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COUNCIL CABINET 
13 February 2019 

 
Report sponsor: Don McLure, Strategic Director 
of Corporate Resources 
Report author: Toni Nash, Head of Finance 

ITEM 15 
 

 

Report on the Robustness of Estimates and on the Adequacy of 
Reserves 2019/20 – 2022/23 
 
Purpose 

1.1 The Council’s Medium Term Financial Plan (MTFP) has been prepared with 
consideration to the resources available to the Council and to the demands and 
priorities included within the Council Plan. The current MTFP 2019/20 – 2022/23 is 
evidence that the Council can no longer provide the range of services it has done 
historically. Some services may have to stop or be scaled back unless they are 
provided at no further cost to the Council. 
 

1.2 The MTFP process incorporates a review of current levels of reserves to ensure there 
is adequate cover for current and future planned needs and unforeseen eventualities 
and it identifies any reserves which can be released to support the delivery of our four 
year MTFP. 
 

1.3 This report provides an opinion under Section 25 (1) of the Local 
Government Act 2003 which requires the Chief Finance Officer (Section 151 Officer) 
to report to Council on the robustness of the MTFP estimates made for the purposes 
of the budget calculations and the adequacy of Council reserves.  
 

1.4 The report is split into; Section 4 detailing the MTFP process and budgetary controls, 
Section 5 covering the robustness of estimates and Section 6 covering the adequacy 
of reserves.  

  
Recommendations 

2.1 To note the Chief Finance Officer’s opinion that the estimates used in the production 
of the MTFP for 2019/20 – 2022/23 are robust. 
 

2.2 To note the Chief Finance Officer’s opinion that, based on the assessment of the 
Council’s reserves, the key financial risks identified, and the process used for 
developing the MTFP, the level of reserves and balances for our balanced budget 
forecasts in 2019/20 are adequate.  
 

2.3 To recommend to Council that they consider this report in conjunction with the 
General Fund Revenue Budget and MTFP Report for 2019/20 – 2022/23. 
 

2.4 To note the Reserves Policy outlined in Appendix 4. 

Reasons 

3.1 Section 25 of the Local Government Act 2003 requires the Chief Finance Officer to 
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report to the Council on the robustness of the estimates it makes when calculating its 
budget requirement under Section 32 of the Local Government Finance Act 1992 and 
on the adequacy of its proposed financial reserves. 
 

3.2  
 
 

Under Section 26 (2) of the Local Government Act 2003, it is not considered 
appropriate for the balance of the Council’s General Fund reserve to be less than the 
minimum amount determined by an appropriate person, in this case the Strategic 
Director of Corporate Resources as Chief Finance Officer. 
 

3.3 
 

Whilst the requirements of the Local Government Act 2003 relate specifically to 
setting the Budget and Council Tax for the next financial year, these can be more 
widely interpreted to include the full MTFP period. 
 

Supporting information 

4.1 The Medium Term Financial Plan And Budgetary Controls 
Work to develop the revised 2019/20 budget has continued through the development 
of the 2019/20 Medium Term Financial Strategy. The budget strategy was approved 
by Council in July 2018 and outlined a number of key principles which would be 
applied and explored during the budget development stage.   

 
4.2 A series of Budget Challenge meetings were held between the Leader of the Council, 

appropriate Cabinet Members and Chief Officers during the Summer and Autumn of 
2018 to challenge base budgets, scrutinise budget savings, pressures and financing. 
 

4.3 The Council carried out a detailed consultation exercise from 13 December 2018 to 
24 January 2019 with Councillors, key stakeholder groups, members of the public, 
Trade Unions and the business community. Further details of the consultation process 
and feedback are included in the General Fund Revenue Budget 2019/20 report 
presented as a separate item to Cabinet.  The Council ensures it pays due regard to 
its Public Sector Equality duty during the planning process by completing Equality 
Impact Assessments. Proposals are assessed to understand the potential impact on 
any particular group that could result in direct or indirect discrimination. 
 

