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2. Introduction
2.1. Terms of reference

At Audit & Accounts Committee on 28 November, members resolved to receive a briefing on the Council’s reserves. This paper therefore seeks to advise members of the nature and level of reserve balances. 

Members should be aware that Budget Scrutiny Committee consider the robustness of general reserves when the revenue budget is prepared annually and at monthly intervals in receiving revenue budget monitoring reports
In order to consider the risks around reserves, it might be helpful to bear in mind two important questions:

a. Are there surplus funds set aside which might be available to put to a different use than that originally intended?

b. Has adequate financial contingency been made against future liabilities and uncertainties?

2.2. Categories of reserves

Reserves fall into two main categories and, within the second of these, into one of two sub-categories, as follows.
· Unusable

· Usable

· earmarked

· general

These categories are considered in turn in sections 3 and 4 below.  

2.3. Provisions and contingent liabilities
In addition to [usable] reserves, provisions play a similar but distinct role in providing a “store” of finance for future use, so they are also considered in section 5. For completeness, contingent liabilities are also mentioned at section 6.

2.4. Current balances

Accounting transactions for reserves normally take place at the end of the financial year, as the current year’s over and underspends are appropriated to and from the various reserve balances. The reserves position at 31 March 2011, reported in the 2010/11 accounts, is therefore in effect the current position, although in-year budget monitoring does forecast the anticipated level of general fund reserve at the next year end. The relevant sections of the accounts are reproduced in the appendices and are referred to again in the sections that follow.
3. Unusable reserves

3.1. Examples

· Revaluation reserve

· Pensions reserve

· Deferred capital receipts

· Accumulated absences account
· Capital adjustment account
3.2. Characteristics

· Transactions are mandatory

· As their name suggests, by Regulation these reserves may not be used to support general expenditure

· All transactions are statutory accounting adjustments, typically:

· To ensure recognition of gains or losses in the consolidated income & expenditure statement at the appropriate time, and/or:

· To neutralise the effect of proper accounting practice in some cases where there would otherwise be an undesirable impact on council tax 
· If further information is required, note 24 to the 2010/11 accounts gives comprehensive disclosures of this type of reserve. The note is reproduced in Appendix E.
3.3. Findings

From the above it can be observed that, in answer to the two questions posed in the introduction:

a. Unusable reserves may be disregarded for the purpose of understanding whether there are funds available that might be put to different use. 

b. Their creation under strict accounting rules does ensure that funds are set aside at the appropriate time. However, this needs to be managed. Where the reserve is to neutralise the effect of proper accounting practice (eg pension reserve), there exists an underlying liability. The Council must consider how that liability will be met in future years when it crystallises. In the case of the pension liability, for instance, the pension administering body will forecast how that liability will be met by future contributions to the fund and investment returns.

4. Usable reserves
4.1 Creation and use 
Usable reserves are created by setting aside some of the council’s funds in any particular year. In effect, they store the council tax collected above that amount required to provide services in the year of account. 

They are used by drawing back the set-aside funds into the available pot for a future year. In effect, their use lessens the impact on council tax of expenditure incurred in that future year.

4.2 The Treasurer’s role
The Council is required to take the Treasurer’s advice into consideration in maintaining its reserves at a prudent level. The Treasurer considers whether adverse demographic, inflation or other factors might create pressures in the budget, and also the possibility of previously unknown, or unlikely scenarios [such as those mentioned under contingent liabilities] occurring, and recommends a reserves level accordingly. 

The Treasurer’s consideration is included in the reserves risk analysis in the budget report. This is reproduced at Appendix G. The budget will set, on a Council-wide basis, a forecast use of, or contribution to, reserves in the year. This will be revised as the annual expenditure position becomes clearer, and reported to Budget Scrutiny committee through the budgetary control process. The current position is shown at Appendix H.

The risk analysis typically only concerns itself with the general fund reserve. This is because earmarked reserves, being nominally earmarked for specific use rather than forming a general contingency fund, already directly address risks relating to that activity. This should become clearer below.
4.3 Earmarked reserves

Earmarked reserves are exactly that. They are funds set aside, at the Council’s discretion, for a future purpose. However, the Council may determine that a previously-earmarked reserve be earmarked for something else or returned to the general pot. 
Typically earmarked reserves will have been set up - with approval of the Treasurer in consultation with the Lead Member for Finance - from a directorate’s budget, to meet a specified future liability. So, while in the strict sense available for any purpose, there will have been an expectation that earmarked reserves be used for the specified purpose, and future budgets will have been set with that expectation in mind. If funds are diverted for alternative use, and the Council still carries on with the expected activity, the funding for that will need to be found elsewhere.
Note 8 to the 2010/11 accounts gives comprehensive disclosures of this type of reserve, outlining the transactions and the specified purpose of each reserve. This note is reproduced in Appendix B. It can be seen that the overall level of earmarked reserves fell by £9.5m from £24.5m to £15.0m during 2010/11. A significant factor was directorates in effect using up reserves to cushion the impact of budget reductions.
Two earmarked reserves are of note due to their size. 

Firstly, the insurance reserve. This relates to the Council’s Insurance Fund which is separated for final reporting purposes into a provision (within note 22), made up of known claims, and this reserve, made up of claims anticipated but not yet received. There is some scope for adjusting the amount of this set-aside, and the Treasurer actively manages this during the budget round, balancing the risk of holding an insufficient Fund against pressures on the budget.

Secondly, the IFRS revenue grant reserve. Under previous accounting rules, grant received but not yet applied was not treated as income in the income and expenditure account, but rather held on the balance sheet as a grant creditor until it was needed to match expenditure in a future year. Under rules applicable from 2010/11, where there are no conditions outstanding on the use of the grant, it is instead treated as income in the accounting year, even when the associated expenditure has not yet been incurred. The income surplus thus created is transferred to this earmarked reserve. Strictly speaking, as an earmarked reserve, it is usable for other purposes. However, to do so would leave the planned expenditure unfunded when it is incurred.  

