PART 1

(OPEN TO THE PUBLIC)
ITEM NO.

REPORT OF THE LEAD MEMBER FOR CORPORATE SERVICES 

TO THE COUNCIL 

ON WEDNESDAY, 20TH MARCH, 2002 

Subject :
2002/03 CAPITAL PROGRAMME


RECOMMENDATIONS :
Members are requested to :-

(a) note the reforms in the way the Capital Programme is presented;

(b) approve a planning level for capital investment for 2002/03 of £63.308m;

(c) give authority to the Director of Development Services to proceed to market the assets for disposal as contained in Appendix 1.

EXECUTIVE SUMMARY :

This report identifies a strategy for determining the capital programme for 2002/03 through :-

· outlining reforms in the presentation of the programme to enhance transparency and certainty;

· recommending criteria for prioritising capital expenditure ;

· only approving new schemes within the programme as the funding is identified ;

· close monitoring of capital expenditure and sources of funding ;

· managing the programme as an 18 month programme; and

· seeking the support of GONW and the RDA to the strategy.

BACKGROUND DOCUMENTS : Government allocation letters and various working papers

CONTACT OFFICER :
John Spink

TEL NO : 
793 3230








E-MAIL :
john.spink@salford.gov.uk

WARD(S) TO WHICH REPORT RELATES :
All wards

KEY COUNCIL POLICIES :

Budget strategy


DETAILS : Continued overleaf

REPORT DETAILS

1. REFORMING THE CAPITAL PROGRAMME

1.1. It has become clear in recent years that the traditional way of managing a capital programme has changed and the way that the capital programme is presented has had to change to ensure that the issues Members face are transparent.

1.2. Under previous capital expenditure regimes, local authorities were allocated borrowing powers which effectively determined the level of capital investment that could take place: there was relative certainty of input and output. Changes over the past two decades have seen an increasing reliance on capital receipts and external grants from Government, the European Commission and other public agencies. This has led to increasing uncertainty for the capital programme. The value and timing of capital receipts cannot be known until contracts are completed. Some grants are announced after the start of the financial year. The practice of borrowing surplus Basic Credit Approvals from other authorities  continues beyond the start of the financial year. All these factors have created uncertainty which in itself had led to a lack of transparency.

1.3. The lack of transparency arises mainly from the development of the concept of ‘over-programming’. To take account of the potential additional resources that may become available and to take advantage of ‘slippage’ – that is, where a scheme falls behind schedule and does not take up its share of the budget – the capital programme has been stretched to include schemes which do not have any funding. Confusion arises because all schemes are included in the capital programme irrespective of whether they can or cannot be funded. If the additional funding on which the overprogramming is premised does not become available, the capital programme is then reduced usually by deferring expenditure to the subsequent year when schemes have to compete with all other bids.

1.4. The ‘overprogramming’ approach does not send out clear messages about which schemes are to progress; it inevitably leads to mid-year deferrals when the Council is absurdly asked not to spend resources it did not expect to have; it leads to disillusionment in communities who see schemes included in an initial programme removed to eliminate overprogramming; confidence is further eroded when the status of such schemes cannot be confirmed until Council is asked to adopt the following year’s programme.

1.5. The time has come to improve transparency and offer some certainty and confidence, not only to those communities who need the investment but also to managers who have to plan the programmes. In order to achieve this, instead of a single programme figure being announced, reports will distinguish between the resource level and the planning level. 

1.6. The resource level will, no doubt, change during the financial year as new sources of funding, slippage and variations in the level of receipts occur. Schemes included in the planning level will have a clear distinction between those which are resourced and those which will only be progressed once resources are available. Each scheme will be given an approximate start date. This measure should improve transparency so Members and the communities they represent can see precisely what is promised and when it should start. In order to manage this, Cabinet will monitor monthly the changes in resource levels and release additional schemes only when it is satisfied that funding is available.

1.7. Uncertainty cannot be eliminated. Additional resources may become available which may take the approved programme closer to the planning level. But it is also conceivable that resource levels fall, perhaps by the non-achievement of a capital receipt. Such schemes should not have to go through a new bidding round for the following year’s programme. This disrupts planning and saps community confidence. Therefore, in addition to the measure taken to enhance transparency, there will be a guarantee that any scheme in the planning level for which resources do not become available in the current year will be funded in the first six months of the following year. This, in effect, adopts an innovative concept of the 18-month capital programme.

1.8. The above reforms should make the issues in the capital programme clearer. They offer the certainty of a fully-funded programme over 18 months while accommodating the uncertainty of timing within a single financial year.

2 CAPITAL PROGRAMME FOR 2002/03

2.1. The Cabinet has been seeking to develop a strategy for the 2002/03 capital programme which:-

· Meets contractually committed obligations ;

· Proceeds with wholly externally funded schemes ;

· Continues to support the revenue budget ; 

· Meets the Government's Annual Capital Guidelines for each major service ; 

· Targets the Council's priority regeneration areas, ie Seedley/Langworthy, Higher Broughton and Kersal/Charlestown ; and

· Fulfils funding obligations made to the RDA in recognition of their funding support in 2001/02.

2.2. A review of available resources has also been undertaken as part of this exercise.

2.3. A consultation meeting for members was also held on 6th February to receive views on priorities for capital expenditure.

2.4. Arising from the above, proposals have been developed for members' consideration as to how a fully funded capital programme for next year may be constructed.

