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ITEM NUMBER:

To consider a draft policy for the management of the Council’s financial
reserves. The draft has been reviewed, and recommended for approval,
by Parish Councillors

RECOMMENDATIONS

Council is recommended to ratify the draft Reserves Policy
2023/24

1.LAW

The Council is required, under statute, to maintain adequate financial
reserves in order to meet the needs of the organisation.

The requirement for financial reserves is acknowledged in statute.
Sections 31A, 32, 42A and 43 of the Local Government Finance Act 1992
require billing and precepting authorities in England and Wales to have
regard to the level of reserves needed for meeting estimated future
expenditure when calculating the budget requirement.

There are also a range of safeguards in place that help to prevent local
authorities over-committing themselves financially. These include:

e The balanced budget requirement:
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- England, sections 31A, 42A of the Local Government Finance Act
1992, as amended

e Responsible finance officers’ duty to report on robusthness of
estimates and adequacy of reserves (under section 25 of the Local
Government Act 2003) when the authority is considering its budget
requirement (England and Wales)

e The legislative requirement for each local authority to make
arrangements for the proper administration of their financial affairs
and that the proper officer has responsibility for the administration
of those affairs section 151 of the Local Government Act 1972.

For best practice Staveley with Ings Parish Council have referred to:

LAAP BULLETIN 99, Local Authority Reserves and Balances
July 2014

2. LINK TO COUNCIL FUNCTIONS

SUBJECT POWER LEGISLATION
Determination of the financial The Council is required Local Government
reserves which the Council to calculate a budget Finance Act 1992,
estimates it will be requirement which Section 50
appropriate to raise in the includes an adequate
year for meeting its estimated level of reserves.

future expenditure.

3. LINKS TO COUNCIL PRIORITIES

The annual budget and reserves should provide resources to deliver the
Council’s priorities for the financial year ahead and, as appropriate, for
future years.



4. REPORT DETAILS

Introduction

This report sets out the background for the determination of a reserves
policy;

Legal Framework

Legislation recognises that local councils require financial reserves and
must take account of them in determining their precept, however there is
no statutory guidance on the nature or level of funds to be set aside in
reserves, unlike in other tiers of local government, where the responsible
finance officer has a duty to report on the adequacy of reserves at each
budget setting. All reserves are legally part of the general fund, i.e. the
Council’s revenue account.

Types of Reserve and Accounting Framework

Two types of reserve are relevant to the Parish Council:

e The general reserve or general fund working balance, which is used to
provide working capital, smooth the impact of uneven cash flows to
avoid unnecessary temporary borrowing and act as a contingency in
the event of sharp budgetary changes or unexpected events or
emergencies. Unless allocated for a specific purpose, revenue budget
underspendings and windfalls are added to the working balance. The
size of the working balance should be set at a prudent level based on a
risk assessment.

e Earmarked reserves, which are set aside for a specific purpose, being
used to build up funds to meet known, planned or predicted spending
requirements.

It used to be common for councils to build up a large number of small
reserves for very specific, narrowly defined purposes; it is how more
usual for fewer reserves to be set up in a way which permits their use for
a range of purposes.

In accounting terms, similar to the legal position, all reserves belong to
the general fund and are interchangeable, unless restricted by deed or
covenant. Distinct book entries in the budget and accounts should be
made to record the transactions to and from reserves. It should also be
noted that the terms “reserve” and “fund” are interchangeable, and it is
common to refer to each by either name.



Accounting convention does not permit the payment of interest directly to
reserves. If it is decided that interest should be allocated to a reserve,
the mechanism is for an equivalent contribution to be made from the
revenue account (where the interest is earned) to the reserve.

Similarly, expenditure should not be charged directly to a reserve; the
expenditure is accounted for in the revenue account and an equivalent
amount transferred from the reserves to replenish the revenue account.

Creation and Use of Reserves

As a general and prudent rule, reserves should not be used to fund
recurring expenditure (i.e. the day to day operational costs of running the
Council) as this could lead to funding problems in subsequent years when
the expenditure continues after the reserve has been exhausted. An
exception is the general reserve, which can be used as a regulator to limit
precept and council tax increases or to avoid an unacceptably high level
being carried forward.

Because they have a potential to affect the Council’s budget, the creation
of reserves and the transfers between the revenue account and those
reserves should be explicit and conscious decisions taken by the Council
as a whole, as should any decision to allocate interest to a reserve.

Draft Policy

The attached draft policy summarises the principles from this report and
suggests target levels for each of the Council’s reserves. One point to
note is that, because of the working capital provided by the Council’s
earmarked reserves, it is currently possible for the general reserve to be
set at a lower level than it might otherwise be. If those reserves were
drawn down substantially, the risk attaching to the general reserve would
increase and its target level would need to increase accordingly.

5. FINANCE IMPLICATIONS

The approach to reserves is a fundamental aspect of the financial
management of the Council.



6. RISK MANAGEMENT

RISK

CONSEQUENCE

CONTROLS
REQUIRED

The Council is
unable to meet
regular or
unforeseen
expenditure due to
a lack of readily
available funds

Overspendings leading to
unwelcome curtailment of

spending programmes;
possible unpalatable
precept tax increase;
potential reputational
damage

An analysis of the
financial risks and the
maintenance of
adequate reserves to
meet all reasonably
foreseeable
eventualities

7. APPENDICES ATTACHED TO THIS REPORT

Draft Reserves Policy.

