfell Inquiry (and other reviews);
Increasing Employer Pension Contributions, pension grant shortfalls and new
legislative rulings;
The significant increased cost of pensions, higher pension ages and the reform of
ill health benefits;
Future pay awards and broadening the role map;
Implications and investment in the roll out of the Emergency Services Network.

Our 2019/2020 Opening Reserves
Reserves are assessed annually by the Director of Finance / Treasurer for their
appropriateness in accordance with the Local Government Act 2003. At this time a
comprehensive review of their purpose, volatility and impact on the financial position of
the Service is undertaken. The 2019/2020 Opening Usable Reserves balance of
£10.3m reflects the favourable 2018/2019 and prior years’ outturn position. Members
are notified of early estimates of the 2019/2020 closing balance at each Fire Authority
meeting. This will depend to some degree on the level of capital expenditure incurred in
year. See summarised Opening Reserves below:
Earmarked Reserves
Tri Control and ESN Grant
Invest to Save Reserve
Capital Grant Unapplied

£3.884m
£1.290m
£0.316m
£1.270m

Total Earmarked Reserves £6.760m
General Reserve
Strategic Risk Reserve
TOTAL RESERVES

£1.900m
£1.642m
£10.302m
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Source: National Fire Chiefs Council

DFRS has below average reserves. Proportionately our share of Earmarked Reserves
is higher than comparative Fire and Rescue Services. This enables us to protect the
Service against financial risk.
Earmarked Reserves include the following:
•

Capital Development Reserve £2.2m - to support the Capital Programme, the
Authority’s commitment to longer term planning, and the future development of the
Service.

•

Other Earmarked Reserves, which include Workforce Contingency Reserve
£0.2m, Protecting the Most Vulnerable Reserve £0.2m, and Joint Personal
Protective Equipment Reserve £0.9m, will be required to support revenue
expenditure in the current financial year.

