Runnymede Borough Council

CORPORATE MANAGEMENT COMMITTEE

Thursday 5 February 2004, at 7.30 p.m.

in the Council Chamber

at the Civic Offices, Addlestone
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Members of the Committee

Councillors R.K. Habgood (Chairman), N. Thewlis (Vice-Chairman), J.R. Furey, P.A. Greenwood,
C.J. Norman, Mrs. E.E. Price, Ms. C.M. Simmons, P.B. Tuley, P.J. Waddell and G.B. Woodger

and all other Members for information

AGENDA

Notes:

i) Any report on the Agenda involving confidential information (as defined by section 100A(3) of the Local
Government Act 1972) must be discussed in private. Any report involving exempt information (as defined
by section 100l of the Local Government Act 1972), whether it appears in Part 1 or Part 2 below, may be
discussed in private but only if the Committee so resolves.

i) The relevant 'background papers' are listed after each report in Part 1. Enquiries about any of the
Agenda reports and background papers should be directed in the first instance to Mr. J. Gurmin,
Administration and Leisure Department, Committee Section, Civic Offices, Station Road,
Addlestone (Tel. Direct Line: 01932 425624). (Email: john.gurmin@runnymede.gov.uk).

iii) Agendas and Minutes are available on a subscription basis. For details, please ring Mr. B.A. Fleckney on
01932 425620.

iv) In the unlikely event of an alarm sounding, members of the public should leave the building immediately,
either using the staircase leading from the public gallery or following other instructions as appropriate.
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LIST OF MATTERS FOR CONSIDERATION

%tgrls in respect of which reports have been made available for public inspection
Page
1. NOTIFICATION OF CHANGES TO COMMITTEE MEMBERSHIP 3
2. MINUTES 3
3. APOLOGIES FOR ABSENCE 3
4. DECLARATIONS OF INTEREST 3
5. PRELIMINARY CONSIDERATION OF MAYORAL SELECTION 3
6. 2004/05 BUDGET AND COUNCIL TAX (TO FOLLOW) 3
7. BEST VALUE PERFORMANCE INDICATORS 2004/05 3
8. TREASURY MANAGEMENT STRATEGY FOR 2004/05 6
9. PRUDENTIAL INDICATORS FOR 2004/05 12
10. TOURIST INFORMATION CENTRE — THORPE PARK 16
11. RUNNYMEDE COMMUNITY STRATEGY — VISIONING FORUM 19
12. LEISURE COMPUTERISED BOOKING SYSTEM 20
13. SURREY E-PARTNERSHIP WORKING 23
14. APPOINTMENT TO OUTSIDE BODY 26
15 REFERENCES FROM OTHER COMMITTEES 26
16. WRITE-OFFS 27
17. EXCLUSION OF PUBLIC AND PRESS 27

PART I

Matters involving Exempt or Confidential Information in respect of which reports have not been made
available for public inspection.

a) Exempt Information
18. CONTENT MANAGEMENT SYSTEM 28
19. SURREY COUNTY COUNCIL STREET LIGHTING MAINTENANCE CONTRACT (TO 33
FOLLOW)
20. ANNUAL REPORT ON PERSONNEL 2003/04 33
b) Confidential Information

(No reports to be considered under this heading)
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1. NOTIFICATION OF CHANGES TO COMMITTEE MEMBERSHIP

2. MINUTES

To confirm and sign as a correct record the Minutes of the meeting of the Committee held on
8 January 2004, attached at Appendix 'A’ (to follow).

3. APOLOGIES FOR ABSENCE

4, DECLARATIONS OF INTEREST

If Members have an interest in an item please record the interest on the form circulated with this
Agenda and hand it to the Legal Representative or Committee Administrator at the start of the
meeting. A supply of the form will also be available from the Committee Administrator at meetings.

Members who have previously declared interests which are recorded in the Minutes to be considered
at this meeting need not repeat the declaration when attending the meeting. Members need take no
further action unless the item in which they have an interest becomes the subject of debate, in which
event the Member must leave the room, or refrain from voting, as may be appropriate according to
the nature of the interest.

