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Cost Sharing Arrangements for the Regional Control Centre

	KEY ISSUE/DECISION


To agree the basis on which the cost of the Regional Control Centre (RCC) will be shared between individual Fire Authorities in the South East, once cutover is complete.
	EXECUTIVE SUMMARY


As part of the set up of the LACC there is a need to outline in the Members Agreement the method for calculating cost apportionment. There is also a need in sound budgetary terms to endeavour to use a method that offers a degree of predictability. Therefore this report recommends population alone as the most appropriate method.

	CONSULTATION


The South East Fire Finance Network has been consulted.

	RECOMMENDATIONS


1. It is recommended that Population alone is the basis on which the cost of the RCC is shared.

2. This agreement is referred to the Local Authority Controlled Company (LACC) for review at the appropriate time.

	REASONS FOR RECOMMENDATION


Individual Fire Authority financial representatives have considered all options and, on balance, the population calculation provides the most effective and efficient way of calculating cost apportionment.

INTRODUCTION

As part of the set up of the LACC there is a need to outline in the Members Agreement the method for calculating cost apportionment.

BACKGROUND

The RMB has yet to agree how the cost of the RCC will be shared once cutover is complete.  Previous discussions have centred around using a formula based on two variables, population and call numbers.  The rationale for using these is that they reflect the major determinants of demand for a control service.  Allied to this is a view that the inclusion of call numbers will give an incentive for FRAs to engage in fire prevention and community safety work. Further work at FFWG and discussions with SE Financial representatives has identified that it would be more appropriate to use population alone as the calculation.  
ANALYSIS AND COMMENTARY
Although the draft Member’s Agreement still assumes a population/calls calculation will be the approach adopted, following discussion at a meeting of the South East Fire Finance Network on 14th May and the Chief’s meeting on 26th June a formula only linked to population now seems the most appropriate decision.  The reasons for proposing this are as follows:

· From a financial perspective, predictability is an important requirement of whichever system is chosen.  In budget management terms, it will be better if charges are known with certainty at the start of each financial year (with any adjustments made retrospectively) than being subject to variability through the year.

· Population lends itself most easily to predictability, since it tends to be stable over time and is straightforward to measure.  In contrast, if call numbers form part of the calculation, amounts payable will depend on relative performance and, for any individual FRA, costs could rise simply because others have performed better against that measure.

· In the short term, virtually all of the costs of the RCC are likely to be fixed.  Therefore irrespective of the efforts of FRAs in promoting fire prevention, the bill at regional level will tend to be the same.  Consequently as much as the inclusion of call numbers might seem to incentivise the LACC to support this aspect of work, if the main outcome will be that costs are sliced one way rather than another, it will prove a blunt instrument.  Instead, a better way to seek efficiencies, and thereby drive down costs, will be to require the LACC to support fire prevention work as part of its contractual obligations.

To assess the potential implications of apportioning costs using population only, the appendix shows several comparisons based on estimated RCC expenditure of £9.5m per year, in line with the latest version of the business case.  For purposes of this exercise, incidents numbers are used as a proxy for calls.  

For the majority of the region, the difference between the calculations is marginal.  At the extremes the position is more marked and, where relatively larger amounts are apportioned on calls, there is potential for a population-based system to create an element of win and lose.  On the other hand, the limitation of using information from a single year is that it may not be representative.  Moreover, relative performance will exert a strong influence if calls feature in the apportionment and hence it would be unwise to regard the figures in the appendix as a sign of underlying and irreversible differences between FRAs.  

On balance, therefore, the advantages of a population only system appear to outweigh the disadvantages and so Members are asked to approve this recommendation.  

OPTIONS

1. Cost allocated on population only

2. Cost allocated 90% population, 10% incidents

3. Cost allocated 80% population, 20% incidents

4. Cost allocated 75% population, 25% incidents

IMPLICATIONS

Perceived Positive

Predictability is achieved for the setting of budgets.

Perceived Negative

Some FRAs may find they have an additional cost.

CONCLUSION

To allow FRAs to budget effectively, predictability is an important element of the process. Therefore the population calculation is the one that provides the most predictability.
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	Population versus incidents - relative comparison for the South East
	
	
	
	

	
	
	
	
	
	
	
	

	Authority
	Population as at June 2006
	Regional %
	Incidents 2004/05
	Regional %
	
	
	

	Isle of Wight
	140,800
	1.72
	1,643
	1.41
	
	
	

	Oxfordshire
	630,800
	7.72
	6,451
	5.54
	
	
	

	Surrey
	1,067,200
	13.06
	15,113
	12.98
	
	
	

	West Sussex
	767,700
	9.39
	12,662
	10.88
	
	
	

	Berkshire
	810,000
	9.91
	12,121
	10.41
	
	
	

	Buckinghamshire
	703,400
	8.61
	9,791
	8.41
	
	
	

	East Sussex
	762,000
	9.32
	12,932
	11.11
	
	
	

	Hampshire
	1,680,700
	20.56
	22,388
	19.23
	
	
	

	Kent
	1,610,300
	19.70
	23,325
	20.03
	
	
	

	 
	 
	 
	 
	 
	
	
	

	Total
	8,172,900
	99.99
	116,426
	100.00
	
	
	

	
	
	
	
	
	
	
	

	Comparison of different methods for distributing the cost of the RCC 
	
	
	
	

	
	
	
	
	
	
	
	

	Authority
	Cost allocated on population only
	Cost allocated 90% population, 10% incidents
	Difference

 (based on report recommendation)
	Cost allocated 80% population, 20% incidents
	Difference

 (based on report recommendation)
	Cost allocated 75% population, 25% incidents
	Difference

 (based on report recommendation)

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Isle of Wight
	163,000
	160,000
	3,000
	158,000
	5,000
	156,000
	7,000

	Oxfordshire
	733,000
	713,000
	20,000
	692,000
	41,000
	682,000
	51,000

	Surrey
	1,241,000
	1,240,000
	1,000
	1,239,000
	2,000
	1,239,000
	2,000

	West Sussex
	892,000
	906,000
	-14,000
	920,000
	-28,000
	927,000
	-35,000

	Berkshire
	942,000
	946,000
	-4,000
	951,000
	-9,000
	953,000
	-11,000

	Buckinghamshire
	818,000
	816,000
	2,000
	814,000
	4,000
	813,000
	5,000

	East Sussex
	885,000
	902,000
	-17,000
	919,000
	-34,000
	928,000
	-43,000

	Hampshire
	1,953,000
	1,941,000
	12,000
	1,928,000
	25,000
	1,922,000
	31,000

	Kent
	1,872,000
	1,875,000
	-3,000
	1,878,000
	-6,000
	1,879,000
	-7,000

	 
	 
	 
	 
	 
	 
	 
	 

	 Estimated RCC Expenditure
	9,499,000
	9,499,000
	0
	9,499,000
	0
	9,499,000
	0
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