Appendix 4

DOCUMENT CONTROL
Organisation(s) Cherwell District Council (CDC)
Policy title Reserves Policy
Owner Finance
Date of February 2020
implementation

DOCUMENT APPROVALS

This document requires the following committee approvals:

Committee Date of meeting
pending approval
Executive 03 July 2023

DOCUMENT DISTRIBUTION

This document will be available on the Finance intranet page.

DATE FOR REVIEW

No later than 31 March annually but sooner if required.

REVISION HISTORY

Version

Revision date

Summary of revision

2.0

05 July 2023

Addition of section 6.2




Appendix 4

CHERWELL DISTRICT COUNCIL RESERVES POLICY
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Background

The purpose of this policy is to set out how Cherwell District Council (CDC)
will determine and review its overall level of reserves and how it uses them.

Sections 31A and 42A of the Local Government Finance Act 1992 require
authorities to have regard to the level of balances and reserves needed for
meeting estimated future expenditure when calculating the council tax
requirement.

CDC has usable reserves and unusable reserves on its Balance Sheet. The
unusable reserves are as a result of accounting adjustments and are not
therefore available to spend. This policy will concentrate on usable reserves.

General Policy
Usable reserves can be split into the following categories:

. General Balances
. Earmarked Reserves
. Revenue Grant Related Reserves

e Capital Reserves

CDC maintains usable reserves primarily for the following reasons:
e The need to put aside sums in case of unexpected or unplanned
events or emergencies.
e To smooth out the impact of payments on the revenue account

e To cover timing differences such as grant money received in any
given year where expenditure takes place in a later year

e To provide pump prime funding for projects to deliver changes in
working practices on an invest to save basis. Any approved use on
this basis must include an agreed repayment plan

e A means of building up funds to meet known or predicted liabilities

Reserves can only be used on a one-off basis which means that their
application does not offer a permanent solution to delivering savings or
reductions in the level of expenditure.

Usable Reserves

General Balances

These are funds that do not have restrictions as to their use. CDC can use
them for any purpose within the General Fund. The purpose of general
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reserves is to manage the impact of exceptional emergencies and unforeseen
events. Without such reserves the potential financial impact of these
unforeseen events could cause a financial deficit in the General Fund, which
would be severely disruptive to the effective operation of the authority.

Earmarked Reserves

Earmarked Reserves enable CDC to set aside sums to meet specific future
anticipated liabilities. Funds could be set aside for items such as (but not
limited to):

o cyclical maintenance,

o cyclical events such as elections,

o income generated that must be spent on specific purposes,
. managing market volatility (e.g. commercial rent)

o insurance.

Earmarked reserves should not be held for a sustained period of time as they
are held for a specific purpose!. Where earmarked reserves are no longer
required for their original purpose or are not expected to be spent over the
medium term they should be reviewed and a decision made on using for
alternative purposes.

In line with financial regulations, where a service has generated a service
underspend as part of its day to day running, this should not be requested to
be set aside as an earmarked reserve without a specific purpose; it should
contribute to the overall benefit of CDC’s financial position and the
achievement of its corporate objectives.

The request to use earmarked reserves, create new earmarked reserves or
contribute to existing earmarked reserves (where not approved as part of the
budget) must be approved by the Executive. The allocation of Earmarked
Reserves will be made when services can demonstrate that the funding is
required for that particular purpose.

Revenue Grant Related Reserves

These reserves relate to the unused element of grant support for which the
conditions of the grant are expected to be met. The reserves will be used to
meet future years’ expenditure for the service for which the grant was
awarded. These reserves are managed by Directors.

CDC holds various Section 106 reserves which were contributed by private
companies to improve the local community. The fund must be used for the
specific scheme and within the agreed timescale. If funds are not used they
need to be returned back to the contributors.

1 with the exception of insurance reserves held to manage risk for which it is difficult to forecast when they will
be called upon
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Use of these reserves should be planned as part of the budget setting
process. Use of these reserves during the financial year requires approval by
the Section 151 Officer.

