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PERFORMANCE REVIEW

RENEWALS RESERVE

1 Why was this Performance Review carried out?
1.1 The Head of Finance requested this Performance Review as part of the overall review of Balances and Reserves held by the Authority.  This formed part of the submission to Members of the Corporate Resources Overview and Scrutiny Committee on 20th February 2003.

1.2 Members accepted this study as part of the programme of such studies for 2003/04 and gave it their second priority.

2 Objectives and Scope of the Performance Review
2.1 Background to the Renewals Reserve.
The Renewals Reserve was established in 1974 and its purpose was to make a sufficient annual contribution to a fund for the future replacement of all of the Authority’s vehicles, plant and equipment.  The annual contributions to the fund are calculated by taking the individual asset value and dividing it by its estimated life.  The full contribution, in theory must be made prior to the purchase of the item, there has however, been instances, usually with the procurement of IT equipment, where the first contribution has been made the year after purchase. In these instances, special Executive agreement has to be given for this prior to purchase and procedures are in place.  The relevant accounting procedures are attached in Appendix B.

2.2 The purpose of this study was to review the operation of the reserve under the three main headings below: -

· Review of Purpose of Reserve and Monies Held
· Review the monies held in the renewals reserve and identify for what purpose the money is being held.

· Establish if the current balance in the reserve is sufficient to meet immediate requirements for the replacement of all vehicles, plant and equipment, or alternatively if there is any evidence of overprovision.
· Ensure that there are adequate balances in the reserve to meet future needs and that the reserve is being used for the purpose intended.
· Accounting Treatment of the Reserve
· Review the accounting treatment of the reserve with particular reference to the provision of capital charges. 

· Lease v’s Purchase
· Review the relative merits of acquiring vehicles and plant under operating leases as opposed to outright purchase funded from the renewals reserve and also to consider the options of contract hire.

3 Overall Conclusion of the Performance Review
The purpose of this review was to establish whether the Renewals Reserve was operating efficiently and to identify whether a comprehensive system was in place to enable the effective operation of the Reserve.    

The recommendations contained in Appendix A are intended to advise and support officers in the regeneration of the procedures already in place to ensure that the Reserve is operated effectively, efficiently and Value for Money is sought.  

Members are requested to support these recommendations.   

POINTS ARISING AND RECOMMENDATIONS

1 Review of Purpose of Reserve and Monies Held
1.1 Ensuring the plan is full and complete.

To identify for what purpose a balance is accumulated in the reserve, confirmation was required to ensure that information held in the renewals system was full and complete.  To ensure that all identified assets are included in the asset register, Business Unit Heads were contacted to request that they: -

· Confirm that the equipment details listed in the Renewals plan were accurate.

· Confirm that the items listed in the plan highlighted for replacement in the forthcoming year will actually be replaced.

· Confirm that there are no additional items that should be included.

· Ensure that the plan is full and complete and accounts for all of the Authority’s replacements.

1.1.1 Each year, the Financial Services Business Unit, who administer the plan, send a memorandum to each Business Unit Head requesting that they inspect their plans to ensure that the information included within them is correct.  In reply to the memorandum sent in August 2002, six out of twelve replies were received and the necessary adjustments were made.

1.1.2 It should be noted that the Authority’s structure has evolved since the previous update was circulated and the organisation then included Housing and Carlisle Leisure Limited (both of these Business Unit Heads responded to the initial request for information).  As the remaining Business Units failed to reply, the Finance staff took this to believe that the plan needed no adjustments and went on to produce the information as it stood.

1.1.3 As part of this review, Internal Audit sent an e-mail to all Business Unit Heads asking them to confirm the information in the plan was correct.  Meetings were held between Internal Audit and those Heads of Business Units who did not reply to the initial request for information circulated by the Accountancy staff.  It was found that the plan did indeed require adjusting primarily for items that had been agreed to be replaced after the plan had been published.

1.1.4 The maintenance of the plan by the Business Units was not consistent.  The general consensus from the meetings held with those who had failed to respond to the original request for information appeared to be that of one that this was a 'historic' uncontrollable yearly charge.

1.1.5 From the initial meetings held with the Business Unit Heads, it was concluded that the plan was not being operated to its full potential.  For example, there were instances of asset descriptions being incorrect.  In addition, there was duplication of one particular asset where it was included twice and assigned to two separate Business Units.  The Financial Systems Replacement appears in the Revenues & Benefits section of the plan and also in the IT section of the plan.  The IT Manager confirmed that this was a duplication.  

1.1.6 The reason that this occurred could not be entirely attributable to the Business Units.  It appears that despite the issuing of annual procedures from the Financial Services Business Unit (see Appendix ‘B’) that a general lack of knowledge of the purpose and relative benefits of the scheme was a major factor in it becoming outdated.  This issue could be resolved by some internal training/communication for Accountancy and Business Unit staff carried out by the Accountancy Services Manager.

1.1.7 As it stands, the plan is not wholly correct.  As the plan is used as a base to calculate the annual renewals contribution charge, there is a possibility of Business Units’ yearly revenue contribution to the reserve being under/over estimated.

1.1.8 All of the discrepancies identified during the meetings held with the Business Unit Heads have been collated and will be forwarded to the Accountancy Services section for inclusion in the 2004/05 plan.

1.2 Establish whether the reserve is sufficient for immediate needs.

1.2.1 A copy of the latest renewals register which includes all vehicles, plant and equipment due for replacement in this financial year was obtained to ascertain whether the funds were available to meet immediate requirements identified for replacement. 

Description
Note
Equipment
Vehicles/

Plant
Total

Renewals Reserve Balance 31/03/03
1
£1,483,240
£1,489,300
£2,972,540

2003/04 Contributions
2
£   418,632
£     25,641
£   444,273







Total balance

£1,901,872
£1,514,941
£3,416,813







Expenditure 2003/04 Original
3
(£ 353,435)
(£ 505,100)
(£ 858,535)

Expenditure 2003/04 Revised
4
(£ 440,035)
(£            0)
(£ 440,035)







Balance retained in Reserve 31/03/04

£1,461,837
£1,514,941
£2,976,778







1.2.2 Note 1 - These figures were derived from the nominal ledger.  This is the amount held on nominal codes  Y10-9999-9999 (Vehicles and Plant) and Y15-9999-9999 (Equipment)

1.2.3 Note 2 - These balances are the revenue contributions paid into the reserve in 2003/04 as approved by the Executive on 25th November 2002.

