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1. PURPOSE OF REPORT  
 
1.1 This paper is coming to the Integration Joint Board (IJB) 
 

For approval  For endorsement  To note  

 
1.2 This report:- 

 Sets out a revised Reserves Policy for the North Lanarkshire Integration Joint Board for 
consideration and approval. 

 
 

2. ROUTE TO THE INTEGRATION JOINT BOARD 
 
2.1 This paper has been: 
   

Prepared  By;       
 
Chief Financial Officer 
 

Reviewed By;  
 
Interim Chief Officer 

 
3. RECOMMENDATIONS 
 
3.1   The Integration Joint Board (IJB) is asked to agree the following recommendation: 
 

(1) that the revised Reserves Policy for the North Lanarkshire IJB is approved. 
 
 
4. VARIATIONS TO DIRECTIONS 
 

 
 

5. BACKGROUND/SUMMARY OF KEY ISSUES 
 
5.1 The IJB has the same legal status as a local authority and is empowered to hold a General 

Fund under section 106 of the Local Government (Scotland) Act 1973, as amended.  A 
Reserves Policy and a Reserves Strategy therefore requires to be developed to provide 
security against unexpected cost pressures and to aid financial stability.  The IJB Reserves 
Policy was originally approved by the IJB on 24 January 2017. 

Yes  No  N/A  

 



 
 

5. BACKGROUND/SUMMARY OF KEY ISSUES (Cont.) 
 
5.2 The Chief Financial Officer is responsible for determining the appropriate accounting policies 

of the IJB and this includes the policy in relation to the holding and use of reserves. 
 
5.3 At the IJB meeting on 4th September 2018, Audit Scotland, presented the External Audit 

Annual Audit Report 2017/2018 which extended across a number of subjects one of which 
was financial management and sustainability.  The External Auditor concluded that the 
financial statements of the North Lanarkshire IJB for 2017/2018 give a true and fair view of 
the state of affairs and of its net expenditure for the year and issued an unqualified 
independent auditor’s report.  Notwithstanding this, the following further improvements 
were agreed. 

 
5.3.1 The IJB should further develop a robust annual process for approving reserves, 

including their expected use and the expected timing of future cashflows.  The IJB 
should satisfy itself that it has sufficient information to effectively scrutinise the 
planned use of all earmarked reserves held by the IJB.  The amounts and timing of 
associated cashflows also helps to manage future cashflow implications and assists 
with medium and long term financial planning.  

 
5.3.2 The IJB does not have a reserves strategy in place that sets out a minimum balance 

that should be held. This was not an issue for 2018/2019 as the general fund balance 
was healthy at the start of the financial year.  It is however something for the IJB to 
consider going forward. 

 
5.4 CIPFA guidance on reserves advises that there are many factors involved when considering 

appropriate levels of reserves and that these can only be assessed properly at a local level. A 
considerable degree of professional judgement is required. 

 
5.4.1 External Auditors have not issued any guidance to auditors concerning the IJB’s 

minimum reserve levels. 
 
5.4.2 In respect of local authorities, an amount of between 3 and 5 per cent of the 

expenditure is considered as a prudent level for risk-based reserves.  This would 
equate to between £15.4m and £25.6m in respect of the North Lanarkshire IJB, 
based on gross expenditure budgets after excluding the Family Health Services 
budget and the hosted services budget which relates to the South Lanarkshire IJB. 

 
5.4.3 Further guidance has been sought from Audit Scotland on minimum reserves 

balances. 
 
5.5 The Reserves Policy has been revised to take into consideration Audit Scotland’s good 

practice guidance and to better complement the risk-based approach to financial control 
exercised by the IJB and both partners. 

 
5. CONCLUSIONS 
5.1 The revised Reserves Policy is attached at the appendix for consideration and approval.  The 

Reserves Policy is consistent with the IJB Integration Scheme and the IJB Financial 
Regulations and supports the governance arrangements for creating and holding a General 
Fund by the IJB. 

