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JOINT REPORT OF THE DIRECTORS OF DEVELOPMENT AND CORPORATE SERVICES

TO THE ENVIRONMENT SCRUTINY COMMITTEE ON 19TH MARCH, 2001 

Subject : FINANCIAL INCENTIVES FOR THE USE OF PROPERTY
RECOMMENDATIONS :

That members views are sought on the issues raised in this report and members agree to receive further reports during 2001/02 as the implementation of the SAP asset management system progresses and the 2002/03 budget strategy is developed.
EXECUTIVE SUMMARY :

This report identifies matters for consideration in preparing a scheme of financial incentives for the effective and efficient use of property, including the type of incentives that might be adopted and steps that need to be taken before implementing such a scheme, including the implementation of an appropriate computer-based system and budgetary considerations.

BACKGROUND DOCUMENTS : 
Audit Commission report "Improving Local Authority Asset Management"

CONTACT OFFICERS :
Dave Norbury and John Spink

WARD(S) TO WHICH REPORT RELATES : None directly at this stage

KEY COUNCIL POLICIES :

Budget Strategy

DETAILS : Continued overleaf

--------------------------------------------------------------------------------------------------------------

REPORT DETAILS


1. INTRODUCTION
1.1. There is a requirement under Best Value to ensure that space is occupied to its fullest potential. It is important to raise the awareness of occupiers as to what the costs of occupying property are and to encourage rationalisation where appropriate. This can be achieved through:

(i) the introduction of a system of asset rentals within a user / provider framework, linked with

(ii) the introduction of financial incentives for Directorates to relinquish property, and 

(iii)
a Corporate Property strategy, agreeing and pursuing space standards.

1.2
Space standards have been identified for administrative support accommodation of a maximum of 11 sq metres per person in existing buildings and 8 sq metres per person in new or refurbished buildings. Occupancy audits can now identify any underutilised space and improvement will be encouraged through the strategic Asset Management Plan process together with the implementation of a financial incentive system. This should result in some buildings being vacated creating an opportunity to sell surplus assets.

2. OPTIONS

2.1. The draft Audit Commission National Report on Local Authority Asset Management : “Improving Local Authority Asset Management” (December 1999) identified the following incentives for service Directorates to rationalise or use less space:

(i) revenue costs for the space released are retained in the budget, and

(ii) if the property is subsequently sold, the Directorate is entitled to 25% of the capital receipt, up to a maximum of £250,000 (unless below £5,000 in which case they keep the whole receipt) or if the property is reused by another Directorate, a sum equivalent to the capital receipt is transferred.

This has been supported by advice from DTZ Pieda who are advising the DETR on Best 
Value review and usage of local authority property and assets.

2.2
An alternative could be to allocate the occupier a budget for the rental element of the accommodation based on the area required rather than that actually occupied. Rent for any space occupied over this requirement will need to be found elsewhere within the Directorate (the cost of the surplus accommodation will in effect be a deficit on the Directorate’s budget). It may be necessary to introduce transitional arrangements within such an approach.

2.3
The options outlined in paragraphs 2.1 and 2.2 above need to be considered carefully. An observation with regard to 2.1(i) is that any savings following occupation in accordance with the space standards should only be implemented following an initial appraisal on the space vacated otherwise there may be a “disincentive” to occupy space properly. In addition, future savings are likely following the introduction of new
working practices (eg: working from home, hot-desking) and the subsequent reduction in the space required.

2.4
The process for Directorates vacating space needs to be defined. Under the Council's existing procedure a 6 month notice period is currently required for appropriation purposes. The Directorate concerned bears the costs of the space for the notice period or until the accommodation is reused by another Directorate or sold, whichever is the sooner.

2.5
Certain properties will still be vacant at the end of the notice period. Such property will be held by the “centre”, ie Development Services, who will bear the costs until subsequent reuse or disposal. The source of funding these centrally incurred costs could continue from this source or an alternative option could be to fund them from a top slice of capital receipts where properties are to be sold. 

3. USER AGREEMENTS

3.1. Whilst the scheme is being introduced, the user / provider agreements need to be kept as simple as possible. They will need to define:

(i) the area occupied

(ii) the asset rental

(iii)
the responsibilities of each party

The basis of the asset rental needs to be agreed. There are two ways of approaching this 
issue:

(a) a percentage of the Capital Asset Value as used for accounting purposes (currently 6%), or

(b) an “Open Market” rent

The only way to appreciate the true cost of accommodation is to apply a market value to property. This will also identify the opportunity cost of the accommodation as part of a service’s overall running costs.

Other issues include:

(i) how far is the scheme to extend? Will it only relate to “administrative” properties or should it extend to, say, recreation centres?

(ii) should the scheme be phased in, maybe via a pilot, or should a “big bang” approach be adopted?

(iii) how the cost of moves and associated investment in open efficient furniture and I T improvements are funded. This could become an element of an incentive package.

(iv) what is the Corporate vehicle for holding property at the centre?

4. TIMING AND MECHANICS OF IMPLEMENTING SUCH A SYSTEM

4.1. To be successful, any financial incentive scheme must be simple to operate and understand, as well as providing real incentive. There can be a danger that bureaucracy and over-complication obscure the objective of ensuring the effective and efficient use of property.

4.2. Development Services and Corporate Services are currently examining the business case for a new asset management system to be provided by SAP as an extension to the new financial information system which has been implemented during 2000/01. The use of asset rentals are a feature of this system and should enable a scheme of financial inceentives to be applied with the minimum of staff effort and be integrated with other financial and property data.

4.3. The SAP asset management system is planned to be implemented during 2001/02, which will lead towards the possibility of introducing a scheme of financial incentives during 2002/03. This is likely to be the earliest practical point at which introduction of the scheme could be achieved.

5. CONCLUSIONS

5.1. This report identifies some of the key features which would be included in a system of financial incentives to promote the effective and efficient space occupation.
5.2. To operate effectively such a system needs to be unfettered by other financial constraints and will be dependant upon the Council's financial health at the time that implementation is being considered. If, for example, services cannot be provided with incentives because any savings in space occupation must be used to meet corporate revenue budget savings targets rather than reinvestment, or similarly, if capital receipts generated by a service cannot be reinvested in part in that service, then any initial enthusiasm could quickly wane.
5.3. For this reason, it is suggested that, as and when progress is made with the implementation plan for the SAP asset management system during 2001/02, and the financial position of the Council becomes clearer as regards prospects for 2002/03, that further reports are brought back to members on the possibilities for implementation during 2002/03.
6. RECOMMENDATIONS

6.1. That members views are sought on the issues raised in this report and members agree to receive further reports during 2001/02 as the implementation of the SAP asset management system progresses and the 2002/03 budget strategy is developed. 

M. Sykes



A. Westwood

Director of Development Services

Director of Corporate Services