3. RESOURCE LEVEL FOR 2002/03

3.1. The minimum resources available which can be currently identified amount to £57.551m.
3.2. These resources comprise the following :-

   £m

· BCA









17.871

Less : Repayment of borrowed BCA





( 4.253)


Add : Re-borrowed BCA






  1.000

· SCA








  
  7.855

· Grants (where providing 100% funding or topping up SCA)


28.575

· Usable Capital Receipts






  6.503
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Minimum Resources Available




   
57.551
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3.3. Details of the asset disposals which will produce the £6.503m of usable capital receipts are shown at Appendices 1(a) and 1(b). Appendix 1(a) shows the key milestone dates for each proposed major asset disposal. Appendix 1(b) shows the complete list of asset disposals and their expected value and usable capital receipt. It should be noted that there have been changes made to the schedule of disposals previously reported to Cabinet on 15th January and these are commented on in Appendix 1(b).

4. PLANNING LEVEL FOR 2002/03

4.1. Given the level of resources currently available, it is considered prudent to establish a total capital programme planning level of £63.308m. At this level, it would be possible to utilise any additional resources that became available and guarantee that all schemes could be funded within 18 months:

4.2. In summary, this programme would be distributed to each service as follows :-












£m

· Housing - Public Sector






17.243 

                        
   - Private Sector 





 
10.733

· Education








12.019 

· Highways








15.791

· Social Services






 
  0.304

· Arts & Leisure








  0.605

· Development Services






  1.145 

· Corporate Services






  
  5.294

· Environmental Services





 
  0.174
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Capital Programme - Planning Level



    
63.308










   

---------

4.3. Details of the schemes (and their sources of funding) which would make up the planning level are shown in Appendix 2(a)

4.4. Proposals which could not proceed at present on this basis are shown at Appendix 3.
4.5. Appendix 2(b) shows the proposed planning level of £63.308m analysed according to the estimated monthly profile of expenditure. It also shows, where figures are shaded, schemes valued at £7.189m which are currently unfunded. The current level of resources is sufficient to allow some of these to proceed and recommendations as to which will be brought forward will be made in due course.

4.6. The District Auditor in her recent report on the financial health of the City Council stresses the importance of tackling over-programming through examining the potential for alternative sources of funding and continuing to prioritise and reduce capital proposals to ensure that capital expenditure does not exceed the funding available. In particular, she recommends that:-

· A timetable outlining key dates for significant capital receipts should be prepared and closely monitored ; and

· Capital expenditure should not be authorised until the City Council is sure that the funds to finance it are available.

4.7. The approach outlined above is consistent with the District Auditor's recommendations.

5. ASSUMPTIONS AND RISKS 

5.1. In considering the foregoing proposals for establishing a capital programme for 2002/03, members need to be aware of the key assumptions and risks, and to confirm their acceptance of them.

5.2. The key assumptions and risks are as follows :-

5.2.1. Capital Expenditure

· Trafford Road Improvement - that all remaining expenditure can be accommodated within the provision of £2.107m allowed.

· VERs - that the capital cost of all early retirements can be met from within the provision of £0.6m allowed. It may be necessary to consider alternative sources of funding if this provision proves to be insufficient.

5.2.2. Capital Funding

· Borrowed BCA - that local authorities are able to confirm their informal indications given so far that £1m is available. It is believed that achievement of this figure is realistic.

· Capital Receipts - that the estimated level of usable receipts is achieved and that all disposals are politically acceptable. In this connection, members attention is drawn in particular to the following anticipated asset disposals :-

· The Anchorage – this currently earns a rental of £150,000 per annum. The 2002/03 revenue budget is currently based on the disposal of this asset and the consequent loss of rental. 


· Greenwood School – this excludes land designated as public open space.

· Chaseley - disposal presumes an alternative training venue(s) can be found and staff occupying the building relocated during 2002/03. Maximisation of use of existing venues needs to be explored.

· Buile Hill Mining Museum – disposal presumes the intended use will be acceptable.
Members should be aware that disposals will be managed to, as far as possible, achieve a completion during the year 2002/03. However, guarantees that purchasers will complete cannot be given at this stage. Regular progress updates will be provided through programme monitoring reports.

6. FUTURE STEPS

6.1. It will be necessary during 2002/03 to adopt the following measures if the proposals in this report are accepted :-

· To closely monitor commitments being entered into and to only approve schemes for expenditure when funding has been identified. In this respect the process of approval of tenders for capital expenditure by the Lead Member for Corporate Services should continue ;

· To clarify unresolved issues over certain capital expenditure and funding assumptions as they arise and report back to Cabinet accordingly ;

· To review the capital outturn for 2001/02 during the summer to identify any implications and opportunities arising from it ;

· To continuously review the progress with the development of the capital programme for 2002/03 as the year unfolds ; and

· To take the GONW and RDA into the Council's confidence with a view to ensuring their understanding of the Council's strategy for the 2002/03 capital programme, protecting the Council's longer-term funding prospects and to seek the possibility of any additional funding.

7. RECOMMENDATIONS

7.1. Members are requested to :-

(a) note the reforms in the way the Capital Programme is presented;

(b) approve a planning level for capital investment for 2002/03 of £63.308m;

(c)  give authority to the Director of Development Services to proceed to market the assets for disposal as contained in Appendix 1.

COUNCILLOR DEREK ANTROBUS

Lead Member for Corporate Services
