	PART 1 (OPEN TO THE PUBLIC)
	ITEM NO.


REPORT OF THE LEAD MEMBER FOR CORPORATE SERVICES 

TO THE CABINET ON TUESDAY, 11TH SEPTEMBER, 2001 

Subject :
2001/02 CAPITAL PROGRAMME
RECOMMENDATIONS :
Members are requested to :-

· Re-affirm the strategy agreed by Council not to approve capital expenditure until such time as funding is identified ; 

· Consequently, agree to defer capital expenditure amounting to £5.731m which would have little or no impact as outlined in paragraph 3.4 of this report;

· Support the approaches to be made to Government agencies to make them aware of the issues and to seek additional funds; 

· Agree to defer capital expenditure of a further £3m which would have impact from the options identified at paragraphs 3.16 to 3.19 of this report ; and

· Consider further reports back on any success with the additional funding bids with a view to the re-instatement of the proposals making up the deferred £3m.

EXECUTIVE SUMMARY :

This report identifies a current over-programming of £8.8m with the 2001/02 capital programming, the reasons it has come about, the context in which it has occurred and proposals for how the over-programming can be eliminated.

The proposals to eliminate the over-programming involve the deferral of capital expenditure to 2002/03 and seeking further Government funding. The deferral of certain capital expenditure plans may have implications for service or programme delivery, future Government funding and for the citizens of Salford.

BACKGROUND DOCUMENTS :
Report of the Budget Committee to Cabinet 17th July, 2001


CONTACT OFFICER :    John Spink    Tel No : 793 3230
   E-mail : john.spink@salford.gov.uk

WARD(S) TO WHICH REPORT RELATES :
All


KEY COUNCIL POLICIES :

Budget Strategy

REPORT DETAILS

1. BACKGROUND

1.1. At the meeting of Cabinet on 17th July, a report of the Budget Committee meeting on 11th July was presented which indicated an excess of capital expenditure over available resources of £7.5m for 2001/02 and which recommended that Cabinet request directors to identify the necessary steps to eliminate this over-programming.

1.2. The Directors Team has been considering the possible options for reducing expenditure and obtaining further resource in order to eliminate the over-programming and this report presents options for Cabinet’s consideration.
2. CONTEXT

2.1. Members will be aware that the funding of the capital programme has been under pressure in recent years, largely through the need to capitalise revenue expenditure in support of the revenue budget and through issues associated with the generation of usable capital receipts, and is forecast to continue to remain under pressure in forthcoming years, as detailed below.
2000/01 Capital Outturn

2.2. Revenue expenditure of £13.4m was capitalised in 2000/01 and funded from usable capital receipts. This was the main contributory factor towards the need to raise an expected £27m of usable capital receipts.

2.3. Members will also recall the difficulties experienced with the disposal of the freehold interest in Salford Shopping City for £13.6m which led to a delay in completion until May 2001, ie in financial year 2001/02, and the need to reach agreement with the District Auditor that capital expenditure could be shown on the balance sheet as unfinanced.   

2001/02 Capital Programme – original assumptions

2.4. Salford’s success in generating such an unprecedented amount of usable capital receipts in 2000/01 led to its annual capital guideline of £8.9m from Government being reduced by some £6m of “receipts taken into account” (RTIA) to produce a basic credit approval of only £2.8m. (By comparison, the 2000/01 annual capital guideline was reduced by only £0.5m because receipts generated the previous year were far more modest). Representations were made to the Government about this issue but to no avail.

2.5. Thus, the RTIA adjustment was a major contributory factor in there being a significant shortfall in capital funding for 2001/02. The capital programme was originally set for this year at £61.6m as against known available resource of £55.4m, an over-programming level of £6.2m. 

2.6. However, it was expected that the over-programming could be reduced to £2.6m if the following funding issues could be resolved successfully :-

· A bid to GONW for £2m funding towards past expenditure on the Trafford Road improvement ;

· Basic credit approval of £1.7m borrowed from the GM Waste Disposal Authority in 2000/01 could be re-borrowed again in 2001/02.

2.7. It was anticipated that the over-programming, if it could be reduced to £2.6m, could be managed at outturn by the slippage of expenditure into 2002/03.

2.8. The available resources included an assumption that £13.6m of usable capital receipts could be generated during the year.