1.2.4 Note 3 -This was the original expected 2003/04 expenditure contained in the plan.  This figure excludes any expenditure for Housing, Leisuretime and DSO TUPE’d vehicles.

1.2.5 Note 4 - The budget resolution requires that prior to scheduled replacement of any items of vehicle and equipment over £5,000 in value, the Head of Business Unit ensures that a replacement is actually required.  This results each year in a number of deferrals, changes and additions of scheduled replacements.

1.2.6 Note 4 - The Commercial and Technical Services Transport Manager had carried out a thorough condition survey of items of transport and plant that were due for replacement in 2003/04.  This was performed alongside a re-valuation of the organisation’s transport and plant requirements in consultation with operational managers and Heads of Business Units.  

1.2.7 Note 4 - The results of this exercise indicated that thirteen items that were scheduled for replacement in 2003/04 should be deferred, as their condition was adequate for continued use.  Another factor in this judgement was that of the uncertainties over the future operation of the joiners shop.

1.2.8 Note 4 - The financial consequence of this decision was a saving of £112,750 for the current financial year although the expenditure will be required in future years as set out in the table below: -

UNIT
ITEM TO BE DEFERRED/DELETED/REPLACED
VALUE

BUILDINGS
Talbot Boxer HR Van
£10,500


20’ Security Stores (2)
£8,500


Planing Machine
£10,000


Chain/Chisel Morticer
£6,100


Elcon Panel Saw
£7,800


Belt Sander
£5,700


Circular Saw
£5,800


Band Saw
£5,600


Wadkin Radial Saw
£5,200



£65,200





HIGHWAYS
Renault 5.5T Panel Van
£14,000


Manitou Fork Lift
£19,750



£33,750





TRANSPORT
Brake Tester Class IV
£6,800


Four Post Lift
£5,000



£11,800





GROUNDS
Ransomes Ride on Mower (4) (Deleted)
£84,000


Rotary Mower (6)
£76,000


Etesia Rode on Mower
£6,000



£2,000





TOTAL SAVING

£112,750 

1.2.9 Note 4 - The entries within the Equipment reserve were amended also.  Additional items of equipment are to be replaced which result in a further balance of £86,600 being required for 2003/04 as set out in the table overleaf: -

UNIT
ADDITIONAL ITEM
VALUE
Notes

Member Support & Employee Serv.
Computer Related Items
£1,210
*

Policy & Performance
Hardware/Software
£370
*

Economic & Community Development
Photocopier
£360
*


Writer 24
£5,770
*


Hardware/Software
£1,480
*

Revenues & Benefits Serv.
Letter Opener 3000
£5,330
*


Document Imaging/Workflow Equip.
£4,740
*


Concessionary Fares Smartcards
£50,000
P&R Cttee 2/7/01

Culture Leisure & Sport
Honda Powercarrier
£2,150


Planning Services
Acolaid System
£8,510
P&R Cttee 5/7/00


Hardware/Software
Additional £6,680


TOTAL COST

£86,600


1.2.10 Note 4 - Therefore the revised figure is calculated by the original amount of £353,435 plus the adjustments listed above totalling £86,600 which equates to £440,035.

1.2.11 Note 4 - A list of past purchases from the reserve over the last year was obtained.  This was compared to the ‘predicted’ list (see Appendix ‘E’) in the plan to establish whether all purchases (especially unplanned) were justified and whether the reserve is generally being used for the purpose for which it was intended.  The findings were that all expenditure had been agreed in line with policy.  Assets had been acquired in line with the detail contained in the plan or a suitable alternative purchased.  Any unplanned purchase costing over £5,000 required Executive approval, which was agreed.

1.2.12 Note 4 - It was established that it would not be the intention for all acquisitions to be by purchasing in 2003/04.  Only equipment will be purchased in this manner and all of the vehicles and plant are to be funded by operational lease or contract hire agreements.  This decision resulted in a revised estimate figure of £0. 

1.2.13 Note 4 - The Head of Finance has delegated powers to make the decision on whether to purchase or lease vehicles depending on market conditions.  No contributions to the fund are now made in respect of vehicles.  The amount retained in that fund relates to past contributions.  These are retained should the decision be made to revert back to purchase.  

1.2.14 Note 4 - It is apparent from these above figures that there are more than sufficient resources to fund all immediate requirements from existing balances.

1.3 Replacement of IT equipment.

1.3.1 Discussions with Business Unit Heads established that there are certain items of equipment that are not covered in the existing Plan.  This principally relates to IT replacements.

1.3.2 A memorandum was sent to members of senior management, requesting that entries contained within the plan be reviewed once more but this time with particular reference to the replacement of IT equipment.  This exercise resulted in the following omissions being identified: (an analysis of these items can be found in appendix G).  
Business Unit
Value

Financial Services
£27,075

Revenues & Benefits Services
£500,000

Legal & Democratic Services
£29,800

Member Support & Employee Services
£17,500

Environmental Protection Services
£63,000

Tullie House
£602,517

Strategic &  Performance Services
£25,770

Property Services
£0

Culture Leisure & Sports Services
£0

Commercial Leisure & Sport Services
£0

Economic & Community Devt Services
£0

Planning Services
£0

Customer & Information Services
£0***




Total
£1,265,662

*** Further provision for the purchase of IT has not been entered for Customer and Information Services.  This is because the responsibility for IT replacement has been devolved to Business units.

1.3.3 It should be noted that some Business Units have chosen not to include their IT equipment in the Renewals Plan and have opted to purchase all new equipment from revenue.   Some Heads of Business Units are concerned about the inclusion of such kit in the plan and the effect it may have on the level of revenue contributions they will have to make each year.