4.4 In recent years, close control of the Council’s budget has been achieved despite 
some very challenging budget pressures in a number of key service areas. Regular 
budget monitoring provides an overview of the forecast financial outturn for the 
current year and provides financial information to ensure budgets are well managed 
throughout the year. 
 

4.5 The Council has identified permanent savings of £13.057m over four years to address 
the impact of funding reductions, meet rising costs, maintain priority services and 
invest for the future, the use of £7.491m of reserves has been included in the MTFP. 
There is still a significant budget gap of £7.412m forecast that needs to be addressed 
from 2020/21.  
 

4.6 Due to the level of savings required in the 2019/20 – 2022/23 MTFP, there will be a 
large amount of service reviews.  There may be one-off costs required to support the 
delivery of these changes.    
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4.7 The Robustness Of Estimates 
In order to satisfy the legislative requirements of Section 25 of the Local Government 
Act 2003, there are a number of issues which have been taken into account to enable 
the Strategic Director of Corporate Resources as Chief Finance Officer to make a 
positive statement on the robustness of estimates. These include: 
 

 the process undertaken in developing the 2019/20 – 2022/23 Medium Term 
Financial Plan; 

 the financial risks that the Council is exposed to; 

 the reserves available to offset unplanned expenditure and the level of the 
Council’s reserves and balances; 

 the past performance of the Council in respect of budgetary control and financial 
management. 

 
4.8 There are a number of key controls that we have built into the MTFP process to 

ensure that the budget is accurate and robust. Proposals are subject to several tiers 
of formal peer review and independent challenge with Cabinet members to ensure 
that they are accurate and deliverable.  
 

4.9 Our Plan also identifies and considers the key financial risks that the Council is facing 
over the four year period of the MTFP. Detailed estimates are developed to mitigate 
identified budgetary pressures. The key service pressures identified through this 
process include inflation, demographic growth, transferred service liabilities, 
increasing costs and a reduction in the level of income received from fees and 
charges due to market conditions. 
 

4.10 We have also identified a number of potential, future financial risks. It is not 
considered appropriate to create a formal budget for these risks as this would ‘ring-
fence’ resources that might not be required. An assessment of material risks has 
therefore been made as part of determining the adequacy of reserves for 2019/20. 
 

4.11 All estimates of pressures, savings and inflationary increases have been produced by 
professional staff in the relevant service that assess the financial implications in detail, 
before being reviewed by the Corporate Leadership Team and Cabinet Members. The 
accuracy of these estimates is a vital part of ensuring that the budget is robust.  
 

4.12 A number of key judgements have been made in arriving at the anticipated levels of 
pressures, savings and inflation included within the MTFP. These include: 
 

 detailed analysis of appropriate inflationary indices, based on type of spend and 
current national forecasts;  

 service analysis of demographic changes based on the latest information available 
and expert knowledge of individual services; 

 review of savings proposals and supporting financial assumptions and 
calculations. 
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4.13 Appendix 1 provides a sensitivity analysis of specific budgetary risks identified, 
including details of the current mitigating actions in place to help ensure the risk is 
appropriately managed. A new Corporate Revenue Contingency budget has been 
created during the 2019/20 MTFP Budget process to manage potential movements in 
estimates and uncertainties and Treasury Management pressures. The estimated 
revenue balance in 2019/20 is £1.322m and this is estimated to increase to £2.528m 
by 2022/23.  
 

4.14 To mitigate the increased risk of holding a minimum level of corporate contingency, 
the Council holds an increased level within the budget risk reserve.  The balance held 
will need to be sufficient to meet the risk associated in Appendix 1 during the MTFP 
period.  This will allow time for alternative solution to be identified.  Any release of 
budget risk reserve to support such pressures will be carried out in line with the 
Council’s Financial Procedure Rules. 
 