4.4 General reserves

The general fund reserve is the Council’s main contingency fund to meet liabilities that are not provided for in the annual budget, because they are unexpected or unlikely, or for any other reason. As explained at 4.2, the Treasurer will advise on a prudent level to be held. A similar general reserve is kept separately for the Housing Revenue Account (HRA) that performs the same purpose as for the General Fund reserve but is, by regulation, ring-fenced for HRA activities.

Appendix H sets down the forecast general reserve position at 31 March 12. It is considered that the forecast level of reserves at £11.857m is sufficient for purpose, being broadly midway between the minimum of £8.750m and the desirable of £14m. Likewise the balance of £1.5m on the HRA is sufficient under the same risk-based approach. Appendix J sets down the level of reserves over time; it can be seen that the current general fund reserve provision exceeds that available up to 2004/05.
In the 2010/11 statement of accounts the general fund reserve also includes school balances, although it is intended that school balances will be shown separately as an earmarked reserve in 2011/12. This will more clearly reflect that school balances are not usable to support general Council expenditure but are restricted to schools’ expenditure. Theoretically the balance is transferable between schools, but there will of course be an expectation in those schools that have built up a surplus that it is their own.

Apologies are due to members for misinforming them of the aggregate level of school balances. At the last meeting, it was stated that in aggregate schools were in surplus, whereas in fact the aggregate at 31 March 2011 was a deficit of £1.068m, albeit an improvement (deficit reduction) of £0.863m on the previous year.

General reserves are covered by the movement in reserves statement in the 2010/11 accounts. This is reproduced in Appendix A. Schools reserves are mentioned at note 23, which is reproduced at Appendix D.

4.5 Findings

Returning to the two questions posed in the introduction, it can be seen from the above that:

a. Usable reserves are the Council’s main flexible store of finance. The general fund reserve [excluding the schools element] has no specified purpose and can be used freely to bolster the Council’s budget. Earmarked reserves can equally be used, although the Council must be mindful of commitments in relation to their nominal purpose. Schools balances are not usable to support general Council expenditure.

b. In considering the adequacy of the general fund reserve, members should have regard to the Treasurer’s risk analysis and its assessment of the likelihood and potential amount of any call on resources. In respect of earmarked reserves, members may wish to consider whether or not they adequately provide for their intended purpose, or possibly over-provide, in which case they might be usable for other purposes.
5. Provisions

5.1 Characteristics and use

Members may also be interested in provisions which provide a similar store of finance against contingencies. However, the accounting requirements are strict: they are quite different from usable reserves, and more similar to creditor accruals, as the table below illustrates. 

	Usable reserves
	Provisions

	Reserves are set up to meet potential future liabilities of the council
	Provisions are set up to meet probable liabilities arising from past events [creditors are set up to meet known/actual liabilities arising from past events]



	The creation and use of reserves is optional
	When the conditions are met, accounting for provisions [and creditors] is mandatory


5.2 Findings

Therefore:

a. Provisions may not be put to a different use than that for which they were created.
b. By their nature, they provide - in full - for a specific event.

Disclosure of provisions is made in note 22 to the 2010/11 accounts. This note is reproduced in Appendix C.
6. Contingent liabilities

6.1 Characteristics

There are no accounting transactions for contingent liabilities and they do not therefore represent a “store” of finance. Rather, they are a narrative disclosure of potential liabilities arising from past events that might occur to create a call on Council resources. Their likelihood is “not probable” meaning that the chance of them occurring is always less than 50%, otherwise a provision would be required.

Disclosure of contingent liabilities is made in note 48 to the 2010/11 accounts. This note is reproduced in Appendix F.
6.2 Findings

Returning to the two questions posed in the introduction:

a. Contingent liabilities do not in themselves make funds available for any use.
b. They are examples of the type of events that general reserves should provide cover against. Members may wish to consider whether general reserves contain an appropriate financial contingency to meet them, bearing in mind the likelihood - or otherwise - of the events occurring.

7. Summary/Conclusions

Returning again to the two questions posed in the introduction

7.1 Are there surplus funds set aside which might be available to put to a different use than that originally intended?

Unusable reserves and provisions may be discounted from any consideration of whether there are funds available for alternative use. Likewise, schools’ and HRA balances, by Regulation, may not be used for general purposes. This leaves the general fund and earmarked reserves which are both usable for alternative purposes. 

7.2 Has adequate financial contingency been made against future liabilities and uncertainties?

Where unusable reserves exist to neutralise the effect of proper accounting practices, ie the Pension Reserve, the Council and pension administering body must have regard - in the long term - to the underlying liability.

In the case of the general fund reserve, the Council must have regard to the risks of holding a given level of reserves, considering the Treasurer’s risk analysis and potential events such as contingent liabilities. In the case of earmarked reserves, the Council must have regard to the planned use specified for them and the budget consequence if the funds are diverted.

By their nature, provisions make prudent contingency against specific, probable liabilities arising from past events. 