1.3.4 It had been explained that it is a possibility for revenue contribution levels to be controlled by Business Unit Heads.  The figures above are notional and inclusion in the plan is subject to agreement from the relevant Business Units as Business Units have not budgeted for any additional revenue contributions for 2004/05.

1.3.5 Despite this, Audit opinion would be to advise that all IT is included in the plan for the following reasons:

· Preparing for the future replacement of equipment rather than ‘reactive’ purchasing would enable the whole procurement procedure to be more structured.  If all the Authority’s PC’s, printers etc were included in the plan then an overall rolling program could be established.  For example, there are approximately 600 PC’s required throughout the Authority.  These are purchased for an average of £600 each.  To replace all these would cost £360,000 overall from revenue budgets. If provision was made for these and it was decided to replace them over 4 year periods then the annual revenue contribution to the fund would be reduced to £90,000 per annum.

· Currently IT procures equipment via market testing.  The Business Units submit their requirements then IT staff bid on an anonymous auction site which highlights the best deals that are available from the various firms.  If PCs were bought in bulk under one contract a sizeable discount could be agreed.  Again, making savings.

· Currently all Business Units finance their IT differently.  There is no consistent  Authority-wide approach.  There is no asset register of all IT equipment which means getting an overall asset value for the Authority is almost impossible.  It would be better practise to acquire all IT through one source, namely the Renewals Reserve then the procedure could be controlled,  i.e. it could be identified exactly what assets the Authority owns and their relative value.  Maintaining a full and complete record of all of this would help to identify areas across the Business Units where bulk purchase could be arranged, therefore incurring a larger discount.  This would not become evident using current practice.

· The plan in its current format presents IT as part of the Equipment Fund.  It is suggested that the Equipment and the IT are split and a separate ‘pot’ established for IT procurement only.

1.4 To ensure that there are adequate reserves to meet future needs
Description
Note
Equipment
Vehicles/

Plant
Total







Balance retained in Reserve 31/03/04
1
£1,461,837
£1,514,941
£2,976,778







Committed reserves





Policy & Performance Services
2
£       9,836
£               0
£       9,836

Legal & Democratic Services
2
£     30,054
£               0
£     30,054

Member Support & Employee Services
2
£       8,336
£               0
£       8,336

Customer & Information Services
2
£   522,196
£               0
£   522,196

Revenues & Benefits Services
2
£   165,054
£        7,941
£   172,995

Financial Services
2
£     16,500
£               0
£     16,500

Commercial & Technical Services
2
£   290,823
£   821,537
£ 1,112,360

Planning Services
2
£     68,305
£       8,884
£     77,189

Economic & Community Development
2
£     53,555
£       4,640
£     58,195

Culture, Leisure & Sports Services
2
£     61,426
£     21,350
£     82,776

Environmental Protection Services
2
£     84,837
£     22,681
£    107,518







Total committed in Reserve
2
£1,310,922
£  887,033
£2,197,955







Total uncommitted funds in Reserve
3
£   150,915 
£  627,908
£   778,823

Uncommitted balance made up from:





Balance released from Housing
4
£  118,310
£    33,277
£   151,587

Balance released from Leisuretime
4
£  521,820
£    47,072
£   568,892

Balance released from TUPE contribution
4
£              0
£  206,168  
£   206,168

Uncommitted balance
5
£(  298,399)  
£   341,391
£     42,992

Less overspend on 2003/04 replacements
6
£(  190,816)
£              0 
£(  190,816)



£  150,915
£  627,908
£   778,823







Less ‘Freeze’ Leisuretime
4
£(  521,820)
£(    47,072)
£(  566,892)













Revised Usable Overall Balance 
8
£    940,017
£1,467,869
£2,407,886







Revised unallocated
7
£(  370,905) 
£   580,836
£   209,931







Renewals Reserve balance 31/03/03
5
£1,483,240
£1,489,300
£2,972,540

Identified reserves in plan 31/03/03
5
£1,781,639
£1,147,909
£2,929,548

Total unidentified balance
5
£(  298,399)  
£    341,391
£     42,992







1.4.1 Note 1 – This figure was carried down from table 1.3.1

1.4.2 Note 2 – These figures are the total contributions made to date (including amendments to errors) by the Business Units.  They refer to assets already included in the plan.

1.4.3 Note 3 – This is the total of funds in the reserve that are not ‘linked’ to any particular asset or business unit.     (see Note 4)

1.4.4 Note 4. - Due to the externalisation of Carlisle Leisure Limited and the Housing function, the equipment originally due for renewal in 2003/4 will not be replaced.  For Carlisle Leisure Limited, the associated contributions should stay ‘frozen’ in the Renewals Reserve as the asset will potentially return to the Authority at the end of the fifteen year contract period.  

For Housing and the DSO TUPE’d vehicles, the contributions will no longer be required as this service has been permanently transferred and the contributions therefore could be released for another purpose. 
One option for its use could be to utilise it as a ‘pot’ that could be bid against by the other Business Units. 

1.4.5 Note 5 – This balance is the difference between the amount currently in the reserve, and the amount ‘allocated’ in the plan.  These contributions have been made but over time it has become difficult to identify to which assets they refer to.  The most sensible option for this is to add it to the other ‘savings’ for redistribution.  In future it would be recommended that the entries in the plan be reconciled to the balances in the reserve on a regular basis. 

1.4.6 Note 6 – There were a number of ‘overspends’ in the equipment fund during 2003/04.  These were due to items either being replaced early or were funded from the reserve before any contributions were made.   As stated in 2.1’Objectives and scope of Performance Review’ ,special Executive agreement has to be given for this.   However, it is not recommended that this becomes practice as the figures above show that doing so actually made the Equipment Reserve ‘overspent’ (although if the additional reserve from the vehicles is added to this, the overspend is allowed for.).

1.4.7 Note 7 – The total of £209,931 is the total unallocated money, less Leisuretime, that is available to be bid against. 

1.4.8 Note 8 – This is the total overall balance available for the acquisition of assets.

1.4.9 As operational leasing and contract hire are other agreed methods of funding it can be assured that there is a sufficient balance in the reserve to meet the future needs of the Authority. 

