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1. Introduction 

1.1 Billingham Town Council is required to maintain adequate financial reserves 

to meet the needs of the organisation and to ensure financial security.  The 

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

the level of reserves it holds. 

1.2 There are no specified minimum or maximum level of reserves that an 

authority should hold. The Joint Panel on Accountability and Governance 

Practitioners Guide (JPAG) (March 2020 edition) advises: 

 “As with any financial entity, it is essential that authorities have sufficient 

reserves (Earmarked and General) to finance both its day-to-day operations 

and future plans.  It is important, however, given that its funds are generated 

from taxation/public levies, that such reserves are not excessive”. 

1.3 Sections 32 and 43 of the Local Government Act 1992 require local 

authorities to have regard to the level of reserves needed for meeting 

estimated future expenditure when calculating the budget requirement.  

However, there is no specific minimum level of reserves which an authority 

should hold, and it is the responsibility of the Responsible Financial Officer 

(RFO) to advise the Town Council about the level of reserves and to ensure 

that there are procedures for their establishment and use. 

1.4 The Chartered Institute of Public Finances and Accountancy (CIPFA) 

recommends that local authorities should establish and maintain reserves and 

that these are held for three main purposes: 

• A working balance to help cushion the impact of uneven cash flows to 

avoid the need for borrowing; 

• A working balance to help cushion the impact of unexpected events or 

emergencies; 

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

(Earmarked Reserves). 

1.5 Billingham Town 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 

Financial Officer on the adequacy and appropriateness of its reserves, 

primarily when setting its annual budget.   

 

2. Creation and Use of Reserves 

2.1 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 reserves has been exhausted.   



2.2 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.  

 

3. Types of Reserves 

3.1 General Reserves 

 General reserves are funds which do not have any restrictions on their use. 

The main purposes of the General Reserves are firstly to operate as a 

working balance to help manage the impact of uneven cash flows and 

secondly, to provide a contingency to cushion the impact of emerging or 

unforeseen events or genuine emergencies.   

 JPAG (March 2020 edition) advises: 

 “The generally accepted recommendation with regard to the appropriate 

minimum level of a Smaller Authority’s General Reserve is that this should be 

maintained at between three (3) and twelve (12) months Net Revenue 

Expenditure (NRE)”. 

 “The smaller the authority, the closer the figure should be to 12 months NRE, 

the larger the authority the nearer to 3 months.  In practice, any authority with 

a NRE in excess of £200,000 should plan on 3 months equivalent”. 

 Billingham Town Council holds not less than 3 months equivalent NRE in its 

Earmarked Reserves (321 – Contingency and 4232 Café Contingency). 

 The minimum level of General Reserves shall be recommended to the 

Council by the RFO.  This will form part of the recommendations for the 

annual budget setting process.   

3.2 Earmarked Reserves (EMR’s) 

 It is financially prudent to progressively accumulate EMR’s to ensure funds 

are available to meet significant replacement.  EMR’s must be held for 

genuine and intended purposes and their level should be subject to annual 

review and justification. They should be separately identified to prevent query 

from internal and external auditors. 

 By annual proportional increases of EMR’s, the impact on budgets and 

therefore the annual precept is minimised. Further, this action would also help 

to ensure that strong balances are passed to future Councils as part of a long 

term financial plan. 

 The purpose as an EMR is to set aside amounts for projects that extend 

beyond one year or as a contingency against a specific situation occurring.  

Once an EMR has been established by the Town Council, it is the 

responsibility of the relevant committee (dependant on the Terms of 

Reference) to ensure funds are spend in line with their purpose.  



 EMR’s shall be reviewed on an individual basis. 

  

4. Financial Responsibility 

4.1 Under its Terms of Reference, the Finance & General Purposes committee is 

responsible for the overall management and control of the Town Council’s 

finances. 

4.2 The role of the committee is to review the level of its balances and reserves 

and make the following decisions: 

• To recommend to the Council to amend, cease or reallocate EMR’s 

which will not be used for the original purpose for which they were 

established; 

• To consider the level of reserves to be applied to the precept for the 

new financial year and beyond. 

 

5. Role of Responsible Financial Officer (RFO) 

5.1 It is the responsibility of the RFO to advise the Town Council about the level 

of reserves that it should hold and ensure that it has clear protocols for their 

establishment and use.  

5.2 There is no statutory minimum but there are four significant safeguards in 

place against the Town Council over-committing itself financially: 

a. The balanced budget requirement. 

b. Responsible Financial Officer’s S114 powers. 

c. The External Auditors responsibility to review and report on financial 

standing. 

d. The year end audit report from the Town Council’s auditor. 

5.3 Billingham Town Council, on the advice of their RFO, are required to make 

their own judgements on the level of reserves, taking into account all relevant 

local circumstances (which can vary). 

5.4 It is the responsibility of the RFO to ensure reserves are spent in line with 

their purpose.   

5.5 The RFO has a fiduciary duty to local taxpayers and must be satisfied that the 

decisions taken on balances and reserves represent responsible stewardship 

of public funds. 

   

 


