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ITEM NUMBER: 9e
	MEETING:
	Board


	DATE:
	5 November 2008


	TITLE OF REPORT:
	Payments to Non-executive Directors 


	ACTION REQUIRED:
	Recommendation to Cabinet Member


	FINAL DECISION TAKING BODY:
	Cabinet Member


	CLASSIFICATION:
	Public


	RECOMMENDATION(S):
	(1) The Committee establishes a Remuneration Committee with the terms of reference given in Appendix A which will decide whether a non-executive director should be paid and, in determining who will be paid, will use criteria that would include the particular circumstances of the board members concern; 

(2) The Committee requests the Board to authorise the Remuneration Committee to make recommendations to the Cabinet Member for Neighbourhoods up to a limit of £2,000 to certain board members dependent upon their circumstances and a further £2,000 to the Chair of the Board and a further £1,000 to Chairs of Committees provided the total amount paid to a councillor board member including payments in respect of council duties does not exceed that which would be permitted to be paid to a registered social landlord (i.e. should not exceed a maximum of £25,000 under Housing Corporation rules); and

(3) The Board Expenses policy is revised as at Appendix B to reflect current provision and recommended to the Cabinet Member for Neighbourhoods for approval in accordance with Clause 7 of the Memorandum of Association.



	REPORT OF:

Contact details:
	Name: 
Teresa Butler

Job title: 
Director of Business Development

Tel: 

334373.

Email address: Teresa.Butler@2010rotherham.org 


	EXECUTIVE SUMMARY:
	This paper sets out proposals to pay non-executive directors an allowance in respect of the work they undertake on behalf of 2010 Rotherham Ltd.

It also outlines the implications of offering or paying allowances for those directors in receipt of state benefits or other payments.

In addition to the allowance described above, it is proposed to revise and retain out of pocket expenses and to provide essential equipment as set out in the Board Expenses Policy (April 2008).

Clause 7 of the Memorandum of Association requires the approval of the Cabinet Member for all payments and expenses allowances paid to non-executive directors.



	IMPLICATIONS:


	

	CONSULTATION:


	Other ALMOs have been consulted on their payments.  There is no specific requirement for public consultation on this issue; however it is recommended to consult tenants’ groups or to invite a representative to join the Remuneration Committee.

	FINANCE AND VFM:


	The budget allocated for governance issues currently is insufficient to meet the cost of payments proposed in this paper.  If the Committee determines payments should be made within the current financial year, budget provision will need to be re-allocated to governance.  The maximum amount proposed is £37,000 for a full year; the annual recurring cost would be subject to any revisions and included in the annual budget process.  Additional costs may be incurred in connection with administration and specialist tax advice (see below).

	RISK:


	If proper reimbursement for time given to the work of 2010 Rotherham Ltd is not made, people may be deterred from joining the Board or remaining on it.  (However, it should be borne in mind that there were six candidates in this summer’s election for three tenant places on the Board.)  There may be personal financial risk to those directors in receipt of state benefits or other payments.

	LEGAL:
	Approval of the Cabinet Member is required in accordance with the Memorandum and Articles of Association.

Payments to non-executive directors are subject to the provisions of Article 26; directors should be aware of personal tax liabilities that may arise as a result of receiving such payments.

	PERSONNEL:
	There are no personnel issues arising unless directors require 2010 Rotherham Ltd to administer tax issues on behalf of non-executive directors or seek specialist advice on their behalf in which case specialist advice will need to be procured at additional cost.

	ENVIRONMENTAL:
	Where possible, records are retained electronically.



	EQUALITIES/DIVERSITY:


	Proper reimbursement of expenses helps overcome some equalities and diversity issues to ensure all tenants and potential independent directors are able to take up an opportunity to serve on the board but the benefits issue may exclude those most in need.



	Appendices/supporting information

Appendix A: Draft terms of reference for the Remuneration Committee

Appendix B: Expenses Policy for Board Members

	Background

Upon its establishment, 2010 Rotherham Ltd determined its Board members would not be salaried but would receive reimbursement for any costs incurred through their work for the company, as set out in the Board Expenses Policy.  At its meeting on 24th April 2008, the Audit and Governance Committee agreed the issue of whether to pay Company Directors should be revisited and requested a paper be put to the Resources and Asset Management Committee to determine whether payments should be made and, if so, the levels of such payments.