Value for Money Risks – Ernst & Young, in their year end auditor’s report, concluded
that financial resilience was not a significant risk to their VFM conclusion, whilst
referencing the planned use of reserves to support the General Fund budget in each of
the next 3 years. They concluded ‘we are satisfied that the Authority’s General Fund
reserve balance at the 31 March 2022 will remain above the Authority’s approved
minimum level of £1.9m.’
An appropriate level of reserves is essential in safeguarding the sustainability and
future financial resilience of the Service, particularly in a time of continued economic
uncertainty and instability. A Statement of Estimated Reserves will be reported to
Members at the February 2020 Fire Authority meeting for the period to 2023.
General Reserve
Purpose: To provide for any unexpected expenditure that cannot be managed
within existing budgets. Such expenditure would be one-off and extraordinary in
nature.
Activity: Volatile – likelihood is unpredictable. Significant impact, provides the
Authority with capacity to maintain operations in the event of significant one off
large scale incidents and pressures.
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Procedure for management and control: the level and utilisation of the reserve is
formally determined by the Fire Authority, on the advice of, and information
supplied by the Director of Finance / Treasurer.
Timescale for review: Annual.
Strategic Risk Earmarked Reserve
Purpose: To meet significant unforeseen pressures, changes in funding, major
incidents including environmental and large scale incidents, strike action,
business continuity and security implications. To provide temporary funding from
reserves to cover delays or shortfalls in delivering IRMP programme savings and
to provide an unallocated reserve to cushion the impact of funding cuts.
Activity: Volatile – such events are unpredictable but need to be provided for.
Significant impact, provides the Authority with capacity to maintain operations in
the event of significant one off large scale incidents and pressures.
Procedure for management and control: the level and utilisation of the reserve is
formally determined by the Fire Authority, on the advice of, and information
supplied by the Director of Finance / Treasurer.
Timescale for review: Annual.
Invest to Save Earmarked Reserve
Purpose: To provide funding to deliver structural change and pump prime
projects which require investment to deliver savings in the longer term. The
reserve further provides for service and delivery improvements, funding for which
is not inherent in the base budget.
Activity: Uncertain – uncertainty in government funding and on-going effect of
local government reform, years 2017/2018 and beyond. Significant impact,
limited notice of changes in government policy and material sums of money are
involved.
Procedure for management and control: the level and utilisation of the reserve is
formally determined by the Fire Authority, on the advice of, and information
supplied by the Director of Finance / Treasurer.
Timescale for review: Annual.
Tri Control and ESN Earmarked Reserve
Purpose: To provide for the uncertainty around the Tri-Control and ESMCP
projects and emerging requirements. To build capacity to support alternative
mobilising systems if required, the replacement for Airwave, the new Emergency
Services Network and meet other national resilience proposals.
Activity: Volatile – uncertainty in government funding and diminishing
opportunities to claim for New Burdens funding. Significant impact due to limited
notice of changes in government policy and material sums of money are
involved.
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Procedure for management and control: the level and utilisation of the reserve is
formally determined by the Fire Authority, on the advice of, and information
supplied by the Director of Finance / Treasurer.
Timescale for review: Annual.
Capital Development Earmarked Reserve
Purpose: To offset future borrowing costs and to fund future capital programme
schemes. This reserve provides for expenditure specific to the Property, ICT and
Transport Capital Programme, and is particularly valid in light of future capital
funding uncertainties.
Activity: Uncertain – uncertainty over capital grant and Transformation Funding
beyond 2016/2017. Significant impact due to limited notice of changes in
government policy and material sums of money are involved.
Procedure for management and control: the level and utilisation of the reserve is
formally determined by the Fire Authority on the advice of, and information
supplied by the Director of Finance / Treasurer.
Timescale for review: Annual.
Workforce Contingency Earmarked Reserve
Purpose: To provide for employee related costs associated with internal
restructuring or the disestablishment of posts due to partnering opportunities, to
include voluntary and compulsory redundancy payments.
Activity: Uncertain – subject to organisational need and external funding
pressures. Impact is not anticipated to be significant.
Procedure for management and control: the level and utilisation of the reserve is
formally determined by the Fire Authority on the advice of, and information
supplied by the Director of Finance / Treasurer.
Timescale for review: Annual.
Ill Health Pension – Refund of Taxation Earmarked Reserve
Purpose: To provide for the potential refund of taxation on On Call Injury
Awards for the period prior to 2013.
Activity: Uncertain – subject to legal clarification.
Procedure for management and control: the level and utilisation of the reserve is
formally determined by the Fire Authority on the advice of, and information
supplied by the Director of Finance / Treasurer.
Timescale for review: Annual.
Members are requested to consider broadening the scope of this Reserve, which