2002/03 to 2005/06 Capital Investment Strategy

2.9. The 5-year capital investment strategy identifies a need to continue to generate usable capital receipts over the next 3 years at levels beyond that normally generated if the assumptions made about capital expenditure and resources are realised. Receipts of £10.7m, £9m and £6.8m will be required from 2002/03 to 2004/05 respectively as against a normal level of £5 – 6m.

2.10. This position does not take account of the possibility of the continuation of capitalising revenue expenditure in support of the revenue budget nor the need to provide funding for any slippage in expenditure from this year arising from the current review of the programme.

3. REVIEW OF THE 2001/02 CAPITAL PROGRAMME

3.1. Since the original capital programme was determined, events have conspired to increase the over-programming level such that it has reached an amount which cannot be managed at outturn by the slippage of expenditure into 2002/03 and requires some immediate adjustments to the programme.

3.2. The original over-programming of £2.6m has now increased to £8.8m as a consequence of :-

· Less optimism about the success of the £2m funding bid to GONW for Trafford Road ;

· A reduction of £4m in usable capital receipts by slippage to 2002/03, deletion of certain sales and reductions in the amounts available ;

· An increase of £0.5m in 2000/01 outturn expenditure on VERs, voluntary severances and single status compensation payments ;

Offset by :-

· A net increase of £0.5m in borrowed basic credit approval becoming available. 

3.3. The Directors Team has examined the capital programme in detail to identify initially areas where expenditure could be deferred until 2002/03 without impacting upon service or programme delivery or upon future funding entitlements or upon the citizens of Salford.

3.4. The following proposals to defer expenditure until 2002/03 have been identified which could be implemented with no or minimal impact :-

£000s

· Eccles Town Centre – defer contribution to Housing
 for the replacement of 

demolished Council houses



  



  600

· Special High School PFI consultancy – slippage of expenditure based upon 

                         the timing of the contract







  158

· The Albion High School 

– slippage of expenditure based upon the timing of the contract
           1,500

- delay payment of initial contract payments until 1st April 2002
           1,000

(NB. The latter would need the successful tenderer’s agreement and 

incur some interest costs)

· New Deal for Communities – defer match funding




  400

· Office Relocations – defer unspent provision





  223

· SRB 5 – defer minimum match funding





  500

· Chapel St - defer match funding






  250

· Mainframe open hire agreement – defer payment of final instalment until



1st April 2002








  850

· Other miscellaneous schemes – deferral of expenditure

(eg Chapel St, Countryside Programme, New Deal for Communities)

  250













------












           5,731

3.5. This would still leave approximately £3m of over-programming remaining to be funded.

3.6. It would not be possible to leave this amount as an over-programming level to be reduced at outtturn by further slippage in expenditure into 2002/03 for a number of reasons :- 


- the proportion of the programme already committed, 





- the amount of grant support to many capital schemes, 





- the remaining uncertainty over the completion of some key capital receipts, and


- pragmatically, there would not be the further scope to defer expenditure because all schemes where there would appear currently to be scope to defer are identified in paragraph 3.4 above.

3.7. It is therefore necessary to identify a strategy by which the remaining £3m funding gap can be closed.

3.8. The strategy proposed by the Directors Team is to :-
· Seek additional funding from Government agencies ; and

· Identify further reductions in capital expenditure which would be necessary if additional Government funding is not forthcoming.

3.9. With regard to seeking additional Government funding, it is proposed to adopt approaches which seek to determine funding bids already made, seek out the possibility of further local funding which may be available over the next few months and to state Salford’s case for further funding from DTLR in London.

3.10. The following specific approaches are therefore proposed:-

· The Chief Executive is to seek discussions with GONW with a view to seeking clarification of the funding bid for Trafford Road and the availability of other funding sources (NB. A recent letter from GONW has rejected the Trafford Road bid for supplementary credit approval in 2000/01) ; 

· The Director of Strategy and Resources is to seek discussions with the Regional Development Agency with a view to identifying any possible repeat of grants offered last year for land acquisitions ;

· The Director of Corporate Services will be writing to the DTLR in London to seek possible supplementary credit approvals in relation to the issues of the treatment of capital receipts and the RTIA adjustment .

3.11. It may, however, be some time before decisions are made with regard to the above-mentioned approaches to Government, and the possibility of further lobbying cannot be discounted.

