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1.
What we are trying to achieve and the impact on our customers
1.1
The Council holds a number of reserves as part of its approach to prudent resource management. These reserves are applied to both specific and general purposes for the benefit of the communities of the bay. The application and use of the reserves supports the achievement of service delivery and improvements in the bay, as outlined in the community and corporate plans and related strategies. 
2.
Recommendation for Decision
2.1
That the monies identified as surplus in a number of reserves are allocated to a new Comprehensive Spending Review (CSR) Reserve (paragraph 3.4). This reserve is to support the Council in balancing its budget and achieving the expected budget reductions over the period of the next Comprehensive Spending Review 2011/12 – 2014/15. 
3.
Key points and reasons for recommendations
3.1 A Review of Reserves is a key part of the Council’s budget setting process.

3.2 There are significant financial challenges facing the Council over the period of the Coalition Government’s Comprehensive Spending Review 2011/12 – 2014/15. This review is likely to result in significant reductions in the Council’s budget over the next four years. 
3.3 As a result of this challenge it is recommended that a major reserve of £4.5m is established to support the Council in balancing its budget and achieving the expected budget reductions over the period of the CSR. This reserve could be used for:

- short term support for the 2011/12 budget while services adjust spending to new levels



- financing of any costs in relation to reducing services and therefore staff numbers



- to support any initial costs of changing service delivery that will result in future savings


- to fund any contract termination costs if services withdrawn or reduced
3.4 It is suggested that the monies identified as surplus from some other reserves are transferred to this reserve. These reserves are listed below:
	                   Reserve


	£000’s

	Financial Climate Reserve
	191

	Disposal Costs Reserve
	100

	Equipment Reserves
	82

	Financial Strategy Reserve
	600

	Insurance Reserve
	800

	Employment Issues Reserve (note 1)
	2,700

	
	

	Total to CSR Reserve
	4,473


Note 1 – per paragraph A2.14 this sum will not be released from this reserve until final job evaluation related payments have been made.
3.5 More detail of the use of this new reserve will be developed during the 2011/12 budget process and will be incorporated into the Council’s 2011/12 budget and medium term financial planning.

3.6 Overview and Scrutiny Board reviewed this report at its meeting on the 20th October 2010.

For more detailed information on this proposal please refer to the supporting information attached.

Richard Thorpe
Chief Finance Officer
Supporting information to Report 277/2010
A1.
Introduction 
A1.1
The background as to the Council’s responsibilities in relation to its reserves and the Council’s current reserve polices are in appendix two to this report.
A2
Review of Reserves 2011/12
A2.1
Overview

A2.2
As at 31/03/2010 Torbay Council’s reserves were as follows:-

	08/09
	
	09/10
	Change
	Change

	£m
	
	£m
	%
	£m

	3.1
	General Fund Reserve
	3.7
	19%
	0.6

	3.8
	Insurance Reserve
	3.9
	3%
	0.1

	1.0
	Schools Reserves
	0.7
	(30%)
	(0.3)

	18.1
	Earmarked Reserves
	19.8
	9%
	1.7

	4.4
	Carry Forwards
	6.0
	36%
	1.6

	0
	Collection Fund Reserve
	1.1
	-
	1.1

	
	
	
	
	

	30.4
	Total Reserves
	35.2
	16%
	4.8


A2.3
A list of the Council’s Reserves as at 31/03/2010 as reported in the Council’s Statement of Accounts 2009/2010, (now audited) is attached at Appendix 1. 

A2.4
The table in A2.2 shows that the total reserves held by the Council increased by 16% during 2009/10. The General Fund Reserve increased by £0.6 million during the same period. This is discussed in more detail in section 4 below.
A2.5
A list of all Council Reserves is attached at Appendix 3.  (This is available in the Member’s Room). Each page shows details about each reserve, including the reason/purpose of the reserve, how and when the reserve can be used and the process for retention of each reserve to ensure continuing relevance and adequacy. (The balance on each reserve on these sheets is at August 2010). Each reserve has been assessed by the Service Manager and their finance manager for its estimated balance as at 31st March 2011 and for the estimated additions or withdrawals from the reserve during 2011/12 and future years. This is included in the table at Appendix 1. This table is before recommendations arising from this report.