4.15 The Adequacy Of Reserves 
The Council’s financial environment is subject to volatility, as are the demands on 
services and the needs of the City’s population and environment. The Council 
updates its priorities in response to these issues. Reserves balances and the use of 
Reserves are therefore an important part of the Council’s financial strategy. They are 
held to help manage the long-term budgetary stability and allow the Council to be able 
to change without undue impact on Council Tax income forecasts. The adequacy of 
the Council’s General Fund Balance is also a key indicator for the robustness of the 
budget as a whole, as it provides assurance that potential financial impact of 
variations to budgets can be managed. 
 

4.16 Reserves are set at a level that recognises the financial risks facing the Council. The 
greater the level of uncertainty, the more likely reserves will be needed. The Council 
prepares its budget using the best information available at the time but inevitably 
includes some uncertainty. In setting the budget, it is important that Councillors take 
account of the uncertainties involved, both in establishing a suitable level of balances 
and contingencies, and in setting an overall strategy for the budget and medium term 
financial plan. 
 

4.17 A prudent approach needs to be maintained between holding too much and too little 
money in reserves. If reserves are too low, this increases the Council’s exposure to 
risk and endangers its capacity to deliver priorities in a planned and prudent fashion. 
Demand led services, Major Projects, an environment of ever changing legislative 
requirements, combined with reducing funding from Government, all threaten financial 
stability. However, money held unnecessarily in reserves is not being spent on front 
line services and the public may not receive full value for money. The Council 
therefore regularly reviews the reserves position to ensure reserves remain adequate. 
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4.18 In coming to a view on the adequacy of the reserves, it is necessary to take into 
account a number of issues that are discussed more fully in Appendices 3 and 4. In 
summary they include: 
 

 the purpose of holding reserves; 

 the risks and uncertainties that may have financial consequences; 

 the potential financial impact of these risks and uncertainties; 

 the likelihood of the risks and uncertainties arising. 
 

4.19 The Council’s main revenue reserve for general purposes is the General Fund 
Balance. This is set aside to support the management of risks in the Revenue Budget 
and could be used for any purpose if required. However, the General Fund Balance 
represents the minimum level of reserves that the Council should hold and any 
planned use of this reserve would be considered to undermine the robustness of the 
Council’s budget. 
 

4.20 The Council’s policy is to hold a General Fund Balance between 3% and 5% of the 
Net Budget Requirement to mitigate the financial impact of major events. The 
projected value of the Council’s General Fund balance at 31 March 2019 is 
£10.933m; this is equivalent to 4.96% of the 2019/20 net budget requirement and is 
therefore within the recommended target range. 
  

4.21 Each individual Council-controlled school in Derby also has its own financial reserve, 
collectively known as ‘School Balances’. Schools balances are delegated directly to 
schools and are not available to the Council for general use. The uses of any surplus 
balances are considered by the Council’s Schools Forum on an annual basis. The 
projected value of the Council’s School Balances at 31 March 2019 is £5.369m. 
 

4.22 The Council also holds a number of earmarked reserves to fund specific projects, or 
to manage risks or uncertainty in specific areas.  Appendix 3 shows the projected 
balance as at 31 March 2019 of £87.672m as being the Council’s more significant 
earmarked reserves.  
 

4.23 In the unlikely event of a significant financial loss which cannot be addressed through 
the Council’s budget risk reserve, the Council could look to reallocating its other 
Revenue Earmarked Reserves (except for the General Fund, Reserves with 
restrictions and school balances) which taken together are projected to amount to 
£87.672m at 31 March 2019 and £21.956m in future years, as shown in Appendix 3.  
 

Public/stakeholder engagement 

5.1 None directly arising. 

Other options 

6.1 Not Applicable. 

Financial and value for money issues 
 
7.1 As described in the report. 
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Legal implications 
 
8.1 Under Section 25 (1) of the Local Government Act 2003 the Chief Finance Officer is 

required to report to Council on the robustness of the estimates made for the 
purposes of the budget calculations and on the adequacy of proposed financial 
reserves. 

Other significant implications 
 
9.1 
 

Personnel  
None directly arising. 
 

