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Introduction 
 

 
As resources become evermore scarce it is important to be resilient for the future.  
Reserves are available to Local Authorities to assist with future one off commitments or 
investments to benefit the service delivery. 
 
This policy sets out the procedures for establishing, monitoring, decommissioning and 
repurposing reserves in the short term to align to the Council’s priorities.  The policy should 
be reviewed each year in the third quarter of the financial year, to assist with budget 
planning and Statutory Accounts.  
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Part 1: Key Objectives of the Reserves Policy 
 

 
There is a need to have a strategic approach to the creation and maintenance of the earmarked 
reserves by the Council to ensure long term financial sustainability. This is due to reducing 
resources and any money set aside needs to both support the priorities of the Council and prevent 
unforeseen expenditure / events impacting on year on year budgets. 
 
The level of reserves maintained by Local Authorities collectively have in the past attracted 
comment from previous Government Departments ie the former Ministry for Housing, 
Communities and Local Government (MHCLG) indicating they are excessive. 
 
In contrast , CIPFA CEO, Rob Whiteman, published a paper in April 2020 stating the importance 
of reserves and how councils should not use reserves for day to day spending and should look to 
replenish / build up reserves for the longer term.  Subsequently in forums in the latter part of 2020 
he went on to say evermore Local Authorities should look to replenish reserves following the 
events of 2020 to ensure longer term viability. 
 
The Audit Commission report of 2012 sets out advice but also recognises that there is no set formula 
for deciding upon the appropriate level of reserves. It stated that having the right level of reserves 
was important and where reserves were low there could be little resilience to financial shocks and 
sustained financial challenges. It also stated that where reserves are high, there is a risk that 
some councils may utilise one off reserves to address budget pressures instead of having savings 
programmes to ensure ongoing sustainability.   
 
The report was that councils need to consider the following when establishing and utilising 
reserves: 
 

 Undertake an annual review to ensure reserves align with the Medium Term Financial 
Plan (MTFS). 

 Have clarity about the purpose  of all earmarked reserves. 
 Ensure earmarked reserves held to mitigate financial risk reflect an up to date assessment 

of risk. 
 Monitor the level and use of reserves over recent years, and compare the Council’s 

approach to other organisations facing similar circumstances where appropriate. 
 Accurate budget monitoring and forecasting to give Elected Members greater awareness 

of likely movements on reserves at year end. 
 Ensure significant or unexpected variations to budget are dealt with. 

 
Most recently the CIPFA Financial Management Code for Local Government (FM Code) which 
became effective on 1st April 2021 has an emphasis on prudence and financial sustainability and 
resilience.  The Code is to support good practice in financial management and to assist local 
authorities in demonstrating their financial sustainability.  
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The FM Code is based on a series of principles supported by specific standards and statements 
of practice, in order to provide the strong foundation within local authorities to enable them to: 
 

 Financially manage the short, medium and long-term finances. 

 Manage financial resilience to meet unforeseen demands on services. 

 Financially manage unexpected shocks in their financial circumstances. 

 
Appropriate management of reserves is a significant part of compliance with the FM Code.  The 
Council has completed a self assessment of its standing against the principles within the FM Code 
which has demonstrated full compliance and strong financial management, including long term 
financial sustainability due to the management of reserves. 
 
Parts 2 and 3 of this policy demonstrate how these will be met. 
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Part 2: Council Priorities and Earmarked Reserves 
 

 
 
The total level of reserves at 31st March 2021 was £223.2m being £17m of General Balances and 
£206.2m of Earmarked Reserves.  The balance of Earmarked Reserves is made up of 21 specific 
earmarked reserve including Schools Balances held at £15.3m, therefore the total reserves held 
for use by the Council at the end of the financial year was £190.9m (20 in number). 
 
These reserves are aligned to the Council’s priorities of making the borough a great place to grow 
up, get on and live well and are set out below: 
 
o In year budget carry forwards – This reserve is set aside for commitments identified from 

2020/21 to 2021/22. 
 

o Equalisation Reserve – The Equalisation Reserve has been established to assist the Council 
in managing its budget requirement for future years by identifying one off funds that become 
available to resource Council spend and the implementation of complex savings proposals.  It 
is proposed that ongoing covid pressures, such as the loss of commercial income, which 
cannot be met from additional funds be funded from this reserve in the short term, with longer 
term plans to replenish the reserve to an agreed level by Leadership and Cabinet.  

o Section 31 Business Rates Relief - This reserve holds the balance of Section 31 Business 
Rates relief grant received to offset Business Rates relief given in response to the Covid-19 
pandemic. The reserve will be used in 2021/22 to offset the impact of the 2020/21 Business 
Rates deficit on the Council’s income. A further allocation of Section 31 Business Rates relief 
grant  to offset 2021/22 Business Rates relief will be transferred to the reserve at 2021/22 year 
end, for use in 2022/23. 