 
5.2 The key revision to the original Reserves Policy approved on 24 January 2017 is in respect of 

section 3 which provides more detail on the practical operation of the IJB reserves, the 
classification of reserves within the IJB context and the assessment of the sufficiency of the 
contingency reserve. 



 
 

6. IMPLICATIONS 
 
6.1         NATIONAL OUTCOMES 

This report relates to all national outcomes as effective governance arrangements will 
ensure that the IJB can fulfil its statutory duties. 

 
6.2 ASSOCIATED MEASURE(S) 

The implementation of the revised Reserves Policy continues to comply with the IJB’s 
Financial Regulations is integral to the financial strategy for the IJB and both partners. 

 
6.3 FINANCIAL 
6.3.1 This paper has been reviewed by Finance: 
 

Yes  No  N/A  

            
6.4 PEOPLE 

None 
 
6.5 INEQUALITIES 
 EQIA Completed: 
 

Yes  No  N/A  

 
6.6  CARBON MANAGEMENT IMPLICATIONS 
  

Yes  No  N/A  

 
 
7. BACKGROUND PAPERS 
 
 28 May 2019 Performance Finance and Audit Committee 
 IJB Reserves Strategy and Financial Plan 2019/2020 Update 
 
 3 October 2018 Performance Finance and Audit Committee 
 Reserves Strategy 2018/2019 
 
 
8. APPENDICES 
 Reserves Policy   Appendix 
 
 

 
............................................................................. 
INTERIM CHIEF OFFICER (or Depute)   
 
Members seeking further information about any aspect of this report, please contact Marie Moy on 
telephone number 01698 453709. 
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1. Background  

 

1.1 As the North Lanarkshire Integration Joint Board (IJB) has the same legal status as a local 

authority, i.e. a section 106 body under the Local Government (Scotland) Act 1973 Act, and is 

classified as a local government body for accounts purposes by the Office of National 

Statistics (ONS), it is able to hold a General Fund and this General Fund will be accounted for 

in the financial accounts and records of the IJB. 
 

1.2 To assist local authorities (and similar bodies) in developing a framework for reserves, the 

Chartered Institute of Public Finance and Accountancy have issued guidance in the form of 

the Local Authority Accounting Panel (LAAP) Bulletin 99 – Guidance Note on Local Authority 

Reserves and Balances (July 2014).  This guidance outlines the framework for reserves, the 

purpose of reserves and some key issues to be considered when determining the 

appropriate level of reserves.  
 

1.3 The purpose of a reserve policy and reserves strategy is to:  

 outline the legislative and regulatory framework underpinning the creation, use or 

assessment of the adequacy of reserves;  

 identify the principles to be employed by the IJB in assessing the adequacy of the IJB’s 

reserves; 

 indicate how frequently the adequacy of the IJB’s balances and reserves will be 

reviewed; and  

 set out arrangements relating to the creation, amendment and use of reserves and 

balances.  
 

2. Statutory/Regulatory Framework for Reserves  

2.1 Local Government bodies, which includes the IJB for these purposes, may only hold reserves 

for which there is a statutory or regulatory power to do so.  In Scotland, the legislative 

framework includes:  
 

Reserve  Powers  

General Fund  Local Government Scotland Act 1973  
 

2.2 For each reserve there should be a clear protocol setting out:  

 the reason / purpose of the reserve;  

 how and when the reserve can be used;  

 procedures for the reserves management and control; and  

 the review timescale to ensure continuing relevance and adequacy.  
 

2.3 Both usable and unusable reserves should be accounted for in the financial accounts and 
records of the IJB. 
 Usable reserves include cash balances that can be utilised by the IJB as part of its 

financial strategy to ensure effective management of the IJB’s operations.  Usable 
reserves will take the form of a General Fund. 

 Unusable reserves are kept in order to manage the accounting processes for non-
current assets, financial instruments and retirement benefits. 

 

2.4 The Local Authority Accounting Code of Practice introduced a number of unusable or 

technical reserves in line with proper accounting practice associated with capital and 

retirement benefits such as pensions.  



