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1. Overview 

Further to queries raised at the last Finance & Audit Committee meeting, 

please find a further explanation of the difference between Investments and 

Reserves.   

This document is also intended to provide background information on the 

current investments and reserves to help understanding.  

 

The following section is reported each month in the Management Accounts: 

 

If you consider that Reserves are Council’s “savings”, the Investments & 

Bank section shows the breakdown of the “pots” where the money is held. 

The reason the Total figures do not match is because Investments & Bank 

show the total funds held by the Council at the end of each month and 

fluctuate throughout the financial year while the Reserves are a statement of 

figures at a specific point in time, the financial year end at 31 March. 

In theory, the figures would match on 31 March but in reality this will never 

show in the Management Accounts because of the delay after financial year 

end for the accountants to complete the annual accounts.  This includes 

making any accounting adjustments for receipts and payments across 

financial years before confirming the levels of Reserves to carry forward. 

In the example above (and for most months during the financial year), the 

Total Investments & Bank figure exceeds the Total Reserves because further 

income received since the 31 March exceeds much of the expenditure 

incurred, in particular the Precept which is received as a substantial lump 
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sum every 6 months.  This finances much of the regular expenditure over 

the next 6 months. 

 

If the Council has budgeted for a Deficit (i.e. to spend more than it receives), 

this will mean that, towards the end of the financial year, the Investments & 

Bank figure will be less than the Reserves figure.  Below is an example from 

the Management Accounts in March 2020: 

 

As can be seen from the figures above, there is no direct correlation between 

the various Reserves figures and the Investments.  However, as a “rule of 

thumb” the Designated Reserves are generally covered by Long Term 

Investments while the General Reserve is split across Long Term 

Investments as well as Short Term Investments.  

 

2. Investment Strategy 

The Council’s investment strategy is reviewed annually at the November 

meeting, as part of the Budget review process. 

Long Term Investments are funds which are not required for at least 12 

months, while Short Term Investments and Bank show funds which are 

available to be used to pay for Council expenditure throughout the current 

financial year. 

As mentioned above, the Precept is received in two half-yearly tranches so 

for cash flow purposes it is always important to consider the timing of the 

receipt of the Precept at the end of April and September when determining 

how to invest Council’s funds. 
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2.1 Long Term Investments  

These give a greater return from dividends and interest but reduce the level 

of access to the funds. 

 

The biggest single Council investment is in the CCLA Local Authorities’ 

Property Fund (LAPF) and represents an initial investment of £250,000 

made in October 2016.  The actual worth of this investment will eventually 

be determined when the shares are sold and it should be noted that the price 

fluctuates on a monthly basis.   

This investment required an independent financial advisor’s report in 2016 

before the investment would be accepted by CCLA because there is a higher 

risk than simply investing the funds in a fixed rate bond or variable rate 

savings or bank account.  That said, the reward from this investment has 

been substantially higher than would otherwise have been achieved and to 

date this investment has returned dividends of over £42,000 up to 

November 2020.   

The initial investment was delayed following the Brexit Referendum result in 

June 2016 which proved sensible as the share price fell due to the economic 

uncertainty.  The offer price was 302.71p in August 2016.  Prices climbed 

after the investment in October 2016 and reached 328.84p in January 2019 

before continued Brexit uncertainty and the impact of the coronavirus 

pandemic has seen share prices fall throughout the last 18 months.  The 

offer price in November 2020 stood at 303.10p, slightly higher than at the 

time of the original investment.  Fund size has grown from £617million in 

August 2016 to £1,158million in November 2020.   

This investment has always been viewed as a long term investment because 

of the time expected to enable capital growth from share price increases and 

dividend income received quarterly to offset the initial investment costs and 

fund management charges.  This was estimated to be 5 to 7 years minimum.  

The sum involved represents funds which are not expected to be required 

for Council expenditure – effectively the “rainy day” savings only to be used 

in an emergency. 



Stratford-upon-Avon Town Council Investments and Reserves 
 

4 
 

In reality, funds could be withdrawn from this investment by issuing a ‘sell’ 

instruction with one month’s notice, but the intention remains to leave these 

funds invested for as long as possible while the fund continues to perform 

relatively well and to provide substantial dividend income. 

 

Over the last few years, the investment strategy has been to place other 

‘surplus’ funds in fixed rate bonds with Cambridge & Counties Bank, another 

investment organisation recommended by officers at other local authorities 

of a similar size to Stratford-upon-Avon Town Council.  These are also 

deemed Long Term Investments because the funds are inaccessible for the 

duration of the investment period.  Again, the returns are significantly higher 

than would be achieved by leaving funds in the bank account or regular 

savings accounts.  In this case, the higher rate of return is achieved through 

investing for a longer period of time rather than for incurring higher risk levels. 

By selecting bonds for different fixed periods, this strategy has enabled a 

“rolling return” of capital plus interest on an annual basis in 

November/December each year.  The advantage of this approach is that 

Council can then determine whether to reinvest the funds or retain them as 

part of the Short Term investments to finance projects and initiatives 

budgeted for in the forthcoming financial period. 

 

2.2 Short Term Investments 

As part of the original investment decision to place funds with CCLA, a Public 

Sector Deposit Fund (PSDF) account was also created which provided 

monthly dividend income which is higher than would be received by leaving 

the money in the bank account.  The advantage of this fund is that money 

can be transferred back to Council’s bank account within 24 hours to ensure 

the required cash flow for monthly expenditure.  The yield has fallen since 

the fund was originally set up but still provides a small monthly return. 