On 30th July 2008, the Resources and Asset Management Committee considered the proposals set out in this paper.  At that time, it was agreed to defer consideration pending the outcome of the tenants’ election and to allow confidential enquiry to be made of each company director regarding any benefits they receive or other issues that would deter them from accepting payment.
Context

The DCLG (now CLG) issued guidance on payment of ALMO Board Members in October 2005.  The guidance states that Boards must consider whether payment of Board members will lead to improved governance, and whether this can be defined and measured in justification of payment.  Payment may be considered to address the following issues:

· Performance

· Recruitment and retention

· Skills

· Reward.

Clause 7 of the company’s Memorandum and Article 26 of the Articles of Association make clear the levels of payments to Board Members should be determined by the Cabinet Member and that any such payments must comply with legislative limits (i.e. should not exceed £25,000 under Housing Corporation rules and the provisions of the Local Authorities (Companies) Order 1995 for Councillors).

Implications

In preparing this paper I have undertaken further research and identified Brent Housing Partnership (BHP) as having undertaken the most thorough investigations into the implications for non-executive directors and how they can be ameliorated.

The key issue, as identified in July, is that payment to non-executive directors is regarded by Housing Benefit authorities and the Department of Work and Pensions as income, and therefore unlikely to be of any practical advantage to those in receipt of a benefit.  It may even be a positive disadvantage for some who may lose a benefit that they cannot recover when they cease to be a board member.  It was also recognised that it is not sufficient protection for a board member to waive payment because most regulations relating to benefit payments provide that if a person is entitled to a payment, they are deemed to have received it even if they waive payment or do not claim it.

In determining whether to pay its non-executive directors, Brent Housing Partnership undertook the following:

a) In October 2007, BHP’s Managing Director sought advice from the Minister for Housing and the Department of Work and Pensions on these points, proposing that BHP adopt a provision in its constitution to enable, at its discretion, to make payments up to certain limits.  This would involve the formation of a Remuneration Committee of BHP which would make recommendations each year on payments to certain board members, and any payments would need to be approved by Brent Council as the guarantor member. 
b) On 15th January 2008 Communities & Local Government replied on behalf of the Housing Minister advising BHP that it is for the Housing Benefit authorities and Department of Work and Pensions to decide on the status of payments as income when individuals are in receipt of benefit.  However CLG agreed that the changes proposed to BHP’s constitution were prudent and that a Remuneration Committee would be an effective way to make recommendations on payments to board members.  They commented that the remuneration committee should consider whether the payments are fair to all board members and also are not burdensome upon the organisation and bear comparison with similar organisations.

c) On 31st March 2008 the Parliamentary Under Secretary of State for the Department of Work and Pension replied to the Managing Director of BHP confirming he agreed that the formation of a Remuneration Committee would be an appropriate means of removing the possibility of unpaid sums being taken into account as notional income for any board member in receipt of any form of state benefit.

d) A previous report to the [BHP] Board in April 2007 provided comparisons with other organisations, such comparisons having been carried out as part of the Governance Review.  Subsequent discussions with the London ALMO group concluded that an amount of £5,000 per annum would be an appropriate amount to be paid to certain board members and that the Chair of the Board should receive a slightly higher amount (£7,000) to reflect the additional workload that role entails.
Brent Housing Partnership established a Remuneration Committee which determined it should pay its non-executive directors and it now pays Board Members £5,000 and the Chair of the Board, £7,000.  At present, BHP does not pay an additional amount for Chairs of Committees.

Payments would be liable for tax and directors would be responsible to declare receipt to Her Majesty’s Revenue and Customs or include details in their tax returns. Specialist advice would need to be obtained if directors required the company to deal with taxation issues on their behalf; there would be costs in addition to those given below.

Proposal

To ensure 2010 Rotherham Ltd is able to attract and retain good non-executive directors, it has been suggested that the following payments are considered:

· A basic allowance for all Board Members

£2,000

· An additional allowance for the Chair

£2,000

· An additional allowance for the Deputy Chair
£1,000

· An additional allowance for Committee Chairs
£1,000

The maximum full-year cost of such payments would be £37,000 and the maximum any individual director would receive currently is £5,000.

It is also proposed that a Remuneration Committee be established as at Brent Housing Partnership to remove the possibility of unpaid sums being taken into account as notional income for any non-executive director in receipt of any form of state benefit.  Draft terms of reference are attached at Appendix A.