1.5 Renewals Reserve System and the Administration of the scheme
1.5.1 Currently the Renewals Reserve asset details are held on an excel spreadsheet which means that very little reporting or data manipulation is available.  It had been the intention to develop an in-house database system but this has yet to be progressed.

1.5.2 The Head of Property Services is currently implementing an Asset Management System (AMS) It was intended that, as part of this review, a comparison would be made between the Renewals Reserve system and the Asset Management system and an evaluation carried out as to whether to utilise the AMS, revise the current in-house system, or remain with the current system.

1.5.3 Discussion with the Property Services Manager has established that the first phase of the AMS project is fundamentally property focused and to start with will incorporate only all of the operational and non-operational properties the authority owns and occupies.  The database, which has been bought from Mass, has the flexibility to add in additional modules, one of which provides for the Management of Furniture and Equipment.

1.5.4 In the future the AMS will be an extremely useful tool for monitoring the performance of the Authority’s property assets, including repairs, but at present they are mid-stream as far as implementation is concerned and have just commenced the process of data capture.  The list of property assets forming the backbone of the system will be put together shortly and a meeting will be held with the Accountancy Services Manager.  The Property Services Manager stated that initial indications have shown that there is a lot of work to carry out just simply identifying, defining and categorising their assets.

1.5.5 For this reason, there is no beneficial information to review at this stage.  The Asset Management System is expected to be operational by the end of the year.

1.5.6 The Works Manager and the Transport Manager controlled all the operational side of the fleet management function.  A member of the Financial Services staff administers the plan on a financial basis.  All three experienced members of staff left the Authority in October 2003.  Two have been transferred to Carlisle Housing Association and one member of staff has retired.  The staff who deal with the operational side of the fleet management have built up an extensive knowledge base over the years they have been performing the task.  When they left in October 2003, all this knowledge and expertise left with them.  However, provision has been made for their replacements.

1.5.7 The Financial Services member of staff controls the day to day maintenance of the plan and collates all the information at year-end and produces it in report format.  They also deal with the leasing from the financial side.  The Senior Accountancy Assistant involved in this has now been transferred to Carlisle Housing Association but provision has been made for another Senior Accountancy Assistant to take over his duties.

1.5.8 A meeting was held involving the officers who would be taking over these roles.  The Support Services Team Manager who would be overseeing replacement of vehicles and plant (not equipment) in the manner that the Works Manager had previously was also present.   These officers had recognised that the plan was not current and a proposed procedure for the maintenance of the replacement of vehicles was discussed.  This outline is detailed further in Appendix H of this report.

3.1 Although errors and inconsistencies have been identified within the plan, it should be highlighted that the plan has been in its present format for over ten years.  The recommendations contained within this report will endeavour to rectify this. It is advised that there should be clear protocol setting out:

a) The reason for/purpose of the reserve

b) How and when the reserve can be used

c) Procedures for the reserve’s management and control

d) A process and timescale for review of the reserve to ensure continuing relevance and adequacy.  

(Protocol derived from CIPFA LAAP Bulletin 55 – Feb 2003).

The suggested protocol (see Appendix H) should seek to overcome this.

1.6 Recommendations – Section 1
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 or deferred where appropriate, it is recommended that better 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 Units 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 Committee, not just items above £5,000.

1.6.7 As the in-house AMS is not developed at this stage, the Accountancy Services Manager should investigate the use of the AMS during 2004/5 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 is reconciled prior to the year-end.

1.6.9 As the Housing Department has permanently transferred their contributions will no longer be required.  These could therefore be released for other purposes. 

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. This suggested protocol is for the replacement of vehicles and plant only, equipment should be replaced in line with current procedures already in place.

2 Accounting Treatment of the Reserve
2.1.1 Accounting for renewals.
2.1.2 To review the accounting treatment of the reserve, the adequacy of the overall level was sought.  The following points were established.

2.1.3 All assets acquired from the reserve are ‘capitalised’ in the statement of accounts at the year-end.  This is to ensure that there is no revenue charge to Business Units in the year of purchase in addition to the Renewal contribution charge.  No specific guidance could be obtained from CIPFA or any other Accounting bodies to determine whether this is the correct approach to take.

2.1.4 All contributions to the Repair and Renewal reserve are charged to revenue budgets.  All assets are capitalised, therefore notional capital charges are made.  These have no impact on the bottom line budgets and Council Tax levels.

2.1.5 Leasing and contract hire charges are shown in the revenue account, these are not the Authority’s assets and subsequently do not incur capital charges.

2.1.6 The government intends to introduce a new system of controls on Local Authority capital investment in England, Scotland and Wales.  These changes will take effect from April 2004.

2.1.7 The role of Leasing under the Prudential Code is not yet clarified.  The issue was raised at a recent CIPFA seminar where it was disclosed that ‘the treatment of leases under the Prudential Code was still ‘being considered’ but the signs are that it is likely that leasing will follow standard Accounting Practice (SSAP21 – Accounting for leasing).  This treatment which is currently applied to almost all operating leases outside the Local Authority sector, would have a significant impact on Local Authority leasing, especially on assets with either a long life (i.e. 7 years and over) or which have a minimal second hand value (e.g. IT).  Until the details of this Prudential Code are published it is difficult to comment on the impact they will have but they should be monitored and the possible impact taken into consideration when choosing future methods of financing. 

2.2 How other Authorities account for Renewals
2.2.1 A questionnaire on the accounting methods of a renewals reserve was sent to the 20 authorities in our District Audit family group.  Seven authorities (35%) returned the completed questionnaire.

2.2.2 Refer to Appendices ‘C’ and ‘D’ for results.

2.3 Conclusion
2.3.1 From the results received from differing Authorities, it can be concluded that each Authority accounts for its renewals differently.  There is no evidence of ‘’best practice’’.

2.4 Recommendations – Section 2
2.4.1 It is recommended that any implications of the new Prudential code should be monitored and the possible impact taken into consideration when choosing future methods of financing.

