Appendix D

Hampshire and Isle of Wight Fire and Rescue Authority Reserves Strategy

1. The Reserves Strategy

1.1 The reserves strategy is a key component of the Authority’s overall financial strategy.
The requirement for Fire Authorities to maintain, approve and publish a reserves
strategy is set out in statute’ and guidance?.

1.2  As well as being a statutory requirement, this strategy is an opportunity to clearly state
the Authority’s position on reserves. Reserves play an important part in our overall
financial strategy. The reserves strategy is linked to the Authority’s financial principles,
with principles 5 and 7 of particular relevance:

1) A corporate approach will be taken to the development of budgets and
savings programmes

2) Savings delivery will be planned so that savings are delivered at the optimum
time to balance the budget

3) Financial planning assumptions will be realistic and prudent and will take
account of pay and price inflation

4) One-off and recurring growth will be limited

5) Revenue contributions to reserves for capital investment, IT and other
equipment replacement will be maintained

6) The revenue budget and capital investment will be aligned with strategic
priorities and risks

7) Reductions in planned reserve contributions will be used as a last resort to
balance the budget.

1.3  Principle 5 is crucial to the ongoing financial sustainability of the organisation. Without
these reserve contributions the Authority would have no funding secured for the
refresh of assets such as the estate, vehicles, and equipment. The ability to plan for
the refresh of assets also allows us to deliver value for money in procurement. Without
these contributions the Authority would be reliant on one-off underspends to replace
assets, meaning that spend could not be planned and there would be a risk that
funding would be unavailable when assets reached the end of their useful lives.

1.4  Reserve contributions also play a vital role in the financial resilience of the Authority.
In the event of a financial risk being realised, for example, an unbudgeted pay award

1 Section 43 of the Local Government Finance Act 1992 requires that when setting the
budget for the forthcoming year the level of reserves needed to provide sufficient resources
to finance estimated future expenditure, plus any appropriate allowances that should be
made for contingencies and risks must be considered

2New Fire and Rescue Services Framework, May 2018, introduced a requirement for
Combined Fire and Rescue Authorities to publish a Reserve Strategy on their website and
outlined the detail which should be included.
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or a reduction in Government grant at short notice, the Authority would rely on risk
reserves then temporarily reduce contributions to reserves to balance the budget. As
per financial principle 7, this action would be taken as a last resort. However, the
reserve contributions are a strong mitigation against the financial risks and would allow
the Authority time to develop plans should a financial risk materialise.

Reserves are by their nature one-off and, as set out in the rest of this appendix, largely
committed to future spend or risk. Therefore, it would not be a reasonable strategy to
use reserves to, for example, delay the need to make necessary savings or to limit
necessary increases in Council Tax. Although the reserves could be used to cashflow
these decisions in the short term, there would be profound consequences in the
medium term. The reserves would quickly be depleted, meaning they were not
available for the refresh of assets. Once the reserve balances had been exhausted the
Authority would be left facing a significant budget gap. Itis likely that service reductions
would then urgently be needed to balance the budget.

In line with the constitution, the governance of the use of reserves is as follows:

a) Amounts less than £200,000 — Executive Group
b) Amounts greater than £200,000 — Fire Authority
c) Capital payments reserve (any amount) — Fire Authority

The Fire Authority approves the use of the reserves via regular updates e.g., the
regular approval of the capital programme or via specific papers for one-off activities.
The exception to this is the use of the ICT and Equipment Reserves set out in
paragraph 5.3. This is to remove the need for regular Fire Authority papers to cover
the business as usual replacement of assets.

In determining a Reserves Strategy, the Authority also takes account of the
requirements of the Chartered Institute of Public Finance and Accountancy (CIPFA)
Financial Management Code.

Detailed Reserves Position
The Authority holds reserves for four broad reasons:

a) Reserves which are fully committed to existing spend programmes. The
overwhelming majority of these reserves (around 90%) are committed to the
replacement or enhancement of existing assets. Contributions are made to
ensure that a planned approach to the refresh of assets can be taken that
delivers value for money and ensures that assets continue to be available. This
includes amounts to support necessary enhancements to the estate to ensure
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a healthy and inclusive workplace and to meet carbon reduction commitments.
Additionally, a balance is committed to service change and improvement.

b) Reserves held to mitigate risk. These are reserves held to mitigate significant
financial risks held on the organisational risk register.

c) Specific reserves. These are small reserves held for very specific purposes.

d) General reserve. Usage from this Reserve is non-specific and is held to fund
any unforeseen spending that had not been included in the base budget e.g.,
excessive operational activity resulting in significant pay costs for on-call staff.
This is deemed to be a reserve of ‘last resort’ and the Authority has never been
required to use its General Reserve.

