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PART 3

CAPITAL INVESTMENT STRATEGY

2008/09 TO 2011/12

and

CAPITAL PROGRAMME 2008/09

THE PRUDENTIAL CODE FOR CAPITAL FINANCE 
1.1. In considering the capital programme, due regard needs to be given to the implications of the new prudential capital finance system, which became operative on 1st April 2004 under the Local Government Act 2003, and is guided by CIPFA’s Prudential Code for Capital Finance.

1.2. The key principle behind the new system is that any capital expenditure plans must be affordable. In particular, local authorities will have the freedom to determine the amount of new borrowing it will undertake, subject to the capital financing costs being affordable in the revenue budget.

1.3. To reflect this freedom, the Government has abolished the system of credit approvals and replaced it with amounts of borrowing that it will support through RSG. 

1.4. Whilst this still imposes a form of constraint on borrowing, there is now more freedom for local authorities to determine their own borrowing, providing they can afford to meet the capital financing costs from their revenue budget.

1.5. Also, capital planning over longer timescales is better facilitated as the timing of capital receipts is less critical and borrowing can be used to regulate any delays in completion of disposals at year-end, provided any resulting temporary extra debt is repaid from the capital receipt.

1.6. Borrowing to fund invest to save proposals now also becomes a realistic proposition. 

1.7. As far as funding capital expenditure from borrowing is concerned, Council in February 2004 agreed the following principles :-

· Borrowing will only exceed the amount supported by Government in prescribed circumstances.

· The prescribed circumstances will be :


- invest to save proposals where a business case has been approved by the Lead Member for Corporate Services (now Customer and Support Services) which provides for revenue savings at least equivalent to the capital financing costs of the borrowing ;

- where a capital receipt expected and built into financing plans in a financial year is delayed until the following financial year, provided the borrowing is repaid by the capital receipt in the following year ;

- where Government grant is certain or expected with a high degree of confidence and it is essential that expenditure is committed ahead of the grant being approved or paid, in order to maximise the amount available. 

1.8. These principles continue to remain valid and form part of the medium-term financial strategy. However, to sustain the capital investment demands which the Council currently has, it will be necessary to use unsupported borrowing to provide the necessary resource in 2008/09 to deliver a fully funded capital programme.
1.9. Furthermore, because the new prudential system requires a chief financial officer to recommend prudential borrowing indicators to the Council, the determination of the capital programme needs to be aligned with the revenue budget by considering and approving them at the same Council meeting. 

2. REVIEW OF 2007/08
2.1. Based on the latest capital monitoring report to Budget Scrutiny Committee (January 2008) outturn capital expenditure is expected to be £121.352m.

2.2. Available resources are expected to be £114.022m, giving a shortfall in resource of £7.330m. 

2.3. This shortfall will need to be made good by the short-term use of unsupported borrowing and will be a first call upon usable capital receipts available in 2008/09. This matter is addressed more fully later in this section.
2.4. The capital financing costs of the unsupported borrowing have been factored into the revenue budget.
3. CAPITAL INVESTMENT STRATEGY 2008/09 TO 2011/12
Regeneration 
3.1. Regeneration is at the heart of the City’s priorities for capital investment. It aims to:

· Develop an integrated strategy to regenerate Central Salford including the areas of major change in Ordsall, Lower and Higher Broughton, Seedley and Langworthy and Charlestown/Kersal
· Target action to stabilise communities in Salford West and maximise opportunities 
· Work with communities to achieve change.
3.2. Increasingly, the Council relies on funding from the Government via grants from NWDA and English Partnerships, from special funding such as the Housing Market Renewal Pathfinder and from PFI, but seeks to add value by the use of its own resources.  
3.3. Several major developers, house builders and financial institutions are investing within the City and working in partnership with the Council and the Pathfinder. This creates a new and key challenge for the Council to integrate resources and programmes effectively and to gear the use of the Council’s own resources clearly to meet the objectives of stimulating other investment to promote the regeneration of the City and better services.
3.4. Approval was given in February 2005 to set up an Urban Regeneration Company (URC) within Central Salford with founding partners the Council, the NWDA and EP. The URC co-ordinates and adds value to strategic interventions and promotes Central Salford to the private sector. 
Housing

3.5. In addition to supporting the HMRF Pathfinder for investment in private sector housing, as referred to above, the Council has embarked on a mixed procurement strategy for its social rented housing to ensure that it acquires sufficient capital funding to deliver decent homes standards. Following an appraisal of its options, a new ALMO, Salix Homes was established in July 2007 to manage 10,000 homes in Central Salford and a new registered social landlord, City West Housing Trust, will commence business in July 2008 to manage 16,000 homes in Salford West to be transferred by the Council following a successful tenants’ ballot. It is expected that total capital resources of £400m will be invested in achieving decent homes standards as a result of this strategy. 
Schools

3.6. The Education Asset Management Plan (AMP) sets out the need to provide high quality education in accommodation that stimulates a learning environment for school pupils and members of the community.  
3.7. The Council was successful with its Building Schools for the Future (BSF) outline business case submission to the Government and is now progressing towards selection of a preferred bidder to form a local educational partnership to deliver the replacement and refurbishment of all secondary schools not previously replaced or renewed with PFI and other Government funding.