2.4.2 The exercise performed produced no evidence of best practice, nor did it identify 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 Lease Vs Purchase
3.1 To review the relative merits of acquiring vehicles and plant under operating leases as opposed to outright purchase from the Renewals Reserve.
3.1.1 There are a number of different ways in which the Authority can fund acquisitions: -

· Outright Purchase

· Operating Lease

· Finance Lease

· Contract Hire

· Hire Purchase

· Outright Purchase

To buy outright the Authority must save up for the asset first or fund it directly from its own resources.  Once bought, the asset is owned outright and if sold, the money comes back to the Authority.  The asset can be kept for as long as possible/required.  The purchase would be shown as an asset in the balance sheet.  The disadvantage of owning asses is liability for repair and maintenance costs.

· Operating Lease

These are short-term and often for small amounts.  The leases give the lessee use of an asset in return for regular payments (of ‘rent’) to the lessor, who remains the legal owner.  The lessor can claim tax allowances on the asset, and pass on (some of) the benefit in lower lease payments.

· Finance Lease

These are similar to operating leases but normally cover the whole of the asset’s economic life.  They may be for large amounts and are non-cancellable.  In effect, finance leases put the lessee in almost the same position as if he had borrowed and purchased the asset outright.  Hence accounts show financial leases as assets on the balance sheet, and they count against the Authority’s capital resources as a credit arrangement.  This may change from 1st April 2004 under the new Capital Financing rules.

· Contract Hire

This method is normally used for street cleaning and refuse vehicles.  This involves agreeing a fixed price for the duration of the contract.  The contract hire company maintains the asset and is responsible for the ‘wear and tear’, servicing, inspections and MOTs.  This method of financing may become expensive if the duration of hire is for a long period of time, however, there is greater scope for the ‘control’ over the duration of the contract and lengthy contracts rarely occur.

· Hire Purchase
Acquiring an asset on hire purchase terms involves an initial ‘down-payment’ of around 20% of the total cost, followed by equal instalments (including interest at a fairly high rate) over between one and five years.  The buyer does not become the legal owner until the last payment is made; but the balance sheet shows the total hire-purchase cost as a fixed asset (subject to depreciation), and all the unpaid instalments as a liability.  This Authority does not use this method of procurement.

3.1.2 Current City Council Arrangements
3.1.3 Carlisle City Council currently usually use operational leases to replace the majority of its vehicles and plant, and outright purchase to replace items of equipment.  However, currently accumulated funds are still retained in the reserve in case we decide to switch back to outright purchase.  As stated earlier, only a minimal amount of equipment will be purchased from the reserve this year.  Current trends show that the option to lease as a proportion of the overall replacement plan continues to grow.  The Head of Finance has delegated powers to make the decision.

3.1.4 Operational Leasing arrangements
3.1.5 The Authority currently commissions Capita Asset Funding Solutions (formerly Capita Business Services Ltd) to provide a comprehensive lease advisory service including the tender and selection of lessors.  The fee for this service is recovered from the successful lessor (as part of the tender price), which in 2002/03 was 1% of capital outlay (which amounted to £212,541.97*1% = £2,125.42).  

Operational Leasing tenders are extremely complex and there are not the resources available in house to take the time to evaluate these agreements as thoroughly as Capita is able to.

3.1.6 When a fleet of vehicles or plant is due for renewal, an invitation to tender is advertised in trade papers and other media inviting Leasing companies to tender for the contract.

3.1.7 Capita has also recently been involved with the Authority as a ‘third party agent’ to procure ex-lease equipment and to negotiate secondary leases on behalf of the Authority.  The second-hand procurement method has not proven to be very cost-effective as it can incur charges of up to £250 per transaction.  For example, assets with a market value of £200 that would be beneficial to retain would incur an administration charge of £250 to procure, therefore resulting in a loss to the Authority.

3.1.8 Additional clauses are included in the majority of the Authority’s lease agreements.  Examples of these are as follows:-

· At the end of a secondary lease the asset must have a return value of at least 10% of the original cost of the asset to qualify as an operating lease.

· One of the most common clauses is that the assets need to be brought up to standard before being returned to the leasing company.  For some types of plant items it is inevitable that this will happen.  Grass cutters for example may require up to £1,000 spent on them to be brought up to ‘standard’.  Only minimal ‘wear and tear’ is allowed and the paint must be up to scratch.  This usually means that a re-spray is required as grass cutters are subject to considerable intensive usage.

· Another common clause is that when leases have ceased, Commercial and Technical Services would have to take the items of plant to the other end of the country to be returned, or pay £300 for the leasing company to collect it.

3.1.9 It is sometimes more cost effective to buy the asset and put it to auction than to repair and transport it.  The Authority cannot ask the Leasing Company to consider selling the asset as this is illegal.  As previously mentioned in point 3.1.7. this is when the Authority has to assess the relative benefits of employing a third party agent so that procurement can take place. 

3.1.10 Although evaluation does take into account additional ‘clauses’ and highlights the best value for money company, it does not evaluate the cost of lease v’s outright purchase.

3.2 Extension of Existing Leases
3.2.1 Generally six months before the end of a primary lease (original lease) the leasing company will send out a schedule of items where the lease is due to expire.  This normally includes an option for a secondary lease agreement (extension to lease) to be taken out.  If the company does not receive a reply within the specified timescale which is generally three month before expiry, the company will proceed to reclaim the asset in adherence to conditions specified in the original lease agreement. 

3.2.2 Current practice states that if the asset is in good condition, it is decided to take out the secondary lease.  This always results in cheaper repayments than that of the primary lease.  However, the full cost of the asset has already been repaid during the primary lease and any secondary lease repayments are merely profit for the leasing company.  Naturally they are keen for secondary leases to be negotiated. It was identified that the system currently in place is not operating as it should.  Officers are often notified by the leasing company of the primary expiration date either just before or even after it has passed.   This results in either charges at an increased monthly interest rate, or an obligation to agree to secondary leasing.   As there is no stated procedure this occurs regularly.  Recommendations to rectify this are included in Appendix H.