2. Statutory/Regulatory Framework for Reserves (Cont.) 

 

2.5 These unusable or technical reserves are governed by specific accounting treatments and do 

not form part of the general available usable cash reserves.  The IJB is not empowered to 

hold capital assets or to employ staff therefore unusable or technical reserves will not be 

required in the short term.  

 

2.6 The reserves protocol to be applied is outlined at section 8 of this policy.  In respect of the 

IJB context, all receipts and payments will be administered through the financial ledgers of 

the respective partners as appropriate. 
 

2.7 The adequacy and relevance of each fund is reviewed by the Chief Financial Officer at the 

end of each financial year and through the budget process.  All recommendations for 

movements in balances will be reported to the IJB either through the year-end report or as 

part of the strategic commissioning plan and budget strategy. 

 

3. Operation of IJB Reserves  

 

3.1 In Scotland, under Local Government rules, the IJB cannot have separate reserves within the 

balance sheet however it can highlight elements of the General Fund balance for specific 

purposes.  IJB Reserves will be held for four specific purposes as follows: 

 Ring-fenced reserves Section 3.2 

 Ear-marked reserves Sections 3.3 to 3.7 

 Risk-based reserves Section 3.8 

 Contingency reserves Section 3.9 and 3.10 

  

3.2 A ring-fenced reserve will be established when funding has been received for a specific 

purpose.   
 

3.2.1 If the funding has been received during the year but has not been spent by the year-

end, the funding may be accounted for by the partner as a pre-payment in line with 

agreed accounting standards. 
 

3.2.2 If the funding cannot be accounted for as a pre-payment, the IJB will be asked to 

establish a ring-fenced reserve to ensure the funding received remains available for 

the specific purpose intended and to minimise the risk that the partner would be 

asked to repay funding which has not been spent in line with the conditions of 

receipt of the funding. 
 

3.3 An ear-marked reserve will be established when funding has been allocated by the IJB to the 

partner to commission services in line with agreed directions however the service has not 

been delivered by the year-end however a commitment has already been made under the 

delegated authority by the Chief Officer, which cannot be accrued at specific times (e.g. at 

the year-end) due to not being in receipt of the service or goods. 
 

3.3.1 If the partner has a commitment to spend the funding after the year-end as 

originally directed by the IJB, the funding may be accounted for by the partner as a 

pre-payment in line with agreed accounting standards. 
 



3. Operation of IJB Reserves (Cont.) 
 

3.3.2 If the funding cannot be accounted for as a pre-payment, the IJB will be asked to 

establish an earmarked reserve to ensure the funding remains available for the 

original commissioning intention. 
 

3.3.3 The establishment of an earmarked reserve in these circumstances will rely on 

clarification from the partner that the cost incurred post year-end cannot be 

accommodated within the core funding allocation from the IJB for the new financial 

year or there will be necessary service additionality which is required to contribute 

to the attainment of performance targets and commissioning priorities.  

 

3.4 An ear-marked reserve will be established when the IJB has approved a decision to fund a 

specific cost commitment on a non-recurring basis for a fixed period of time.  In general, the 

establishment of an ear-marked reserve in these circumstances will be dependent on: 

 

 a transfer from the IJB contingency fund 

 the receipt of an additional funding contribution from the partner(s) and /or 

 the revision to a previously issued direction, subject to consultation with the relevant 

partner, in order to release and redirect funding. 

 

3.5 All ear-marked reserves will require to be supported by spending plans provided by the 

partner and approved by the IJB Chief Financial Officer. 

 

3.6 The establishment of ear-marked reserves should not be relied on when the cost is expected 

to be recurring.  A recurring funding solution should be confirmed.  The options to achieve 

this include: 

 a savings plan to reduce existing expenditure agreed with the partner(s) and /or 

 an additional recurring funding contribution from the partner(s). 

 

3.7 It is recognised that it may be necessary to establish an ear-marked reserve to fund recurring 

unavoidable costs for a fixed term period to allow sufficient time for savings proposals to be 

identified, agreed with the partner(s) and implemented or for the partner(s) to confirm the 

feasibility of making an additional recurring funding contribution to the IJB. 