A summary of the reserves:

Balance Balance
at 31/03/23 at 31/03/24
(Actual) (Forecast)

£'000 £'000

Fully Committed (32,849) (24,075)
Capital Payments Reserve (25,156) (17,629)
Transformation Reserve (2,282) (1,547)
Equipment Reserve (2,186) (2,149)
IT Reserve (1,827) (1,869)
Earmarked underspends (300) -
Revenue Grants Unapplied Reserve (1,098) (881)
Risk Reserves (2,099) (2,954)
Budget Equalisation Reserve (1,097) (833)
Capital and Investment Risk Reserve (1,002) (2,121)
Specific Reserves (1,007) (844)
SHQ Maintenance Reserve (981) (844)
Princes Trust Reserve (26) -
General Reserve (2,500) (2,500)
Total Reserves (38,455) (30,374)

Reserves are forecast to significantly reduce by the end of the financial year due to
progress on the capital programme as well as the use of reserves for planned asset
purchases.
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Reserves which are fully committed to existing spend programmes
Capital Payments Reserve

The Capital Payments Reserve is the most important source of funding for the capital
programme. Funding capital expenditure from this reserve reduces the need for
borrowing, which in turn protects the revenue budget from the need to cover capital
and interest payments on borrowing. The largest commitment against this reserve is
the replacement of the oldest vehicles within the fleet, ensuring that vehicles are fit for
purpose and that the Authority is protected from increased maintenance costs on an
aging fleet. In addition, some Estates schemes are funded from this reserve. As there
is no capital funding from Government and very limited scope for capital receipts,
annual contributions to this reserve are made from revenue. Capital expenditure has
been particularly affected by inflationary pressures over the last 18 months so there is
a proposal in the main budget report to make an additional one off contribution in year
and to contribute 50% of the 2023/24 underspend to this reserve. The figures in the
table below assume that these contributions are made. There is a small uncommitted
balance remaining on this reserve but this is likely to be required for later years of the
plan when not all commitments have been fully scoped.

2023/24 2024/25 2025/26 2026/27 2027/28
£000 £000 £000 £000 £000

Opening
Balance (25,156) (17,630) (4,201) (1,787) (2,330)
Draws 13,859 19,410 6,776 3,819 3,684
Contributions (6,333) (5981) (4,362) (4,362) (4,362)
Closing
Balance (17,630)  (4,201) (1,787) (2,330) (3,008)

Transformation Reserve

The Transformation Reserve is used to fund service improvements or to provide one-
off funding to deliver efficiency savings.
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2023/24 2024/25 2025/26 2026/27 2027/28
£000 £000 £000 £000 £000

opening (2,282) (1,547) (1,140)  (455)  (118)
Draws 1410 2,182 960 612 i
Contributions (675) (1,775) (275) (275) (275)
g:f::?fe (1,547) (1,140)  (455)  (118)  (393)

In recent years, the reserve has been used to provide extra funding for the
improvements identified in the Safety Plan. In the main report funding for the
implementation of the control system and add additional contribution to this reserve
from are forecast 2024/25 underspend are proposed.

Equipment and ICT Reserves

Information and Communications Technology (ICT) and other equipment purchases
are not spread evenly across years. This makes it difficult to budget for replacement
within the annual revenue budget. Reserves have therefore been set up for both ICT
and other equipment to allow larger items to be purchased whilst retaining a constant
contribution from the revenue budget.

Equipment 2023/24 2024/25 2025/26 2026/27 2027/28
£000 £000 £000 £000 £000

ggl‘;rr‘]igg (2186) (2,149) (2,635) 332  (232)
Draws 1,154 631 4,084 553 3,769
Contributions 1,117)  (1,117)  (1,117)  (1,117) (1,117
Closing

Balance (2,149)  (2,635) 332 (232) 2,420
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ICT 2023/24 2024/25 2025/26 2026/27 2027/28
£000 £000 £000 £000 £000

Spening (1,827) (1,869) (1,962) (1,836) (2,004)
Draws 846 795 1,014 720 720
Contributions (888)  (888)  (888)  (888)  (888)
Srosing (1869) (1,962) (1,836) (2004) (2,172)

Making reserve contributions in advance of the refresh of ICT and operational assets
mitigates the risk that the replacement of assets will be unaffordable. It also allows a
planned approach to the procurement of new assets. The equipment reserve is
currently forecast to be overspent in the final year of the plan. The overspend will be
recovered in later years but the position will be closely monitored by officers.

The ability to draw down these reserves is delegated to officers, providing that they
are used for their planned purposes (the refresh of operational equipment and ICT
respectively) and that the drawdown does not create a pressure on the reserve. Unlike
other reserves, this means that individual amounts above £200,000 do not require
separate Authority approval as long as the requirements set out in this paragraph are
met. Should draws on the equipment reserve create a pressure, Authority approval
would be sought.