3.2.3 It can therefore be questioned whether secondary leases are complete value for money as the Authority is still paying costs for an asset for which it would have fully owned if another method of finance had been used.

3.2.4 Current practice is that the majority of the plant is replaced by operational lease.  Lower cost assets are often grouped together to give an overall value of over the recommended £5,000 limit for capitalisation.  It has been found that this could incur additional return-condition costs, as the number of assets requiring repairs to bring them up to standard will be increased.  This practice should be reviewed, especially in light of the recommendation (see point 3.8.2) which states new suggested ‘spending’ limits.
3.3 Buying Outright
3.3.1 To buy outright the Authority must save up for the assets first (or borrow).  This would not be a problem for the Authority as this was previous practice and there are balances retained in the reserve for this purpose.  When the asset is due to be replaced, no repairs would be compulsory and the asset could be sold on at auction.  As the asset is owned, no interest would be being paid out, and no fees would need to be paid to a third party agent.  However, this would obviously have an effect on the level of reserves ant the merits of lease/contract hire above purchase must be considered in each individual case.

3.4 The Benefits of Contract Hire
3.4.1 Plant is also obtained on contract hire.  This involves agreeing a fixed price for the duration of the contract.  The contract hire companies maintain the plant and are responsible for the ‘wear and tear’, servicing, inspections and MOTs.  An added bonus to this scheme is that Commercial and Technical Services won the contract to carry out the majority of the work required to maintain the equipment, and therefore the costs are claimed back from the contract hire company.   If the Hire Company does not choose to utilise Commercial and Technical Services, the contract is simply amended to exclude maintenance.  Contract hire is one of the easiest contracts to negotiate and this option should be seriously considered in the future when primary leases are up for renewal.  It can be concluded that contract hire is one of the best options for the Authority as long as the price is reasonable.

3.4.2 To put a monetary value on the possible differences between the three options, the following figures were obtained for the cost of one of the frequently acquired vehicles – A Citroen Relay Van:

Purchase Outright
Operational Lease
Contract Hire

£13,363.19
£1,339.18 x 7yr primary lease = £9,374.26
£2,769.00 x 4 yr contract inc maintenance = £11,076

£2,215.44 x 4 yr contract no maint = £8,861.76







3.5 Advantages & Disadvantages of Operational Leasing, Purchasing Outright and Contract Hire: -

LEASING



Advantages
Disadvantages

Can be bought (via Capita) at end of lease and then sold at auction.
The benefits have to be evaluated to decide whether profits will be worth it after paying £250 ‘third party agency’ fee.

Current interest rates are very low and this is reflected in the low repayment rates being quoted.
As there is a substantial balance in the reserve, bids can and have been made for large asset replacements when they have made no contributions previously.  The first Annual Contribution is made in the year after initial expenditure occurred.

The Authority receives interest on the balance left in the Renewals reserve.
The agreements often have ‘clauses’ that are not considered priority at the selection process.  Namely return conditions.

The tendering procedure ensures that the lowest level of interest rate can be chosen.
Secondary Lease costs can inflate the cost of using the asset.

Do not have to ‘save up’ for the asset first.




BUYING OUTRIGHT



Advantages
Disadvantages

Own the asset.
Have to save up for the asset first.

No worrying about the condition of the asset as no penalties will be enforced.
No interest received in the Renewals reserve on the amount paid for asset if total amount paid up front.

The asset can be sold on.
Causes additional administration.

No interest to pay on lease.
Maintenance of the asset may suffer due to cost. (essential repairs may be ‘put off until tomorrow’)

CONTRACT HIRE



Advantages
Disadvantages

Contract Hire company maintain the items of plant and are responsible of the ‘wear and tear’, servicing, inspections and MOTs
Can be expensive for certain items of plant.

Commercial and Technical Services won the contract to carry out the work required to maintain the items of plant, and therefore the costs are claimed back from the contract hire company.
If the vehicle usage is under/over estimated at point of contract agreement, it could result in the Authority entering a contract for an inflated charge or increase the maintenance costs.

If the selected Contract Hire firm refuses to use Commercial and Technical Services to maintain the vehicles, it is an option to renegotiate the contract and omit the maintenance charge.


3.5.1 The Treasury and Insurance Manager stated that approximately three quarters of all lease agreements extend into a secondary leasing period.  This could be because the original ‘length of life’ estimate is incorrect or because there is no system in place for flagging up items where the lease is about to cease (This matter is addressed in Appendix H).  To evaluate the approximate cost implications between leasing and outright purchasing, the 2002/03 vehicle and plant tender was analysed.   (Appendix F)  The conclusions of the exercise are summarised below.  It should be noted that Lessor A was the successful tenderer.

Scenario 1.
If all the vehicles and plant where acquired with the definite knowledge that the duration of the lease would be for primary period only. The saving/(loss) would be:

3.5.2 The result: -

Lease Company
Saving/(Loss)




A
£16,272.50

B
(£4,203.44)

C
(£4,050.51)

D
(£2,892.77)

E
(£18,790.87)

F
(£1,534.17)

G
(£3,797.17)

H
(£3,030.19)

3.5.3 The outcome was that if the Authority chose to lease the vehicles and plant as opposed to purchasing outright that they would make a saving of £16,272.50.  

3.5.4 The reasons why primary lease costs are currently so low are due to:

· Interest rates (currently very low)

· Competitive markets

· Tax rebates

3.5.5 This would prove to be the prudent choice, however, as stated in point 3.5.1, 75% of primary leases are extended into the secondary period.  This puts forward a completely different perspective.

Scenario 2 –. The saving/(loss) to the Authority if 75% of leases extend into the secondary leasing period.

Lease Company
Saving/(Loss)




A
(£23,820.57)

B
(£44,296.50)

C
(£44,143.57)

D
(£42,985.84)

E
(£58,883.94)

F
(£41,627.24)

G
(£43,890.24)

H
(£43,123.26)

3.5.6 This scenario produces a loss to the Authority of £23,820.57. 

3.5.7 The secondary lease costs were calculated using an estimate submitted by the lessor at tender stage.  These are open to negotiation and may be agreed at a higher or lower rate before the secondary lease is entered into.