 

3.8 A risk-based reserve will be established to provide a contingency to address a specific 

financial risk.  Following consultation with each partner, the IJB Chief Financial Officer will 

recommend to the IJB the need to establish such a reserve and the amount the reserve 

should be set at. 

 

3.8.1 The amount of such a reserve will be dependent on the professional judgement of 

the relevant officers and also the constraints of the overall financial envelope within 

which both the partners and the IJB are operating. 

 

3.8.2 If it is agreed that the risk-based reserve is not sufficient to fully mitigate the 

financial implications if the risk materialises, the options to increase the reserve will 

be set out by the IJB Chief Financial Officer as part of the strategic financial planning 

process. 



3. Operation of IJB Reserves (Cont.) 

 
3.8.3 If possible, the timing of when the risk-based reserve will be drawn down should be 

specified. 
 
3.8.4 It may not be possible to specify the timing of when the risk-based reserve will be 

drawn down, if at all.  It is believed however that the financial risk is sufficiently high 
to warrant the establishment of the specific risk-based reserve.  The risk-based 
reserve will be reviewed at least annually and in line with the risk management 
approach implemented by the IJB and the partners. 

 
3.9 A contingency reserve will be established by the IJB to cushion the impact of unexpected 

events or emergencies.  The contingency reserve would also provide a working cash balance 
to help cushion the impact of uneven cash flows. 

 

3.9.1 It is noted that the amount of the contingency reserve will be constrained by the 
financial envelope available to the IJB from the partners and the commissioning 
intentions agreed with the partners in the IJB Strategic Plan to meet need. 

 

3.9.2 The risks associated with a low contingency reserve are partly offset by the process 
for managing any in-year financial variations as detailed in section 9 of the 
Integration Scheme and also within the IJB Financial Regulations.  This process has 
been agreed with both partners and includes agreeing a budget recovery plan to 
address an overspend. 

 

3.9.3 Following consultation with the partner(s) as appropriate, the corrective action set 
out in the budget recovery plan may include revisions to the original commissioning 
of services to account for the changed circumstances.  The budget recovery plan may 
also consider the use of any available reserves. 

 

3.9.4 If the budget recovery plan is unsuccessful, the relevant partner has the option to 
provide additional resources to the IJB on a one-off or recurring basis.  These 
additional resources can be recovered in future years from subsequent underspends 
in that partner’s contribution if they arise.   

 

3.9.5 The feasible options available for consideration to address an overspend would be 
the subject of agreement between the IJB and the partner(s) as appropriate. 

 

3.10 Although the arrangements set out in section 9 of the Integration Scheme are available to 
support the partners and the IJB in the event of an overspend, the IJB Chief Financial Officer 
will review the level of the IJB contingency reserve and assess whether it is sufficient to 
allow the IJB to manage unforeseen events without placing reliance on further financial 
support from the partner(s). 

 

3.10.1 In consultation with both partners, this assessment will take into consideration the 
availability of risk-based reserves, in particular the amount of each risk-based 
reserve and the likelihood of the risk-based reserve being drawn down. 

 

3.10.2 The assessment will also consider the potential for a projected underspend by the 
year-end which, following consultation with the partner(s) as appropriate, could be 
retained by the IJB. 

 



3. Operation of IJB Reserves (Cont.) 
 

3.10.3 In the event that the IJB Chief Financial Officer concludes that the contingency 
reserve is not sufficient to manage unforeseen events without placing reliance on 
further financial support from the partner(s) as set out in the Integration Scheme, 
the options to increase the contingency reserve will be identified. 

 

3.10.4 The approach to implementing the preferred option(s) to increase the contingency 
reserve will be agreed with the partner(s), subject to the approval of the IJB.  The 
plan to increase the contingency reserve will require to be prioritised alongside the 
immediate demands for services to meet current needs and achieve performance 
targets. 