3.12. Equally, there is no guarantee that the additional funding bids will be successful and all may fail.

3.13. A reserve strategy is therefore required which identifies options to ensure the capital programme is capable of being fully funded.

3.14. It is therefore necessary to identify further reductions in capital expenditure which need to be made to close the funding gap of £3m, but which can be released should the funding bids to Government prove to be successful.

3.15. Options have been identified of areas where the capital programme could be reduced further. It should be noted that all the proposals would have implications for service or programme delivery or upon future funding entitlements or upon the citizens of Salford, and these are identified in the following paragraphs. 
3.16. In summary, options totalling up to £4.218m have been identified from which reductions in capital expenditure of £3m can be made. The options are from the following areas :-
· Highways







£   600,000

· Housing







£1,918,000

· SRB 5






up to
£1,700,000
£4,218,000

Further details and comments from relevant directors about the implications are contained in the following paragraphs.
3.17. Highways 

The Highways programme could be deferred by  



  £600,000
This could be achieved by the transfer existing funding provision for Trafford Road from capital receipts to supplementary credit approval/transport supplementary grant, thus deferring other programmed schemes, principally local safety measures.

The deferred proposals could be reinstated should the bid for additional funding for Trafford Road be successful.

Comments from the Director of Development Services on the implications are set out below :-

1. Technically, and financially, it could be possible to allocate £600,000 from the Block 3 budget.  However, it is not yet clear if any, or all, of this amount would be required this year, as negotiations relating to the claim are still taking place.  We have been advised by GONW to bid for the money for next year and consequently a bid has been made through the usual LTP process.  The decision relating to this bid will be known around Christmas time.  In tandem to this bid, an alternative bid has also been submitted for unallocated SCA’s.

In terms of programme, the deadline for making a final decision to spend these monies on Local Safety Schemes would have to be made in December.  On going meetings are taking place between now and then with the contractor re the claim and by December 1st we should be in a better position to judge how much money is likely to be required both in total, and this year.

In simple terms, as long as we hold at least £600,000 in reserve, we should be able to make a more educated decision in December.  However, the following paragraphs lay out the implications of such a decision.

2. The LTP is a countywide strategy document which is agreed at Leader level.  The document is also one of those that will be reviewed by Government when allocating resources for the single capital pot.  By removing this amount of money from the Block 3 allocation, albeit to spend on a highway scheme, we may compromise our ability to deliver our targets within the LTP in terms of improved journey times and reduced accidents.  If we break faith with the current political agreement (in terms of LTP targets and milestones) we may compromise future capital funding for both ourselves and Greater Manchester as a whole.

3. The money would need to come from the integrated minor works element, a large proportion of which would be Local Safety Scheme monies.  Road casualty and accident reductions are:

i A statutory consideration, and,

ii Best Value and Audit Commission Indicators.

Any reduction in our available funds would doubtless compromise our abilities to achieve these targets.

4. Salford currently receives a much higher Local Safety Scheme settlement than the other AGMA districts and recently an element of jealousy has begun to creep in.  At present we can defend our position to a certain point by relying on the fact that we spend our monies appropriately and that we are achieving significant casualty reductions (almost twice that of the other AGMA districts).  By diverting the spend to Trafford Road the opportunity would arise for this defence to be challenged which would inevitably result in lower apportions in the future.

5 Most of the programme has already been agreed with the Community Committees.  This consultation process was seen as a major breakthrough in the ‘modernisation process’ by senior members, it would be difficult to step back from that position.

3.18. Housing

The Housing programme could be deferred by



£1,918,000
This could be achieved by

· Utilising an underspending from the 2000/01 programme of £668,000, and

· Deferring uncommitted private sector expenditure of £1,250,000.

The deferred proposals could be reinstated should the additional funding bids be successful and result in any more than the £600,000 required for Trafford Road

Comments from the Director of Housing Services on the implications of deferring private sector expenditure are set out below.

The note below sets out the implications of reducing the Private Sector Housing resources with the exception of the £500,000 reduction in Seedley and Langworthy which is seen to be a sensible action given the level of work we would need to undertake to maximise that spend. 

The optimum programme, net of the Seedley and Langworthy £500,000, is £10,759,000. 

Of this approx £2.2m worth of improvement grants has already been approved and £591k of grants paid. 

