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1. BACKGROUND 

 
1.1 Members will be aware that the Fire & Rescue Authority holds a level of 

working balances to meet specific risks and liabilities arising from operations 
and activity.  

 
1.2 It is always difficult to estimate the level at which reserves and balances 

should be maintained, however CIPFA guidance on the matter takes the form 
of Local Authority Accounting Panel Bulletin 77 (Appendix B) which sets out a 
number of specific risk areas that Financial Officers need to consider when 
setting the levels of balances. 

 
1.3 As in previous years, a risk based approach has been taken to determine a 

reasonable level of balances, rather than attempting to use any arbitrary 
estimate. In accordance with the Risk Based Approach, the level of balances 
required for 2012/2013 is £3.5m. 

 

2. REPORT 

 
2.1 The requirement for financial reserves is acknowledged in statute. Sections 

32 and 43 of the Local Government Finance Act 1992 require billing and 
precepting authorities in England and Wales to have regard to the level of 
reserves needed for meeting estimated future expenditure when calculating 
the budget requirement. 

 
2.2 There are also a range of safeguards in place that help to prevent local 

authorities over-committing themselves financially. These include:  
 

i) the balanced budget requirement (England, Scotland and Wales) 
(sections 32, 43 and 93 of the Local Government Finance Act 1992 
and section 85 of the Greater London Authority Act 1999)  

ii) Treasurers’ duty to report on robustness of estimates and adequacy of 
reserves (under section 25 of the Local Government Act 2003) when 
the authority is considering its budget requirement (England and 
Wales) 

iii) legislative requirement for each local authority to make arrangements 
for the proper administration of their financial affairs and that the chief 
finance officer / proper officer has responsibility for the administration 
of those affairs (section 151 of the Local Government Act 1972 and 
section 95 of the Local Government (Scotland) Act 1973 

iv) the requirements of the Prudential Code 
v) Auditors will consider whether audited bodies have established 

adequate arrangements to ensure that their financial position is 
soundly based. 
  

2.3. Whilst it is primarily the responsibility of the local authority and its chief 
financial officer to maintain a sound financial position, external auditors will, 
as part of their wider responsibilities, consider whether audited bodies have 



established adequate arrangements to ensure that their financial position is 
soundly based. However, it is not the responsibility of auditors to prescribe 
the optimum or minimum level of reserves for individual authorities or 
authorities in general.  

2.4. CIPFA and the Local Authority Accounting Panel do not accept that a case 
for introducing a generally applicable minimum level of reserves has been 
made. Local authorities, on the advice of their chief finance officers, should 
make their own judgements on such matters taking into account all the 
relevant local circumstances. Such circumstances vary. A well-managed 
authority, for example, with a prudent approach to budgeting should be able 
to operate with a level of general reserves appropriate for the risks (both 
internal and external) to which it is exposed. In assessing the appropriate 
level of reserves, a well managed authority will ensure that the reserves are 
not only adequate but also are necessary. There is a broad range within 
which authorities might reasonably operate depending on their particular 
circumstances.  

2.5. This LAAP Bulletin makes it quite clear that CIPFA do not recommend a 
minimum or maximum level of balances and reserves however Section 26 of 
the Local Government Act 2003 gives Ministers in England and Wales the 
power to set a minimum level of reserves for local authorities. However, the 
government has undertaken to apply this only to individual authorities in the 
circumstances where an authority does not act prudently, disregards the 
advice of its chief finance officer and is heading for serious financial difficulty. 
This accords with CIPFA’s view that a generally applicable minimum level is 
inappropriate, as a minimum level of reserve will only be imposed where an 
authority is not following best financial practice. 

2.6. A full review of the risk assessment applicable to balances has recently been 
carried out by the Authority’s Risk Manager based on the extensive work 
carried out in 2010 and 2011. The result of this risk assessment is given at 
Appendix A. This enables Members to clearly see the risks to which the 
Service is exposed and give some confidence in the levels of budget cover 
available. 

 
2.7. There are three main categories of risk shown in the assessment: the risk of 

legal action being taken against the Authority, resulting in a financial loss; the 
risk of financial loss arising specifically from financial activities and 
operational risks which could lead to financial loss. Where risks have been 
identified, control measures are in place to minimise either the likelihood or 
the impact of the risk and these are also shown in Appendix A. 

 
2.8. The approach has examined each of the risk exposures and considered both 

the possible financial impact on the Service and the likelihood of occurrence. 
A risk factor has been allocated to each risk reflecting the likely frequency of 
occurrence of the risk based on history and professional judgement. It should 
be noted that the underlying assumption is that not all of these risk events will 
occur simultaneously and, to reflect this, the potential value of each financial 
impact is multiplied by its risk factor. 

 



2.9. The approach also considers the extent to which these financial risks can be 
transferred to the private sector by way of insurances, thus creating a 
balance between insured and self financed risk. 

 
2.10. Residual risk is the extent to which the Authority remains exposed to risks 

which are neither insured nor provided for within revenue budgets or 
balances. The level of acceptable residual risk is usually referred to as the 
“risk appetite” of the Service. The Authority has already determined that it 
wishes to adopt a low risk appetite and therefore the estimated levels of 
balances reflect this position. 

 
2.11. The risk assessment review identified some changes in risks, both in terms of 

additional risks identified and the increase (or sometimes decrease) in the 
potential costs of existing risks. 