A2.6
In addition each of the pages shows an assessment of the current minimum level of the reserve and, where applicable, acceptable ranges for each reserve balance. These balances have been assessed by the relevant manager. To assist managers in assessing acceptable ranges, which is partly subjective, the following definitions have been introduced to help assess risk.

	Risk Factor
	Reserve Level
	Description

	5
	Below Maximum Level
	Level below that required to meet all anticipated requirements

	4
	Minimum
	Level to meet all anticipated requirements with no “margin for error”

	3
	Central View
	Level to meet all anticipated requirements with a “margin for error” for prudence.

	2
	Maximum
	Level to meet all requirements plus an allowance for prudence and an allowance for any, as yet unknown costs, in relation to the reserve in the longer term.

	1
	Over Maximum Level
	Level above all anticipated requirements estimated in the medium and long term


A2.7
The CIPFA guidance on Reserves and Balances (issued November 2008) advises that “Chief finance officers should take account of the strategic, operational and financial risks facing the authority. The assessment of risks should include external risks, such as flooding, as well as internal risks”. The CIFPA guidance lists a number of assumptions to be considered when forming a budget, which although these directly linked to the setting of a budget, the level of risk and uncertainty of these assumptions will be relevant in determining an appropriate level of reserves. 
A2.8
The assumptions and notes to consider in relation to reserves are listed in Appendix Two.
A2.9
Earmarked Reserves
A2.10
For the Earmarked Reserves where no specific comment has been made below, it is recommended that no changes are made. Specific comments on the following reserves are listed below along with any recommendations. 

A2.11
Insurance Reserve
The projected balance as at March 2011 for both the insurance reserve and the insurance provision before the addition of any current year surplus is approximately £4.5 million. The Council’s insurance team in consultation with the Chief Finance Officer review the earmarked amounts on an annual basis and take advice from an insurance actuary to ensure the adequacy of the reserves. The last actuarial review was a “mini” review as at March 2010.  In addition the ongoing position with Municipal Mutual Insurance (MMI) Limited and any potential calls on the Council’s resources that may arise was reviewed. 

Of the total of £4.5 million, £2.0 million covers earmarked amounts for specific insurance risks such as Municipal Mutual Insurance (MMI) -  both the Torbay Council and Devon County Council liabilities, residual Devon County Council liability relating to services transferred to Torbay in 1998, a number of uninsured risks and monies for risk management initiatives. The balance within the reserve of which is earmarked for current and as yet unknown claims as at March 2010 is £2.5 million. 
Any assessment of insurance liabilities is over the long term given the potential long time for certain cases to be notified to the Council however is it considered reasonable that £0.4m can be released from the Council’s earmarked reserves provision for MMI limited and Devon County Council Liability. This is equal to a 50% reduction of the monies held for this purpose. In addition it is considered reasonable that £0.4m can be released from the Council’s earmarked reserves for a number of uninsured risks.  
A2.12
Collection Fund
The Collection Fund Adjustment Account (formally Collection Fund Reserve)  is slightly different from all other reserves.  Legislation requires any balance (surplus or deficit) to be applied at the next Council Tax setting to the three precepting authorities (Torbay, Devon & Cornwall Police Authority and Devon and Somerset Fire Authority).  (Note Brixham Town Council as a minor precepting body does not bear any share of surplus or deficit). Any balance represents the sum collected over or under the assumed collection rate and is normally distributed in the following financial year.  
As the Council responded to the economic conditions and lowered its collection rate assumptions in setting its 2009/10 taxbase there is now a surplus in this reserve as at 31/03/10 of £1.1m. This issue will be dealt with in the report to Members on the Council Tax Base during the 2011/12 Budget Setting process and reflected in the Medium Term Financial Plan. 
A2.13
Operations Reserves and Tor2

Tor2, The Council’s Joint Venture Company with May Gurney for a range of services was established in July 2010 for a ten year period replacing the Council’s in house operational services. Closure of operational services’ accounts up to “go live” date will be completed in 2010 and at that point any reserves related to operational services will be transferred to the Council’s revenue budget to meet the costs relating to the new contract which are weighted to the earlier years of the contract. 