Chris Hesketh, principal group accountant

On behalf of John Spink, City Treasurer

December 2011
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Movement in reserves statement (MiRS)

This statement shows the movement in the year on the different reserves held by the Council, analysed into usable reserves, ie those that can be applied to fund expenditure or reduce local taxation, and other reserves. The surplus or (deficit) on the provision of services line shows the true economic cost of providing the Council’s services, more details of which are shown in the comprehensive income and expenditure statement. These are different from the statutory amounts required to be charged to the general fund balance and the housing revenue account for council tax-setting and dwellings rent-setting purposes. The Net increase/decrease before transfers to earmarked reserves line shows the statutory general fund balance and housing revenue account balance before any discretionary transfers to or from earmarked reserves undertaken by the Council.
	 2010/11
	General fund balance
	Earmarked general fund reserves
	Housing revenue account
	Earmarked HRA reserves
	Capital receipts reserve
	Major repairs reserve
	Capital grants unapplied
	Total usable reserves
	Unusable reserves
	Total authority reserves

	 
	£0
	£0
	£0
	£0
	£0
	£0
	£0
	£0
	£0
	£0

	Balance at 31 March 10
	7,626
	24,546
	1,267
	0
	0
	0
	5,126
	38,565
	(85,634)
	(47,068)

	Movement in reserves during 2010/11
	
	
	
	
	
	
	
	
	
	 

	Surplus or (deficit) on the provision of services
	96,101
	
	(92,002)
	
	
	
	
	4,099
	
	4,099

	Other comprehensive income and expenditure
	
	
	
	
	
	
	
	
	209,044
	209,044

	Total comprehensive income and expenditure
	96,101
	0
	(92,002)
	0
	0
	0
	0
	4,099
	209,044
	213,143

	Adjustments between accounting basis and funding basis under regulations (Note 7)
	(106,166)
	0
	92,040
	0
	0
	0
	8,408
	(5,718)
	5,718
	0

	Net increase/decrease before transfers to earmarked reserves
	(10,065)
	0
	38
	0
	0
	0
	8,408
	(1,619)
	214,762
	213,143

	Transfers to/from earmarked reserves (note 8)
	9,563
	(9,563)
	0
	0
	0
	0
	0
	0
	
	 

	Increase/decrease in 2010/11
	(502)
	(9,563)
	38
	0
	0
	0
	8,408
	(1,619)
	214,762
	213,143

	
	
	
	
	
	
	
	
	
	
	

	Balance at 31 March 2011
	7,124
	14,983
	1,305
	0
	0
	0
	13,534
	36,946
	129,128
	166,075


	 2009/10 comparatives
	General fund balance
	Earmarked general fund reserves
	Housing revenue account
	Earmarked HRA reserves
	Capital receipts reserve
	Major repairs reserve
	Capital grants unapplied
	Total usable reserves
	Unusable reserves
	Total authority reserves

	 
	£0
	£0
	£0
	£0
	£0
	£0
	£0
	£0
	£0
	£0

	Balance at 1 April 2009
	7,611
	18,626
	1,218
	0
	0
	0
	4,141
	31,596
	255,220
	286,816

	Movement in reserves during 2009/10
	
	
	
	
	
	
	
	
	
	 

	Surplus or (deficit) on the provision of services
	(34,013)
	
	(8,114)
	
	
	
	
	(42,127)
	
	(42,127)

	Other comprehensive income and expenditure
	
	
	
	
	
	
	
	
	(291,758)
	(291,758)

	Total Comprehensive Income and Expenditure
	(34,013)
	0
	(8,114)
	0
	0
	0
	0
	(42,127)
	(291,758)
	(333,885)

	Adjustments between accounting basis and funding basis under regulations (Note 7)
	39,948
	
	8,163
	
	0
	0
	985
	49,096
	(49,096)
	0

	Net Increase/Decrease before Transfers to Earmarked Reserves
	5,935
	0
	49
	0
	0
	0
	985
	6,969
	(340,854)
	(333,885)

	Transfers to/from earmarked reserves (note 8)
	(5,920)
	5,920
	0
	0
	
	0
	 
	0
	
	

	Increase/decrease in 2009/10
	15
	5,920
	49
	0
	0
	0
	985
	6,969
	(340,854)
	(333,885)

	
	
	
	
	
	
	
	
	
	
	

	Balance at 31 March 10
	7,626
	24,546
	1,267
	0
	0
	0
	5,126
	38,565
	(85,634)
	(47,068)


The general fund balance receives surpluses from and meets deficits on the general fund revenue account. Earmarked reserves contributions and service underspends and overspends are transferred to and from the account during the year. Within the general fund balance are schools’ balances detailed in note 23.

Earmarked reserves are amounts set aside from the general fund to meet a specific future purpose. They are further analysed in note 8.
The housing revenue account balance represents the accumulated surplus or deficit on the HRA.
The capital receipts reserve holds the share of income from the sale of the Council’s assets that is available to finance future capital spend.

The major repairs reserve is a discretionary reserve to which a council’s major repairs allowance may be transferred, used to finance major repairs to maintain housing stock in its current condition
Capital grants unapplied reserve holds grants which have been recognised in the comprehensive income and expenditure statement but not applied in capital financing.

Unusable reserves are further analysed in note 24.

Note 8. Transfers to/from earmarked reserves

This note sets out the amounts set aside from the general fund and HRA balances in earmarked reserves to provide financing for future expenditure plans and the amounts posted back from earmarked reserves to meet general fund and HRA expenditure.
	