Most of Council’s Short Term Investments are now held in the Cambridge & 

Counties 31 Day Notice Savings Account.  The interest rate is higher than 

the CCLA PSDF as a result of having to give a longer notice period to 

withdraw funds.  Funds are transferred in when the Precept instalments are 
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received and then drawn down into Council’s bank account on a monthly 

basis, as and when required to cover expenditure. 

 

3. Reserves Policy 

At year end, if a Surplus is reported, the total Reserves will increase.  

Conversely, if a Deficit is reported, the total Reserves will decrease. 

 

For the last few years, Council has budgeted for a Deficit and the level of 

Reserves has fallen.  It is important to note that Reserves can only be used 

once and different reserve “pots” need to be maintained or replenished when 

considering future budgets. 

 

The Council’s Reserves Policy (see separate document) determines which 

reserves are held by the Council and gives an indication of the levels for 

maintaining the General Reserve.  The policy currently lists the Designated 

Reserves as reported in the Financial Statements. 

 

Because the accountants request confirmation of the changes to Designated 

Reserves as part of the preparation of the year end accounts, 

recommendations for any year end adjustments to these reserves are made 

at the meeting of the Finance & Audit Committee in March.  By default, any 

Surplus or Deficit will affect the General Reserve. 

 

Note that the adoption of the new Committee Structure and Terms of 

Reference in September 2020 mean that additional Designated Reserves 

will be created at the end of the current financial year to set up new 

Committee / Sub-group Reserves.  For greater transparency, it has also 

been suggested that a new Long Term Investment Reserve is created, which 

could be used for the funds held in the CCLA Local Authorities’ Property 

Fund.  This is believed to be appropriate on the understanding that the funds 

are not required to finance Council’s activities in the short term and also do 
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not cause a significant rise in the level of Precept requested for the next 

financial year. 

 

Please see the Reserves Policy for further information. 

 

4. Audit Requirements 

Since 2019, on advice from Council’s external auditors, the Annual 

Governance and Accountability Return (AGAR) has required Council’s 

investments to be split between Long Term and Short Term, and this change 

is also now reflected in the Financial Statements (year end accounts) 

prepared by Council’s accountants. 

Note that the internal and external auditors have never commented or 

advised on the type of investment held, other than to consider appropriate 

risk management and to request evidence of funds invested, dividends and 

interest received to support figures in the accounts, Financial Statements 

and AGAR. 

The Internal and External Audit Reports over the last 5 years have also not 

queried the level of Reserves held by the Council. 

Reference has also been made to external bodies.  Please see the Appendix 

for further guidance on Investments and on Reserves. 

 

If you have any queries or concerns, please contact me. 

 

Deputy Town Clerk 

December 2020 

 

Appendix 

The following statements are taken from JPAG (Joint Panel on Accountability 

& Governance) Governance and Accountability for Smaller Authorities in 

England (March 2020): 
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Investments:  

5.28. It is unusual for an authority to hold it reserves other than in the form of easily accessible bank 

deposits or other short-term investments (see paragraph 2.21 in Section 2 of the Guide for a definition). 

Occasionally, circumstances require authorities to consider making other types of investments, for 

example when saving for a future capital project or while deciding how to apply the proceeds of an asset 

sale or a donation.  

5.29. In deciding whether it is appropriate to make long-term investments, the authority should follow 

the Guidance on local government investments issued by MHCLG with effect from 1 April 2018.  

5.30. The authority’s investment strategy will set out management arrangements for the investments held 

and procedures for determining the maximum periods for which funds may prudently be committed. The 

strategy should ensure and demonstrate that the authority has properly assessed the risk of committing 

funds to longer term investments and complies with legislative requirements. Long-term investments in 

assets whose capital values may fluctuate carry considerable risks and require active management. 

Investment management is a specialist area. Authorities may wish to seek independent professional 

assistance when developing their investment strategy.  

 

Reserves:  

5.31. As with any financial entity, it is essential that authorities have sufficient Reserves (General and 

Earmarked) to finance both its day to day operations and future plans. It is important, however, given that 

its funds are generated from taxation/public levies, that such reserves are not excessive.  

5.32. General Reserve — The generally accepted recommendation with regard to the appropriate 

minimum level of a Smaller Authority’s General Reserve is that this should be maintained at between 

three (3) and twelve (12) months Net Revenue Expenditure (NRE). NRE (subject to any planned surplus or 

deficit) is effectively Precept\Levy less any Loan Repayment and/or amounts included in Precept\Levy for 

Capital Projects and transfers to Earmarked Reserves. The reason for the wide range (3 to 12 months) is 

to cater for the large variation in sizes of individual authorities. The smaller the authority the closer the 

figure should be to 12 months NRE, the larger the authority the nearer to 3 months. In practice, any 

authority with an NRE in excess of £200,000 should plan on 3 months equivalent General Reserve. In all 

of this it is important that each authority adopt, as a General Reserve policy, the level appropriate to their 

size and situation and plan their Budget so as to ensure that the adopted level is maintained. Changes in 

activity levels/range of services provided will inevitably lead to changes in the requisite minimum level of 

General Reserve in order to provide working capital for those activities.  

5.33. Earmarked and Other Reserves — None of the above in any way affects the level of Earmarked 

and/or Capital Receipts Reserves (EMR/CRRs) that a authority may or should hold. There is, in practice, 

no upper or lower limit to EMR/CRRs save only that they must be held for genuine and intended purposes, 

and their level should be subject to regular review and justification (at least annually), and should be 

separately identified and enumerated. Significant levels of EMRs in particular may give rise to enquiries 

from Internal and/or External Auditors. 

 