5. PRELIMINARY CONSIDERATION OF MAYORAL SELECTION (DAL)
(Ref: Minutes of Corporate Management Committee, February 2003, page 1050, para. 595)

In accordance with Standing Order 7, the following procedures apply for the selection of the Mayor
and Deputy Mayor:

i) preliminary consideration of candidates for the office of Mayor and Deputy Mayor will be
undertaken by the Corporate Management Committee before the end of February in each
calendar year;

i) the Corporate Management Committee will recommend a nomination for the office of Mayor
and a nomination for the office of Deputy Mayor to the first Ordinary meeting of the Council in
each calendar year; and

iii) subject to such nominations being duly approved by the Council in accordance with
paragraph ii) above, the nominees shall be put forward as candidates for the respective
offices at the Annual Meeting in the following Municipal Year, provided they are still Members
of the Council.

The Committee is therefore asked to consider candidates for the office of Mayor and Deputy Mayor
and recommend a nomination for each office for 2004/2005 to the next Ordinary meeting of the
Council.

(TO RECOMMEND)

Background Papers

Standing Orders of Runnymede Borough Council

6. 2004/05 BUDGET AND COUNCIL TAX (COMT)
To follow.

7. BEST VALUE PERFORMANCE INDICATORS 2004/05 (CEO)
1. Purpose of Report

1.1 To outline the proposed additions and changes in the set of Best Value Performance
Indicators (BVPIs) for 2004/2005 and to agree aresponse to the ODPM on this issue.
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2.2

3.1

3.2

3.3

3.4

34.1

3.4.2

3.4.3

Background Information

Each year, the Government prescribes a set of Performance Indicators (PIs) that each Local
Authority is required to collect. This is part of the Best Value regime and should feed into
each Local Authority’s performance management framework.

Report

The Office of the Deputy Prime Minister (ODPM) is currently in consultation with other key
Government Departments, the Local Government Association (LGA) and the Audit
Commission to agree a set of performance indicators in the light of the initial Comprehensive
Performance Assessment (CPA) findings in District Councils.

This has resulted in a delay in the normal consultation period for Pls. At present, the ODPM
are currently proposing changes to a small number of Pls, whilst a larger consultation will be
released in the next couple months, to coincide with a Government review of Best Value.

At the present time, there are a number of changes being proposed. Separate consultations
will follow, but it is expected that authorities will start collecting information on them from 1
October 2004. It is also worth noting that authorities are encouraged to collect these on a
voluntary basis from 1 April (before the consultations on many of them are finalised and
before they are enforced by Order in Parliament).

The changes are outlined below and suggested responses are set out in italic text:
Amended Pls

BV 166 - Score against checklist of enforcement best practice for environmental
health/trading standards
Various changes were outlined in the consultation paper at:
http://www.dti.gov.uk/ccp/consultpdf/performcon.pdf. The changes
highlighted once again make year-on-year comparisons impossible.
This renders performance improvement very difficult for the local authority.

BV 82(b)- Percentage of the total tonnage of household waste arising which have been
sent for composting
The Department for the Environment, Food and Rural Affairs is consulting on
changes for authorities to treat anaerobic digestion as towards composting
and energy recovery (the paper is outlined at:
http://www.defra.gov.uk/corporate/consult/anaerobic-
digestion/consultation.pdf Further changes to this Pl are not welcomed and
again make like-for-like comparison impossible.

Deleted Pls

BV 78c - The percentage of benefit renewal claims processed on time
It is welcomed that this will no longer apply from 1 April 2004.

BV107 - Planning cost per head of population.
It is agreed that this figure can be distorted through expenditure of
planning delivery grant. It also contains a number of elements not
expected of planning services and its deletion is supported.

BV188 % of delegated decisions.
The deletion of this is also supported.