 
2.12. The updated risk assessment shows that an appropriate level of working 

balances should remain at £3.4m albeit that there have been minor changes 
to risk factors since 2011. 

 
2.13. As stated above the External Auditors have no role in determining the level of 

balances and reserves to be held. They will however seek assurances that 
the Authority has determined its levels of balances using some risk based 
approach. Auditors may then comment as to whether an Authority has 
exceeded its planned levels of balances (the opportunity cost argument) or 
indeed failed to achieve them.  

 
2.14. The projected level of balances by 31st March 2012 is of the order of £8m 

which is considerably higher than the £3.4m required. This has prompted a 
suggestion to the Fire Authority in the annual budget report (elsewhere on 
this agenda) that some of these balances are used to fund the capital 
programme. This will reduce the revenue effects of capital financing going 
forward and thus return some of these excess balances to the benefit of 
taxpayers. 

 
2.15. It is appropriate to assure Members in this report that the level of balances to 

be held by the Authority will be sufficient to cover the risk based liabilities 
which may arise and the Treasurer will report on this as part of his duties 
under Section 25 of the Local Government Act 2003. 
 
Earmarked Reserves 

 
2.16 In addition to general balances the Authority holds a number of earmarked reserves 

which relate to money which has been put on one side to meet anticipated items of 
expenditure. They may also be related to grants which have been received in 
anticipation of activities to be undertaken at a future date and therefore held on the 
balance sheet as earmarked reserves. These reserves are reviewed annually to 
ensure that they are still required. 

 
2.17 Estimates for the earmarked reserves that will be held on the balance sheet in 

March 2012 are set out in the following table: 



 

 Balance at 
31 March 

2011 

Expenditure 
2011/2012 

Estimated 
Reserve 

Balance 31 
March 2012 

 £000’s £000’s £000’s 
Earmarked Reserves Funded by 
Grants 

   

LPSA Reward Grant 450 55 395 
Bendigo Project 9 0 9 
Extrication Team 3 0 3 
Fire Setters 28 0 28 
SRB/CAP Stockhill CFS 4 0 4 
Arson Task Force 155 3 152 
Safe as Houses – Smoke Detectors 22 0 22 
Community Safety Innovation Fund 31 5 26 
Resilience Crewing and Training 158 0 158 
Gedling PCT 3 0 3 
Thoresby Estate Charitable Trust 5 0 5 
Fire-Fighter for life course 3 0 3 
Area 4 Committee 1 0 1 
Fire Prevention Grant 173 0 173 
Vodafone Donation 3 0 3 
Enhanced Command Support 140 0 140 
CFOA Equal Opportunities 1 0 1 
Migration Impacts Fund 16 0 16 
Safe as Houses – Safety Equipment 3 0 3 
Fire Control New Burdens 439 405 34 
Sub Total 1,645 468 1,177 
    
Earmarked Reserves from Revenue    
Pensions Ill Health 250 0 250 
Fire Safety 174 0 174 
Princes Trust 142 0 142 
Fire Control Transition 200 -250 450 
IFRS Implementation 50 5 45 
Training BCM and Values 13 0 13 
ICT Sharepoint/Internet 97 0 97 
Operational Equipment 130 0 130 
Estates Invest to Save 472 254 218 
MIS Data Validation 5 0 5 
Equal Pay 50 0 50 
Scania Flowmeters 10 0 10 
Fire Cover Consultations 47 11 36 
Capital Reserve 381 0 381 
UKRO Competition 5 0 5 
Organisational transition 500 0 500 
Subtotal 2,525 270 2,705 
    
New Reserves to be agreed    
Maternity Leave 0 0 20 
SDC Shower Block 0 0 60 
Gedling Priority Plus Donation 0 0 3 
Sub Total 0 0 83 
Estimated Total @ 31/3/2012 4,170  572 3,965 



 

3. FINANCIAL IMPLICATIONS 

 
3.1 The maintenance of adequate working balances is a legal requirement under 

S27 Local Government Act 2003, and the Authority’s Treasurer is charged 
with determining the adequacy of those balances or as they are described in 
the Act, the “Controlled Reserve”.  

3.2 The risk assessment demonstrates that the level of balances should be in the 
order of £3.4m. 

 

4. HUMAN RESOURCES AND LEARNING AND DEVELOPMENT 
IMPLICATIONS 

 
There are no implications for Human Resources or Training arising from this report. 
 

5. EQUALITIES IMPLICATIONS 

 
An equality impact assessment has not been undertaken because this report relates 
entirely to accounting matters. 
 

6.      CRIME AND DISORDER IMPLICATIONS 

 
There are no implications for crime and disorder arising from this report. 
 

7.      LEGAL IMPLICATIONS 

 
The legal implications and requirements are set out in full within the report. 
 

8. RISK MANAGEMENT IMPLICATIONS 

 
The risk management implications are set out in full in the report and in Appendix A. 

 

9. RECOMMENDATIONS 

 
9.1 That Members note the results of the review of risks shown at Appendix A. 
 
9.2 That Members approve the proposed level of balances of £3.4m 



 

10. BACKGROUND PAPERS FOR INSPECTION (OTHER THAN PU BLISHED 
DOCUMENTS) 

 
None. 
 
 
 
 
 
 
Frank Swann 
CHIEF FIRE OFFICER 
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