9.2 IT 
None directly arising. 
 

9.3 Equalities Impact 
Under Section 149 of the Equality Act 2010, the Council must, as part of exercising 
its functions, including decision making, have due regard to: 
 

 Eliminating discrimination, harassment, victimisation and any other conduct 
that is prohibited by or under the Act 
 

 Advancing equality of opportunity between persons who share a relevant 
protected characteristic and persons who do not share it; and 

 

 Fostering good relations between persons who share a relevant protected 
characteristic and persons who do not share it. 
 

Section 4 of the Equality Act 2010 prescribes protected characteristics as: 

 Age 

 Disability 

 Gender reassignment 

 Marriage and civil partnership 

 Pregnancy and maternity 

 Race 

 Religion or belief 

 Sex 

 Sexual orientation 
 
All Members of the Council must, as part of their individual and collective decision 
making responsibilities, have full consideration of, and due regards to the contents 
of the Equality Impact Assessment relating to the budget proposals which is 
attached to the General Fund Revenue Budget report.
 

9.4 Health and Safety 
None directly arising. 
 

9.5 Environmental Sustainability 
None directly arising. 
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9.6 Property and Asset Management 
None directly arising. 
 

9.7 Risk Management 
None directly arising. 
 

9.8 Corporate objectives and priorities for change 
There is a close relationship between the budget and the Council's corporate 
outcomes. This report supports this relationship through the MTFP process. 

 
 
 
 
 
 
 
 
This report has been approved by the following people: 
 

Role Name Date of sign-off 

Legal  Olu Idowu 25
th
 January 2019 

Finance  Toni Nash 22
nd

 January 2019 
Service Director(s) Don McLure 28

th
 January 2019 

Report sponsor Don McLure 28
th
 January 2019 

Other(s) Ann Webster 
Liz Moore 

25
th
 January 2019 

25
th
 January 2019 
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Appendix 1 
 
BUDGET RISK RESERVE RISK ASSESSMENT 2019/20 – 2022/23 
 

Risk Description Controls in Place Proposed Management Actions Calculation Estimated Risk 
Value (mid-point) 

Variation from 
Estimates – Inflation 

The Council bases its inflation 
provisions on multiple indices, 
which are regularly monitored 
for accuracy and relevance. A 
large proportion of the inflation 
increase is due to contractual 
arrangements, many of which 
include known inflationary 
indices. 
   
 

Inflation levels are monitored, with 
assumed future levels built into the 
MTFP process. The Budget Risk 
reserve is available to offset minor 
variations. 
 

5% - 15% variation 
in assumed levels of 
inflation excluding 
payroll inflation as 
this has been 
agreed 19/20 and 
included in budget 
requirements 

£149,666 

Variation from 
Estimates – Other 
Pressures 

MTFP pressures accurately 
show levels of pressures and 
related risks and effects. Early 
budget-setting allows services 
to better plan savings into their 
forward budgets. 
 
 

Pressures are continually monitored 
and Directorates will seek to contain 
emerging pressures.  Any additional 
financial impact, and supporting 
explanations, would be reported to 
Members.  
 

5% - 10% variation 
in other pressures  

£929,100 

Variation in 
Assumptions - 
Achievability of 
Savings 

MTFP savings proposals show 
levels of savings achievable 
and related risks and effects. 
These are based on the latest 
information available. Early 
budget-setting allows services 
to better plan savings into their 

Directorates are required to find 
alternative savings proposals or take 
alternative mitigating actions. Any 
undelivered savings, and supporting 
explanations, would be reported to 
Members. 
 

5% - 15% variation 
in savings  
 

£718,382 
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forward budgets. 
 

Risk Description Controls in Place Proposed Management Actions Calculation Estimated Risk 
Value (mid point) 

Funding Risk – 
Variations from 
assumptions 

Technical assessment via 
expert external advisors and 
work with the Special Interest 
Group of Municipal Authorities 
(SIGOMA). 

Regular reviews through settlement 
working group, LGA and SIGOMA 
etc. 