Under the provisions of the Board Expenses Policy, 2010 has always reimbursed Board Directors for travel and subsistence, loss of earnings, child care and dependent carer allowance, telephone expenses and IT equipment (a laptop or PC and printer) and it is proposed these should continue.  Whilst not expressly stated in the policy, stationery and printer cartridges have always been provided when requested.  The budget set aside for governance issues includes provision for these items, based on previous take-up and turnover of directors.  

It has been requested that mobile phones or PDA (Personal Digital Assistant) should also be supplied; no provision is presently included in the budget.  

Recommendations
(1) The Committee establishes a Remuneration Committee with the terms of reference given in Appendix A which will decide whether a non-executive director should be paid and, in determining who will be paid, will use criteria that would include the particular circumstances of the board members concern; 

(2) The Committee requests the Board to authorise the Remuneration Committee to make recommendations to the Cabinet Member for Neighbourhoods up to a limit of £2,000 to certain board members dependent upon their circumstances and a further £2,000 to the Chair of the Board and a further £1,000 to Chairs of Committees provided the total amount paid to a councillor board member including payments in respect of council duties does not exceed that which would be permitted to be paid to a registered social landlord (i.e. should not exceed a maximum of £25,000 under Housing Corporation rules); and

(3) The Board Expenses policy is revised as at Appendix B to reflect current provision and recommended to the Cabinet Member for Neighbourhoods for approval in accordance with Clause 7 of the Memorandum of Association.



2010 ROTHERHAM LTD

REMUNERATION COMMITTEE

DRAFT TERMS OF REFERENCE

Number of Board Members
6

Quorum



3 (one from each sector)

Co-opted Tenant Rep

1 (e.g. chair of Rother Fed)

Officers



Chief Executive Officer






Legal Adviser






Clerk

Frequency of Meetings

Annually and as required 

1. To make recommendations to the Cabinet Member for Neighbourhoods on the award of annual payments to each non-executive director; and additional sums to the Chair of the Board, the Deputy Chair of the Board, and to each of the Chairs of Committees so long as the total amount paid to a councillor board member including payments in respect of council duties does not exceed that which would be permitted to be paid to a registered social landlord (i.e. should not exceed a maximum of £25,000 under Housing Corporation rules); the levels of such payments to be prudent when compared to those made by other similar organisations and to be reviewed at least annually.
2. To consider and determine the pro rata amount for any non-executive director joining the board after 1st April in any year.

3. To consider and determine the pro rata amount for a Chair appointed after 1st April in any year taking into account any annual payment which may have already been made to that person.

6.
When making such decisions as described in 1 and 2 above, to take into account where payment would be a disincentive to the non-executive director remaining on the Board.

7.   
When making such decisions as described in 1 and 2 above, to take into account the personal contribution that the non-executive director under consideration makes to the Board (see Annex 1 below) and in terms of attendance at meetings (to be supplied by the Company Secretary).

8.
When making such decisions as described in 1 and 2 above, to take into account the financial viability of the organisation as a whole and to consider whether payments to non-executive directors would have an adverse effect on the financial viability of the organisation.

9.
To consider suspension or cessation of payment to any non-executive director or Chair where any of the following occur in accordance with Clause 20 of 2010 Rotherham Ltd’s Articles of Association:

20 (7)
shall for not more than six consecutive months have been absent (without the permission of the Board Members) from meetings of the Board held during that period; or

20 (8)
in any period of 12 months, he shall have been absent from at least 60% of the meetings of Board Members held during that period and the Board Members resolve that his office be vacated.

Annex 1

2010 ROTHERHAM LTD

REMUNERATION COMMITTEE 

INTRODUCTION
The Remuneration Committee is responsible for determining a payment levels policy for 2010 Rotherham Ltd’s non-executive board members which is transparent, fair, and based on the principle of proportionality.  Its overriding objective is that payment levels should be appropriate for the nature of the position and the weight of responsibility; the Committee may properly decide that the Chair of 2010 Rotherham Ltd may be awarded a higher level of remuneration than other board members to reflect the additional responsibility that role entails.  The Remuneration Committee may also properly decide whether other roles such as the Deputy Chair and Chair of Committees (but not the Remuneration Committee) should also be awarded a higher level of remuneration.

POLICY OBJECTIVE
Whilst the Remuneration Committee recognises that 2010 Rotherham Ltd’s non-executive board members contribute to the success of the organisation in a variety of ways, all board members shall be treated in the same way when determining levels of remuneration this takes into account:
· the contribution each non-executive director has made to the key roles of 2010 Rotherham Ltd’s board; and

· each non-executive director’s individual circumstances and the effect that any remuneration may have upon them.