3.8. The current strategy for primary schools is to remove surplus places and reduce the backlog of poor condition. The Government has announced major new funding that from 2008 will provide for the upgrading of over half of all primary schools. 

Transport

3.9. The Unitary Development Plan and Greater Manchester Local Transport Plan set out the transport priorities for the City and wider conurbation. The policies contained in these documents focus on safety, sustainability and regeneration whilst conforming to planning policy and regional planning guidance.

Community, Health and Social Care

3.10. The capital strategy aims to Improve the life chances and promote the independence of people in Salford, through a whole system approach towards health and social care in partnership with users and carers, Salford Primary Care Trust, NHS Trusts, the voluntary sector, independent providers and others to shape services across all areas.
3.11. In particular, Salford‘s Local Investment Finance Trust (LIFT) programme will provide new service outlets in primary health, social care and community services opening in Eccles, Walkden and Pendleton during 2008/09, with future plans for Swinton. 
Culture and Leisure
3.12. The capital strategy aims to ensure that, through wide and inclusive access to learning and creativity, the City meets its targets on health, crime, learning, young people, community cohesion and inclusion. It aims to upgrade, extend and replace facilities in support of regeneration in Central Salford, notably in Ordsall, Lower Broughton, Kersal/Charlestown and the Central area, and also in parts of Salford West, eg Irlam.   
Environment 

3.13. The capital strategy is targeted at supporting the regeneration of the City, promoting health and well being through the Parks for People strategy, addressing national targets with regards to waste management and recycling, and providing investment in the sustainability of key heritage, community assets and services.
Crime and Disorder

3.14. in conjunction with the Crime and Disorder Reduction Partnership, the capital strategy aims to develop the corporate security strategy through the replacement of the CCTV control centre and integration of security services.

Property

3.15. The capital strategy aims to provide office accommodation and other facilities that are fit for purpose in supporting services to meet their plans and priorities, focussing on four core operating sites supported by other satellite offices.

3.16. Where assets are no longer fit for purpose they are disposed of for the most economically advantageous terms.

Underlying Financial Strategy

3.17. The underlying financial strategy is to :-

· Meet contractual commitments ;

· Maximise available Government grants, borrowing approvals and other external contributions, where these are confirmed or expected, by providing appropriate Council match funding ;

· Meet national and regional priorities, eg HMRF ;

· Meet key local spending priorities, eg regeneration ;

· Protect the revenue budget ;

· Earmark capital receipts for reinvestment only where required to do so, eg school playing fields and buildings, or where tied into a development agreement with private sector developers ;

· Affordable within the scope of available funding, particularly the amount of capital receipts that can be generated.

4. AVAILABLE CAPITAL RESOURCES 2008/09
4.1. The amount of resource expected to be available in 2008/09 is as follows :-

£m

External Resource

Borrowing supported by Government via Formula Grant
  4.826

Government Grants






68.118

Other External Contributions




  1.732










----------
74.676

Internal Resource

Unsupported Borrowing funded from the revenue budget
 - commitments from previous year’s programmes
  4.100
    

 - new commitment





10.000
Unsupported Borrowing funded from the HRA


  1.000

DSO Appropriation Account




  0.239

Usable Capital Receipts





23.290










----------
38.629












-----------


Total Resources Available





         113.305












          =======
4.2. It should be noted that, whilst there are some Government grants still to be confirmed, there is a high expectation that they will be confirmed in due course, where necessary following confirmation of proposed programmes, business plans or grant applications.













4.3. The critical figures within this table are :-
· the £23.290m of usable capital receipts, and
· the £11m of new unsupported borrowing. 
4.4. The extent to which this total of £34.290m of new internal resource can support grant-funded proposals and its sufficiency to fund other non-grant-funded priorities, both national and local, is the key to determining a fully funded programme.

4.5. Gross usable capital receipts expected to be generated in 2008/09 are expected to be £30.620m, but the first call upon them is to repay the £7.330m of unsupported borrowing used to finance the 2007/08 programme. This therefore reduces the amount available to support the capital programme to £23.290m.