As it was the most financially beneficial option to the Council, the Council has retained the costs associated with the financing of the assets being transferred to Tor2 (such as refuse lorries). As a result, although the contract is expected to deliver savings compared to estimated costs if the company had not been formed linked to implementation of the waste strategy, there are higher costs in the early years of the contract. To mitigate this, and spread the costs and benefits more evenly over the life of the contract any initial shortfall will be met from the PFI reserve. The PFI reserve will then be repaid in equal instalments over the life of the contract due to the earlier then previously planned implementation of the waste strategy compared to assumptions in the Council’s medium term financial plan.

In addition the Council has made a capital payment of £1.3m to Tor2 in 2010, partly from the Waste Strategy Reserve, for the company to develop its waste management plan to reduce the amount of waste being sent to landfill.
A2.14
Employment Issues Reserve
This reserve was established during outturn 2008/09 to consolidate resources previously held to fund redundancy costs, the holiday pay provision and the provision for job evaluation costs. This reserve stands at £2.7m. It is expected that any costs associated with the implementation of job evaluation and associated issues such as tribunals and harmonisation of leave and conditions can be met from accruals and provision from prior years and from the Council’s 2010/11 revenue budget for job evaluation. It is proposed that the balance on this reserve of £2.7m is not released until the job evaluation related payments have been made and all other associated employment costs, as set out above, have been funded.

A2.15
Change Management and Financial Strategy Reserve 

The Council holds this Reserve to support corporate initiatives in particular invest to save initiatives.  As of the 2010/11 revenue budget an additional £0.5m was allocated to this reserve for transformational issues and to support the Council’s response to the credit crunch. This has not yet been used. The current unallocated balance on this reserve is £0.6 million. 
It is therefore recommended that the unallocated balance on this reserve including the 2010/11 allocation of £0.6m is released and transferred to the new CSR reserve.

A2.16
Prudential Borrowing Reserve 

This reserve aims to equalise the funding implications of the timing differences of the “repayment” of unsupported borrowing, undertaken by services to fund asset purchases, compared to the ongoing long term impact of the financing of the borrowing undertaken on the Council’s revenue budget. In the long term this reserve will balance to nil. 
The Council is expected to have its liability to Devon County Council for the Council’s share of Devon’s borrowing from local government reorganisation transferred to Torbay from 1st October 2010.  This debt is expected to have an average borrowing rate of 5.5% (compared to Torbay’s current 4.2% average).  Torbay would look at options to repay this higher rated borrowing if financially beneficial. In addition given the uncertainty over future government and Council funding for capital projects the Council could be looking to repay some borrowing if financially beneficial to do so and “trigger points” are being set in conjunction with the Council’s treasury advisor. Repayment of borrowing could result in a premium (cost) or discount (income) to the Council depending on the prevailing PWLB rates. The Prudential Borrowing Reserve could be utilised to fund the short term consequences of any such longer term decisions.
A2.17
Financial Climate Reserve
This reserve of £0.191m was established during 2009/10 to supplement the general fund balance during the period of economic uncertainty. Now that the Council has increased its general fund balance to £3.7m (or 3% of net budget) this reserve can now be released.
A2.18
Pensions Reserve
The Council could be facing a significant increase in its employer’s pension contributions in the future based on the next valuation of the pension fund. In addition as the Council sets up a variety of different service deliveries with the TUPE of staff this tends to result in the Council having to make payments on set up of the new arrangement either as a bond purchase or a lump sum payment to the pension fund.  As a result no reductions in this reserve is proposed.
A2.19
School Reserves
The schools reserves will continue to be held for the use of schools. Any school achieving Academy status will be able to take their share of this reserve to their new status.
A2.20
Supporting People Reserve
This reserve was established to “even” out the expenditure on supporting people over a number of years. The reserve which had been increasing over the past few years is expected to reach the stage were it is being used to fund supporting people contracts. The reserve is expected to be fully utilised by the end of 2011/12 at which point additional funding will be required to support this function or reductions to expenditure made to achieve a balance budget.
A2.21
Other Reserves
On the review of reserves a number of other balances have been identified as surplus. These include £82,000 from the equipment reserve and £100,000 from the disposal costs reserve. Both these sums could remain within these reserves and could be allocated at some point in the future, however at present there are no specific commitments against these monies.
A2.22
Comprehensive Spending Review Reserve
There are significant financial challenges facing the Council over the period of the Coalition Government’s Comprehensive Spending Review 2011/12 – 2014/15. This review is likely to result in significant reductions in the Council’s budget over the next four years. 
As a result of this challenge, and the significant uncertainty over both revenue and capital funding levels, it is recommended that a major reserve is established to support the Council in balancing its budget and achieving the expected budget reductions over the period of the CSR. This reserve could be used for:

- short term support for the 2011/12 budget while services adjust spending to new levels



- financing of any costs in relation to reducing services and therefore staff numbers



- to support any initial costs of changing service delivery that will result in future savings.