will be put to Members at the December 2019 Fire Authority meeting. This is to
provide for current and emerging pension related risks.
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BA Training House R&M Fund Earmarked Reserve
Purpose: To provide for essential repairs and maintenance works to the fire
house units at the Joint Training Centre, due to the expensive nature of repair.
Activity: Uncertain – timing of requirement unknown. Potential for significant
impact given associated high cost.
Procedure for management and control: the level and utilisation of the reserve is
formally determined by the Fire Authority on the advice of, and information
supplied by the Director of Finance / Treasurer.
Timescale for Review: Annual.
System Development Earmarked Reserve
Purpose: Established to enable the development of key systems, such as
Agresso. Funding for development purposes is not inherent within the base
revenue budget.
Activity: Subject to timescale for upgrade, and ICT resource availability.
Impact has potential to be significant, due to the Service’s reliance on key
financial systems.
Procedure for management and control: the level and utilisation of the
reserve is formally determined by the Fire Authority on the advice of, and
information supplied by the Director of Finance / Treasurer.
Timescale for review: Annual.
Protecting the Most Vulnerable Earmarked Reserve
Purpose: Established to safeguard prevention activities currently undertaken
with partner agencies in the main, and to support schemes and partners in
providing health and wellbeing support to the most vulnerable members of our
community.
Activity: Uncertain – depends largely on partnership activities. Small financial
impact to DFRS, but potential for significant impact in the community, for
example, a house fire to horder’s premises.
Procedure for management and control: the level and utilisation of the reserve
is determined by Fire Authority on the advice of, and information supplied by
the Director of Finance / Treasurer.
Timescale for Review: Annual.
Estimated Mileage Costs – Joint Headquarters Earmarked Reserve
Purpose: To provide for one off costs associated with the move to the new
joint HQ.
Activity: Any remaining expenditure to be incurred during 2019/2020. Minimal
impact.
Procedure for management and control: the level and utilisation of the
reserve is formally determined by the Fire Authority on the advice of, and
information supplied by the Director of Finance / Treasurer.
Timescale for review: Annual.
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Joint PPE Review Reserve
Purpose: To provide for the purchase of replacement structural Personal
Protective Equipment from the National Chiefs Council Framework
Agreement.
Activity: Uncertain – links to delivery lead time and roll out of kit. Significant
impact regarding firefighter safety and sums involved.
Procedure for management and control: the level and utilisation of the
reserve is formally determined by the Fire Authority on the advice of, and
information supplied by the Director of Finance / Treasurer.
Timescale for review: Annual.
ESN Revenue Grant Reserve
Purpose: To account for Government Grant funding specific to ESN related
revenue costs.
Activity: Uncertain – around timing of delivery.
Procedure for management and control: the level and utilisation of the
reserve is formally determined by the Fire Authority on the advice of, and
information supplied by the Director of Finance / Treasurer.
Timescale for review: Annual.
Carry Forwards Earmarked Reserve
Purpose: To provide for prior year underspends which have been approved
by Members for carry forwards purposes.
Activity: Expenditure to be incurred in full in the financial year following
approval. Minimal impact.
Procedure for management and control: the level and utilisation of the
reserve is formally determined by the Fire Authority on the advice of, and
information supplied by the Director of Finance / Treasurer.
Timescale for review: Annual.
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Our Council Tax Strategy
Background
Council Tax is subject to significant central control, much of which is enshrined in
primary legislation.
Following the introduction of Council Tax Freeze Compensation Grant and years of
stringent controls over excessive council tax increases, the then Chancellor, George
Osborne granted councils the freedom to set a social care precept of up to 3.99% in
2016/2017. This signalled the highest council tax rises since 2008/2009. For several
years a 3% referendum limit was in place. The current technical consultation proposes
a 2% referendum limit for local government, including the fire sector, for 2020/2021.
The NFCC is calling for enhanced precept flexibilities for fire and rescue services within
larger authorities.
The Authority has looked to limit council tax increases as far as possible but has also to
consider its financial resilience in light of projected budget deficits, pay and price
inflation, rising employer pension contributions, and other budget pressures. Band D
Council Tax for 2019/2020 is set at £76.22. Following years of public sector austerity,
the Authority considers precepting options as a measure to minimise future budget
deficits, its reliance on the use of Reserves, and to assure itself that the future
resilience of Derbyshire communities is not compromised. An increase of 1.98% in
2020/2021 would result in a Band D Council Tax charge of £77.73, an annual increase
of £1.51 per household. Precepting options will continue to be considered alongside the
level of available reserves.
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Other Supporting Strategies and documents
The Medium Term Financial Strategy supports other key Corporate Strategies and
documents such as:
•
•
•
•
•
•
•
•