o Schools PFI – This reserve is the cumulative amount of unapplied funding received to date 
which will be utilised to finance the Schools PFI over the whole life of the project. The reserve 
also includes an amount to cover future Lifecycle Cost prepayments. 

o Insurance Reserve – This reserve represents the need to finance costs (e.g. claims and 
premium payments) associated with insurable risk and the self-funding of general corporate 
risks. 

o Business Rates Growth – This reserve is the additional Business Rates income retained by 
the Council as part of the Greater Manchester 100% Business Rates Retention pilot. This 
reserve underwrites risks associated with Regeneration Projects and provides short term 
funds for the impact of changes to the level of Business Rates resources. 

o Covid-19 Reserve – Following the Covid-19 outbreak the Government has provided 
emergency funding to support local authorities to manage pressures on Social Care and 
support vulnerable people, and help deal with pressures on other public services. The 
unutilised funding is held in this reserve to be used to mitigate the on-going financial impact of 
Covid-19 in 2021/22. 
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o Manchester Airport Debt – This reserve has been set up following conversion of Manchester 
Airport debt into an equity instrument. The Airport pays the Council a contribution towards its 
debt financing costs. This payment can be deferred if profits fall below a certain threshold and 
the reserve exists to cover this possibility. 
 

o Other Reserves – This combined reserve consists of a number of miscellaneous reserves all 
with balances below £900k. 

 
o No Wrong Door – The No Wrong Door (NWD) innovation is funded by the Department for 

Education (DfE) over a 3 year period. The reserve has been established to ensure 
sustainability of the NWD innovation beyond DfE funding. The innovation and sustainability of 
it is key to reducing the number of children in care and bridging the funding gap. 

 
o Street Lighting PFI – This reserve is the cumulative amount of unapplied funding received to 

date which will be utilised to finance the Street Lighting PFI over the whole life of the project. 
 
o Transformation Reserve – This reserve has been set up to assist the Council in identifying 

and developing innovative proposals to reduce Council expenditure and/or increase potential 
income streams by investing in any proposal where one off funding is required on an invest to 
save basis. 

o Jobs & Prosperity Fund - This reserve has been set up to assist those businesses who wish 
to start up, relocate or expand in Rochdale. The Fund will also be used where the Council 
wishes to progress more quickly an offer to incentivise a company looking for a new location. 

o Waste Smoothing Reserve – Set up to cover the stretch target for recycling from 2017/18 
onwards, including risks associated with the new waste disposal levy allocation methodology 
agreement (LAMA) between the Greater Manchester Combined Authority (GMCA) and the 
nine Greater Manchester (GM) authorities. 

o Property Growth Smoothing Reserve - Commercial Investment Fund schemes have a 
required level of savings to achieve each year (1.5% on investment).  Achievement will depend 
on rental levels, with surpluses in some years offsetting deficits in other.  This reserve is 
required to smooth the year on year positions and ensure the targeted savings are achieved. 

o Early Retirement/ Redundancy – This reserve has been created to fund future costs arising 
from early retirement/ redundancies. 
 

o S106 Grounds Maintenance – This reserve has been created to hold contributions from 
developers to pay for future years’ grounds maintenance costs relating to specific S106 
agreements. 

o Stock Transfer Potential Liabilities – This reserve has been created to cover any potential 
costs that may arise from the stock transfer warranties. 

o VAT Shelter – To fund future commitments for Homelessness Contract and Funding Strategy. 

o Stronger Families – This reserve has been set up for the Stronger Families scheme. Funding 
from the Department of Communities and Local Government was originally intended to be 
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utilised by March 2020 however, further funding has been announced for the continuation of 
the programme into 2020/21. 

Schools Reserves 

These reserves are held by the Council on behalf of Schools and are not funds available to the 
Council.  The balances are separated into 3 categories as shown below: 

o Local Management of Schools – In accordance with the Education Reform Act, 1988 
the scheme of Local Management of Schools provides for the carry forward of individual 
school surpluses/deficits.  These balances are available to be spent on the education 
service in schools and cannot be used by the Council for general use. 

o Dedicated Schools Grant – Central – The Dedicated Schools Grant (DSG) is ring 
fenced and can only be applied to meet expenditure properly included in the Schools 
Budget.  

o High Needs Reserve – The High Needs Block dedicated schools grant (DSG) for 
2019/20 reported a deficit for the first time.  This negative balance was offset against 
the wider Schools Reserve which will have to be repaid by the future High Needs DSG 
allocations in line with the DSG recovery plan. Other DSG reserves cannot be used to 
offset the deficit as the reserves are ring fenced for the schools, Early Years and Central 
Schools Service Blocks. 

