
 

Powys County Council Reserves Policy 

Introduction 

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 

maintained and used. 

The requirement for Financial Reserves is acknowledged in statute.  Sections 32 and 

43 of the Local Government Finance Act 1992 requires authorities 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 prevent local authorities over 

committing themselves financially.  These include: 

 The balanced budget requirement 

 Chief finance officers’ duty to report on the robustness of estimates and 

adequacy of reserves when the authority is considering its budget 

requirement (Section 25 of the Local Government Act 2003) 

 The legislative requirement for each local authority to make arrangements for 

the proper administration of their if their financial affairs and that the chief 

finance officer has responsibility  for the administration of those affairs as set 

out in 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 the chief financial officer to report to all 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 resources to 

meet its expenditure in a particular financial year.   

 

Definitions  

 

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

 

Types of Reserve 

 

General Fund Reserves – to meet short term, unforeseeable expenditure arising 

from unexpected events or emergencies.  To enable significant changes in 

resources or expenditure to be properly managed over the period of the Medium 

Term Financial Strategy. 

 

Earmarked and Specific Reserves – to meet known or predicted requirements, or 

established by statute. 

 



Unusable reserves – these arise out of the interaction of legislation and proper 

accounting practice either to store revaluation gains or as adjustment accounts to 

reconcile requirements driven by reporting standards to statutory requirements.  

These reserves are not backed by resources and cannot be used for any other 

purpose. 

 

Reserves should not be held without a clear purpose. 

 

General Fund Reserves 

 

In assessing the appropriate level of reserves the Authority will ensure that the 

reserves are not only adequate but also necessary and will be appropriate for the 

risk (both internal and externa)l to which it is exposed.   

 

In assessing its financial risk the Chartered Institute of Public Finance and 

Accountancy (CIPFA) has issued guidance on the factors that should be 

considered: 

 

 Budget Assumption for inflation and interest rates 

 Estimates of the level and timing of capital receipts 

 The treatment of demand led pressures 

 The Authorities track record in budget and financial management 

 Treatment of planned efficiencies/savings 

 The financial risk inherent in any significant new funding partnerships, major 

outsourcing and capital developments 

 The likely level of Government support to deal with major unforeseen events 

 The adequacy of the authority’s Insurance arrangements 

 The Authority’s virement and end of year procedures in relation to budget 

under and over spends 

 The general financial climate and future funding assumptions 

   

The risk assessment will be reviewed annually. 

 

The appropriate level of General Fund Reserves will be determined annually as 

part of the Budget Setting process and Medium Term Financial Strategy and will be 

subject to approval by the Cabinet and Full Council. 

 

The Financial Strategy will set out the level of planned reserve balances including 

financial arrangements for any replenishing of reserves, it will also confirm 

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

these thresholds a plan will be agreed by Cabinet to restore balances to the 

appropriate level. 

 

Earmarked and Specific Reserves 

 



These are required for specific purposes and are a means of building up funds to 

meet known or predicted liabilities.  By nature these reserves balances do not have 

minimum and maximum thresholds.  Creation of such reserves must be approved 

by the Strategic Director of Resources. 

 

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 will transfer to the General Fund 

Reserve. 

 

Ringfenced Reserves 

 

Housing Revenue Account 

 

The Housing Revenue Account is ringfenced this means that HRA resources may 

only be expended with the HRA.  Councils are not allowed to transfer resources 

between the HRA and their general funds.  The Balance on the HRA is held in a 

ringfenced reserve. 

 

Schools Reserves 

 

Schools are able to carry forward surplus and deficit balances from one year to the 

next and utilise these balances for managing changes in pupil numbers and 

funding, or the funding of projects and future liabilities.   The balances are held by 

individual schools, they are not for general Council use.  Guidance on the level of 

balances held, and possible clawback of funds by the Authority is documented 

within section 4 of Powys’ Scheme for the Financing of Schools.  

 

Reporting of Reserves 

 

The balances and movement of all reserves is required to be reported within the 

Authorities Annual Statement of Accounts.    

 

The balance held and projected movement of useable reserves is reported monthly 
as part of the Budget Monitoring Report to Cabinet, this includes the level of 
reserves held against the threshold set for the year. 