New Pls
BV (x1) - - % of appeals allowed against the authority’s decision to refuse. (see

Appendix ‘B* for details).
This is seen as a clear and worthwhile indicator and is supported.
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4.1

4.2

5.1

BV (x2)

3.4.4

3.4.4.1

3.4.4.2

- Quality of Service Checklist. (see Appendix ‘B' for details).
This is similar to a previous planning quality checklist. The concern
is that to achieve a “yes” score, Councils have to comply with a number
of elements - in fact to achieve a 100% score, (6 out of 6), 23 criteria
have to be satisfied. If the Council fails one of these criteria, it cannot
answer “yes” to that section. So, for example, it is possible to satisfy 17
out of 23 criteria but still register a zero percent return.

For example, under section 6, Runnymede is far more advanced than
other authorities in relation to an electronic planning service, but does
not satisfy the last bullet point, so receives no credit for what has been
done. lItis considered to be better to have a fewer number of criteria,

and give credit to the achievement of each.

Number 5 needs greater clarification. This relates to “a development
team approach to major planning applications”. What is meant by a
team - does it mean a formally set up separate team which deals only
with this proposal? How is a major planning application defined?

In reality, such teams would only be set up to deal with exceptional
schemes such as a complete town centre redevelopment, which may
happen every ten or twenty years. Many authorities would never have a
planning application of such scale to ever justify setting up such a team.

Does the criteria mean that the Council has such a team in place, or that
an authority would set one up if a sufficiently large planning application
was submitted? If the latter, then the Council could say “yes”. As
demonstrated by these questions there are a number of unresolved
issues remaining.

General Comment

It is generally welcomed that a full review of the Best Value Performance Indicators
is being undertaken in the near future. However, once again, this Council does not
welcome the constant changes in the prescribed set of Pls. It does not aid medium-
term planning or performance management, both of which are assessed in the
CPA. It also does not aid year-on-year comparisons and makes some Pls
meaningless.

The 2004/05 Pls have been made even more confusing by the fact that some of the
proposed changes will not take statutory effect until 1 October 2004. This
convoluted process inevitably causes confusion among staff and makes effective
corporate planning (through the Best Value Performance Plan (BVPP)) very difficult.
It would have been better to delay all proposed changes until the review of Best
Value Performance Indicators had been completed and fed into the CPA process.
This is now the basis on which the BVPPs are being linked, so it would have made
more sense to have absorbed the Pls consultation into that process.

Council Policy

The Council’s Best Value Performance Plan is the vehicle through which the Pls are
eventually reported and audited by the Audit Commission.

In the last year, Service Plans have been created as part of a revised performance
management framework. Any changes to Pls will be reflected in these documents which are
reported to the various policy committees every quarter /cycle.

Resource Implications

These continue to be additional opportunity costs placed on existing resource provisions.
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6.1

7.1

Legal Implications

Any changes in the Best Value Performance Indicators will be given statutory backing
through an Order which will come into force on 1 October 2004.

Planning & Technical Considerations

The only Planning considerations are made clear in section 3 where specific Pl changes
apply to that specific service area.

OFFICER’S RECOMMENDATION that -

the text highlighted in italics in section 3 be submitted to the ODPM in
response to the consultation on BVPIs for 2004/05.

(TO RESOLVE)

Background Papers

Best Value Performance Indicators for 2004/05 letter issued by ODPM

TREASURY MANAGEMENT STRATEGY FOR 2004/05 (DF)

1.

11

21

2.2

2.3

24

2.5

2.6

2.7

Purpose of Report

i). To seek approval for the Council’s treasury management strategy for
2004/05; and

ii). To explain the implications for complying with the Government’s draft
guidance on local authority investments.

Background Information

Treasury management is defined as:

“The management of the organisation’s cash flows, its banking, money market and
capital market transactions; the effective control of risks associated with these activities;
and the pursuit of optimum performance consistent with those risks”.

The Council's Treasury Policy Statement requires the Director of Finance to report to
this Committee on the proposed strategy for treasury management prior to the start of
each financial year.

The Council has no long-term debt. Treasury management is concerned mainly with the
management of the Council’s investments and day-to-day cash management. The
Council's investment portfolio comprises funds earmarked for longer-term investment,
and short-term investments sufficient to meet cash flow requirements without recourse to
borrowing.

Sterling Consultancy Services were appointed as the Council’s treasury management
consultants for a three-year period from October 2001.