	Revised Balance
	Transfers to reserves during the year
	Transfers from reserves during the year
	Balance
	Transfers to reserves during the year
	Transfers from reserves during the year
	Balance

	
	31-Mar-09
	2009/10
	2009/10
	31-Mar-10
	2010/11
	2010/11
	31-Mar-11

	
	£000
	£000
	£000
	£000
	£000
	£000
	£000

	
	 
	 
	 
	 
	 
	 
	 

	General Fund
	
	
	
	
	
	
	

	  VER reserve
	781
	200
	 0
	981
	295
	(1,181)
	95

	  LABGI reserve
	0
	263
	 0
	263
	0
	0
	263

	  Media city regeneration reserve
	0
	592
	 0
	592
	708
	(592)
	708

	  Community committee reserve
	473
	581
	(473)
	581
	423
	(581)
	423

	  DSO appropriation account
	119
	0
	0
	119
	0
	0
	119

	  Investment reserve
	576
	2,150
	(2,511)
	215
	227
	(442)
	0

	  Barton Moss trading
	15
	28
	 0
	43
	28
	
	71

	  Risk management fund
	400
	
	(396)
	4
	
	(4)
	0

	  Pooled budget reserve
	140
	245
	(47)
	338
	42
	(338)
	42

	  Systems development reserve
	21
	45
	 0
	66
	91
	
	157

	  PFI reserve
	(22)
	210
	(95)
	93
	307
	(16)
	384

	  PFI capital reserve
	0
	0
	0
	0
	0
	0
	0

	  Social services reserve
	1,426
	
	(188)
	1,238
	1,087
	(1,088)
	1,237

	  Insurance fund reserve
	6,626
	976
	(328)
	7,274
	337
	(1,806)
	5,805

	  Community initiatives reserve
	1,051
	2,671
	(1,051)
	2,671
	597
	(2,671)
	597

	IFRS revenue grants reserve
	7,020
	10,069
	(7,020)
	10,069
	5,083
	(10,069)
	5,083

	 Total earmarked reserves
	18,626
	18,030
	(12,109)
	24,547
	9,225
	(18,788)
	14,984

	HRA
	
	
	
	
	
	
	

	Housing repairs account
	0
	8,265
	(8,265)
	0
	10,258
	(10,258)
	0


Note 22. Provisions

	
	Insurance provision
	Other
	Total

	
	£000
	£000
	£000

	Balance at 1 April 2009
	(10,928)
	(7,605)
	(18,533)

	Additional provisions made in 2009/10
	(3,661)
	(726)
	(4,387)

	Amounts used in 2009/10
	4,291 
	2,376 
	6,667 

	Unused amounts reversed in 2009/10
	 
	395 
	395 

	Balance at 31 March 2010
	(10,298)
	(5,560)
	(15,858)

	Additional provisions made in 2010/11
	(11,847)
	(1,578)
	(13,425)

	Amounts used in 2010/11
	5,520 
	2,241 
	7,761 

	Unused amounts reversed in 2010/11
	4,853 
	1,831 
	6,684 

	Balance at 31 March 2011
	(11,772)
	(3,066)
	(14,838)


Insurance Provision
The Council maintains an insurance fund to meet the excess amount of any liability and fire claims not covered by its external insurers. 
The fund meets liability claims that are settled for amounts of less than £250,000 with external insurers covering the remainder. It meets fire claims up to £10,000 for dwellings, £25,000 for corporate properties and up to £100,000 for schools, with external insurers covering the balance. The fund consists of this provision which covers actual claims made and also a reserve to provide a contingency against potential future claims.  The claims will be paid out over a number of years.
£57,000 of the insurance provison at 01 April 2009 as previously reported in the 2009/10 accounts has been reclassified as other provision.
Other
Provisions for repayments of grant, equal pay settlements and other minor provisions made by services.  The majority of the other provisions are expected to be paid within the year.   

Note 23. Usable reserves

Movements in the Council’s usable reserves are detailed in the movement in reserves statement. Movements in earmarked reserves are detailed in note 8.

Schools balances

Under the terms of the Education Act 1996, local authorities are required to delegate management responsibilities to the governing bodies of schools. All primary, secondary and special schools are formula funded and are included in the scheme of full delegation. Nursery schools are excluded from the scheme.


In accordance with the Council’s approved scheme for delegating budgets to schools, the amount of any budget not spent in the year is available for future use by the schools, subject to the limits agreed by the Department for Education and prescribed in the scheme of delegation to schools. The balances are not available to the Council for general use.

The balances held are set out below. They form part of the Council’s general fund included within the movement in reserves statement.
	
	1 April 2009
	31 March 2010
	31 March 2011

	
	
	£000
	£000

	Schools managed locally

- underspendings carried forward

- (overspendings) carried forward
	5,005

(6,654)


	5,054

(6,990)
	6,085

(7,153)

	Net underspend/(overspend) carried forward
	(1,649)
	(1,936)
	(1,068)


Note 24. Unusable Reserves

	
	Balance

31 March 2010

£000
	Balance

31 March 2011

£000

	Revaluation Reserve
	85,792
	108,374

	Available for sale financial instruments reserve
	0
	0

	Capital adjustment account
	384,259
	300,188

	Financial instruments adjustment account
	(73,443)
	(68,391)

	Deferred capital receipts reserve
	2,260
	2,022

	Pensions reserve
	(473,100)
	(204,800)

	Collection fund adjustment account
	(957)
	0

	Unequal pay back pay account
	(395)
	0

	Accumulated absences account
	(10,049)
	(8,257)

	Total unusable reserves
	(85,631)
	129,136


Revaluation Reserve

The revaluation reserve is the store of gains made by the Council arising from increases in the value of its property, plant and equipment not yet realised through sales. The balance is reduced when assets with accumulated gains are:
· revalued downwards or impaired and the gains are lost

· used in the provision of services and the gains are consumed through depreciation, or

· disposed of and the gains are realised.

