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Policy Framework for the Earmarked Reserves and Assessing the Optimum Level of
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the General Reserve for the period 2024/25 to 2027/28

Background

In accordance with statute (principally the Local Government Finance Act 2002) and
following the Guidance Note on Local Authority Reserves and Balances (LAAP Bulletin
No. 77 — November 2008), North Norfolk District Council maintains a range of reserves.

Two types of reserves are discussed in this policy framework:

e Earmarked Reserves
e The General Reserve

There are also several other reserves which local authorities hold in relation to
legislation and proper accounting practices, these are not resource-backed reserves
and therefore are not considered as part of this policy framework.

In making decisions in relation to setting the Council Tax, section 25 of the Local
Government Act 2003 requires the Chief Finance Officer of the Council to report to the
Council on the adequacy of the proposed financial reserves.

This Policy framework has been informed by both the LAAP Bulletin No. 77 and the
Audit Commissions report published in December 2012 ‘Striking a Balance’ Improving
Councils’ Decision Making on Reserves’.

Earmarked Reserves

Purpose
Earmarked reserves are a means of building up funds to meet known or predicted
liabilities.

Typically earmarked reserves are used to set aside sums for major schemes, such as
capital developments or asset purchases, or to fund reorganisations and restructurings.
Reserves can also be held for trading and business units built up from surpluses to
cover potential losses in future years, or to finance capital expenditure. In certain
circumstances, if expenditure is delayed on specific budgets, it may be agreed that the
underspending at a year end is carried forward for future use in an earmarked reserve.

Earmarked Reserves Protocol

For each reserve the following arrangements have been established:
¢ the reasons for / purpose of the reserve

e how and when the reserve can be used

e procedures for the reserve’s management and control

e a process and timetable for review of the reserve to ensure continuing relevance
and adequacy.

At North Norfolk District Council, the establishment and use of earmarked reserves is
reviewed at the time of budget setting and then controlled through the year as part of
the regular budget monitoring processes.

Review of Earmarked Reserves
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The Reserves Statement in Appendix C gives full details of the earmarked reserves.
Each earmarked reserve has been assessed by the Chief Finance Officer whose
judgement is that they are properly established in accordance with the protocol and
that their level and proposed use is appropriate.

It is considered that adequate provision for the Council’s capital programme (as
recommended) has been included in the capital estimates and capital reserves, and
that nothing further is required at the current time.

Where in-year expenditure is being funded by earmarked reserves, the relevant
transfers from the reserves have been allowed for within the reserves statements at
Appendix C.

The General Reserve

Purpose

The general reserve is held for two main purposes:

e a working balance to help cushion the impact of uneven cashflows and avoid
temporary borrowing;

e acontingency to help cushion the impact of unexpected events or emergencies.
The Optimum Level of the General Reserve

There are two recommended approaches for deciding the optimum level of the general
reserve:

o Arisk assessment of the budget which takes full account of the context within which
the budget has been prepared. The budget report itself provides this contextual
information;

e To set the reserve at a percentage of expenditure. Too low a level puts the council
at unacceptable risk of failing to meet its obligations, too high a level unnecessarily
ties up resources.

This policy framework sets out the framework for considering a risk assessment
approach and validating the result against a percentage calculation. The framework is
a guidance tool detailing issues to be considered. Ultimately, the level of reserves is a
matter of opinion informed by the judgement of the Council’s Chief Finance Officer.

Assessment Framework

The issues to be considered include the following:
= The Council continues to operate on a going concern basis;

= The robustness of the budget process including recognition of the linkages with the
Corporate Plan, the Corporate Risk Register, and the Financial Strategy update;

= The adequacy of the earmarked reserves and the movements on the general fund
reserves that are planned,;

= The extent to which savings and increases in forecast income are required and can
be relied upon to support corporate plan targets;

= The risk of major litigation and legal claims, both currently and in the future;

= The impact of future Government funding (Fair Funding Review, Spending
Assessment etc);
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= Implications of changes to Local Council Tax Support Schemes and the Rate Relief
Scheme and the introduction and use of the Local Council Tax Fund in the demand
for support;

= Fluctuations in retained business rate income and funding from the government for
the extensions to reliefs for example retail relief and small business rates along with
the impact of appeals;