More detail of the use of this new reserve will be developed during the 2011/12 budget process and will be incorporated into the Council’s 2011/12 budget and medium term financial planning. Any part of this reserve not used will be reassessed as part of the 2012/13 review of reserves.
A3
Review of Provisions and other Potential Liabilities
A3.1
In addition to earmarked and general reserves the Council also holds provisions for a number of issues where the Council has a clear liability which is probable to result in a payment but the amount and timing of the potential payment is uncertain. 
A3.2
As at 31/03/2010 Torbay Council’s provisions were as follows:-
	08/09
	
	09/10
	Change
	Change

	£m
	
	£m
	%
	£m

	0.7
	Insurance Provision 
	0.6
	(14%)
	(0.1)

	1.6
	Pay Modernisation (incl. schools)
	1.9
	19%
	0.3

	0.2
	Other Provisions
	0.1
	(50%)
	(0.1)

	
	
	
	
	

	2.5
	Total Provisions
	2.6
	4%
	0.1


A3.3
The provisions above are based on the latest information as to the value of the potential liability, as such no changes in the value of these are proposed. It is expected that the provision for pay modernisation will be used during 2010/11 when any “back pay” to staff is processed.

A4
General Fund Reserve - Risk Assessment and Sensitivity/Scenario Appraisal
A4.1
The Councils General Fund Reserves of £3.7 million represents 3% of the Council’s overall 2010/11 budget. 

A4.2
The CIPFA guidance on reserves does not recommend a statutory minimum level of reserves. It states that “Local Authorities should make their own judgements on such matters taking into account all the relevant local circumstances which will vary between Authorities”. CIPFA also state that “a well managed authority with a prudent approach to budgeting should be able to operate with a relatively low level of reserves”.

A4.3
A risk assessment of all 2010/11 budgets suggest that the maximum overspend in any year if all services were subject to adverse pressures, and where there isn’t any specific service related earmarked reserve, would be £6.2 million or 4.6% of net revenue budget.  An estimate should be added to reflect any, as yet unknown, in year budget pressures, potential Bellwin scheme claims (emergency planning) and to reflect the financial risks inherent in any significant new partnerships, outsourcing or capital developments, say £1.0 million. This would result in a required General Fund reserve of £7.2 million or 5.3% of net budget. The current level of General Fund Reserve will cover just over 50% of this sum. In this unlikely circumstance the General Fund Reserve will be used in one financial year. 
A4.4
This risk assessment is higher than in the previous year as the ongoing economic uncertainty has continued to impact on the risk of budget variations in a number of areas. This is in addition to the impact of budget monitoring issues – particularly in relation to Childrens and Adult Social Care and risk from the number and scale of major projects being undertaken by the Council such as the new Tourism Company and Tor2.  The risk assessment reflects these issues.
A4.5
A consideration within this risk assessment is the level of the risk of budget variances passed to partners or other suppliers via service delivery contracts. A key partner for the Council is the Torbay Care Trust as the level of funding to the Care Trust is over £40 million per annum. For 2010/11 the Care Trust and Council have agreed to share the risk of any over or under spends. At this stage it is uncertain whether this arrangement will be continued for 2011/12. The risk assessment in A6.3 above continues to reflect this uncertainty. 
A4.6
However a prudent risk based approach to budget setting will have mitigated the majority of the risk of an overspend. In addition it is highly unlikely that all budgets will be adversely affected in the same year or that there will be no underspending arising from savings or additional income. Therefore the General Fund Reserve should as a minimum be equal to 50% of the total assessed risk in any financial year or 2.7% of net budget. This for 2010/11 will result in a required general fund reserve balance of £3.6 million. At this stage the current general fund balance of £3.7 million is at the target level of 3% of the Council’s net budget requirement.  