The reserve contains only revaluation gains accumulated since 1 April 2007, the date that the reserve was created. Accumulated gains arising before that date are consolidated into the balance on the capital adjustment account.
	Revaluation reserve
	2009/10

£000
	2010/11

£000

	Balance brought forward 1 April
	109,855
	85,792

	Surplus or deficit on the revaluation of non-current assets not posted to the surplus or deficit on the provision of services 
	(20,857)
	30,844

	Transfers to the capital adjustment account
· Accumulated gains on assets sold or scrapped

· Difference between fair value depreciation and historical cost depreciation
	(1,841)
(1,365)
	(6,148)
(2,114)

	Balance carried forward 31 March
	85,792
	108,374


Available for sale financial instruments reserve 

The available for sale financial instruments reserve would contain gains arising from increases in the value of investments that have quoted market prices or otherwise do not have fixed or determinable payments. The Council does not have any such instruments.
Capital adjustment account

The capital adjustment account absorbs the timing differences arising from the different arrangements for accounting for the consumption of non-current assets and for financing the acquisition, construction or enhancement of those assets under statutory provisions. The account is debited with the cost of acquisition, construction or enhancement as depreciation, impairment losses and amortisations are charged to the comprehensive income and expenditure statement (with reconciling postings from the revaluation reserve to convert fair value figures to a historical cost basis). The account is credited with the amounts set aside by the Council as finance for the costs of acquisition, construction and enhancement.
The account contains accumulated gains and losses on investment properties and gains recognised on donated assets that have yet to be consumed by the Council.

The account also contains revaluation gains accumulated on property, plant and equipment before 1 April 2007, the date that the revaluation reserve was created to hold such gains.

Note 7 provides details of the source of all the transactions posted to the account, apart from those involving the revaluation reserve.
	Capital adjustment account
	2009/10

£000
	2009/10

£000
	2010/11

£000
	2010/11

£000

	Balance b/f 1 April
	
	423,670
	
	384,261

	Asset restatement
	
	2,349
	
	

	Reversal of items relating to capital expenditure debited or credited to the comprehensive income and expenditure statement
	
	 
	
	

	· Depreciation charged in the year
	(26,499)
	
	(33,224)
	

	· Impairment charge
	(50,720)
	
	(102,577)
	

	· Amortisation of intangible assets, hbp loan 
	(273)
	
	(32)
	

	· Total write down of revenue expenditure funded from capital under statute
	(55,744)
	
	(62,120)
	

	· Amounts of non-current assets written off on disposal or sale as part of the gain/loss on disposal to the comprehensive income and expenditure statement
	(14,474)
	
	(13,869)
	

	
	
	(147,710)
	
	(211,822)

	Adjusting amounts written out of the revaluation

reserve
	
	3,264
	
	8,262 

	Net written out amount of the cost of non-current assets consumed in the year
	
	
	
	

	· Use of capital receipts reserve to repay debt
	6,852 
	
	14,723 
	

	· Use of major repairs reserve to finance new capital expenditure
	10,103 
	
	3,666 
	

	· Capital grants and contributions credited to the comprehensive income and expenditure statement that have been applied to capital financing
	71,411 
	
	81,111 
	

	· Application of grants to capital financing from the capital grants unapplied account
	0 
	
	637 
	

	· Statutory provision for the financing of capital investment charges against the general fund and HRA balances
	13,772 
	
	14,320 
	

	· Capital expenditure charged against the general fund and HRA balances
	250 
	
	116 
	

	· Equal pay
	300 
	
	1,436 
	

	
	
	102,688 
	
	116,009 

	Movement in the donated assets account credited to the comprehensive income and expenditure statement


	
	
	
	3,478 

	
	
	
	
	

	Balance carried forward 31 March
	
	384,261
	
	300,188


Financial instruments adjustment account

The financial instruments adjustment account absorbs the timing differences arising from the different arrangements for accounting for income and expenses relating to certain financial instruments and for bearing losses or benefiting from gains per statutory provisions.
The Council uses the account to manage premiums paid on the early redemption of loans. Premiums are debited to the comprehensive income and expenditure statement when they are incurred, but reversed out of the general fund balance to the account in the movement in reserves statement. Over time, the expense is posted back to the general fund balance in accordance with statutory arrangements for spreading the burden on council tax. In the Council’s case, this period is the unexpired term that was outstanding on the loans when they were redeemed. As a result, the balance on the Account at 31 March 11 will be charged to the general fund over the next 48 years.
	
	2009/10
	2010/11

	
	£000
	£000

	Balance at 1 April
	78,014 
	73,443 

	Premiums incurred in the year and charged to the comprehensive income and expenditure statement
	617 
	0 

	Proportion of premiums incurred in previous financial years to be charged to the general fund balance in accordance with statutory requirements
	(5,847)
	(5,523)

	Discounts incurred in the year and credited to the comprehensive income and expenditure statement
	0 
	0 

	Proportion of discounts incurred in previous financial years to be credited to the general fund balance in accordance with statutory requirements
	539 
	435 

	Amount by which finance costs charged to the comprehensive income and expenditure statement are different from finance costs chargeable in the year in accordance with statutory requirements
	120 
	37 

	Balance carried forward 31 March
	73,443 
	68,392 


Pensions reserve

The pensions reserve absorbs the timing differences arising from the different arrangements for accounting for post employment benefits and for funding benefits in accordance with statutory provisions. The Council accounts for post employment benefits in the comprehensive income and expenditure statement as the benefits are earned by employees accruing years of service, updating the liabilities recognised to reflect inflation, changing assumptions and investment returns on any resources set aside to meet the costs. However, statutory arrangements require benefits earned to be financed as the Council makes employer’s contributions to pension funds or eventually pays any pensions for which it is directly responsible. The debit balance on the pensions reserve therefore shows a substantial shortfall in the benefits earned by past and current employees and the resources the Council has set aside to meet them. The statutory arrangements will ensure that funding will have been set aside by the time the benefits come to be paid.