Service Action Plan 2018/2019 (Year 3 of 4);
Integrated Risk Management Plan 2017/21 (IRMP);
Scheme of Delegation;
Financial Regulations;
Anti-Fraud and Corruption Strategy;
People Strategy;
Asset Management Plan;
Procurement, HR and ICT Strategies.

These documents are key in embedding the Authority’s Vision, Priorities and Values
and serve to ensure that the Service has the financial resource, people, ICT and
property resources necessary to deliver its priorities.
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Glossary of Technical Terms
Baseline Funding Level
The amount of an individual authority’s Start Up Funding Assessment for the year
provided through the local share of the Estimated Business Rates Aggregate (uprated
each year in line with Retail Price Index).
Budget
A statement of the authority’s policy expressed in financial terms.
Business Rates Baseline
Determined for individual authorities at the outset of the business rates retention
scheme by dividing the local share of the Estimated Business Rates Aggregate
between billing authorities on the basis of their proportionate share.
Capital Programme
The authority’s plan of capital works for future years. Expenditure on the acquisition of
fixed assets or expenditure that adds to the life or value of an existing fixed asset.
Derbyshire Police and Fire Partnership (DPFP)
Derbyshire Police and Fire Partnership (Limited Liability Partnership), a legal entity
established to manage the build of the new joint headquarters and training centre.
Estimated Business Rates Aggregate
The total business rates forecast at the outset of the business rate retention scheme to
be collected by all billing authorities in England in 2013/2014, uprated year on year.
Limited Liability Partnership
A legal business entity whereby the partners have limited liabilities.
Local Government Departmental Expenditure Limit (LG DEL)
The government budget that is allocated to and spent by government departments. This
amount, and how it is split between government departments, is set at Spending
Reviews.
Provision
A liability or loss which is likely or certain to be incurred but where the date and cost are
uncertain.
Revenue Support Grant
Revenue Support Grant is Central Government funding, distributed by a complex
formula, which aims to achieve a fair distribution of resource between authorities. An
authority’s Revenue Support Grant amount plus the local share of Estimated Business
Rates Aggregate will together comprise its Settlement Funding Assessment.
Reserves
An amount set aside for specific or general purposes.
Revenue Expenditure
The day to day running costs incurred by the Authority in providing services.
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Revenue Financing
Resources provided from the Authority’s revenue budget to finance the cost of capital
projects.
Safety Net
A mechanism to protect any authority which sees its business rate income drop by
more than 7.5% below their baseline funding level.
Settlement Funding Assessment
On an individual local authority level it comprises each authority’s Revenue Support
Grant for the year in question and it’s baseline funding level (uprated year on year in
line with RPI).
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Annex 1
Borrowing Strategy
The Authority anticipates holding £8.7m of loans as at 31 March 2020. The remaining
finance leases finished during 2019/20. Subject to the timing of property capital
receipts, the Authority does not expect to borrow until 2021/2022.
Objectives: The Authority’s chief objective when borrowing money is to strike an
appropriately low risk balance between securing low interest costs and achieving
certainty of those costs over the period for which funds are required. The flexibility to
renegotiate loans should the Authority’s long-term plans change is a secondary
objective.
Strategy: Given the significant cuts to public expenditure and in particular to local
government funding, the Authority’s borrowing strategy continues to address the key
issue of affordability without compromising the longer-term stability of the debt portfolio.
By doing so, the Authority is able to reduce net borrowing costs (despite foregone
investment income) and reduce overall treasury risk. The benefits of internal borrowing /
using reserves to fund the Capital Programme will be monitored regularly against the
potential for incurring additional costs by deferring borrowing into future years when
long-term borrowing rates are forecast to rise. Arlingclose, the Authority’s Treasury
Management advisors, will assist the Authority with this ‘cost of carry’ and breakeven
analysis.
The Authority may borrow short-term loans (normally for up to one month) to cover
unexpected cash flow shortages.
Sources: The approved sources of long-term and short-term borrowing are:
•
•
•
•
•
•

Public Works Loan Board (PWLB) and any successor body;
any institution approved for investments (see below);
any other bank or building society authorised to operate in the UK;
UK public and private sector pension funds (except Derbyshire County Council
Pension Fund);
capital market bond investors;
UK Municipal Bonds Agency plc and other special purpose companies created to
enable local authority bond issues.

In addition, capital finance may be raised by the following methods that are not
borrowing, but may be classed as other debt liabilities:
•
•
•
•

leases;
hire purchase;
Private Finance Initiative;
sale and leaseback.