A4.7
It is assumed that in the circumstances of a significant overspend within the Council’s capital programme this will be covered by alterations to the timing of the Council’s capital programme, use of the capital contingency or from additional borrowing within the Council’s approved Prudential Indicators. Any additional borrowing costs would have to be met from the Council’s revenue budget. 
A4.8
The Council’s capital plan has a contingency of £1.6 million – this is approximately 1% of the current four year capital plan. It should be noted that most capital projects have contingencies within the individual project costs.

A4.9
Following consideration of the above, in the opinion of the chief finance officer, the current level of general fund reserve should not be reduced, as balances would fall below a prudent minimum level.  The 2011/12 budget to be presented to Members will also include a positive assurance statement from the chief finance officer about the adequacy of the proposed financial reserves, in accordance with the requirements of section 25 of the Local Government Act 2003.

A5
Chief Finance Officer Statement.  

A5.1
I am satisfied that the Council’s General Fund and Earmarked Reserves, including Insurance Reserves, are adequate for the Council’s Financial Plans and to meet any known or predicted liabilities over the period in which the liabilities are expected to become due for payment. 

A6
Governance of Reserves.  

A6.1
Appendix 1 shows the projected balances of the reserves at the end of the current financial year and the 2010/11 financial year.  These balances are based upon planned levels of spending, which will be subject to approval by the Council when the overall budget is approved.  In the event of any unplanned expenditure occurring in the financial year current Standing Orders and Financial Regulations will apply.  

A6.2
The Reserves will continue to be reported as part of the Council’s Statement of Accounts and subject to a formal annual review as part of the budget process. Councillors should assess the Councils General Fund Reserve as part of the annual budget setting process. 

A6.3
It was suggested in last years review of reserves that in future years, any reserve that has remained “static” for three years was identified for reallocation to help meet Council priorities. For the 2011/12 review for a number of smaller reserves managers have been further challenged to clarify expenditure plans, therefore additional reserves may also be released.

A6.4
As the purpose of each earmarked reserve is clearly stated it is not considered necessary to report movements on earmarked reserves on a quarterly basis to Cabinet or to the Overview & Scrutiny Board.  Any quarterly reporting of issues relevant to earmarked reserves will be on an exception basis. Where appropriate a “withdrawal from reserve” form is completed and signed by the chief finance officer and the Mayor.
A6.5
Any budget variations that are reported to Cabinet which can not be funded from existing revenue resources will then, as a consequence, impact on the projected balance on the General Fund Reserve.

A6.6
Schools reserves are part of the delegated schools funding and these reserves remain the discretion of the Head Teachers and Governing Bodies.
A7
Opportunity Costs
A7.1
Where a reserve is above the target levels, Members need to consider the opportunity costs of maintaining these reserve levels. Members need to consider that a reserve above a target level will provide benefits from reduced financial risk in that reserve and the cash flow benefits holding these levels brings from increased investment returns. These benefits need to be compared to any benefits (or opportunities) that may arise from using the reserve to support service delivery or a specific project. This “opportunity cost” of maintaining reserve levels compared to alternative spending options needs to be carefully considered. 
A8
Risk assessment of preferred option

A8.1
Outline of significant key risks
It is important that the issues raised in this report are considered by Members and appropriate action is taken, where necessary, to ensure that the Council has adequate reserves in the short and medium term. Failure to consider the issues raised within this report and take appropriate action could result in the Council having insufficient reserves that could adversely impact on the revenue budget.  
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Appendix 3
Council Reserves Detail
Background Papers:

The following documents/files were used to compile this report:

FIMS
Reserve database
Appendix 1 to Report 277/2010
	2011/12 - Review of Reserves

	
	
	
	
	
	
	

	
	Balance as
	Para.Ref.

	Reserves
	at 31/3/10
	at 31/3/11
	at 31/3/12
	at 31/3/13
	at 31/3/14
	 

	
	 
	 
	 
	 
	 
	 

	
	£'000
	£'000
	£'000
	£'000
	£'000
	 

	 
	 
	 
	 
	 
	 
	 

	General Reserves
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	General Fund
	3,692
	3,692
	3,692
	3,692
	3,692
	A4

	Collection Fund Reserve
	1,103
	1,310
	1,310
	1,310
	1,310
	2.12

	School Balances
	678
	678
	678
	678
	678
	2.19

	 
	5,473
	5,680
	5,680
	5,680
	5,680
	 

	Earmarked Reserves
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	Learning & Skills
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	Education Early Retirement/Redundancy Costs
	294
	537
	537
	537
	537
	 