3.6 It should be noted that the above analysis does not include all the costs of the return conditions and the costs to third party agents.  The average cost to repair a van costing approx. £8,000, mower costing under £10,000, mower costing over £10,000, and tipper costing approx. £15,000 was sought.  The Transport Manager provided the figures overleaf

Type of Vehicle
Original Purchase Cost per vehicle
Repair to ‘Standard’ Cost
Transportation

Costs






Van
Approx. £8,000
£0
Up to £300

Mower
Under £10,000
£400
Up to £300

Mower
Under £10,000
£400
Up to £300

Tipper
Approx. £15,000
£0
Up to £300

3.6.1 This exercise highlighted another point.  The mowers tended to incur primary leasing costs that were lower than out right purchase in almost all cases (7 out of 8 quotes).  This is primarily due to the fact that they tend to be leased for shorter periods of time.  The quote from Lessor ‘A’ even included a secondary lease cost that would incur a saving of £1,191.68, this was the only instance of there being a saving on any extensions.  This is of no benefit as mowers are utilised heavily and very rarely get extended past primary lease stage.  It is therefore recommended that mowers continue to get resourced via operational lease as even if the mowers do incur a ‘repair to standard’ cost, it will still be considerably lower than the potential saving. (See point 3.6.1).  

3.6.2 Items of plant (not vehicles) costing over £5,000 should be contract hired or leased only if they are returned at the end of the primary lease.  The lease agreements should be for no longer than 5 years as this reduces the interest payable.  The amount saved by leasing the item of plant would probably be used up by the return condition costs and the third party agent costs and therefore results in costing about the same whether the asset was bought outright or leased.  In that case, the funds are more beneficial in the Authority’s bank than in that of a leasing company’s.  This could be reviewed after a year or so to evaluate whether the benefits listed above do become apparent. 

3.6.3 Vehicles (vans and pool cars) should be funded either via contract hire or from reserves as there is only a very small saving (refer to Appendix F) by leasing them during their primary period.  Most vehicle leases are for 6 years.  Vehicles generally last a lot longer than 6 years and therefore extend into a secondary lease (which results in a loss to the Authority).  If vehicles were purchased outright, they remain the property of the Authority and the Authority has the option to keep the vehicle until it has completed its useful life and then sell it.  It is estimated that after the common lease period of 6 years, the vehicle would be worth approximately £1,000 at auction (4 times the amount saved by leasing) plus there would be no return cost and no third party agent costs to acquire the vehicle.   

3.6.4 If the vehicle was procured via contract hire, the contract simply terminates at the due date and another new vehicle could be hired under a new agreement.  This prevents agreements accidentally ‘slipping’ into secondary leasing periods.

3.7 Conclusion
3.7.1 It can be concluded that leasing is only beneficial when leasing selected items of plant, or when it is assured that the lease will not extend into the secondary period.

3.7.2 Operational leases were once viewed to be the best approach for financing vehicles and plant.  However, because of the complexity of the clauses in the agreement, it is considered that they are not always the best option.  This is as the Authority has the necessary reserves to be able to buy outright, thereby not incurring the additional interest charges and costs to repair to ‘required standard’, third part agent costs and collection costs.

3.7.3 The option of funding asset replacement for large plant items via reserves and equipment and smaller vehicles via revenue is the most beneficial method for the Authority at this point in time.  It may be more prudent to adopt the following

approach: -

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

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

· Items between £1,001 - £4,999 – funded from 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 Recommendations – Section 3
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 and pool cars) – direct from reserves or contract hire.

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

· Items between £1,001 - £4,999 – funded from 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 be given to contract hire.

3.8.4 Ultimately, the decision of whether to lease, contract hire 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.

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.



Appendix B
RENEWALS RESERVE 2003/04
FOREWORD

The Renewals Reserve for 2003/04 was approved by the Executive on 25th November 2002 for the replacement of items of vehicles, plant and equipment throughout the year.

The following points should be noted:

1. The total cost of those items due for renewal in 2003/04 will be financed by an appropriation from the Renewals Reserve maintained for that purpose, or if the Head of Finance considers it appropriate by way of an operational or finance lease.

Residual balances arising from this policy will remain in the Reserve.

2. Replacements will be subject to the Business Unit Head, in consultation with the appropriate Portfolio Holder, being able to justify the replacement for each item over £5,000 prior to the item being replaced and subject to meeting any funding requirements from within base budgets.

3. Any variations to the utilisation of the Renewals Reserve will be subject to the approval of the Executive.

4. The 2003/04 Renewals Reserve contributions shown in the attached replacement programmes will be charged during April/May 2003.  If any substantial amendments to these charges are necessary during the year, Business Unit Heads will be notified accordingly.

5. The Leasing Charges for 2003/04 will be processed as and when the invoice is received from the Leasing Company.  Business Unit Heads will be notified if the actual charge differs substantially from the charge included in the programme.

6. The items starred ** in the programme are those items which are either in the secondary leasing period or where purchases have been deferred and so contributions are low.  This is intended to highlight that the charges will increase substantially in the year the item is eventually replaced.  Business Unit Heads must therefore ensure that the increased costs can be met from within base level budgets.

7. It is the responsibility of each Business Unit Head to check the details itemised in the attached Replacement Programme to ensure that there are no omissions and that all replacements are adequately covered by the reserve.  Business Unit Heads should also ensure that committed costs can be met from within base level budgets.

If you have any queries concerning the Replacement Programmes, please contact David Steele, Financial Services, on extension 7288.

Appendix ‘C’
Results from Renewals Reserve questionnaires:

Q1)
Does your Authority maintain a Renewals Reserve for the future replacement of items of vehicles, plant & equipment?

Only 2 of the 7 Authorities maintain a Renewals Reserve for the future replacement of items of vehicles, plant and equipment.  One other Authority maintains a Renewals Reserve for IT equipment only.  

Q2)
Is the renewals reserve categorised as a capital or revenue reserve?

One Authority said the renewals reserve is categorised as a capital reserve and two Authorities treat theirs as a revenue reserve.