The Authority has previously raised all of its long-term borrowing from the PWLB but it
continues to investigate other sources of finance, such as local authority loans and
bank loans, which may be available at more favourable rates.
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LGA Bond Agency: UK Municipal Bonds Agency plc was established in 2014 by the
Local Government Association as an alternative to the PWLB. It plans to issue bonds
on the capital markets and lend the proceeds to local authorities. This will be a more
complicated source of finance than the PWLB for two reasons: borrowing authorities
may be required to provide bond investors with a joint and several guarantee over the
very small risk that other local authority borrowers default on their loans; and there will
be a lead time of several months between committing to borrow and knowing the
interest rate payable. Any decision to borrow from the Agency will therefore be the
subject of a separate report to Fire Authority.
Short-term and Variable Rate loans: These loans leave the Authority exposed to the
risk of short-term interest rate rises and are therefore subject to the limit on the net
exposure to 40% of total loans.
Debt Rescheduling: The PWLB allows authorities to repay loans before maturity and
either pay a premium or receive a discount according to a set formula based on current
interest rates. The Authority may take advantage of this and replace some loans with
new loans, or repay loans without replacement, where this is expected to lead to an
overall cost saving or a reduction in risk. However, due to the current economic
climate, it is not anticipated that discount rates offered will be favourable in the coming
financial year.
Should circumstances change, any debt rescheduling will be approved by the Director
of Finance / Treasurer and reported to Fire Authority at the earliest meeting following its
action.
Authorised Limit and Operational Boundary: The Authorised Limit represents a
maximum level of borrowing above which external debt is prohibited. The authorised
limit for external debt is anticipated to be £10.08m as at 1 April 2020.
The operational boundary is the limit beyond which external debt is not normally
expected to exceed; it represents a working boundary. The operational boundary is
forecast to be £9.48m as at 1 April 2020. Both these boundaries will be reviewed as
part of the budget process and amendments will be brought to Fire Authority as part of
the Treasury Management Strategy in February 2020.
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Annex 2
Investment Strategy
Introduction
The Authority invests its money because it has surplus cash as a result of its day-to-day
activities, for example when income is received in advance of expenditure (known as
Treasury Management investments).
Treasury Management Investments
The Authority typically receives its income in cash (e.g. from taxes and grants) before it
pays for its expenditure in cash (e.g. through payroll and invoices). It also holds
reserves for future expenditure. These activities, plus the timing of borrowing decisions,
lead to a cash surplus which is invested in accordance with guidance from the
Chartered Institute of Public Finance and Accountancy.
The contribution that these investments make to the objectives of the Authority is to
support effective Treasury Management activities.
Full details of the Authority’s policies and its plan for 2020/21 for treasury management
investments are covered in a separate document, The Treasury Management Strategy
which will be reported to Fire Authority in February 2020.
As at 30 September 2019 the Authority has £8.5m of investment as detailed in the table
below.
Table 1 - Investment Position
Counterparty
Other Local Authorities
Other Local Authorities
Other Local Authorities
Total

Amount
£’000

Interest
Rate

Term

2,500
4,000
2,000
8,500

0.79%
0.62%
0.65%

7 Months
2.5 Months
1 Month

The usable reserves and working capital are the underlying resources available for
investment. These levels of reserves are expected to drop significantly as they are
utilised to fund the Capital Programme.
The Authority holds significant invested funds, representing income received in advance
of expenditure plus balances and reserves held. The Authority’s investment balance is
expected to drop to £3m by the end of 2021/2022. This reflects the use of reserves to
fund the Capital Programme and balance the Revenue Budget.
Objectives: Both the CIPFA Code and the CLG Guidance require the Authority to
invest its funds prudently, and to have regard to the security and liquidity of its
investments before seeking the highest rate of return, or yield. The Authority’s objective
when investing money is to strike an appropriate balance between risk and return,
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minimising the risk of incurring losses from defaults and the risk of receiving unsuitably
low investment income.
Strategy: Given the increasing risk and continued low returns from short-term
unsecured bank investments, the Authority aims to diversify into more secure and/or
higher yielding assets.
Investment Limits: The Authority’s revenue reserves available to cover investment
losses are forecast to be £5.9m on 31st March 2020. In order to ensure that any losses
can be funded from reserves, the maximum that will be lent to any one organisation
(other than the UK Government) will be £6m. A group of banks under the same
ownership will have a maximum limit of £10m. Limits will also be placed on fund
managers, investments in brokers’ nominee accounts, foreign countries and industry
sectors as below. Investments in pooled funds and multilateral development banks do
not count against the limit for any single foreign country, since the risk is diversified over
many countries.
Table 4: Investment Limits
Any single organisation, except the UK Central
Government
The Authority’s bankers (Barclays) – overnight
accessibility
UK Central Government (Including Local
Authorities)
Any group of organisations under the same
ownership
Any group of pooled funds under the same
management
Negotiable instruments held in a broker’s nominee
account
Foreign countries
Registered Providers
Unsecured investments with Building Societies
Loans to individual unrated corporates
Money Market Funds

