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RENEWALS RESERVE – PROGRESS REPORT

1 INTRODUCTION

1.1 Internal Audit undertook a performance review of the Renewals Reserve, the results of which were reported to the Corporate Resources Overview and Scrutiny Committee on 12th January 2004.

1.2 The recommendations from the review are attached at Appendix A. 

1.3 Unfortunately at the present time, the majority of the recommendations have not been completed for the following reasons:

· The recommendations involve a considerable amount of detailed work to resolve, and unfortunately at the present time there are significant pressures arising from other work areas (as set out in the Business Unit monitoring report), and therefore there have not been resources available to undertake this work.

·  The level of Renewals Reserve required is to be linked to the Information Systems Group recommendations regarding the level of IT hardware and software that is required for the authority. The work of this Group has not yet been concluded.

· We are currently in discussions with Sector, our Treasury Management advisors regarding the issue of options appraisal and in particular decisions on ‘Lease vs Buy’. This work has not been concluded as yet. 

1.4 Whilst the progression of this piece of work is important, it is not critical to the budget process or the overall finances of the authority at the present time. There are sufficient other reserves and balances available to the authority, and it is more important that the Renewals Reserve is set at an appropriate level to ensure there is an adequate replacement programme covering all of the authority assets. 

2. RECOMMENDATIONS
2.1 Members are asked to note the current position and that work will continue as quickly as possible to conclude the recommendations in the Audit report, at which time a further report will be submitted to Members.

3 IMPLICATIONS

3.1 Staffing/Resources – A significant amount of work is required to complete the review.

3.2 Financial – This review may result in some reallocation of resources between the different Reserves of the authority, and may identify a surplus or deficit in the current level of ongoing revenue provision for the replacement of assets.

3.3 Legal – None

3.4 Corporate – There are corporate implications in terms of ensuring that all Business Units replacement programmes are funded to a similar level. 

3.5 Risk Management – The work will ensure that there are adequate funds to cover the Councils future replacement programme.

3.6 Equality Issues – None

3.7 Environmental – None

3.8 Crime and Disorder - None

ANGELA BROWN

Head of Finance

Contact Officer: Angela Brown
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Appendix ‘A’

Point


Summary of Recommendations

1.6.1.


The Accountancy Services Manager should hold a training session for Accountancy staff and Business Unit Heads to clarify the benefits and importance of keeping the information contained within the Renewals reserve relevant and up to date. 



1.6.2.
Although it has been established that replacements from the fund have been justified and properly authorised and deferred where appropriate, it is viewed that more consideration by Business Unit Heads prior to preparing the plan could help ensure that there were not as many deviations from the original plan each year.



1.6.3.
As part of the annual budget process, a meeting should be held between the Accountancy Service Manager and Business Unit Heads to ensure that the Plan is correct for their area of business.



1.6.4.
The format of the Plan needs to be adjusted so it is easier to read, understand and report on.  



1.6.5
Once all adjusted items or omissions identified from this review have been clarified by the Business Unit Heads, the plan should be completely re-written or the implications on future funding considered.



1.6.6
It is recommended that all amendments to the plan get reported to the Executive, not just items above £5,000.



1.6.7


As the in-house AMS (Asset Management System) is not developed at this stage, the Accountancy Services Manager should investigate the use of the AMS during 2004/05 and determine whether this could be used to replace the current Renewals Reserve system or whether a new database needs to be developed.



1.6.8


The Accountancy Services Manager should ensure that the balance in the current Renewals Reserve system is reconciled prior to the year-end.



1.6.9
As the Housing Department has permanently transferred the contributions will no longer be required.  These could therefore be released for other purposes. (see Appendix ‘G’).



1.6.10
Allowing Business Units to acquire assets of a large value prior to making any contributions should be avoided.  Criteria should be established to ensure that this does not become common practice.



1.6.11
All IT equipment should be purchased on a corporate basis and financed from a central separate pot in renewals reserve.



1.6.12
That consideration is paid to the implementation of the suggested protocol (ref Appendix H), to bring the treatment of the reserve in line with suggested criteria as quoted in the CIPFA Guidance note on Local Authority Reserves and Balances.

 

2.4.1.
It is recommended that any implications of the new Prudential Code should be monitored and their possible impact taken into consideration when selecting future methods of financing.



2.4.2
The consultation exercise performed during this review produced no evidence of best practice.  Nor, was it identified that Carlisle City Council was accounting for their renewals inappropriately.  Therefore it is recommended that the Authority continue to account for the reserve via the usual method.



3.8.1.


Because of the complexity of the clauses contained within the agreements, the benefits of operational leasing should be evaluated on each transaction’s merit.



3.8.2.


New spending limits should be introduced.  The option below should be considered:-

· Vehicles (vans & pool cars) – direct from reserves or contract hire.

· Items to the value of £1,000 – funded direct from revenue.

· Items between £1,001 - £4,999 – funded by renewal reserve.

· Items between £5,000 - £30,000 – funded from renewal reserve or operational lease, then capitalised.

· Items over £30,000 – Capital bid.



3.8.3.


As there are sufficient resources in the reserve at present, it should be considered to purchase all vans and pool cars from the reserve as opposed to operational lease.  The reasons for this are at point 3.6.4. of this report.  If deciding not to purchase outright, consideration should also be given to contract hire.



3.8.4.
Ultimately, the decision of whether to lease or buy outright is made by the Head of Finance.  It is recommended that advice be sought from an advisory service provider if necessary.  They should seek operational advice from the Transport Manager prior to any action. (Appendix H).  After doing so, they should review current interest rates and the amount accumulated in the reserve for the item before making their decision.



3.8.5.


The previous usage of a required item of plant should be established and considered prior to choosing the method of finance as contract hire may be a better option if usage is low/seasonal (i.e. used once a month for a couple of days or used quarterly for a couple of weeks) as it may actually be cheaper than buying or leasing the item.



3.8.6.
If the decision to purchase outright is made, sufficient levels should be kept in the reserve to ensure that items that are currently leased can be replaced.
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