0.5% to 1.5% 
variation in funding 
from specific grants 

£523,290 

Total MTFP risks with assumed 2 year time delay to reach permanent solution £4,640,876 

Estimated slippage of specific savings targets (3 months delay on 75% of savings targets) £1,346,967 

Unidentified future 
pressures/Emergency 
pressures including 
Property 
Maintenance 

Early warnings through horizon 
scanning and monthly revenue 
monitoring. 
 

The ability to address these issues 
has been limited because global 
pressures and corporate 
contingencies have been reduced in 
the MTFP in previous years. They 
will therefore have to be addressed 
in year, as they arise. The number 
and financial impact of such 
occurrences has been rising each 
year. 
 

Nominal Allocation £2,000,000 

 
Minimum level of Budget Risk Reserve required   
 

 
£7,987,843 

 
Projected Budget Risk Reserve as at 31 March 2019 
 

 
£23,412,437 
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Appendix 2 
GENERAL FUND RESERVES RISK ASSESSMENT 
 

Area of Risk Risk Description  Controls in Place Calculation Estimated Risk Value (£m) 

Treasury 
Management 
(Deposits) 
 
 

Risk of an institution where 
the Council has deposits 
going bankrupt 
 

Only financially sound institutions 
with high financial standing are 
included within the Council’s 
approved lending list. Maximum 
lending limits are applied.  
A series of management controls are 
in place to ensure lending limits are 
not breached. The Treasury 
Management team also carries out 
regular reviews of approved 
institutions, in conjunction with the 
Council’s advisors, Arlingclose Ltd. 
 

10% of £10m 
maximum deposit in 
any one institution  

£1,000,000 

Civil 
Emergencies 
 
 

The risk of significant floods 
or fires etc, to cover 
immediate cash flow 
requirements prior to 
possible Bellwin Scheme 
payments 
 

In practice such events are outside 
of the scope of management control. 
However, in the event of a civil 
emergency or disaster, the Council 
may be eligible for some relief 
funding from Central Government 
through the Bellwin Scheme. 
 
 

Nominal Allocation £1,000,000 to £2,000,000 

Contract 
Compliance & 
Retendering 
 

Risk of challenge post 
contract award 

Detailed contract procedure rules in 
place and the Council has a 
dedicated procurement team to 
provide robust internal challenge to 
contracting and tendering 
processes. 

Contract value based 
on £100m x 1% risk x 
20% fine.  Plus 
£0.1m retendering 
cost  

£300,000  
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Area of Risk Risk Description  Controls in Place Calculation Estimated Risk Value (£m) 

 
 

Impact of 
Partner 
Funding 
 
 

Pressure on Council budget 
if partner funding is 
withdrawn from critical 
services which require, as a 
minimum, continuation 
funding for a short term 
period. 
 
 

The Council works closely with key 
partners to develop forward looking 
plans, including discussions 
regarding funding. 

6 months funding 
cover of a range of 
£0.5m to £1m risk 

£250,000 to £500,000 
 

Business 
Critical 
Systems 
 

Cost involved in setting up 
alternative arrangements to 
ensure legal obligations are 
met, including emergency 
payments and additional 
staffing costs 
 

Detailed emergency plans in place 
and subject to regular review. 

Nominal Allocation £250,000 to £1,000,000  

Impact of 
Adverse 
Weather 
Conditions 
 
 

Risk of unforeseen costs for 
potholes, winter gritting, 
minor flooding etc. 

In practice such events are outside 
of the scope of management control. 
However, the Council does have an 
ongoing programme of highways 
maintenance, which includes an 
element for emergency works. 
 

5% - 10% of 
highways 
maintenance budgets  
 

£195,000 to £391,000 

Legislative 
Changes 

Changes in legislation may 
place additional financial 
burdens on the Council. 
 

Legislative changes may be 
accompanied by associated funding 
changes but this might not be 
adequate to cover costs. 
 

Nominal Allocation £100,000 to £250,000 

Dedicated Impact of funding risk not Rigorous review of current DSG £215m DSG x1% £2,150,000 
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Area of Risk Risk Description  Controls in Place Calculation Estimated Risk Value (£m) 

Schools Grant 
(DSG) 

covered by general fund 
budget risk reserve. 
 

assumptions based on latest 
information from central government 
and historic experience.  
 