Cash limit
£6m each
unlimited
unlimited
£10m per group
£12m per manager
£2m per broker
£6m per country
£6m in total
£6m in total
£0m in total
£6m in total

Creditworthiness Policy: A limit of £6m will be invested with a single counterparty.
There will be no limit to amounts held with Barclays, as our current bankers, the
Government run Debt Management Office and the Government (including other Local
Authorities).
The Authority may invest its surplus funds up to the above cash limits with any of the
counterparty types in Table 2 below, subject to the time limits set out in Table 2.
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Table 2: Approved Investment Counterparties and Limits
Credit
Rating
UK
Govt

Banks
Unsecured

Banks
Secured

Government

Corporates

n/a

£ Unlimited
50 years

Registered
Providers

n/a

n/a

n/a

AAA

5 years

20 years

50 years

20 years

20 years

AA+

5 years

10 years

25 years

10 years

10 years

AA

4 years

5 years

15 years

5 years

10 years

AA-

3 years

4 years

10 years

4 years

10 years

A+

2 years

3 years

5 years

3 years

5 years

A

13 months

2 years

5 years

2 years

5 years

A-

6 months

13 months

5 years

13 months

5 years

Pooled
funds

£2m per fund

This table must be read in conjunction with the notes below:
Liquidity Management: The Authority forecasts its cashflow to determine the
maximum period for which funds may prudently be committed. The forecast is
compiled on a prudent basis to minimise the risk of the Authority being forced to borrow
on unfavourable terms to meet its financial commitments. Limits on long-term
investments are set by reference to the Authority’s Medium Term Financial Plan and
cash flow forecast.
Credit Rating: Investment decisions are made by reference to the lowest published
long-term credit rating from Fitch, Moody’s or Standard & Poor’s. Where available, the
credit rating relevant to the specific investment or class of investment is used, otherwise
the counterparty credit rating is used.
Banks Unsecured: Accounts, deposits, certificates of deposit and senior unsecured
bonds with banks and building societies, other than multilateral development banks.
These investments are subject to the risk of credit loss via a bail-in should the regulator
determine that the bank is failing or likely to fail. Unsecured investment with banks
rated BBB are restricted to overnight deposits at the Authority’s current account bank,
should they fall from their current level of A.
Secured Investments: Secured investments are investments with covered bonds,
reverse repurchase agreements and other collateralised arrangements with banks and
building societies. These investments are secured on the bank’s assets, which limits
the potential losses in the unlikely event of insolvency, and means that they are exempt
from bail-in. Where there is no investment specific credit rating, but the collateral upon
which the investment is secured has a credit rating, the higher of the collateral credit
rating and the counterparty credit rating will be used to determine cash and time limits.
The combined secured and unsecured investments in any one bank will not exceed the
cash limit for secured investments (£6m).
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Government: Loans, bonds and bills issued or guaranteed by national governments,
regional and local authorities and multilateral development banks. These investments
are not subject to bail-in, and there is an insignificant risk of insolvency. Investments
with the UK Central Government may be made in unlimited amounts for up to 50 years.
Corporates: Loans, bonds and commercial paper issued by companies other than
banks and registered providers. These investments are not subject to bail-in, but are
exposed to the risk of the company going insolvent. Loans to unrated companies will
only be made as part of a diversified pool in order to spread the risk widely (see pooled
funds below).
Registered Providers: Loans and bonds issued by, guaranteed by, or secured on the
assets of Registered Providers of Social Housing, formerly known as Housing
Associations. These bodies are tightly regulated by the Homes and Communities
Agency and, as providers of public services, they retain a high likelihood of receiving
government support if needed.
Pooled Funds: Shares in diversified investment vehicles consisting of the any of the
above investment types, plus equity shares and property. These funds have the
advantage of providing wide diversification of investment risks, coupled with the
services of a professional fund manager in return for a fee. Short-term Money Market
Funds that offer same-day liquidity and very low or no volatility will be used as an
alternative to instant access bank accounts, while pooled funds whose value changes
with market prices and/or have a notice period will be used for longer investment
periods.
Bond, equity and property funds offer enhanced returns over the longer term, but are
more volatile in the short term. These allow the Authority to diversify into asset classes
other than cash without the need to own and manage the underlying investments.
Because these funds have no defined maturity date, but are available for withdrawal
after a notice period, their performance and continued suitability in meeting the
Authority’s investment objectives will be monitored regularly.
Risk Assessment and Credit Ratings: Credit ratings are obtained and monitored by
the Authority’s treasury advisers, who will notify changes in ratings as they occur.
Where an entity has its credit rating downgraded so that it fails to meet the approved
investment criteria then:
•
•
•