The Base Rate in 2003 commenced at 4.0% until a 0.25% cut to 3.75% was made on 6
February 2003. A further cut to 3.5% was made on 10 July. The Base Rate was
increased back to 3.75% on 6 November.

The Government published draft guidance on local government investments on 15
December 2003, requiring comments on the draft by 30 January 2004. The intention of
the draft guidance is to encourage authorities to develop prudent investment strategies
without the detailed prescriptive regulation of the present regulatory regime. This
guidance is intended to apply from 1 April 2004.

A full report on Treasury activity and performance in 2003/04 will be made in June 2004.
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3.1

3.2

3.3

3.4

4.1

4.2

4.3

Investment Income Estimate for 2004/05

Investment income is a major provider of the revenue resources that are needed to
maintain services and keep the Council Tax at a low level. The Financial Forecast
based investment income on an average interest rate of 4% for 2004/05 and 4.5% in the
following years. Based on the projections used at that time, this was estimated to
produce investment income of £900,000 for 2004/05.

An updated estimate of investment income can now be made. A summary of the
estimate for 2004/05 is set out in Table 1 below:

Table 1 Investment Income 2004/05 Estimate

Source £
Externally Managed Cash Funds 1,000,000
Internally managed money market investments 75,000
Gross External Earnings 1,075,000
Interest payable on HRA balances (66,000)
Interest payable on deposits and to other funds (9,000)
Investment Income Estimate for 2004/05 1,000,000

The estimate of investment income is based on the level of revenue and capital reserves
for 2004/05 that is consistent with the Council’s latest capital and revenue budgets. The
average interest rate assumed for 2004/05 remains at 4.0% for in-house investments
and 4.5% for external fund earnings.

The increase in investment income from the forecast is explained principally by changes
in forecast capital expenditure. In particular the Civic Offices re-provision project,
including the new Community Centre, is now re-scheduled. The major spending
commitments for the Community Centre project now move to the 2004/05 year (they
were split between 2003/04 and 2004/05), and the main building works for the new Civic
Offices are now forecast to commence in 2005/06 (was 2004/05). A number of other
schemes have also been rescheduled compared to the capital programme compiled in
September. Furthermore, the capital receipt for the sale of the Painsfield site (E2m) has
now been received earlier than forecast. Taken together these changes increase cash
balances both in this year and next, hence increasing investment income.

Cash Reserves and Balances in 2004/05

In addition to the year-end level of reserves and balances the Council also has strong
positive cash flows. These primarily result from collecting local taxes in a 10 month
cycle from April to January — whilst expenditure is from April to March — and from the
tendency for the Council’s spending to be weighted towards the later parts of the
financial year. Together, the reserves and positive cash flows provide the cash funds to
invest and generate investment income.

Total cash balances in 2004/05 are estimated to range from a high of £30m, reducing to
£20.5m at the end of the financial year. The majority of this will be invested with the
Council's Fund Managers with about £22.250m in April 2004 rising to £23.250m by
March 2005. This will leave a maximum of around £8m invested in house. For March
2005 there is forecast to be an in-house temporary borrowing requirement of £2.75m
assuming that funds are not withdrawn from the fund managers (this will revert back to a
position of net investments once Council Tax and Business Rate instalments are
received in April 2005).

These cash forecasts are particularly dependent on capital receipts being realised in
accordance with the expected programme. There are also large sums in the capital
programme — in particular for the Chertsey allotments and related Housing scheme,
Action Addlestone, Community Centre re-provision (as the initial stage in the Civic
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4.4

51

5.2

5.3

54

55

5.6

5.7

5.8

6.1

Offices re-provision), and IT infrastructure — and the timing of these spending
commitments will also significantly impact on the level of cash reserves.

The cash flow projections factor in the Government’s decision to introduce pooling of
certain housing capital receipts from 1 April 2004.

Externally Managed Cash Funds

The Council appointed two external fund managers following the meeting of the
Contracts Sub-Committee on 8 February 1999:

e INVESCO Asset Management Limited, and
e INVESTEC Guinness Flight Investment Management Limited

Each Fund Manager was allocated £10m on 1 April 1999 to manage. INVESCO was a
new appointment. INVESTEC had been fund managers for the Council since 1994.