It is the policy of the Remuneration Committee not to determine a level of remuneration where a non-executive director board member would be disadvantaged.

To assist the Remuneration Committee, please fill in the questionnaire, and return it to: [name of clerk to the committee]

PRIVATE AND CONFIDENTIAL
1. NAME
2. POSITION
3. CONTRIBUTION
Please list how you have contributed to the key roles of BHP's board
2010 ROTHERHAM LTD

EXPENSES POLICY FOR BOARD MEMBERS

Board Members’ Expenses
This expenses policy aims to meet all of the reasonable costs associated with the Board Members’ legitimate activities on behalf of 2010 Rotherham Ltd.  It aims to ensure that Members are not out of pocket as a result of their work for 2010 Rotherham Ltd.  It also aims to ensure that being on a low income is not a barrier to becoming a Member of 2010 Rotherham Ltd.

The Board Members will be reimbursed for expenses incurred on 2010 Rotherham Ltd’s behalf.  This includes such expenses as reasonable cost of travelling to and from meetings, openings and other events, conference fees when they are attended in their ALMO capacity, child care costs incurred etc.  

The levels of expenses and allowances are subject to the approval of the Cabinet Member for Neighbourhoods, in accordance with Clause 7 of the Memorandum of Association.

Any Board Members who is also an elected member of the council will continue to claim under the Council’s Members’ Allowance Scheme and no additional reimbursement will be made unless it is for expenses not included in the Council’s Members’ Allowance Scheme.

Board Members will submit signed expense claims or details of expenses to the Business Development Director’s secretary who will check the claim for accuracy; the Director of Business Development is responsible for authorising the Finance Department to arrange reimbursement.  Claims should be received three days prior to the end of the month to ensure payment on the 18th of the following month.

Travelling Costs
Reimbursement of travelling costs based on receipts for public transport or taxi fares.  Or a casual car mileage rate determined annually by the Resources and Asset Management Committee or the Board.  At its meeting on 5th June 2008, it was agreed to pay non-executive directors three rates of mileage allowance, dependent upon the size of engine: 

451 – 999cc
 

42.9p per mile; 

1000 – 1199cc 

46.9p per mile; and 

1200cc and above, 

58.7p per mile.  

It was also agreed these allowances should be payable from 1st April 2008.

For public transport and taxis the actual costs of fare will be reimbursed.  Standard class travel must be used and receipts produced.  The company will book long distance travel tickets on behalf of the Director.

Subsistence
Subsistence will be paid at the following rates in connection with performance of duties on behalf of 2010 Rotherham Ltd.  The absence from home or work must be 3 hours or more before the stated time.

Breakfast (before 11am)


£6.00

Lunch (12.00 – 2.00pm)


£8.50

Tea (3.00-6.00pm)



£3.50

Evening Meal (after 7.00pm)

£20.00

A day subsistence rate (if away outside the Borough for 8 hours or more) will be payable at £40.00.  If an overnight stay is required, the company will book accommodation for the Director.

Where meals are provided at no cost of the Board Member (by the host or conference) then no subsistence in respect of that meal will be payable

Loss of Earnings
Loss of earnings for attending a Board Meeting will be reimbursed, based on the basic salary hourly rate and not inclusive of bonuses etc.  A copy of the wage slip or letter from employer is required for reimbursement.

Childcare and Dependent Carers’ Allowance
The cost of providing support for a dependent (children under the age of 15), elderly relatives requiring full-time care or relatives with disabilities who receive full-time care) whilst attending a Board meeting will be reimbursed on the receipt of an invoice or bill.

Telephone Expenses
Monthly Service Charge


£10.00

Cost of calls (monthly)


up to £6.00

Internet
Monthly connection cost


£14.00

ICT access
The following equipment will be made available to all non-executive directors should they require it for their work on behalf of 2010 Rotherham Ltd:

· laptop computer or PC and consumables

· printer and consumables

· mobile telephone

· stationery and sundry items.

All expenses will be paid through the Council’s payroll system.  Forms to register details and to claim expenses are available from Lynne Chatterton at 2010 Rotherham Ltd.  All forms should be returned to her for verification and processing three days prior to the end of the month to ensure payment on the 18th of the following month (any received late will be paid on the 18th of the subsequent month).

Directors are responsible for meeting Inland Revenue requirements for maintaining records of all income received in relation to expense reimbursement any tax liabilities arising.
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