Capital Reserves:

These are reserves that have been set aside to finance capital schemes and
cannot be used to support revenue expenditure without the consent of the
Secretary of State for Local Government. These reserves comprise:

e Capital Receipts Reserve reflects the income received from the
disposal of capital assets prior to being used to fund future capital
expenditure or for the redemption of debt. Capital receipts cannot
be used to fund revenue expenditure except where allowed by
statue. CDC will allocate resources from the Capital Receipts
Reserve in line with its priorities

e Capital Grants Unapplied reflects the unused element of capital
grants or capital contributions awarded to CDC, for which the
conditions of the grant support are expected to be met or for which
there are no conditions. The reserve will be used to meet future
years’ capital expenditure in a way which best fits with CDC’s
priorities.

Determining the Level of General Balances and Earmarked Reserves

CDC must maintain sufficient general balances and earmarked reserves to
cover the key financial risks and contingencies.

Section 25 of the Local Government Finance Act 2003 requires that when a
local authority is agreeing its annual budget and council tax precept, the Chief
Finance Officer must report on the adequacy of the proposed financial
reserves

As part of the budget setting process the Section 151 Officer will consider and
assess the level of general balances and earmarked reserves. Consideration
will be given to the strategic, operational and financial risks facing CDC.

Major factors to be considered when evaluating the level of general balances
and earmarked reserves, include but are not limited to the following:

Budget Assumptions Issues to Consider

Inflation and interest rate volatility The overall financial standing of CDC

Scale of budget gap over the The trend of CDC'’s financial management and
medium term the robustness of the MTFS —i.e. is it balanced
over the medium term and delivered annually?
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Savings delivery Size, scale, complexity and pace of the savings
programme and risks around slippage or non-
delivery.

The availability of other funds to The adequacy of CDC’s arrangements to cover

deal with major contingencies and | major unforeseen risks.
the adequacy of provisions

Income streams Volatility in levels of income

Government funding Political landscape and approach to allocating
funding across local government

Governance and Review

The Council recognises the need to hold and maintain adequate reserves that
meet the needs of the organisation. However, there is an opportunity cost as a
result of the Council allocating resources away from other potential uses. It is
therefore essential for the Section 151 Officer to regularly review the purpose
and level of reserves.

All anticipated use of reserves should be understood and recognised as part
of the budget setting process and agreed when Council approves the budget.

Any identified use of, or contribution to, reserves after the budget has been
set should be approved by the Executive, or the Section 151 Officer in the
case of grant reserves, prior to the budget being changed. Uses should be for
specific purposes for which reserves have been set aside and not to address
savings non-delivery or budget pressures. Contributions to reserves should be
for specific costs expected to be incurred in the future.

The reserves position is reported quarterly as part of the revenue monitoring
process. The planned usage of reserves is also included as part of the budget
setting process. In addition the level and use of reserves is reported and
reviewed during the closedown process.

The reserves policy will be reviewed annually as part of the budget setting
process.

Use of Reserves Approval

Table 1 below shows the level of approval required to use or contribute to
usable reserves.
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Table 1 Level of approval required for requested use of or contribution to reserves

Type of Reserves Level of Approval Required
General Reserves and Balances Executive*
Earmarked Reserves Executive*

Revenue and Capital Grant Related Reserves Section 151 Officer

Capital Reserves** Executive*

* Unless previously approved by Full Council as part of approval of the budget
** Approval required for contribution from reserves only

The current trend for external audits to extend beyond the end of the next
financial accounting year can result in changes to the accounts which could
have an impact on useable reserves. Therefore, for changes to and from
useable reserves which come about as a result of external audit following the
submission of the annual outturn report, the Section 151 Officer will have
delegated authority, in consultation with the Portfolio Holder for Finance, to
manage the impact on useable reserves of such changes to ensure the long-
term resilience of the Council. Any such changes made under this delegated
power will be reported to the Executive when the audit is complete.