Interest earnings are traditionally allowed to accumulate in the Funds under external
management. This is to allow the fund managers to tailor investments to market
conditions rather than repayment requirements. However, in March 2003 there was a
requirement for cash of £1.5m from each Fund to be transferred. This was primarily
because of the need to replenish cash balances following the lump sum payment of
£5.7m to the Pension Fund earlier in the 2002/03 financial year. The amount under
external management was £21.640m at 1 April 2003.

The high proportion of the Council’s cash resources currently with the Fund managers
means that a further withdrawal may need to be made in early 2005 if the Council’s
expenditure or income (especially capital payments and receipts) do not meet
expectations. To avoid the need for the fund managers to make forced sales of
investments (at what might be an inopportune time), any withdrawals will be carefully
planned.

The fund managers explain their treasury strategy in their quarterly reports to the
Council (notified in the Members Bulletin and placed in the Members Room). Both fund
managers also make a presentation to the Corporate Management Committee twice a
year to explain their performance and future strategy.

Early in 2003 both fund managers reported that there would be little opportunity to
achieve returns in excess of the benchmark in 2003/04. However, even this modest
target will not be achieved. Income from both the Funds in 2003/04 is likely to be
disappointing. Both Funds look for long-term performance and taking single years in
isolation can be misleading. For instance, the performance of the managers in 2001/02
was also disappointing, but performance in 2002/03 was good. It is overall long term
performance that is important. The arrangements for review and scrutiny at both Officer
and Member level are designed to constantly monitor fund manager performance and
identify problems at as early a stage as possible.

The Fund Managers made presentations to the Corporate Management Committee in
January. Officers plan to report to this Committee in March on the options for using fund
managers. The report will take into account the performance of the Managers this year,
what the Managers reported to the Committee in January, options for reviewing the
number of managers and market testing, and the long term sums that the Council has
available for investment.

Income from the external funds in 2004/05 is based on the achievement of an average
return of 4.5%.

Internally Managed Money Market Investments

In house money market investments are managed to achieve optimum returns within the
constraints of the Council's short-term cash flow requirements. In particular, care is
taken to ensure that adequate monies are available to pay precepts, major capital
scheme payments, and transfer business rates and housing capital receipts to the
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6.2

7.1

7.2

7.3

8.1

9.1

10.

10.1

respective Government pools. Recourse to short-term borrowing is used only as a last
resort.

Cash flow forecasts for 2004/05 indicate that the sum held internally for investment will
peak at £8.0m during summer 2004. However, there will be a temporary borrowing

requirement of £2.75m in March 2005, assuming that funds are not withdrawn from the
external funds. The income estimate for 2004/05 is based on average returns of 4.0%.

Interest Rate Forecasts

The Council’s long term financial forecast is now based on achieving an average return
of 4% (4.5% from fund managers) for 2004/05 and 4.5% in the following years.

The latest set of interest rate forecasts received from Sterling Consultancy Services is
set out below:

Table 2 - Forecast Interest Rates provided by Sterling Consultancy Services
(December 2004)

Base | 1-Month 3-Month 12-Month | 5-Year

% % % % %
March-2004 4.00 4.25 4.30 4.75 4.75
June-2004 4.50 4.50 4.75 4.75 4.75
September- 2004 4.75 4.75 4.80 5.00 5.00
December-2004 4.75 4.75 4.80 5.00 5.00
June-2005 5.00 5.00 5.00 5.00 4.90
December-2005 5.00 5.00 5.00 5.00 4.90

The forecast predicts both short and long-term interest rates increasing slowly over the
next twelve months. On the basis of this forecast, the best policy would appear to be to
keep current investments for short periods only in the expectation that better rates can
be achieved later in the year. It should be remembered that forecasts are just guesses
of what future rates might be. This time last year, Sterling were predicting short term
interest rates being at around 4.25% by this time, with longer term yields of 4.75%. In
common with most market commentators, Sterling guessed the market incorrectly for
short-term rates (but their prediction for long term rates was better than most
commentators). There of course is no certainty that interest rates will increase from their
current levels.