4.6. The £11m of unsupported borrowing is to be funded £10m from the General Fund revenue budget and £1m from the Housing Revenue Account. Appropriate revenue provision has been made in each of these budgets for the capital financing costs.

4.7. A detailed breakdown of the list of assets for disposal which forms the estimate of usable capital receipts to be generated in 2008/09 is attached at Appendix 14.  





4.8. Members are requested to agree to the list of assets for disposal to allow the Director of Housing and Planning, through Urban Vision Partnership Ltd, to proceed to market those sites where a commitment to dispose has not already been made.

4.9. Agreement to the list of assets for disposal will also allow a greater degree of predictability and certainty to be built into the forecast of available resources and hence better determine those proposals that are able to be funded.
4.10. It should be noted that, where certain Government grants remain to be confirmed, estimates have been included on the basis of informal indications of grant amounts. It will be necessary in such instances to only commit related expenditure when the grant award is confirmed formally or there is a high degree of certainty that formal confirmation of grant will be made.
5. CAPITAL EXPENDITURE PROPOSALS 2008/09
5.1. On the basis of the Council’s priorities for capital investment, and having regard to the estimate of available resources, then a possible capital programme amounting to £115.242m could be determined as set out in the table below :-
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Housing

 - Private Sector

26.356

3.000

29.356

 - Public Sector

11.100

2.600

13.700

37.456

5.600

43.056

Children

2.699

0.100

6.749

12.934

22.482

Highways

2.127

4.000

3.733

9.860

Environment

0.397

1.000

0.239

1.636

Comm Health & Social Care

0.402

0.194

1.560

2.156

Culture & Sport

0.450

1.415

0.160

2.025

Crime & Disorder

1.000

1.000

Regeneration

18.931

9.508

0.012

28.451

Property

2.620

 

2.620

Other Services

 - Customer & Support Servs

1.956

1.956

Total

4.826

4.100

68.118

36.227

1.971

115.242


5.2. It can be seen from the table above that the total proposed programme exceeds the estimated available resource by £1.937m. This is an acceptable over-programming tolerance that would be reviewed following the 2007/08 outturn and continually through monthly monitoring of capital receipts and expenditure during 2008/09 to ensure that expenditure is managed within the available resources.
5.3. A capital programme of £115.242m would enable the following capital priorities to be delivered in 2008/09 :-

Housing

· To meet the requirements of the HMRF pathfinder
· To stimulate the regeneration of areas in Central Salford
· To support improvements to property occupied by disabled residents
· To maintain the condition of Council housing stock.

Education

· To remove surplus places in both secondary and primary schools, with support to the BSF and PFI 2 programmes, and replacement primary schools in Weaste/Seedley/Langworthy and Charlestown/North Grecian St

· To invest in improving the condition of primary schools
· To provide new playing fields at Dukesgate and for a new RC primary school in Little Hulton

· To provide suitable nursery provision
· To Improve children’s homes and foster carers’ properties
Highways

· To maintain the fabric of the City’s highways
· To improve road safety

· To improve the condition of footpaths and thus reduce tripping claims 

Health and Social Care

· To modernise residential care facilities for older people and day care facilities for adults and older people, eg White Meadows supported by Booths Charities

· To invest in ICT

Culture and Sport

· To improve leisure facilities by undertaking the necessary design, feasibility and preparatory work for a replacement facility in Broughton, enhancement at Irlam, improvements at Ordsall and a phase 2 for Littleton Rd Sports Village

· To improve cultural facilities with preparatory work for the remodelling and refurbishment of Salford Museum and Art Gallery and Ordsall Hall
Crime and Disorder

· To replace the CCTV control centre

Regeneration

· To support the URC to secure investment in the regeneration of key areas of Central Salford
· Design work for the Higher Broughton Community Hub

· Acquisitions and relocations to facilitate development at Salford Shopping City 

· To invest in certain outer areas of the City through the completion of LIFT facilities in Eccles and Walkden and the Salford West action plan
Environment

· To improve parks, allotments, cemeteries and linear walkways

· To improve waste recycling

Property

· To Improve the fabric of the Council’s offices, providing for office improvements, refurbishments and relocations and better disabled access.

Other

· Funding software development.