8. BACKGROUND PAPERS

Local Government Finance Act 1992

CIPFA LAAP Bulletin 99 Reserves & Balances
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DRAFT RESERVES POLICY 2023/24
PURPOSE

The Parish Council maintains two types of reserves, for differing reasons:

e a General Reserve (the General Fund working balance), which
provides working capital and a buffer against financial risks; and

e earmarked reserves to meet known, planned or predicted spending
requirements which have been identified specifically.

The Council acknowledges that there is a balance to be struck between
holding excessive reserves raised from public monies and retaining a
prudent level of funds. It will therefore take advice from its Responsible
Finance Officer on the adequacy and appropriateness of its reserves,
primarily when setting its revenue budget.

1. GENERAL RESERVE

This reserve represents the balance on the Council’s revenue account, i.e.
the account which records all its financial transactions. Unless allocated
for a specific purpose, revenue budget underspendings and windfalls are
added to the working balance, while overspendings are taken from the
balance.

The balance provides working capital to assist the Council’s cash flow and
acts as a buffer against unexpected events or expenditure. The optimum
level for the working balance is determined by an assessment of the
Council’s potential exposure to financial risks, together with a judgement
of the extent to which earmarked reserves can support its cash flow on a
temporary basis.
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The long-term target for the reserve is to accumulate a balance
equivalent to 50% of net revenue expenditure. This is to be achieved by
regular annual contributions from the revenue account. The level of
contributions will be determined annually, taking account of the impact on
council taxpayers and the availability of earmarked reserves.

2. EARMARKED RESERVES

Other than any funds governed by legal conditions, the earmarking of
reserves is at the discretion of the Council and monies can be moved from
one to another if required. Reserves do not generally accrue interest on
the investment of their funds.

In order to avoid future over-commitment, the day to day operational
costs of running the Council are to be met from the revenue budget and
reserves shall not be used to fund recurring expenditure.

e Community Plan Reserve: This reserve was created to fund and
facilitate the carrying out of the agreed actions of the adopted
Community Plan

e Ings Playground: This reserve is the balance left unspent from
Grants and Donations given to refurbish the dilapidated equipment

e Young Persons Opportunity Scheme: The Staveley with Ings
Young Persons Opportunity Scheme (SIYPOS) is a fund designed to
help with the cost of extra curricular activities for children and
young people who due to limited financial means would otherwise
miss out on these formative opportunities. The spirit of the scheme
is to provide small amounts of money to fund either a musical
instrument, piece of kit, excursion contributions, initial subs or
lessons for a range of out of school activities. The scheme is aimed
at children and young persons who live within families at the lower
end of the income and wealth scale.

o Crook Road Footway: This reserve was created to fund the
development of a safe footway along the route of Crook Rd.

e Flood Resilience: This reserve was funded by Cumbria Community
Foundation in response to the aftermath of Storm Desmond in 2015
Flood Defence equipment has been purchased and prevention
measures put in place.

o Community Grants: This reserve was created to earmark unused
allocation of budget grant from previous financial year



e Alec Row Car Park: This reserve was established to fund the
project to create an Open space in the village and to improve an
unsightly area in the village centre.

e Contingency Reserve: This reserve is to provide extra funding for
the various projects ongoing - Improvement of communication, new
website, Alec Row car park.

3. ESTABLISHMENT AND USE OF RESERVES

The Annex to this policy provides further details of the Council’s current
reserves with a target range for each one.

The establishment or closing of an earmarked reserve requires a formal
decision of Council. Similarly the approval of Council is required for all
contributions and transfers to reserves, and all use of reserves to fund
expenditure.

Review

This policy will be subject to annual review.



CURRENT RESERVES

Reserve

Purpose

Target level

General Reserves

General Reserve
(General Fund
Working Balance)

Provision of working capital.

Buffer against uneven cash flows, inflationary
pressures, sharp budgetary changes, unexpected

events or emergencies.

Assessed on the basis of financial risks to
the Council.

Long-term target to be 50% of revenue
expenditure at 31 March 2024 and
thereafter.

Minimum level: £7,000

Range: £8,000-£19,000

Earmarked Reserves

Community Plan
Reserve

To provide funding to facilitate the agreed
actions and aims of the Community Plan as
adopted by the Parish Council.

Typical Range: £nil to £7,200

Ings Playground
Reserve

Replacement of Playground equipment

Typical Range £nil to £2,000




Reserve

Purpose

Target level

Young Persons
Opportunity Reserve

Young Persons Opportunity Scheme (SIYPOS) is
a fund designed to help with the cost of extra
curricular activities for children and young
people who due to limited financial means would
otherwise miss out on these formative
opportunities.

The Reserve was established with a single
contribution; it is anticipated that regular
contributions will not be required and that
the resources will be expended in the short
to medium term.

Range: £nil to £2,250

Crook Road Footway
Reserve

The development of a safe footway along the
route of Crook Rd.

The Reserve was established to fund the
Footway. Further contributions are
expected from Coasts & Castles Housing
Range: £nil to £6,000

Alec Row car park

The renovation of the car park in the centre of
the village by removing recycling bins and
introducing landscaping and general tidying up
to create a pleasant Open space

The Reserve was established with a single
contribution of £5,000.
Range: £nil to £5,000

Flood Resilience Grant
Reserve

To enable the purchase of Flood Defence
equipment and the putting in place of measures
to limit future damage in the event of re-
occurrence.

The Reserve was established with a single
contribution;
Range: £nil to £2,000