Other Investment Options

The Council has a limited option of investing in local commercial property, but only to the
extent that is commensurate with its legal powers (mainly connected with planning
implementation). This route replaces investment income by rental income and the
potential for capital appreciation (and of course capital loss). These opportunities tend
to be either opportunistic, or as a result of significant town centre developments.
However, this approach does not form part of a treasury management strategy and is
outside the scope of this report.

Internal Funds

The Council holds a number of small balances and deposits on behalf of third parties
(e.g. charitable bodies when acting as a trustee). Interest payable on these is included
in the estimate for 2004/05.

Prudential Code Limits

The Prudential Code sets out the series of Prudential Indicators that is required to be
calculated by authorities. A number relate to the treasury management function. These
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11.

111

11.2

11.3

114

115

11.6

11.7

11.8

indicators are set out in the report on the Prudential Code in this Agenda. They are
consistent with the treasury strategy proposed in this report.

Draft Guidance on Local Government Investment

The intention of the draft guidance is to encourage authorities to develop prudent
investment strategies without the detailed prescriptive regulation of the present
regulatory regime. This guidance is intended to apply from 1 April 2004.

The guidance requires authorities to draw up an “Annual Investment Strategy” for the
following financial year. The strategy is to be approved by full Council. This strategy may be
combined with the current treasury management strategy, but the Government expects the
parts dealing with the guidance should be made explicitly.

The draft guidance is based on the policy objective that local authorities should invest
prudently. This means that priority is to be given to security and liquidity rather than yield.
Authorities should seek the best interest rate consistent with the proper levels of security and
yield. This approach is inherent in the Council’s current treasury management strategy.

The draft guidance requires local authorities to approve the following items in their Annual
Investment Strategy:

1. The credit ratings the authority sets for “Specified Investments” and how it
intends to monitor these.

2. The policy the authority adopts for “Non-specified Investments”, and
3. The policy of the authority towards long-term investments.
These requirements apply to both in-house and externally managed funds.

The idea of specified investments is to identify investments offering high security and high
liquidity. Investments made with other local authorities or the Government automatically
count as specified investments. In addition, investments with counter parties that have “high”
credit ratings will count as specified investments. It will be for each authority to determine
the credit ratings that are appropriate. These requirements are very similar to those that
exist in the Council’s current investment rules.

Non-specified investments are all other investments. For Runnymede the only investments
that would fall under this category are those made with certain building societies and
Sovereign banks. Not all building societies have obtained credit ratings. However, because
the building society sector is highly regulated and well supervised by the Building Societies
Commission, it is prudent to invest with these organisations. Sovereign banks are
considered safe because of their high status.

Long term investments are those over 364 days. The authority is required to set out its
procedures for determining the maximum periods for which investments can be made. This
requirement is intended to make the Council fully aware of the risks of investing funds over
longer periods, particularly of the liquidity (how quickly they can be recalled and at what cost)
of such investments. The guidance also requires the authority to decide on the proportion
(or amount) of investments that are held short-term. The Council’s Fund managers do use
securities that mature over one year from the date of purchase. These are primarily
investments in Government stock (gilts). The maturity limits set out in the agreements with
the fund managers are set out in Annex ‘1’ and Annex ‘2’ to the proposed Annual Investment
Strategy. At times there may be no long term investment in the Fund Managers’ portfolios if
market conditions are unfavourable for long term investments. There are no plans for
Runnymede to make long term investments in 2004/05 and therefore 100% of funds will be
invested in short-term investments.

The Council’s current policy on investments is set out in TREASURY MANAGEMENT
SCHEDULE 4 “Approved instruments, methods and techniques”. This is reproduced in
Appendix “C”. To explicitly comply with the draft guidance a new statement based on this
existing policy is produced at Appendix 'D'. Although the Government guidance is at a draft
stage, the Committee is requested to approve this statement for onward submission to the
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12.

12.1

12.2

13.