 

3.10.5 The options to increase the contingency reserve include the following: 
 The transfer of a planned underspend 
 The transfer of an unplanned underspend 
 The early implementation of agreed savings which could generate a non-

recurring beneficial financial impact 
 An additional contribution from the partner(s). 

 
3.11 In the event that excessive funds are held as a contingency reserve in excess of the optimum 

level as advised by the IJB Chief Financial Officer in consultation with the partners, plans to 
commit the amount of the excess funding will be presented to the IJB for consideration and 
approval. 

 

3.12 Reserve balances may be established or increased by transfers to reserves approved by the 

IJB throughout the year.   Transfers made by these means will typically be for committed 

expenditure in future years.  Transfers can also be made for uncommitted expenditure 

through the year-end process and following the approval of the IJB in order to increase the 

contingency reserve. 

 

3.13 It is the responsibility of the relevant partner to identify and notify the IJB of any 

unbudgeted surplus that will require to be committed for future years.  This will be through 

a report to the IJB stating the circumstances leading to the unbudgeted surplus, setting out 

the requirements for the unbudgeted surplus to be made available again in future years in 

line with the Strategic Plan, providing a timescale for the use of the funds and the 

consequence of not earmarking the funds.  If approved by the IJB, the monies will be 

committed within the General Fund as part of the year end process. 

 

3.14 If the IJB intended to reject a proposed transfer to reserves, the relevant party may request 

that they retain the surplus.  In this event, an agreement would need to be reached between 

the IJB and the partner(s).  The preferred approach however is for the IJB to retain surpluses 

in order to continue to maintain transparency and also the effective audit trail in respect of 

the financial envelope available for commissioning intentions as agreed through the 

directions. 

 

4. Role of the IJB Chief Financial Officer  

 

4.1 The IJB Chief Financial Officer is responsible for advising on the optimum levels of reserves 

for the IJB.  The IJB, based on this advice, should then approve the appropriate reserve 

strategy as part of the budget process. 



5. Adequacy of Reserves  

 

5.1 There is no guidance on the minimum level of reserves that should be held.  In determining 

the reserve levels, the IJB Chief Financial Officer must take account of the strategic, 

operational and financial risks facing the IJB over the medium term and the IJB’s overall 

approach to risk management.  

 

5.2 In determining the level of general reserves, the Chief Financial Officer should consider the 

IJB’s Strategic Plan, the medium term financial outlook and the overall financial 

environment.  Guidance also recommends that the Chief Financial Officer reviews any 

earmarked reserves as part of the annual budget process and the development of the 

Strategic Plan. 

 

5.3 The level of earmarked reserves will be established by the IJB as part of the annual budget 

process.  The level of the contingency reserve will be confirmed by the IJB Chief Financial 

Officer as part of the year-end accounting processes and will take into consideration the 

financial environment at that time.  The value of reserves will be reviewed annually as part 

of the IJB’s Financial Plan and Strategic Plan.   
 

6. Reporting Framework  

 

6.1 The IJB Chief Financial Officer has a fiduciary duty to ensure proper stewardship of public 

funds.  
 

6.2 The level and utilisation of reserves will be formally approved by the IJB based on the advice 
of the IJB Chief Financial Officer.  To enable the IJB to reach a decision, the IJB Chief Financial 
Officer will clearly state the factors that influenced this advice.  As a minimum the IJB Chief 
Financial Officer will consider the following: 
 inflation and interest rates and their impact on future years budgeting  
 cash flow estimates 
 potential impact of demand led pressures 
 insurance or contingency arrangements for major unforeseen risks  
 future spending reviews 
 the achievement of the commissioning intention priorities within the financial envelope 

available, both elements of which are agreed with the partners 
 

6.3 As part of the budget report, the IJB Chief Financial Officer should state:  

 the current value of the General Fund, the movement proposed during the year, the 

estimated year-end balance and the extent that balances are being used to fund 

recurrent expenditure; 

 the adequacy of the General Fund in light of the IJB’s Strategic Plan, the medium term 

financial outlook and the overall financial environment;  

 an assessment of earmarked reserves and advice on appropriate levels and movements 

during the year and over the medium term; and  

 if the reserves held are below the optimum levels as recommended by the IJB Chief 

Financial Officer, that the IJB should be considering actions to meet the optimum levels 

through their budget process. 
 