As at 31st March 2020 the following reserves were included in Schools Reserves: 

o Dedicated Schools Grant – Central  

o High Needs Reserve 

On 1st April 2020 the net deficit position on the Dedicated Schools Grant – Central, and the 
High Needs Reserve, was moved from Useable Reserves to Unusable Reserves. 
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Part 3: Management of Reserves 
 

 
 

1. Monitoring 
 
The levels and use of reserves are monitored quarterly through the established monitoring 
procedures.  This includes Cabinet noting the use of reserves as recommended in the 
Finance Update Report. 

 
2. Creation / Decomissioning 

 
The is a separate Budget Carry Forward Policy which allows services to carry forward 
unspent revenue budget into the next financial year, as described below. 

 
Budget carry forwards may be automatic or based on specific requests. 
 
Automatic carry forwards include: 

o Funds held on behalf of partners 
o Grants that are ring fenced for specific purposes 
o Transformation Fund allocations 

 
All automatic requests need to be evidenced that the budget meets the criteria. Those not 
meeting the criteria for automatic carry forward may be submitted for consideration as non-
automatic carry forward requests. 
 

o Township fund allocations – Township fund allocations should be considered as 
automatic carry forwards unless the Council is forecasting to overspend overall, in 
which case they revert to being considered non-automatic 

 
 
Non-automatic carry forward fund requests require the following to be evidenced: 

o Only directorates that have an overall underspend in the relevant financial year may 
request specific budget carry forwards, and the de minimis level per request is 
£100k. It is felt that directorates should be able to accommodate lower levels of 
funding. 

o It is expected that requests will be minimal and should primarily relate to where the 
service has not been able to complete a specific piece of work in-year. 

 
All budget carry forward applications must have the support of the relevant Portfolio Holder 
and Service Director before being submitted.  Requests will be subject to scrutiny by 
Leadership Team and then reviewed and approved as appropriate by the Portfolio 
Holder for Corporate Delivery, with support from the Section 151 Officer. 
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Creation of reserves are in line with the Council’s Financial Regulations,  with authorisation to 
establish and add to a reserve is by the appropriate Director in conjunction with the Chief Finance 
Officer and authorisation to incur expenditure against the reserve is by the appropriate Director. 
 
However it has to be noted that a number of reserves are held corporately by the S151 Officer 
and it is the responsibilities of this officer to:- 
 

 To advise the Council on prudent levels of balances for the Authority. 
 

 To establish guidelines on the setting up of reserves and to advise Directors accordingly.  
 

If a Director requests the decommissioning of a reserve this will be done in consultation with the 
S151 Officer with the funds returning to the Equalisation Reserve, this being establish to support 
the Council with future funding gaps whilst long term solutions are developed. 
 
 

3. Approval for Use 
 

Currently to utilse earmarked reserves, Directors must sign off the use of reserve form 
which authorises the use of the funds.  These are monitored quarterly through the Finance 
Update Report to Cabinet. 
 
 
The split of reserves is shown below: 
 
Directors: 

 Schools PFI 
 Street Lighting PFI 
 Stronger Families 
 Other Reserves 
 Stock Transfer Liabilities 
 Budget Carry Forwards (including Public Contingency) 
 S106 Monies 

 
 
Corporate Reserves - Section 151 Officer 

 Early Retirement / Redundancy 
 Covid – 19 Reserve 
 Business Rates Growth 
 Equalisation Reserve 
 Insurance Reserve 
 Airport Reserve 
 VAT Shelter 
 Waste Smoothing 

 
Leader of the Council in consultation with the Director of Resources  
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 Transformation Fund 
 

 
 
4. Transformation Fund Reserve 

 
The Council’s Transformation Fund was created in 2014/15 in response to the significant 
financial pressures from the continued reduction in Government funding. 
 
The fund aims to provide the resources necessary to invest in proposals where one off 
funding is required on an invest to save basis to generate future savings or additional 
income which will support the council to bridge the budget gap and deliver a balanced 
budget. 
 
The fund is overseen by a Transformation Board, chaired by the Chief Executive, with 
proposals approved or rejected by the Board prior to final sign off by the Portfolio Holder 
for Finance and Corporate Delivery. 
 
There are currently 9 live transformation fund projects, some of which will enable the 
delivery of projects within the savings programme and other which transform the way we 
deliver services through improvements to internal systems and processes.  
 
The most recent project to be approved totals £190k to procure external advice around 
developing a renewed purpose and vision for transformation to help identify the 5 or 6 main 
projects that we should concentrate on to achieve our stated ambition of a £8m cost 
reduction over 2 years from 23/24. 
 
The funds are drawn down from the reserve as required as some projects cross financial 
years. 
 
To add additional funds to the reserve the Section 151 Officer will recommend to 
Leadership and the Portfolio Holder for Corporate Delivery following review of the 
programme and overall balances and in year financial performance of the Council. 
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