	DSG - Schools Reserve
	977
	677
	677
	677
	677
	 

	PFI Sinking Fund
	4,319
	2,839
	3,009
	3,179
	3,349
	 

	 
	5,590
	4,053
	4,223
	4,393
	4,563
	 

	Pride in the Bay
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	Art Objects Purchased Fund
	22
	22
	22
	22
	22
	 

	Cemeteries Reserve
	50
	50
	50
	50
	50
	 

	Claylands Reserve
	60
	0
	0
	0
	0
	 

	Land Charges
	81
	111
	0
	0
	0
	 

	Planning Reserve (Inquiry)
	405
	405
	0
	0
	0
	 

	Vehicles and Plant
	205
	0
	0
	0
	0
	2.13

	Waste Strategy
	992
	116
	116
	0
	0
	2.13

	 
	1,815
	704
	188
	72
	72
	 

	New Economy
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	Disposal & Asset Rationalisation Costs
	305
	250
	225
	200
	175
	 

	Civic Hub Reserve
	315
	215
	115
	15
	0
	

	LABGI Reserve
	193
	72
	55
	45
	45
	 

	Pearl Assurance House R &M
	55
	55
	55
	0
	0
	 

	Riviera Centre
	318
	300
	0
	0
	0
	 

	TDA - Capital Schemes Reserve
	257
	0
	0
	0
	0
	 

	 
	1,443
	892
	450
	260
	221
	 

	Stronger Communities
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	Supporting People Commissioning
	1,286
	942
	549
	7
	9
	 2.20

	Torbay Private Sector Leasing
	99
	99
	0
	0
	0
	 

	Torbay Pound Reserve
	58
	58
	5
	0
	0
	 

	Performance Reward Grant - Housing
	4
	0
	0
	0
	0
	 

	 
	1,447
	1,100
	554
	7
	9
	 

	All Services
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	Service Carry Forwards
	5,061
	2,983
	1,825
	1,674
	1,370
	 

	Budget Pressures Reserve
	450
	0
	0
	0
	0
	 

	Financial Climate
	192
	192
	192
	192
	192
	2.17 

	Capital Funding Reserve
	1,670
	1,066
	1,066
	1,066
	1,066
	 

	Council Elections
	81
	120
	0
	39
	77
	 

	Devon Audit Partnership
	24
	24
	24
	24
	24
	 

	Employment Issues Reserve
	2,737
	2,737
	2,737
	2,737
	2,737
	2.14

	Equipment Reserves
	493
	413
	413
	413
	413
	

	Financial & Change Management Strategy 
	894
	1,055
	780
	780
	780
	2.15

	Insurance Reserves
	3,947
	3,867
	3,862
	3,857
	3,852
	2.11

	IT Equipment Reserve
	791
	586
	381
	176
	0
	

	LGR Repayment Reserve
	85
	15
	0
	0
	0
	

	Prudential Borrowing
	1,337
	1,087
	587
	587
	587
	2.16

	Pension Reserve
	231
	481
	481
	481
	481
	2.18

	Performance Reward Grant
	30
	0
	0
	0
	0
	 

	 
	18,024
	14,626
	12,349
	12,026
	11,580
	 

	 
	 
	 
	 
	 
	 
	 

	Trading Reserves
	 
	 
	 
	 
	 
	 

	Harbours Reserves
	959
	929
	849
	838
	812
	 

	Operations Reserves
	453
	50
	25
	0
	0
	2.13

	 
	1,411
	979
	874
	838
	812
	 

	 
	 
	 
	 
	 
	 
	 

	TOTAL RESERVES
	35,203
	28,034
	24,318
	23,276
	22,936
	 

	 
	 
	 
	 
	 
	 
	 












Appendix 2 to Report 277/2010

Background to Reserves, Torbay Council Policy and CIPFA advice
Legislative Requirements.  

It is the responsibility for a Council’s Chief Finance Officer to advise on the level of reserves that they should hold and to ensure there are clear protocols for their establishment and use. Under the Local Government Act 2003 the Chief Financial Officer has a duty to report on the robustness and adequacy of Council reserves when the Council is considering its budget requirement. 

This requirement is in addition to the requirements of the Local Government Finance Act 1992, which requires Councils to have regard to the level of reserves needed for meeting estimated future expenditure when calculating the budget requirement.