· Carlisle City Council method – Treat as a capital reserve 

Q3)
Do you have a de-minimis level for items being incorporated into the reserve?

Two Authorities have a de-minimis level of items being incorporated in the reserve – one for £6,000 and another has no financial limit.

· Carlisle City Council method – De-minimis level of £5,000 before capitalisation of assets

.

Q4)
How are the contributions to the Renewals reserve for future replacements and capital charges for existing assets shown in departmental revenue budgets?

Contributions to the renewals reserve for future replacements and capital charges for existing assets are shown in the departmental reserve budgets.  Responses were thus: -

· Contributions as a below the line appropriation. Capital charged at cost centre level.

· Revenue – a recharge for cost for IT equipment.  Capital N/A – Depreciation is not a real cost to put to a reserve.

· Either original purchase from revenue, then shown in  Business Unit revenue budget as a contribution to replacement reserve, or if original purchase from capital resources then capital charge to Business Unit revenue budget and contribution to reserve from Leader Portfolio (‘corporate pot’).

· Carlisle City Council method – Initial purchase from existing capital pot, Business Units’ contributions are paid from revenue,

Q5)
Is Executive/Committee approval required prior to the purchase of such items?

One Authority replied that they require Executive/Committee approval prior to the purchase of such items.

· Carlisle City Council method – same.
Q6)
Is the reserve sufficient to cover all future replacement of assets?

All replied that one reserve is sufficient to cover all future replacements of assets.

· Carlisle City Council method – operates two reserves, separation of “Vehicles and Plant” and “General Equipment”.

Q7)  How do you ensure that all assets to be financed from the reserve are actually included in the plan?

Responses were thus: -

· They don’t.  The reserve is just a fund to help provide financing in future years.

· Asset Management, IT Inventions

· Contributions to the reserve are established at the time that the asset is purchased, to provide the sum for future replacement.

· Carlisle City Council method – Circulate existing plan for agreement by Transport Manager and Business Unit Heads.


Q8)  Are purchases charged to revenue as expenditure incurred or are they capitalised at year end?

One Authority charges purchases to revenue as expenditure is incurred, one Authority capitalises their reserve at year-end and one does both.

-
Carlisle City Council method – Charge initial expenditure to capital, assets capitalised at year-end.

Four Authorities do not maintain a Renewals Reserve for the future replacement of items of vehicles, plant and equipment.  They answered the following questions:-

Q9)  How do you budget for and finance the replacement of such items?

One Authority budgets for, and finances the replacement of such items by, revenue bids/funding.  One by Capital bids, one by both, and one via operating leases.

Q10)  When are these bids submitted to the Finance Department?

One Authority stated that bids are submitted to the Finance Department as part of the annual budgeting process. Three declined to answer.

Q11)  How are these bids prioritised?

One Authority stated that bids are prioritised in accordance with corporate objectives and service priorities.  Three declined to answer.

Q12)  How is the process managed if there are substantial fluctuations between financial years for the renewal of items?


One Authority said that for special items there is a one off increase in the budget.

One Authority said that to try to avoid this, existing leases are extended and new leases are deferred.


One Authority said that operational leasing avoids this.

The final response was that ‘’the Renewals reserve is combined with the capital reserve.’’  It can be presumed from this comment that this reserve is sufficient to counteract any fluctuations. 

Q14)  Is there a de-minimus level for certain items being charged to revenue as opposed to being a capital cost?

Three Authorities have a de-minimus level for certain items being a charge to revenue as opposed to being a capital cost. 

Q15)  Do you replace vehicles under operating leases?

Five Authorities said that they replace vehicles under operating leases.  One said that they used to in the past and did not specify alternative methods of replacement.

Q16)  What is the approximate value of such leases?  How many leases are entered into over a typical year?

The value and number of such operating leases entered into over a typical year were: -

Authority B
3 lease agreements to the value of £100,000

Authority C
1 lease agreement to the value of £65,000

Authority D
6 – 8 lease agreements to the value of £500,000

Authority F
15 lease agreements to the value of £5,000,000

Authority G
1 or 2 lease agreements to the value of £390,000

-
Carlisle City Council method - Varies

Q17)  How do you report to Members on the use of Operational Leases?

One Authority stated that Operating leases are not specifically reported to Members but are monitored in the capital finance statement.

One Authority said that replacements are not reported but new items are reported to the Resources Committee.

One Authority said that leases were reported via monthly monitoring of the revenue budget.

One Authority said that leases are briefly referred to in the capital outturn cabinet report and one Authority does not report this matter to Members at all.

Q18)  Is an annual report considered by the Executive during the budget process, which details future years replacements and associated costs?

Two Authorities stated that an annual report is considered by the Executive during the budget process, which details future years’ replacements and associated costs.  One said they were not sure.

· Carlisle City Council method – All replacements are reported to Members.  Details of methods of financing are provided.

Q19)  Do you have a corporate strategy for the replacement of such items?  If so, please provide a copy.

No Authorities have a Corporate Strategy for the replacement of such items.  One Authority did refer to using Financial Regulations.

Q20)  Are all items included within a Corporate Fixed Asset Register?

One Authority said that all items in the plan are included within a Corporate Fixed Asset register.  One Authority said only for items with a purchase price > £6,000, and one Authority said they did used to have a di-minimus level in the past but did not now.  No reasons were given for this change.

Q21)  Do you maintain a plan detailing future renewal dates of items of plant, IT equipment  etc..?  If yes, please provide a copy.

Only one Authority maintained a plan detailing future renewal dates of items and plant, IT equipment, i.e. a 10-year plan and the details shown are Asset Name, Asset Life, Historical Value, Reference No, Owning Dept/Business Unit.

· Carlisle City Council method – As above but also including contribution

charge for year and rolling balance of past contributions if applicable.

Q22)  Does the replacement policy link in with the Capital Strategy or Asset Management Plan?

Two Authorities said that the replacement policy links in with the Capital Strategy and Asset Management Plan.

· Carlisle City Council method – The production of the 10 year plan. 
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