	
	2009/10

£000
	2010/11

£000

	Balance brought forward 1 April 
	(191,600)
	(473,100)

	Net charges made for retirement benefits in accordance with FRS17
	(10,600)
	90,100

	Actuarial gains/(losses)
	(270,900)
	178,200

	Balance carried forward 31 March
	(473,100)
	(204,800)


Deferred capital receipts reserve 

The deferred capital receipts reserve holds the gains recognised on the disposal of non-current assets but for which cash settlement has yet to take place. Under statutory arrangements, the Council does not treat these gains as usable for financing new capital expenditure until they are backed by cash receipts. When the deferred cash settlement eventually takes place, amounts are transferred to the capital receipts reserve. For instance, in the case of home swaps, it becomes receivable upon a subsequent resale of a property sold by the Council on which a legal charge has been placed. In the case of council house sales, the amount represents outstanding mortgages with the Council.

	
	2009/10

£000
	2010/11

£000

	Balance brought forward 1 April 
	2,862
	2,260

	Transfer of deferred sale proceeds credited as part of the gain/loss on disposal to the comprehensive income andexpenditure statement
	(374)
	 

	Transfer to the capital receipts reserve upon receipt of cash
	(228)
	(239)

	Balance carried forward 31 March 2010
	2,260
	2,021


Collection fund adjustment account

The collection fund adjustment account manages the differences arising from the recognition of council tax income in the comprehensive income and expenditure statement as it falls due from council tax payers compared with the statutory arrangements for paying across amounts to the general fund from the collection fund. The collection fund shows the transactions of the Council as a billing authority and is discussed in detail in the relevant section of these accounts.  
	
	2009/10

£000
	2010/11

£000

	Balance brought forward 1 April 
	(526)
	(958)

	Amount by which council tax income credited to the comprehensive income and expenditure statement is different from council tax income calculated for the year in accordance with statutory requirements
	(432)
	958

	Balance carried forward 31 March 2010
	(958)
	0


Unequal pay back pay account

The unequal pay back pay account compensates for the differences between the rate at which the council provides for the potential costs of back pay settlements in relation to equal pay cases and the ability under statutory provisions to defer the impact on the general fund balance until such time as cash might be paid out to claimants.

	
	2009/10

£000
	2010/11

£000

	Balance brought forward 1 April 
	( 1,252)
	(395)

	Amount by which amounts charged for equal pay claims to the comprehensive income and expenditure statement are different from the cost of settlements chargeable in the year in accordance with statutory requirements (cash settlements paid in the year)
	857
	395

	Balance carried forward 31 March
	(395)
	0


Accumulated absences account

The accumulated absences account absorbs the differences that would otherwise arise on the general fund balance from accruing for compensated absences earned but not taken in the year, eg annual leave entitlement carried forward at 31 March. Statutory arrangements require that the impact on the general fund balance is neutralised by transfers to or from the account.

	Accumulated absences account


	2009/10

£000
	2009/10

£000
	2010/11

£000
	2010/11

£000

	Balance b/f 1 April
	
	(9,776)
	
	(10,049)

	Settlement or cancellation of accrual made at the end of the preceding year
	9776
	
	10,049
	

	Amounts accrued at the end of the current year
	(10,049)
	
	(8,257)
	

	Amount by which officer remuneration charged to the comprehensive income and expenditure statement on an accruals basis is different from remuneration chargeable in the year in accordance with statutory requirements
	
	(273)
	
	1,792

	Balance carried forward 31 March
	
	(10,049)
	
	(8,257)


48. Contingent liabilities

a. 
Municipal Mutual Insurance 

In January 1994, the Council’s then insurer, Municipal Mutual Insurance (MMI), made a Scheme of Arrangement with its creditors.  Under the Scheme claims are initially paid out in full, but if the eventual winding up of the company results in insufficient assets to meet all liabilities, a claw back clause will be triggered. The main effect of the scheme would be the imposition of a levy against the Council on all claims paid on its behalf since 30 September 1993, to the extent that these are not fundable.

As at the 31 March 2011 claims paid on behalf of the Council were £8.833m (£8.759m at 31 March 2010), with outstanding claims estimated at £0.312m (£0.318m at 31 March 2010). The estimated amount liable to the levy if the scheme is triggered is £9.095m (£9.077m at 31 March 2010).
The Greater Manchester Council's (GMC) former insurer was also MMI.  As at 31 March 2011 £10.7m of claims relating to GMC had already been paid (£10.7m at 31 March 2010), with outstanding claims estimated at £0.025m (£0.1m at 31 March 2010). GMC ceased to exist on 31 March 1986 and any residual liabilities are shared between the ten local authorities of AGMA based on population. The Council’s share of ex GMC claims paid and outstanding at 31 March 2011 is estimated at £0.894m.

As at June 2010 the MMI annual report and accounts stated that the directors are of the view that if a positive outcome can be achieved in the current litigation case a solvent run off with full payment of claims will be achieved. The litigation case is to be considered by the Supreme Court at the end of 2011 and a decision to be made possibly summer 2012.

As the likelihood, timing and amount of any claw back can not be determined, no provision for the potential liability has been made in the balance sheet. However, the Council maintains an insurance reserve and considers the claw back risk when determining the level of funds to be held in that reserve.
b. Modesole Ltd.

As a result of the Council receiving a distribution from the proceeds of Modesole’s sale of its shares in the Midland Hotel & Conference Centre a liability may arise, the extent of which can not yet be determined, to repay its share of a grant given in 1986 towards the refurbishment of the hotel. 

As a result of the Council receiving a distribution of proceeds from the sale of its entire shareholding in Modesole Ltd, an indemnity was given to the buyer against any future liabilities in Modesole prior to the date of the sale. This indemnity is limited to the value of the sale proceeds received and will last until 9 August 2015, 10 years from the date of sale.

c. Metrolink 
The Association of Greater Manchester Authorities (AGMA), the Greater Manchester Integrated Transport Authority (GMITA) and Greater Manchester Passenger Transport Executive (GMPTE), now known as Transport for Greater Manchester and the Department for Transport (DfT) have entered into a partnership funding approach for Metrolink phase 3a.