Revenue Grants Unapplied and Earmarked Underspends

The Revenue Grants Unapplied Reserve (RGUR) is used to hold grant received in
advance of the relevant expenditure being incurred. The balance in the reserve is
currently largely committed to the Emergency Services Network national programme
and to the additional pension administration costs caused by the McCloud and
Matthews pension remedies. The Earmarked Underspends Reserve is used to carry
forward committed expenditure between financial years as approved by the Authority
as part of the outturn report.
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Opening
Balance

Draws
Contributions

Closing
Balance

Earmarked
Underspends

Opening
Balance
Draws
Contributions

Closing
Balance

2023/24 2024/25 2025/26 2026/27 2027/28
£000  £000 £000 £000 £000
(1,098)  (881)  (413) - -

650 468 413 - -
(433) - - - -
(881)  (413) - - -

2023/24 2024/25 2025/26 2026/27 2027/28
£000  £000 £000 £000 £000
(300) ; ; ) ]

300 - - - -

Specific Reserves

Strategic Headquarters Maintenance Reserve

Appendix D

This reserve is held specifically to fund the maintenance of the Police and Fire
Strategic Headquarters in Eastleigh. The Fire Authority and the Office of the Police
and Crime Commissioner contribute to the reserve and its use is subject to agreement

between officers in both organisations.
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2023/24 2024/25 2025/26 2026/27 2027/28
£000 £000 £000 £000 £000

Openin

opening 981)  (844)  (819)  (889) (1,109)
Draws 357 245 150 - -
Contributions (220)  (220)  (220)  (220)  (220)
gfl:ir:‘fe (844)  (819)  (889) (1,109) (1,329)

Prince’s Trust Reserve

This reserve is used for the financial management of Prince’s Trust activities. Funding
for this activity works on an academic year basis so this reserve is held to ensure that
the Prince’s Trust activities are self-funding across financial years.

2023/24 2024/25 2025/26 2026/27 2027/28
£000 £000 £000 £000 £000

Opening
Balance (26) ) ) ) )
Draws 26 - - - -

Contributions - - - - -

Closing
Balance

Reserves held to mitigate risk
Budget Equalisation Reserve
Since 2019 the Authority has held a Grant Equalisation Reserve, redesignated ans the

Budget Equalisation Reserve in 2023. The reserve has a static balance, with a small
planned contribution from the 2024/25 one off budget surplus added.
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This reserve is held to mitigate uncertainty around fire service funding and service
costs. The risk of funding reductions continues to be held on the corporate risk register.
The forecast budget deficit of 2025/26 reinforces the importance of this reserve. In the
main report it is recommended that any early delivery of efficiency savings be
contributed to this reserve to further strengthen the mitigation.

Based on current assumptions, the full balance of this reserve will be needed to offset
budget deficits over the life of this plan. This will need to be addressed in future
planning activity.

2023/24 2024/25 2025/26 2026/27 2027/28
£000 £000 £000 £000 £000

Opening

Balance (1,097)  (833) (1,132 - i
Draws 264 - 1,132 - _
Contributions - (299) ) i ]
Closin

Balanc?e (833) (1,132) - i ]

Capital and Investment Risk Reserve

This reserve was created in 2023 to mitigate inflationary and interest rate risks on the
capital programme as well as the risk of a capital loss on the Authority’s pooled funds.
In the main report it is proposed that £2m is withdrawn from this reserve to address
pressures on the Retrospective Design Principles project.

This leaves a balance of £0.5m to cover inflationary risks in the capital programme,
interest rate risks and the risk of a capital loss on pooled funds. The reduced balance
means that some flexibility has been removed. Should new schemes with an element
of risk be approved, the balance on this reserve will need to be reviewed.
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2023/24 2024/25 2025/26 2026/27 2027/28
£000 £000 £000 £000 £000

Opening

Balance (1,002) (2,121)  (502)  (502)  (502)
Draws 381 1,619 - - -
Contributions (1,500) - - - -
Closing

Balance (2,121) (502) (502) (502) (502)

General Reserve
Determine the Adequacy of the General Reserve

The General Fund is the reserve of last resort and as such should be maintained at as
low a level as possible, while still covering financial risks. As outlined above, additional
reserves have been developed to deal with the current funding and economic risks
facing the Authority. Additionally, the Authority has robust risk and financial
management processes. However, there is always a risk that the Authority will become
liable for expenditure that it has not budgeted for.

The General Reserve has stood at £2.5m for several years. It has not increased in line
with the increases in the service budget due to factors such as the Combination or
inflation. However, as outlined above additional reserves to deal with specific new
financial risks have been created. Given the challenges outlined elsewhere in the
report and appendices the level of General Reserve remains appropriate.

At the start of 2024-25, the General Reserve will represent around 2.5% of the
Authority’s net revenue budget, which is considered adequate to mitigate the risks that
it faces. While the percentage of the Authority’s net revenue budget held in the General
Reserve continues to reduce, the additional financial risk reserves mean that this level
is adequate.

The level and adequacy of reserves is assessed annually by the Chief Financial Officer
in preparing the Section 25 report (Appendix G) that Members must take into account
in setting the annual budget and precept.