Bad Debt 
Provision 
 
 
 
 
 
 

In the current economic 
climate it is not certain that 
the Council’s provision for 
bad and doubtful debt would 
be sufficient. 

The Council sets aside a provision 
for bad and doubtful debts based on 
the age of debt and historic 
experience of rates of recovery.  
Robust debt collection procedures 
are in place. 
 

5% increase in bad 
and doubtful debts 
per 2017/18 debt 
figures (based on 
value from 2017/18 
Statement of 
Accounts)  

£1,181,668 
 

Current 
Provisions 

Level of current provisions 
made are insufficient. 
 

Anticipated liability cost calculations 
are based on the best available 
information. 
 

Nominal Allocation £250,000 to £1,000,000 

Redundancy 
Funding 
 

There is a risk of a 
temporary shortfall in the 
Council’s redundancy 
funding to cover staff exits. 

Anticipated redundancy cost 
calculations are based on the best 
available information, including data 
from the previous redundancy 
programmes. The funding 
calculations include a small element 
of flexibility to allow for changes in 
the actual costs incurred against 
budgeted values. 
 

Nominal Allocation  £250,000 

 
Recommended General Reserve Target Range 

 

 
£6,926,668 to £10,022,668 

Projected General Fund Balance as at 31 March 2019: 
 

£10,932,999 
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Area of Risk Risk Description  Controls in Place Calculation Estimated Risk Value (£m) 
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Appendix 3 
EARMARKED RESERVES SUMMARY FORECAST as at 31 March 2019 
 

 
 

Statement of Reserves 

 
Opening 

Balance as 
at 

01/04/2018 
£m 

 

In Year 
Movement  

£m 

2018/19 
Commitments 

£m  

 
 

Closing 
Balance (Inc. 
Ring fenced) 

as at 
31/03/2019 

£m  
 

Ringfenced 
£m 

Future Years 
Commitments 

£m  

Future Years 
Closing 

Balance (Exc. 
Ringfenced 
Balances) 

General Fund              

Unallocated General Fund Balance (10.933) 0 0 (10.933) 0 0 (10.933) 

Balances Held By Schools (7.926) (2.360) 4.917 (5.369) 5.369 0 0 

TOTAL (18.859) (2.360) 4.917 (16.302) 5.369 0 (10.933) 

Revenue Earmarked Reserves              

Budget Risk Reserve (35.909) 9.469 3.028 (23.412) 0 19.636 (3.776) 

Central Schools Budget Reserve (4.923) 0 3.923 (1.000) 0 1.000 0 

General Insurance Reserve (2.411) 0 0 (2.411) 0 0 (2.411) 

Trading Services Reserve (0.536) 0 0 (0.536) 0 0.236 (0.300) 

Year end grants with restrictions (4.730) 0.694 1.859 (2.177) 0.099 1.866 (0.212) 

DEGF Interest Reserve 0 0.072 (0.072) 0 0 0 0 

Regeneration Fund Reserve (2.256) 0 0.370 (1.886) 0 1.886 (0) 

Assembly Rooms Insurance Settlement  (5.062) (0.877) 0.250 (5.689) 0 5.689 (0) 

Delivering Change Reserve (3.707) 0 2.032 (1.675) 0 0 (1.675) 

Better Care Fund Reserve  (4.780) 2.095 0 (2.685) 2.685 0 0 

Business Rate Pilot Reserve 0 (6.600) 0 (6.600) 0 2.157 (4.443) 
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Treasury Management Reserve 0 0 (0.560) (0.560) 0 0.560 0 

Public Health Reserve (0.804) 0.300 (0.260) (0.764) 0.623 0.141 0 

Adult Social Care Reserve 0 (0.359) (1.489) (1.848) 0.930 0.918 0 

Statement of Reserves 

 
Opening 

Balance as 
at 

01/04/2018 
£m 

 