Within the agreement the DfT contribution is capped at £244m and AGMA, GMPTA and GMPTE are jointly and severally responsible for meeting all costs over and above that sum, on the understanding that the scheme is delivered as it was approved. The scheme is fully funded at present and the arrangement will only be operative if the costs exceed the DfT contribution. Monitoring arrangements will be put in place by all parties to minimise the risk of that happening.
d. Salix Homes Ltd pension liability
In addition to the Council's pension liability disclosed separately, the Council's ALMO (Salix) carries a pension liability estimated at £2.428m as at 31 March 2010 (£6.967m liability at 31 March 2010). In a similar fashion to the Council’s own liability, any deficit on the local government pension scheme will be made good by increasing contributions over the remaining working life of employees, as assessed by the scheme actuary. The Council has indicated its current intention that, in the event of factors causing pension liabilities to fall due earlier than planned, the Council expects that it will ensure Salix is in a position to meet those liabilities.
e. Warranties by the Council in favour of City West Housing Trust

City West Housing Trust was the recipient of a large-scale voluntary transfer of council houses in 2008/09. Arrangements were agreed to meet costs associated with catastrophic events and essential repairs (but not betterment) for unadopted infrastructure. It was originally estimated that the total contingency for these items would be £23.1m up to 2038/39. City West were to meet the first £5m of costs. The next £10m were to be split on a 75:25 basis to the Council and City West respectively. The remaining £8.1m were to be split on a 50:50 basis. Any liabilities above £23.1m will be borne by City West Housing Trust. The arrangement would run for 30 years should it be necessary. The Council’s maximum exposure is therefore £6.6m. The scheme is in its third year and costs so far have been £0.132m. No liability has yet been met by the Council. 

It has also been agreed that City West will meet the first £13.246m (plus VAT and management costs) of costs associated with asbestos. The Council will underwrite any further costs including VAT and management costs above this figure. The arrangement will last for 35 years. This arrangement is in its third year and costs so far have been £1.420m. No liability has yet been met by the Council.
f.   Equal pay
The Council has made a provision for the settlement of equal pay claims (see note 22). The provision is based on estimates of the settlement amount for known claims where it is considered that the Council is more likely than not to ultimately make a payment. In addition to the amount provided, there is the possibility of additional liabilities arising through further claims or through unprovided-for existing claims where the Council’s current expectation is that they will be found in its favour. While it is not expected that additional liabilities will arise, their maximum extent is estimated to be £3.5m.
g. Subsidence
Liability in relation to subsidence at a number of properties in Little Hulton has not yet been established. Should the Council be held to be responsible, a liability estimated not to exceed £300,000 may arise, which would not be covered by the Council’s insurance arrangements.

h. Higher Broughton CPO
The outcome of a judicial review of objections to a compulsory purchase order for properties in Higher Broughton has not yet been decided. It is anticipated that any liability on the Council will not exceed £300,000.

j. Employment tribunal claims
Former employees have lodged claims at the Employment Tribunal totalling approximately £300,000. The Council disputes these claims, which have not yet been heard.

k. Urban Vision highways claim
The Council’s partner Urban Vision is preparing a claim for a cumulative underpayment on the highways contract over years 1 to 5. As the likelihood of an eventual payment, the amount and timing are uncertain, as yet no provision has been made in the Council’s accounts.

l. Commitment by the Council in favour of Ask Developments
As part of proposed developments in Greengate, the Council proposes to underwrite rental income on two office blocks to be built by its development partner Ask Developments, subject to successful planning approval. It is intended that tenants will be found and no liability incurred. There is currently no formal obligation and, as the likelihood of any eventual payment, its actual amount and timing are uncertain, no provision has been made in the Council’s accounts.

Extract from Budget Report 2011/12 (Appendix 3)

RISK ASSESSMENT OF REQUIREMENT FOR GENERAL RESERVES 2011/12
	For info
2010/11 Provision
	RISK ASSESSMENT OF RESERVES FOR 2011/12
	2011/12
Reserves requirement

	Minim -um
	Desir -able
	Area of Expenditure
	Explanation of Risk/Justification for Reserves


	Minimum
	Desirable

	£000s
	£000s
	
	
	£000s
	£000s

	500
	1,000
	Pay
	Budget assumes no increase for staff earning above £21,000 but £250 for staff earning below £21,000 in 2011/12 in line with Government policy. In the current economic climate and with losses in public sector jobs and a squeeze on pay it appears unlikely that any claim for a higher settlement from the trades unions will be agreed.

Assessment :

Degree of Risk/Reserve Needed : Low £0m, Medium £0m, High £0.500m

Assessment of Likelihood of Risk Occurring : Low
Minimum Reserve Needed : £0m
	0
	0

	500
	1,000
	Prices
	Budget assumes that price inflation can be managed by directorates within a zero cash-limited increase or specific inflation allowances. There may be particular pressures with utility bills and petrol prices which some directorates may find difficulty in absorbing. Procurement pressure has been applied to other prices, especially in the care services sector, that has helped to dampen down inflationary pressures elsewhere. 
Assessment :

Degree of Risk/Reserve Needed : Low £0.250m, Medium £0.5m, High £1m

Assessment of Likelihood of Risk Occurring : Medium
Minimum Reserve Needed : £0.500m
	500
	1,000

	1,500
	1,500
	Adult Social Care
	Whilst experience nationally demonstrates that key areas of service provision to adults and the elderly can come under pressure from increasing demand for those services, Salford has managed to meet demand successfully so far through good relationships with the PCT and strong commissioning and procurement practices. Nevertheless, there continues to be growing pressure upon care for adults with learning difficulties as a consequence of longer life expectancy and children in care with such difficulties transferring to the adult service, whilst dementia cases are increasing in the elderly. The risk is therefore considered to be less than previous years, but one that should still be recognised because of the demographic pressures.