131

14.

14.1

14.2

14.3

Council meeting for 9 March 2004. Any changes arising from the final version of the
guidance will be reported to full Council as appropriate.

Legal Implications

The powers for a local authority to borrow and invest are governed by the Local Government
Act 2003 and associated Regulations (The Local Authorities (Capital Finance and
Accounting) (England) Regulations 2003). The Regulations also specify that authorities
should have regard to the Treasury Management Code (published by CIPFA) when carrying
out their treasury management functions. This Code covers good practice on the
administration of debt, investments and related aspects of financial management.

Section 15 of the Local Government Act 2003 provides the power for the Government to
issue guidance about investments to which authorities are to have regard. This report is
based on the draft guidance issued by the Government. The draft requires the full Council to
set the investment parameters set out in the Annual Investment Strategy. This requirement
is, of course, subject to confirmation on receipt of the formal Government guidance.

Council Policy

This is set out in the Treasury Management Policy Statement and associated Practices and
Schedules. These will be updated to reflect decisions made by the Committee and will also
be redrafted to take account of the changes in the legal environment from 1 April 2004.

Conclusions

The fundamental approach of the treasury strategy for 2004/05 will follow that of previous
years. The wide mix of investments will allow the Council to optimise returns from changes
in interest rates whilst maintaining the security of capital and not becoming over dependent
on one type of investment instrument.

The estimate for 2004/05 is based on short-term interest rates of 4.0% for in-house and
4.5% for externally managed funds.

Options for longer-term investments and for alternative vehicles for investing the Council’s
funds will be kept under review.

OFFICERS’ RECOMMENDATION that -

i) the Treasury Management Strategy for 2004 /05 as set out in this
report be approved;

ii) a report on the use of Fund Managers be submitted to this
Committee in March 2004;

iii) the proposed “Annual Investment Strategy” be submitted to the full
Council meeting on 9 March 2004 as amended (if appropriate) to
take into account any changes arising from the receipt of the
formal guidance on local government investments from the
Government; and

iv) the Council’s Treasury Policy Schedules be amended to reflect the
strategy for 2004 /05 and for drafting amendments to take into
account the new legal framework from 1 April 2004.

(TO RESOLVE)

Background Papers

1.
2.
3

Local Government Act 2003

Quarterly Economic Review, December 2003, Sterling Consultancy Services (DoF)

Letter & draft guidance on Local Government Investments from the ODPM dated
15 December 2003
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4, Letter from Investec Asset Management dated 16 January 2004 on forecast returns for
2003/04 and 2004/05.

9. PRUDENTIAL INDICATORS FOR 2004/05 (DF)
(Ref: Minutes of Corporate Management Committee, October 2003, page 729, para. 376)
1. Purpose of Report
1.1 1) To update the Committee on the introduction of the new prudential system

of capital finance.

2) To explain the implications of the “Prudential Code for Capital Finance in
Local Authorities” for the Council.

3) To recommend the Council’s Prudential Indicators for 2004/05.

2. Background Information

2.1 The new system for controlling local government capital finance — the prudential capital
finance system - comes into operation on 1 April 2004. It will replace the present
regulatory framework. This is a major change in local authority finance and will enable
authorities to take greater control of their investment in the fixed assets that are central
to the delivery of quality services. With the new freedoms comes greater responsibility.

2.2 The Committee received a report on the new prudential system of capital finance at its
meeting on 2 October 2003.

2.3 The new system will be one based on self-regulation by local authorities. At the heart of
this will be the compliance with a “Prudential Code for Capital Finance in Local
Authorities” published by CIPFA. CIPFA has developed the Prudential Code to support
local authorities in taking these decisions. Key objectives of the Prudential Code are to
ensure, within a clear framework, that the capital investment plans of local authorities
are affordable, prudent and sustainable; that treasury management decisions are taken
in accordance with good professional practice; and that local strategic planning, asset
management planning and proper option appraisal are supported.

2.4 Provided that the Government does not use its long stop powers to control future capital
investment, local government will in future be able to choose between revenue intensive
and capital intensive options for service delivery, undertake ‘spend to save’ capital
schemes and undertake additional self-funded capital investment where they can afford
to do so.