In Year 
Movement  

£m 

2018/19 
Commitments 

£m  

 
 

Closing 
Balance (Inc. 
Ring fenced) 

as at 
31/03/2019 

£m  
 

Ringfenced 
£m 

Future Years 
Commitments  

£m  

Future Years 
Closing 

Balance (Exc. 
Ringfenced 
Balances) 

Revenue Earmarked Reserves Continued        

Other Service Reserves (6.558) (5.330) 2.523 (9.365) 0.049 3.296 (6.020) 

PFI Reserves (26.046) 0 2.664 (23.382) 0 21.244 (2.138) 

Earmarked Reserves to support the capital 
programme 

(2.136) (2.000) 0.454 (3.682) 1.961 0.740 (0.981) 

TOTAL (99.858) (2.536) 14.722 (87.672) 6.347 59.369 (21.956) 

               

Housing Revenue Account (Ring-fenced)              

Housing Revenue Account (Ring-fenced) (47.049) 0  0.195 (46.854) 42.347 4.507 0 

Major Repairs Reserve (6.280) 0  0  (6.280) 6.280 0  0 

Other Earmarked HRA Reserves (0.683) 0  0  (0.683) 0.683 0  0 

TOTAL (54.012) 0 0.195 (53.817) 49.310 4.507 0 

 

Note – Business Rate Pilot Forecast Reserve has a forecast reduction due to the recent ATM (automated teller machine) decision 
that these rating assessments should be taken out of rating, and an increase in the business rates appeals provision due to being 
part of a 100% business rates retention pilot with all the neighbouring councils in Derbyshire in 2018/19 and therefore also having 
the responsibility for 100% of any risk of any refunds being awarded. 
 
 

*Treasury Management Reserve includes £1m transfer to reserves from the Corporate Contingency Budget in 2019/20 to finance 
borrowing requirements and in the capital programme in the medium term, this is shown as committed in future years. 
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Appendix 4 

Reserves Policy 

 

Introduction 

The requirement for financial reserves is acknowledged in statute. 

This policy establishes a framework within which decisions will be made regarding 

the level of reserves held by the Council and the purposes for which they will be used 

and maintained. 

Sections 32 and 43 of the Local Government Finance Act 2003 require local 

authorities to have regard to the level of resources needed to meet estimated future 

expenditure when calculating the annual budget requirement. 

Reserves are sums of money held by the Council to meet future expenditure. There 

are two principal types of reserves: 

a) General - non-specific reserves which are kept to meet short term, 

unforeseeable expenditure and to enable significant changes in resources or 

expenditure to be properly managed over the period of the Council’s MTFP.  

The Council's General Fund Balance, Budget Risk reserve and MTFP 

Reserve are held for this purpose. 

b) Earmarked reserves which are held for specific purposes and which are 

established either by statute or at the discretion of the Council. 

A summary of all reserves, including in year movements and year-end balances are 

contained in the Council’s Statement of Accounts. 

 

Types of Reserves  

When reviewing medium term financial plans and preparing their annual budgets 

local authorities should consider the establishment and maintenance of reserves. 

These are held for 2 main purposes: 

 A contingency to cushion the impact of unexpected events or emergencies  

 Means of building up funds often referred to as earmarked reserves, to meet 

known or predicted requirements;  

The appropriate level of reserves for this purpose will be determined by the Council’s 

MTFP, which will be reviewed annually and will be subject to approval by a meeting 

of the Full Council. However, the Council will not maintain levels of General Reserve 

balances that are excessive compared with appropriate minimum levels. In this 

context, “excessive” will be assessed and reviewed annually in the MTFP with regard 

to: 
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 Ensuring the projected level of General Reserve balance at the end of the 

MTFP, is within the appropriate range calculated. 

 The annual planned use of reserves in each year of the MTFP; 

 The impact of sudden large changes in annual use of balances on services or 

Council Tax levels. 

 The adequacy of the General Reserve Balance will be determined by 

assessing the financial risks associated with meeting continuing obligations to 

provide services. The risk assessment will be reviewed annually. 