5.4. A schedule of the schemes contained in the proposed capital programme is included at Appendix 15.
5.5. It should be noted that, in addition to the above-mentioned programme, which focuses on expenditure on assets in the ownership of the Council, major investment is planned for the future through other proposed public private partnership arrangements which will benefit the residents of Salford, as follows :-
· The replacement of 2 high schools – Buile Hill and Harrop Fold – via a PFI
· The replacement and refurbishment of secondary schools via Building Schools for the Future wave 3 funding
· A new waste disposal PFI contract for Greater Manchester Waste Disposal Authority
· A new magistrates courts for Salford based in Eccles via a PFI contract to be let by the Courts Agency, which includes a similar facility in Bolton 
· Meeting decent homes standards through new management arrangements for Council housing

· Development agreements with private sector developers in Ordsall, Lower Broughton, Higher Broughton and Kersal/Charlestown..

5.6. It should be noted at this stage that the capital programme can be subject to change as the year unfolds, with new schemes being introduced as funding sources are confirmed, schemes being removed if the expected funding proves not to be available, expenditure forecasts changing and the amount of usable capital receipts varying as marketing and disposal proceeds.

5.7. Approval to the proposed capital programme at this stage should be seen as giving consent to an initial programme of those schemes that are at present contractually uncommitted proceeding to design and tender stage. Approval to commit capital expenditure on individual projects will continue to be referred to the Lead Member for Customer and Support Services, as at present, to ensure that projects will only be committed if funding is available or certain to become available. 

5.8. The capital programme will therefore need to be continuously reviewed during 2008/09 to reflect any significant variations that may arise, any new priorities that may emerge and certainly following the 2007/08 capital outturn. 

6. UNDERLYING ASSUMPTIONS

6.1. Use of Borrowing 








          
· The use of supported borrowing will be maximised at £4.826m and a further £15.1m will be borrowed using unsupported borrowing powers.

· The capital financing charges on unsupported borrowing can be met from the revenue budget. Appropriate provision has been made in the revenue budgets for both the General Fund and the Housing Revenue Account to fund the unsupported borrowing to be used in funding of the capital programme. 

6.2. Use of Capital Receipts

· Usable capital receipts amounting to £30.620m are expected to be available from asset disposals.

· The first call on these receipts will be to repay the use of £7.330m of unsupported borrowing required to fund the shortfall in the capital programme in 2007/08, leaving a net £23.290m to be available for use in 2008/09.

7. RISKS

7.1. The key risks are that :-

· Any over-commitment of resources is not managed within the resources available. The  management of individual service allocations allows for the natural tendency of capital programmes to underspend. Services are permitted to set over-programming levels to reflect this in the expectation that the outturn expenditure will be managed within the resource made available. This approach runs the risk of expenditure over-shooting the resources available, but limits are applied to the over-programming that reflects the level of contractually committed expenditure and provision for new starts.

· Expected capital receipts will not be realised. Delayed receipts will be managed through unsupported borrowing or through the temporary use of earmarked receipts. Any substantial receipts from asset disposals which are critical to funding the capital programme and which cannot be realised, or realise less than expected, will be managed by adjusting the capital programme. 

· Government grants not being realised. Capital projects which are dependant upon grant support will not be commissioned unless a grant approval has been received or is confidently expected. All proposed capital expenditure will be subject to the approval of the Lead Member for Customer and Support Services, who must be satisfied with the certainty of grant support. 

· Cost overruns. Expenditure on capital schemes is monitored regularly and project managers are required to report any significant cost increase to their director and lead member. Where possible, cost overruns will be managed within resource allocations to services. Where an increase in resource is required this will be considered by the Lead Member for Customer and Support Services and, if necessary, Cabinet.
8. RECOMMENDATIONS
· Approve a capital programme of £115.242m as set out in Part 3 and detailed in Appendix 15.

· Agree to the list of assets for disposal in 2008/09 as set out in Appendix 14 to allow the Strategic Director of Housing and Planning, in conjunction with Urban Vision Partnership Ltd, to proceed to market those sites where a commitment to dispose has not already been made.
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				Source of funding

				Supported		Unsupp		Govern't		Capital		Other		Total

				Borrowing		Borrowing		Grants		Receipts

				£m		£m		£m		£m		£m		£m

		Housing

		- Private Sector						26.356		3.000				29.356

		- Public Sector						11.100		2.600				13.700

								37.456		5.600				43.056

		Children		2.699		0.100		6.749		12.934				22.482

		Highways		2.127		4.000		3.733						9.860

		Environment						0.397		1.000		0.239		1.636

		Comm Health & Social Care						0.402		0.194		1.560		2.156

		Culture & Sport						0.450		1.415		0.160		2.025

		Crime & Disorder								1.000				1.000

		Regeneration						18.931		9.508		0.012		28.451

		Property								2.620				2.620

		Other Services

		- Customer & Support Servs								1.956				1.956

		Total		4.826		4.100		68.118		36.227		1.971		115.242