The levels of reserves will also link to the Council’s capital programme under the prudential code linked to the affordability of borrowing.

There is no standard or guidance for a minimum level of reserves for each Council, it is the responsibility of each Council, with advice from the Chief Financial Officer, to make their own judgments on such matters taking into account all the relevant circumstances which will vary between Councils.

Torbay Council, like most Councils, holds reserves for two main purposes

A contingency to cover the impact of unexpected events or emergency.  This is often known as a Council’s General Fund Reserve. This reserve also, in effect provides a working balance to help cushion the impact of uneven cash flows.

A means of building up funds often referred to as Earmarked Reserves, to meet known or predicted liabilities. These Earmarked Reserves could include:

Sums set aside for known or anticipated liabilities.

Sums set aside for major schemes.



      Insurance reserves.



      Trading reserves (Harbours & Operations).



      Reserves retained for Service Department use.



      School balances.



      Council Tax Collection Fund Balances.

The annual Review of Reserves is a key part of a Council’s Risk Management process.  If a reserve is assessed not to be adequate, an appropriate contribution from future year’s revenue budgets should be planned for, conversely if a reserve is assessed as over provided, the surplus can be used as part of future year budget funding. This review focuses on earmarked reserves and the Council’s general fund reserve. 

There are other reserves that Councils hold that arise out of legislation and accounting rules but these are not “cash” backed and can not be used for any other purpose. These include revaluation reserve, capital adjustment account and the pension reserve.

Policy for Reserves
It is considered good practice for Councils to have “a soundly based policy on the level and nature of reserves and balances that has been approved by members and reflected in the budget and medium-term financial strategy”. The following is the Council’s current policy for reserves: 

Earmarked Reserves:

“Torbay Council will hold earmarked reserves to meet known or specified liabilities. The purpose of each reserve will be clearly stated when established along with a suggested target range for the balance on the reserve. Each reserve will be allocated to the responsibility of a service manager who will at least twice a year review the reserve for both relevance and adequacy. This is to ensure a thorough understanding of the needs and risks of the service/function to which the reserve relates. If a Reserve is assessed as not required or a change in use is requested this will be reported in the next Budget Monitoring Report to Cabinet”. 

General Fund Reserve:

“The Council will maintain a General Fund Reserve as a contingency to cover the impact of unexpected events or emergency. The Council will at least annually review the reserve and assess the target range for the balance on this reserve in light of the Council’s overall financial position”.  


Financial Planning

“The Council will reflect the results of its policy on reserves in its Medium Term Financial Plan and other financial planning such as the Treasury Management Strategy and Capital Plan. The approved level of balances will be monitored to ensure the Council’s financial standing is sound and supports the Council in the achievement of its long term objectives”. 
Cabinet on 23/10/07 approved (report 271/2007 refers) the Council’s policy for Reserves as set out in that report which included that the policy be endorsed not only for 2008/09 but also for all future years. Members, however, are free to recommended changes to the policy if required.

Monitoring of Reserves

The Council monitors and maintains its levels of reserves and balances within the range determined by its agreed policy. Details of each reserve are contained on a specific database which estimates a target range for each reserve.  As the use of Reserves tends to be planned there isn’t a requirement for detailed quarterly monitoring of reserves. Any significant changes in Reserve use or activity will be reported on an exception basis to Cabinet during the quarterly budget monitoring process. The detailed monitoring of reserves is undertaken on an annual basis by this detailed Review of Reserves. The Council will also consider any appropriate Reserve movements as part of the Council’s outturn reporting.
Principles to Assess the Adequacy of Reserves and Scenario Analysis
The CIPFA guidance on Reserves and Balances (issued November 2008) advises that “Chief finance officers should take account of the strategic, operational and financial risks facing the authority. The assessment of risks should include external risks, such as flooding, as well as internal risks”. The CIFPA guidance lists a number of assumptions to be considered when forming a budget, which although these directly linked to the setting of a budget, the level of risk and uncertainty of these assumptions will be relevant in determining an appropriate level of reserves. 

The assumptions and notes to consider in relation to the current conditions are listed in Appendix Two.

	Budget Assumption


	Sensitivity
	Financial Standing and Management

	Inflation & interest rates


	Inflation is a low risk at the current low levels.