7. Accounting and Disclosure  

 

7.1 Expenditure should not be charged direct to any reserve.  Any movement within Revenue 

Reserves is accounted for as an appropriation and is transparent. Entries within a reserve are 

specifically restricted to ‘contributions to and from the revenue account’ with expenditure 

charged to the service revenue account. 
 

7.2 Reserve balances are not a sustainable approach for balancing the IJB budget and should be 

regarded as one-off funding only.  The use of reserve balances will be dependent on the 

nature of the reserve. 

 

7.3 In respect of reserves committed for use in future years, the Chief Financial Officer will 

confirm the approval of the IJB to the relevant party through the issue of a written direction, 

as appropriate.  It is ultimately the responsibility of the Chief Financial Officer of the IJB to 

monitor and reconcile the use of earmarked funds and the earmarked reserve balance.  In 

order to assist, the relevant party must submit as part of their quarterly monitoring an 

update on use of earmarked reserve balances. 

 

7.4 Uncommitted reserves, which have been established through the accumulation of 

unbudgeted surpluses, may be used, subject to IJB approval, as a one off funding resource to 

contribute to the budget in any given year.  It will be the responsibility of the relevant party 

to report to the IJB requesting approval for use of one off resources.  The party must present 

the value required: circumstances surrounding the unexpected expenditure; essential/non 

essential expenditure; options already explored to fund the expenditure; and consequence 

of not funding through reserves.  If approval is given by the IJB, similar to the use of 

committed reserves, the Chief Financial Officer will confirm the approval of the IJB to the 

relevant party through the issue of a written direction, as appropriate. 

 

8. Reserves Protocol 

 
8.1 General Fund 
 

Purpose of the 
Reserve  

The General Fund of the IJB will be utilised to hold balances generated within 
the Income and Expenditure Account.   

Use of reserve  This represents the General Fund of the IJB and is used to manage the 
financial strategy of the IJB.  Any use of General Fund reserves has to be 
approved by the IJB through the appropriate governance framework.  
 

Management and 
Control  

Management and control is maintained through the established financial 
management frameworks and by review through the year end and budget 
process. 
 

8.2  The IJB will be able to use its power to hold a General Fund so that in some years it may plan 
for a contribution to build up reserve balances, in other years to break even or to use a 
contribution from reserves in line with the reserve policy.   

 
8.3 The IJB may build up reserves year on year as a result of unanticipated underspends.  

Following consultation with both partners as appropriate, any uncommitted underspend 
which occurs during the year and at the year-end within the IJB will be transferred to the 
General Fund for the purposes of mitigating ongoing and future budget pressures. 



8. Reserves Protocol (Cont.) 

 
8.4 It is important for the long term financial stability of both the IJB and the partners that 

sufficient usable funds are held in reserve to manage unanticipated pressures from year to 
year.  The General Fund will allow the IJB a degree of flexibility.  Given the current economic 
climate however, the level of reserve must be proportionate and take cognisance of the 
level of savings required to be delivered within the revenue budget.  An optimum level of 
reserves will require to be built up over time.  The process to manage overspends is also set 
out in section 9 of the Integration Scheme agreed by both partners. 

 
8.5 Ring-fenced, earmarked and risk-based reserves relate to specific funds for specific purposes 

and will only be used for these purposes, often spanning multiple years.  Whilst these 
reserves are fully committed and therefore not free to use, these too will be regularly 
monitored.  Any change of use, or decisions relating to residual balances will require the 
approval of the IJB. 

 
8.6 Funding available for specific projects and government priorities will be ring-fenced or 

earmarked and carried forward into the following financial year(s), either in whole or in part, 
to allow for spend to be committed and managed in a way which represents best value for 
the IJB in its achievement of the national outcomes. 
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