25 The full potential of the new system for service delivery will, however, only be realised if,
in addition to the changes now announced, other key elements of the system move
forward. For example, if Government support for capital investment continues to be
linked to particular forms of investment, it will skew decision-making.

2.6 A copy of The Prudential Code has been placed in the Members Room. More
information about the Prudential Code can be found on the CIPFA website at
www.cipfa.org.uk/pt/prudential_framework.cfm. CIPFA has also published guidance on
the application of the Prudential Code and the experience of undertaking trails of the
Code with local authorities. The Local Government Association have published a useful
booklet on the implications of the Local Government Act 2003 (a copy is available in the
Members Room).

3. Prudential Capital Finance System

3.1 Under the prudential capital finance system local authorities will be free to borrow and
take out finance leases without Government consent — provided they can afford these
commitments without extra Government support. Authorities’ decisions will therefore
need to be based on affordability.

3.2 In these contexts, the term affordability has a natural and unrestricted interpretation.
Affordability simply means that the Council will be able to meet the costs from
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anticipated revenues over the lifetime of the commitments undertaken. Decisions have
also to be prudent.

This is current practice in Runnymede. The Council has traditionally received minimal
Government support for non-housing capital expenditure and has had to finance capital
projects from within locally generated resources. There will be no change in this
position.

Under the old system the capital controls required authorities to have sufficient capital
resources to pay for capital expenditure. For Runnymede, these capital resources were
mainly capital receipts in hand. However, the test under the new prudential system will
not be based on available capital resources, but on affordability. This means that the
impact of capital spending on the Council Tax (the “bottom line"”) must be assessed. The
impact includes the cost of borrowing (or reduced investment income) and the operating
costs of the new scheme.

The Council already has a methodology in place — the Financial Forecast - that carries
out this test of affordability. The Financial Forecast looks at the impact of all the
Council’s policy decisions (capital and revenue) over a 5-year timescale. The issue of
affordability is central to this exercise. Quite simply, if an authority’s capital programme
places too great a call on local taxpayers, it is not affordable and needs to be changed.

As expected, the Government has confirmed in legislation the requirement for local
authorities to pay a proportion of their housing capital receipts to a government “pool”.
The implications of this have been factored into the Council’s forecast and capital and
revenue budgets.

Prudential Code

The Prudential Code acts as a professional code of practice to support local authorities
in taking their decisions about capital investment. The key objectives of the Code are to
ensure, within a clear framework, that:

. Capital investment plans are affordable, prudent and sustainable.

. All external borrowings and other long-term liabilities are within prudent and
sustainable levels.

. Treasury management decisions are taken in accordance with good practice
and in a manner that supports prudence, affordability and sustainability.

. The local authority is accountable for decisions made.

. Local strategic planning, local asset management planning and proper option
appraisal are supported.

To demonstrate that these objectives are being fulfilled, the Prudential Code sets out a
series of indicators that must be used and the factors that must be taken into account.

The Code deals with all three of the following elements of capital finance:

. Capital expenditure plans
. External debt
. Treasury Management

Regrettably, the Code introduces a whole new layer of jargon into local government
finance. Many of the indicators are of greater relevance to authorities that have net
borrowings (Runnymede has large investments) and are difficult to set in the context of
smaller district Councils.
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Prudential Indicators

Prudential Indicators are designed to support and record local decision making. They
are not performance indicators and are not comparable between authorities.

In setting Prudential Indicators the local authority is required to have regard to the
following matters:

. Affordability (i.e. on Council Tax and rents).

. Prudence and sustainability.

. Value for money (option appraisal).

. Stewardship of assets (asset management planning).
. Service objectives (strategic planning).

° Practicality (achievability of the plan).

The Prudential Indicators take information from the published Statement of Accounts
and use definitions that are consistent with the accounts.

There are 15 different Prudential Indicators, of which 7 also apply to the Housing
Revenue Account (HRA). The indicators are set out in Appendix 'E' and they are a mix
of estimated and actual figures, ra