
Agenda Item (9) Reserves Policy 

Summary 

Parton Parish Council is required to maintain adequate financial reserves to meet its needs. The 

purpose of this policy is to set out how the Council will determine and review the level of reserves. 

Background 

The Council’s Financial Regulations oblige   

 The RFO each year, by no later than December, to prepare detailed estimates of all receipts 

and payments including the use of reserves and all sources of funding for the following 

financial year in the form of a budget to be considered by the council. ((para 3.2 of Standing 

Orders) Our former Responsible Financial Officer (RFO) failed to do so 

 The council to consider annual budget proposals in relation to the council’s three year 

forecast of revenue and capital receipts and payments including recommendations for the 

use of reserves and sources of funding and update the forecast accordingly. (para 3.3 of 

Standing Orders). Our former RFO failed to do so 

 The Council to approve any changes in earmarked reserves as part of the budgetary control 

process. (para 4.9 of Standing Orders). The former RFO did not bring forward any proposals 

for the establishment or use of earmarked reserves. 

Any decision on the use of reserves must be made by the Council but no evidence has been found 

that the former RFO obtained any such authority to dip into reserves each year as he did. I could not 

find any evidence that he actually advised Council that the precept had been fully spent.  

Legal 

s.50 Local Government Finance Act 1992 

Detail 

s. 50 of the Local Government Act 1992 requires our Council to undertake certain calculations when 
setting its budget and which I referred to in my budget report to the January Council. This includes 
consideration of the relevant amount that needs to be raised (in the precept) to increase reserves 
for estimated future expenditure in respect of: 

 Working balances to cover payments in advance of receipts on revenue 
account in the following year,  

 Expenditure which will be incurred and charged to revenue account in the 
following or subsequent financial years.  

 
We should also include in our budget an estimate of the amount of reserves to be used during the 
financial year in respect of carrying out our duties and any contingency allowance.  
 
The Council, under its former Responsible Financial Officer, failed to undertake these requirements 
with the result that once the precept had been expended he simply dipped into reserves without 
prior Council approval resulting in a gradual reduction of reserves at the rate of about £1200 to 
£1500 per annum. A wholly improper and, it seems, may have been an unlawful approach to fiscal 
management. 



 

Accordingly the Council has to have in place a proper structured policy on reserves and their use and 

to have regard to such a policy each time it wishes to expend money particularly if it is not budgeted 

for. There is no choice. 

It is, I understand, unusual for a smaller Parish Council such as Parton to hold its reserves other than 

in the form of easily accessible bank deposits. Occasionally circumstances may arise which could 

require us to consider making some kind of investment, for example when saving for a future capital 

project, but I think, for this next financial year, that we should cross that bridge if we come to it. 

Having said that Members may wish to give some consideration, leading up to our next Budget, as to 

whether we wish to invest for some longer term project. Perhaps we should investigate the use of a 

deposit account which may attract more interest than our current account? There have been 

ongoing discussions with the Borough Council over accepting a lease of the football field and 

changing it to a five a side pitch and additional allotments. However, no money was ever put away 

for such a project. Now we have abandoned the idea of taking over the football field, at this time, 

due to financial constraints 

For a Parish such as Parton there tend to be two kinds of reserves 

 General 

 Earmarked 

General Reserves 

The generally accepted recommendation from the Joint Panel on Accountability and Governance 

(JPAG) (which provides financial advice to Parish Councils and which we are obliged to have 

regard to) is that the minimum level of a Smaller Authority’s General Reserve should be 

maintained at between three and twelve months Net Revenue Expenditure (NRE). The reason 

for the wide range (3 to 12 months) is to cater for the large variation in sizes of individual 

authorities. The smaller the authority (e.g Parton) the closer the figure should be to 12 months N 

R E, with the larger the authority nearer to 3 months NRE. That, for our Council,  is effectively a 

sum equal to the annual Precept. 

Our anticipated reserves at this financial year end are anticipated to be about 70% of the 

precept for this current 2019/2020 year. It is suggested that we should not have reserves less 

than that percentage and to review the situation annually at budget time. In order to achieve a 

Budget that Council was happy to present to the Tax Payers this year, we have already had to cut 

our cloth by, for example, halving the number of meetings. Looking at where we could be at this 

time next year, without using reserves, the reserve figure could be about 54% of the level of 

precept. Gradually we will be moving away from the recommended practice. On past 

performance, without a disciplined management of our budget, it may be that yet again we dig 

into reserves this coming financial year reducing even further the % of reserves against precept 

contrary to recommended practice. In the Budget report I did indicate that under recent budget 

management arrangements, where the Clerk never advised members of just what happening 

with our reserves, the reserves could be gone in a short number of years.  



To maintain the recommended level of reserves we may need to include in our Budget for 

2021/2022 a sum to top up the reserves. That can come from the Tax Payer and that would 

mean including in the precept for 2021/2022 about half of this years’ precept figure just to bring 

reserves up to the recommended percentage of precept. Members can form their own views as 

to whether that is acceptable. That I am afraid is the legacy of poor financial management. 

To put where we are in everyday terms we have been spending the mortgage monies in the pub. 

As Mr Micawber said “annual income £20, annual expenditure £19-19s-6d, result happiness. 

Annual income £20, annual expenditure £20-0s-6d result misery”. Then, perhaps, Council hoped 

that “something will turn up”! 