Assessment :

Degree of Risk/Reserve Needed : Low £0.5m, Medium £1m, High £1.5m

Assessment of Likelihood of Risk Occurring : Low

Minimum Reserve Needed : £0.5m
	500
	1,000

	500
	1,000
	Planning/ Land Charges - income 
	Adverse housing market conditions have caused planning and land search applications to reduce considerably and this has been recognised by providing additional budget in 2009/10 and 2010/11. However, there are signs that this should not deteriorate further and therefore whilst there still remains a residual risk it is now considered to be lower.

Assessment :

Degree of Risk/Reserve Needed : Low £0.250m, Medium £0.5m, High £1m

Assessment of Likelihood of Risk Occurring : Low

Minimum Reserve Needed : £0.250m
	250
	500

	1,500
	1,500
	Children in Care
	There is a continual risk that demand pressures from a potential increase in the number and cost of child care placements will exceed budget provision despite current budget provision being based on known commitments and forecast trends. The 2009/10 and 2010/11 budgets were increased by £1.8m and £0.7m respectively, but the projected outturn for 2010/11 indicates a £1.7m overspend on children in care. The risk of future overspends, fuelled by high profile failures nationally and continuing demographic increases in service demands, continue to be high and need to be recognised by higher reserves cover.  

Assessment :

Degree of Risk/Reserve Needed : Low £1m, Medium £2m, High £3m

Assessment of Likelihood of Risk Occurring : Medium to High

Minimum Reserve Needed : £2m
	2,000
	3,000

	500
	1,000
	Children – SEN Transport
	There is a continual risk of demand pressures from a potential increase in the number of special needs children requiring transport provision. Additional funding has been provided in recent years and the base budget for 2010/11 has again been increased, but demographic pressures on the service continue, and there remains a risk that the budget may be exceeded.  

Assessment :

Degree of Risk/Reserve Needed : Low £0.250m, Medium £0.5m, High £1m

Assessment of Likelihood of Risk Occurring : Medium

Minimum Reserve Needed : £0.5m
	500
	1,000

	2,000
	3,000
	Non-achieve-ment of savings
	The level of savings required for the 2011/12 revenue budget at over £40m is unprecedented, is far greater than any previous year and consequently the risk of non-achievement is far greater than previously. Steps have been put in place to manage the implementation programme for the delivery of the savings, but there needs to be a proportionately higher reserves cover against the risk of falling short of target. The risk assessment is based on a 5% cover for low risk, 10% for medium risk and 15% for high risk. 
Assessment:

Degree of Risk/Reserve Needed : Low £2m, Medium £4m, High £6m

Assessment of Likelihood of Risk Occurring : Medium to High

Minimum Reserve Needed : £4m
	4,000
	6,000

	1,000
	1,500
	Other unforeseen expenditureor income shortfall
	There is a risk that unexpected events may occur which require expenditure to be incurred or income to be foregone, that have not been budgeted for. In this regard, CIPFA recommend that sufficient contingency is kept to meet emergencies that are not covered by other means such as insurance, eg this winter’s adverse weather conditions is a typical example and flood damage has become an increasing risk.

Assessment :

Degree of Risk/Reserve Needed : Low £0.5m, Medium £1m, High £1.5m

Assessment of Likelihood of Risk Occurring : Medium

Minimum Reserve Needed : £1m
	1,000
	1,500

	8,000
	11,500
	Total
	
	8,750
	14,000


Reserves Position reported to Budget Scrutiny 11 January 12
The current and forecast reserves position is shown in the table below, taking into account the forecast overspend the impact on reserves would be as follows :-

	
	2011/12

	
	£000s

	
	

	Actual level of reserves 31/03/2011
	8,190

	Projected contribution to/(from) reserves due to forecast outturn
	2,473

	Use of capitalisation direction in 2011/12 for expenditure on redundancies brought into account in 2010/11
	1,194

	Projected level of reserves 31/03/2012
	11,857


It should be noted that in respect of the level of reserves, a capitalisation direction has been confirmed for 2011/12 by the Secretary of State which allows the adjustment to reserves to be made as shown above.

The risk assessment of reserves for the 2011/12 revenue budget was for a minimum level of reserves of £8.750m to be held, whilst a desirable level of reserves would be £14.0m.

General fund reserve position over time

	Year
	General fund
	schools
	Total

	
	£000
	£000
	£000

	 1997/98 
	       4,245 
	    1,857 
	    6,102 

	 1998/99 
	       2,499 
	    1,177 
	    3,676 

	 1999/2000 
	       4,056 
	       128 
	    4,184 

	 2000/01 
	       2,294 
	    1,879 
	    4,173 

	 2001/02 
	       4,695 
	    1,145 
	    5,840 

	 2002/03 
	       5,043 
	    3,287 
	    8,330 

	 2003/04 
	       6,959 
	    2,849 
	    9,808 

	 2004/05 
	       7,900 
	    2,650 
	  10,550 

	 2005/06 
	     10,160 
	    1,625 
	  11,785 

	 2006/07 
	      12,534 
	        913 
	  13,447 

	 2007/08 
	      11,369 
	     (231) 
	  11,138 

	 2008/09 
	       9,259 
	(1,649) 
	    7,610 

	 2009/10 
	       9,562 
	   (1,936) 
	    7,626 

	 2010/11 
	       8,189 
	(1,068) 
	    7,121 
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