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HEREFORD CITY COUNCIL FINANCIAL RESERVES POLICY  

APPROVED AT GOVERNANCE COMMITTEE  

RE-APPOVED AT COUNCIL  

 

1. Introduction 

1.1 Hereford City Council recognises that maintaining adequate financial reserves is 

essential to ensure the council can meet its financial obligations, deliver services effectively, 

and respond to unforeseen circumstances.  

1.2 Reserves provide a financial safety net and allow the council to plan strategically, 

maintaining stability and sustainability in the delivery of services.  

1.3 This policy is prepared in accordance with NALC guidance, the Local Government Act 

1972, the Accounts and Audit Regulations 2015, and best practice for local councils. It sets 

out the framework for establishing, maintaining, reviewing, and using the council’s financial 

reserves. 

2. Purpose of Reserves 

2.1 The council maintains reserves to provide financial resilience and flexibility. In line with 

NALC guidance, reserves are categorised as general, earmarked, and restricted reserves.  

2.2 General reserves are held to manage unforeseen expenditure and risks, such as sudden 

increases in costs or unexpected reductions in income.  

2.3 Earmarked reserves are set aside for known or planned future expenditure, including 

capital projects, service enhancements, or specific strategic initiatives.  
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2.4 Restricted reserves consist of funds that must be used for a particular purpose due to 

legal, contractual, or donor-imposed conditions, such as grants or donations. Reserves 

should never be used to fund ongoing day-to-day expenditure. 

3. General Reserves 

3.1 General reserves provide a safeguard against unexpected financial pressures and ensure 

the council’s financial stability. Following NALC guidance, the council will maintain general 

reserves equivalent to approximately three to twelve months of routine expenditure, 

depending on the council’s size, income reliability, and exposure to risk. 

3.2 The exact level will be reviewed annually as part of the budget-setting process, 

considering potential financial risks and planned commitments. Any use of general reserves 

must be recommended by the Responsible Financial Officer (RFO) and approved by full 

council, with a clear rationale documented in council minutes. 

4. Earmarked Reserves 

4.1 Earmarked reserves are funds allocated for specific purposes, such as planned projects, 

capital expenditure, or service improvements. These reserves are established to ensure that 

funding is available when required, without placing unexpected pressure on the council’s 

general reserves. Each earmarked reserve will have a defined purpose, an expected 

timeframe for use, and an identified committee responsible for oversight.  

4.2 Any transfer to or from earmarked reserves will be authorised by the RFO and reported 

to full council to maintain transparency. Periodic review ensures that reserves remain 

relevant to the council’s strategic priorities and can be reallocated if no longer required for 

their original purpose. 

5. Restricted Reserves 

5.1 Restricted reserves consist of funds received for specific purposes, often subject to legal, 

contractual, or donor-imposed restrictions. These may include grants, contributions, or 

donations designated for specific projects.  
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5.2 The council will ensure that restricted reserves are used only for their intended 

purposes. The RFO will maintain accurate records of all restricted reserves, monitor their 

use, and report movements in financial statements to demonstrate compliance with 

restrictions and maintain accountability. 

6. Assessing Balances and Reserves 

6.1 The council recognises the importance of assessing its reserves regularly to ensure that 

they are adequate but not excessive. The RFO will undertake an annual assessment 

considering factors such as income volatility, expenditure commitments, planned projects, 

emergency requirements, and overall financial risk. This assessment will determine the 

appropriate level of general, earmarked, and restricted reserves for the forthcoming 

financial year and will inform the council’s recommendations as part of the budget-setting 

process.  

6.2 Reserves levels will also take into account guidance from NALC, HALC and the JPAG on 

risk management and financial sustainability. 

7. Governance of Balances and Reserves 

7.1 Governance and oversight of reserves are critical to ensuring transparency and 

accountability. The RFO is responsible for monitoring all reserves, maintaining accurate 

records, and reporting on their level and movements to full council. 

 7.2 Full council retains ultimate responsibility for approving the establishment, use, or 

adjustment of reserves. All decisions affecting reserves, including drawdowns, transfers, or 

allocations, will be documented in council minutes.  

7.3 Quarterly financial monitoring reports will include details of all movements in reserves 

to provide councillors with regular visibility of the council’s financial position and support 

informed decision-making. 

8. Risk Assessment and Review 
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8.1 In line with NALC guidance, the council will undertake an annual risk assessment to 

identify potential threats to financial stability, including unforeseen expenditure, income 

fluctuations, and economic or environmental factors. This assessment will inform decisions 

about the level and allocation of reserves and will be considered as part of the annual 

budget process.  

8.2 The reserves policy itself will be reviewed annually, or sooner if there are significant 

changes in statutory requirements, financial circumstances, or council priorities, to ensure it 

continues to provide adequate guidance and protection. 

9.Policy Control 

Approved by: Hereford City Council 

Approval date:  

Review date:  

Version: 1.0 

 

 

 

 

 

 

  