JPAG advises that the use of this General Reserve is not usually restricted. It can be used to 

smooth the impact of uneven cash flows, offset the budget requirement or can be used to cope 

with unexpected events or emergencies. JPAG continues that it is intended to maintain the 

General Reserve at a level equivalent to twelve months precept income, but at all times should 

be sufficient to cover staff salaries to cover for long term sickness or the resignation of the Clerk, 

whereby the services of a locum clerk may be required. JPAG also advises that if the balance is 

drawn down, replenishment will need to be provided for in the next annual budget. If the 

General Reserve is exhausted due to extreme circumstances, the Council may make emergency 

borrowings from Earmarked Reserves (if sufficient is in such reserves), which will be replaced at 

the next annual budget.  

What is clear here is that the Council needs to have a better understanding and control of its 

reserves going forward rather than being kept in the dark as they seem to have been in the past. 

Broadly a decision needs to be taken that we will use every effort not to use reserves this 

coming financial year and to seek to effect savings wherever possible so that, rather than call on 

the Tax Payer to fund the top up of reserves from the 2021/22 precept, we may be able to use 

saving in the budget for next year to help keep down the Council Tax bill for 2021/22 

Earmarked Reserves  

None of the above in any way affects the level of Earmarked and/or Capital Receipts Reserves 

(EMR/CRRs) that Parton may or should hold. JPAG advises that there is, in practice, no upper or 

lower limit to EMR/CRRs that can be saved only that they must be held for genuine and intended 

purposes. Further that their level should be subject to regular review and justification (at least 

annually), and should be separately identified and enumerated. I doubt that the Council will ever 

have any capital receipts which generally come from the sale of land. 

Earmarked Reserves are usually set up to meet known or predicted liabilities. These reserves are 

a mechanism to smooth expenditure so that a sensible replacement programme can be achieved 

without the need to vary budgets. Examples of Earmarked Reserves include: - Future projects,  

maintenance of land or play equipment owned or leased by the Council, to cover accidents not 

covered by insurance (eg fallen/dangerous trees, fencing / gate repairs) - Possible election in 

event of casual vacancy and contested elections. They may also be used to accumulate a fund to 

meet the excesses of claims not covered by insurance. At present the Council does not hold any 

funding to meet any excesses in the event of a claim such that we are at a potential financial risk 

and our former Clerk never raised this risk. The Council has never had earmarked reserves for 



such as maintenance of the play equipment and is having to incur quite a sum this next year. It 

might have been better to have saved up for that inevitable expense rather as we may all save 

up for our next holiday.  

We have tended to keep money from the precept for any possible election in the budget rather 

than being “earmarked”. That means that it is always spent on other things as we use up the 

precept each year. It is suggested that the sum in the budget for that possible purpose £280 be 

assigned to an “earmarked reserve”. If there is no election this coming 12 months or so then we 

can add to that sum next year and gradually build up that reserve for the 2024 Council elections, 

when the expense of the election is recoverable by Copeland from us, so that the effect of that 

bill is not badly felt. This avoids a sudden increase in our precept for that purpose. 

Procedure  

Any decision to set up a reserve must be made by the Council. The Council will be required to 

consider the following when making recommendations for each reserve: - The reason for / purpose 

of the reserve - How and when the reserve can be used - Procedures for the reserves management 

and control - A process and timescales for review of the reserve to ensure continuing relevance and 

adequacy. Expenditure from reserves can only be made by the Council. It is suggested that the 

reserves be reviewed by the Council as part of the annual budgeting process. The Responsible 

Financial Officer should be required to maintain a detailed schedule of all reserves which will form 

part of the Council’s accounts package. 

Budget Implications 

The Council in the past does not appear to have ever approved expenditure from reserves and as a 

result the reserves have been reducing year on year without any plan in a budget for their 

replenishment. The Council does not seem to have had any forward planning fed into its budget, 

other than for this year, such that its business tends to meet year to year needs rather than future 

needs. Proper management of reserves and some forward planning can facilitate better budget 

planning and avoid large increases in the precept. 

Risk Management Implications If any 

Reviewing the Council’s Financial Risk Assessment should be part of the budgeting and year end 

accounting procedures. Adoption of the recommendations in this report can facilitate better 

management of unexpected events which require the use of the Council’s finances 

Recommendation –That - 

1. the principles of this policy be adopted; 

2. The reason for / purpose of the reserve set out in this report will form the basis of the 

Councils accounting protocols including for no use of reserves without Council authorisation 

3. The Council strives to operate wholly within its approved budget and to attain savings if 

possible 

4. The reserves be reviewed annually as part of the annual budgeting process.  

5. The Responsible Financial Officer be required to maintain a detailed schedule of all reserves 

which will form part of the Council’s accounts package. 



6. After the end of this next financial years General Reserves shall not be allowed to fall below    

70% of the annual precept figure except with the express approval of the Council and at the 

next Budget approval a sum shall be included to move the General Reserve up to that 70% of 

the annual precept figure; 

7. the sum allocated in the 2020/2021 Budget for election expenses be ring fenced as 

“earmarked reserves” to be used only for election purposes. This sum to be carried forward 

if unused into the following financial year and topped up by a similar sum each year from the 

precept 

8. Councillors consider potential future projects for which earmarked reserves may be 

required. These to be considered in due course 

9. the new Clerk be required, by November 2020, to have developed a three year forecast of 

revenue and capital receipts and payments as per Standing Orders and which should include 

an indication of possible sources of funding e.g grants for any future projects. 