= Fluctuations around certain income streams and grants, for example demand led
services such as planning, building control income, land charges and car parking
and fluctuations in investment income;

= Future changes to the funding for Local Authorities, for example the New Homes
Bonus and business rates;

= Volume increases in major demand led budgets, particularly in the context of the
current economic climate for example housing benefits, council tax support and
homelessness;

= The need to retain a general contingency to provide for any unforeseen
circumstances that may arise including inadequately funded Government
initiatives;

= The move in local authorities to do less by direct service provision (either through
the Localism Agenda or through third parties, including outsourcing) is increasing
the risks borne by authorities. There is a risk that these arrangements fail and there
are many circumstances when a statutory liability remains with the local authority.
Such risks may not be insurable at an economic level and require rigorous risk
mitigation strategies. This is an area that will be considered in more detail if the
Council pursues these arrangements in future years;

= Potential ongoing impacts of the national and global economies and wider
implications of current national and world politics e.g. forthcoming elections in the
United Kingdom and in the United States of America;

= The need to retain reserves for general day to day cash flow requirements;

= Potential ongoing and other national and global events e.g. the continuing war in
Ukraine. Whilst at both national and global levels we are living with COVID, we now
know that there is a likelihood of such events that were perhaps previously thought
of as impossible occurring.

All these issues are inter-dependent, and any one change or variance is likely to impact
many of the other areas. Risks change over time and the general reserve needs to be
considered across the Medium-Term Financial Strategy (MTFS). What might be an
adequate level of reserves now could be inadequate in later years.

The Assessment of the General Fund Reserve

When undertaking the assessment, it must be remembered that the items considered
are merely guides to assessing the overall level of the reserve. In no way is it a budget
for any of the items being created since by its nature a general reserve is designed to
protect against the unexpected and unquantifiable for whatever reason.

Having considered the relevant risks and the mitigation measures already in place, it is
felt that the following indicative items should be considered in the budget risk
assessment for 2024/25.

Reserves Policy Framework, February 2024



Appendix G

ltem 2024/25 | 2025/26 | 2026/27 | 2027/28
£0 £0 £0 £0
1| Pay and Price Inflation
Y . . 177 182 188 193
(0.5% pay, 10% prices, above budget assumption)
2 | Interest Rates
(0.25% below budget prediction on non-fixed 90 90 90 90
investments)
3 [ Major Litigation and Legal Claims
(to provide additional comfort above earmarked 100 100 100 100
reserves)
4 | Emergencies and Other Unknowns
(to recognise the risks associated with 600 601 602 603
unpredictable events)
5 [ Treatment of Demand Led Pressures
(recognising the impact c_)f in_crease or reductiqn in 350 361 371 382
demand and compensating increase or reduction
in expenditure or income)
6 [ Cash Flow
(to mitigate the impact of timing of cash flow 50 50 50 50
including the profiling of expenditure)
7 | Future Funding Fluctuations (an allowance to
reflect the increased risk around local funding, i.e.
business rates and new homes bonus to mitigate 750 750 750 750
the impact within and between financial years)
Total Indicated General Fund Reserve 2117 2134 2151 2169
Recommended
5 . .
% of Ne_t Budg_eted Operating Expenditure 11.18% | 11.35% | 11.1206 | 10.78%
(excluding parish precepts)
Budgete_d General Fund Reserve (at year-end, 2.614 2.614 2,614 2,614
after taking account of planned use)
5 . .
% of Ngt Budg_eted Operating Expenditure 13.81% | 13.90% | 13.51% | 12.99%
(excluding parish precepts)
4 Chief Finance Officer’s Opinion
4.1 The Earmarked Reserves detailed in Appendix C are proper and appropriate in view of
the purpose, level and proposed use.
4.2 Based on the assessment detailed above the recommended level of the general

reserve for 2023/24 should remain at the current level of £2.1m. The budgeted General
Fund Reserve shown in Appendix C is considered adequate for the period 2024/25 to
2027/28. However, the level of the General Fund Reserve should continue to be
reviewed during the year as part of the financial planning process and take into account

where applicable items identified within the assessment framework at 3.3.
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