Interest rates are a key factor. A 1% change in rates can result in a £0.8m variation


	With the current (as at September 10) low rates of both RPI and CPI high inflation is not a risk. 
Interest rates (bank base rate) are currently 0.5% and are expected to stay at that level of most of 2011/12. This has an adverse impact on Council investments. Council borrowing rates have remained relatively steady, but are expected to rise steeply in the longer term.



	Level and Timing of Capital Receipts


	A 10% drop in value has an impact of reducing receipts by £1 million
	As a result of the economic conditions there has been a drop in the level of receipts received by the Council and the value of potential receipts on some assets have been reassessed at a lower level.

To support the generation of capital receipts there is the Asset Rationalisation Plan which aims to generate the required level of receipts over the four year life on the plan. Due to the low bank rate the major risk associated with capital receipts is the value rather than the timing although a delay in receipts will reduce investment income and could lead to temporary borrowing.



	Treatment of Demand led pressures


	An average childcare placement costs £40k per annum. 

A 1% increase in the employer’s contribution rate is £0.4m 
	Certain budgets are often volatile due to changes in demand levels such as for both adult and childrens’ social care (from a rising number of children on the “at risk” list)  which indicate that this is an area of potential risk. In year recovery plans and planning for the management of future year demand will be critical.

The longer average lifespan of pension scheme members, combined with the (short term) economic conditions, have increased the Council’s share liability of the pension fund which is likely to lead to higher employer contributions in the future.



	Treatment of planned efficiency savings/productivity gains


	
	The Council is faced with significant budget reductions over the next four years. Some of the savings required may not be achievable from April 2011 due to the time lag in developing and implementing significant changes or cuts to services.

Efficiencies are identified as part of the budget setting process and are assumed to be achievable when set as part of a setting a balanced budget.

Future efficiencies arising from say, the Council’s transformational agenda, are not assumed until realised.


	Financial risks inherent in any new funding partnerships, outsourcing or major capital developments.


	A 1% variation on the whole capital plan is £1.5m
	This is a key risk for the Council with the level of both its transformational agenda and its capital programme. Key risks for 2011/12 would include the creation of an EDC for regeneration, the Civic Hub project and the PFI for waste project.

Each project is managed in terms of risk and has a project board, however consideration could be given 

to earmarking reserves to mitigate any potential risk 



	Availability of reserves, government grants and other funds to deal with major contingencies and the adequacy of provisions


	A 1% change on the Council’s paybill is £1 million 
	The Council’s insurance reserve is separately reviewed on an annual basis. The Council would have access to the Bellwin scheme for uninsurable major incidents.  

The full costs associated with the local pay review are still not confirmed.



	General financial climate


	
	The impact of interest rates, inflation and capital receipts have already been noted, however there are other risks associated with the current economic conditions. These would include lower income levels on services such as land charges and planning, lower levels of tax collection and higher levels of bad debts being incurred etc

The money market conditions and in particular the issues associated with Icelandic banks has highlighted risks associated with Council loans and investments. The Council has had no experience of default of any of its investments. The arrangements to manage this risk are outlined in the annual Treasury Management Strategy.



The CIPFA guidance issued in November 2008 was, in part, a response to a higher level of scrutiny of risk arising both from the default of Icelandic banks – including a significant number of  local authority investments, and from the costs of  the major floods in the summers of 2007 and 2008. The conclusion is that Councils should have adequate insurance cover and an appropriate level of reserves to enable them to mange the demands placed on them from such major circumstances.
Links to other Strategies

The level of reserves has clear links to a number of other Council plans and strategies. The level of reserves will depend on and be incorporated in these other documents. These include:


Capital Plan:
A number of reserves are linked to the purchase or replacement of assets. This expenditure will be treated a Capital Expenditure and funded from the earmarked reserve.


Medium Term Financial Plan:
The results of this review of reserves, in particular the General Fund Reserve balance, will need to be incorporated into the Medium Term Financial Plan. In addition any significant under or over provision on earmarked reserves will need to be included. 


Treasury Management Strategy:
The Treasury Management Strategy includes the implications of the level of reserves held for potential cash flow for investment decisions. In addition it will assess the cash flow and financing implications of any significant movement in reserves. 


Business Plans:
The important link between Business Plans and the level of Reserves was reinforced by Cabinet when it recommended in 2007 “that the levels of earmarked reserves should be clearly linked to, and be identified in individual services’ business plans”