 

Guidance 

The Chartered Institute of Public Finance and Accountancy (CIPFA) have issued 

guidance about the factors which should be taken into account in determining the 

overall level of reserves and balances. These are: 

 Assumptions regarding inflation; 

 Estimates of the level and timing of capital receipts; 

 Treatment of demand-led pressures; 

 Treatment of savings; 

 Risks inherent in any new partnerships; 

 Financial standing of the Authority (i.e. level of borrowing, debt outstanding, 

etc.)  

 The Authority’s track record in budget management; 

 The Authority’s capacity to manage in year budget pressures; 

 The Authority’s virements and year-end procedures in relation to under and 

over-spends; 

 The adequacy of insurance arrangements.  

 An assessment of external risks 

 Impact of major unforeseen events; and 

 Likely level of Government support following major unforeseen events. 

 

The General Reserve Balance will be reviewed and projections on future earmarked 

reserve balances will be made at key points during the financial year, namely as part 

of the budget setting process and update of the MTFP. Only in exceptional 

circumstances, would the actual level of the Council’s balance fall below the level 

which is considered appropriate. This is consistent with the need to provide to meet 

short-term unforeseen expenditure.  The Council has not previously used its General 
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fund balance and has contained all unforeseen uses within the Budget Risk Reserve. 

The actual level will be monitored against balances outlined in the MTFP.  

The Reserves report will set out the level of planned balances, as well as confirming 

acceptable thresholds above or below the balance. If the balance falls outside of the 

planned tolerance levels, a plan will be agreed by the Council to restore balances to 

the appropriate levels as assessed by the Director of Finance 

Balances from in year underspends will in the first instance be used to reduce any 

use of reserves supporting the current year budget. Any amounts in excess of this 

will be allocated to the general reserve and proposals for their use will be subject to 

final approval by Council Cabinet. 

Balances should be reasonable for the purpose held and must be used for the item 

for which they have been set aside, if circumstances arise to which the reserve is no 

longer required for its original purpose, they should be transferred to the General 

Reserve and any alternative use approved by Council Cabinet 

 

Financial Limits 

The use of reserves and delegated levels of approval are included within the 

Council's Financial Procedure Rules. 

Corporate Leadership Team may approve the use of an earmarked reserve up to 

£100,000, per financial quarter, in line with the original intended use, including the 

general use of the budget risk reserve. 

The relevant portfolio member may approve the use of an earmarked reserve up to 

£250,000, per financial quarterly period, in line with the original intended use. 

Any use of Council reserves over £250,000 or where reserves are to be used for an 

alternative purpose to their original intention must be approved by Council Cabinet. 

Movements in reserve balances are to be reported to cabinet on a quarterly basis. 

 

Further Legislative Control 

 

There are also a range of safeguards in place that help to prevent local authorities 

over-committing themselves financially. These include: 

 The balanced budget requirement. 

 Chief Finance Officer’s duty to report on robustness of estimates and 

adequacy of reserves (under section 25 of the Local Government Act 2003) 

when the authority is considering its budget requirement. 

 Chief Finance Officer’s duty to report on robustness of estimates and 

adequacy of reserves. 
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 The legislative requirement for each local authority to make arrangements for 

the proper administration of their financial affairs and that the Chief Finance 

Officer/Proper Officer has responsibility for the administration of those affairs, 

section 151 of the Local Government Act 1972. 

 The requirements of the Prudential Code. 

These requirements are reinforced by section 114 of the Local Government Finance 

Act 1988 which requires every Chief Finance Officer in England and Wales to report 

to the authority’s councillors if there is or is likely to be unlawful expenditure or an 

unbalanced budget. This would include situations where reserves have become 

seriously depleted and it is forecast that the authority will not have the resources to 

meet its expenditure in a particular financial year.  

Whilst it is primarily the responsibility of the local authority and its Chief Financial 

Officer to maintain a sound financial position, external auditors have a duty to confirm 

that there are no material uncertainties about the going concern financial longevity of 

the Council.. 
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