no new investments will be made;
any existing investments that can be recalled or sold at no cost will be; and
full consideration will be given to the recall or sale of all other existing investments
with the affected counterparty.

Where a credit rating agency announces that a credit rating is on review for possible
downgrade (also known as “rating watch negative” or “credit watch negative”) so that it
may fall below the approved rating criteria, then only investments that can be withdrawn
on the next working day will be made with that organisation until the outcome of the
review is announced. This policy will not apply to negative outlooks, which indicate a
long-term direction of travel rather than an imminent change of rating.
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Other Information on the Security of Investments: The Authority understands that
credit ratings are good, but not perfect, predictors of investment default. Full regard will
therefore be given to other available information on the credit quality of the
organisations in which it invests, including credit default swap prices, financial
statements, information on potential government support and reports in the quality
financial press. No investments will be made with an organisation if there are
substantive doubts about its credit quality, even though it may meet the credit rating
criteria.
When deteriorating financial market conditions affect the creditworthiness of all
organisations, as happened in 2008 and 2011, this is not generally reflected in credit
ratings, but can be seen in other market measures. In these circumstances, the
Authority will restrict its investments to those organisations of higher credit quality and
reduce the maximum duration of its investments to maintain the required level of
security. The extent of these restrictions will be in line with prevailing financial market
conditions. If these restrictions mean that insufficient commercial organisations of high
credit quality are available to invest the Authority’s cash balances, then the surplus will
be deposited with the UK Government, via the Debt Management Office or invested in
government treasury bills for example, or with other local authorities. This will cause a
reduction in the level of investment income earned, but will protect the principal sum
invested.
Specified Investments: The MHCLG Guidance defines specified investments as
those:
•
•
•
•

denominated in pound sterling;
due to be repaid within 12 months of arrangement;
not defined as capital expenditure by legislation, and
invested with one of:
 the UK Government;
 a UK local authority, parish council or community council; or
 a body or investment scheme of “high credit quality”.

The Authority defines “high credit quality” organisations and securities as those having
a credit rating of A- or higher that are domiciled in the UK or a foreign country with a
sovereign rating of AA+ or higher. For money market funds and other pooled funds
“high credit quality” is defined as those having a credit rating of A- or higher.
Non-specified Investments: Any investment not meeting the definition of a specified
investment is classed as non-specified. The Authority does not intend to make any
investments denominated in foreign currencies, nor any that are defined as capital
expenditure by legislation, such as company shares. Non-specified investments will
therefore be limited to long-term investments, i.e. those that are due to mature 12
months or longer from the date of arrangement, and investments with bodies and
schemes not meeting the definition on high credit quality. Limits on non-specified
investments are shown in table 3 below.
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Table 3: Non-Specified Investment Limits
Total long-term investments
Total investments without credit ratings or rated
below ATotal investments (except pooled funds) with
institutions domiciled in foreign countries rated
below AA+
Total non-specified investments
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Cash limit
£4m
£0m
£0m
£4m
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