There are contractual commitments across a range of schemes leaving a balance of approximately £1.250 million  which is not yet contractually committed, as follows :- 

	
	Analysis of  Uncommitted Private Sector Budget 2001/2
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	grants
	group repair
	total

	
	
	
	
	
	
	environmental
	

	item
	
	
	
	
	
	clearance
	

	
	
	
	
	
	£000's
	£000's
	£000's

	
	
	
	
	
	
	
	

	1
	Chief Exec budget-SRB 5 support
	
	500
	500

	
	(total budget is £2.2m)
	
	
	
	

	
	
	
	
	
	
	
	

	2
	Private Sector HIP
	
	
	
	
	

	
	(total budget is £9.059m
	
	
	
	

	
	including £1.5m NWDA
	
	
	
	

	
	support)
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	a
	Citywide adhoc/empties
	
	292
	65
	357

	b
	HIA-Anchor
	
	
	190
	
	190

	c
	Burglary Reduction
	
	
	150
	
	150

	d
	Weaste
	
	
	
	65
	60
	125

	e
	HMO's
	
	
	
	112
	
	112

	F
	Duchy
	
	
	
	50
	50
	100

	g
	Broughton (epg/oo/gt clowes)
	
	9
	50
	59

	h
	Eccles
	
	
	
	16
	40
	56

	I
	DFG-repairs
	
	
	40
	
	40

	j
	Care and Repair
	
	
	34
	
	34

	k
	Advance Fees
	
	
	
	27
	27

	
	
	
	
	
	
	
	

	
	
	
	
	
	958
	292
	1250

	
	
	
	
	
	
	
	

	3
	Overall total
	
	
	
	
	1750


a. Failure to make the anticipated progress on the development of processes and interventions to enforce against Empty Homes in the City may mean we will not be able to meet our Best Value Indicator. Similarly deferring the support to the regeneration of unfit homes means we may fail to meet our Best Value Performance Indicator in the current year and also fail to meet the pledge we have made under the Community Plan.  Assuming £8,000 per dwelling this means 36 empty homes will be delayed and two to three environmental schemes will be delayed.

b. We have an approved contractual relationship with Anchor HIA for Care and Repair which we could have to defer if resources were cut.  The effect assuming an average of £2,000 per grant means 95 elderly/vulnerable people would have their repairs deferred by up to 3 months. 

c. We have established an effective team for reducing burglary in the City. Reduction in this programme could undermine NRF match funding. Assuming an average of £750 per dwelling this means 200 dwellings would not get burglary reduction packages until next year.

d. We would need to delay renewal area action to the Weaste and Duchy areas. Delays would lead to more dereliction and greater costs in the longer term. Assuming that each dwelling received £10,000 worth of work this means that the first phases of work to around 22 dwellings could be delayed.

e. We have an approved commitment to provide specific HMO grants to a Landlord on the Sandy Grove Project . This means delaying work to around 10 dwellings

f. As d above 

g. We are committed to supporting regeneration in Broughton. Delay could lead to further decline. Specific areas like Cliffside which are deteriorating rapidly would be most likely to suffer. This equates to 5 grants or one environmental scheme

h. We have agreed to start and complete Group Repair work in Eccles where we have carried out detailed resident consultation. The scheme would have to be delayed. If this were the case we would be outside of the Renewal Area Timeframe and the rules associated with owners contributions would be affected. Therefore the whole scheme would have to be abandoned until another mini-renewal area could be declared

i. Specified DFGs would be delayed if grants for associated repairs were cut. Four DFGs would be affected

j. Delays in providing support to vulnerable residents especially older citizens. 17 grants would be affected.

Seedley and Langworthy
The effect of the reductions would be 

(a) Delays in acquiring dwellings and therefore in progressing clearance area 1

(b) Delays in progress with Homeswaps and therefore in progressing clearance area 1 – 12-30 cases

(c) Deferring the demolition of dwellings in clearance area 1

(d) Delays in undertaking renewal in Langworthy North – 60dwellings

(e) Deferring the acquisition of shops

General Effects

(a) The Comprehensive Spending Review indicates that we would have a £12.5 million programme next year as allocations to help with Private Sector Housing will improve. The recent speech by the Secretary of State honours that commitment and stresses the need for Councils, and Salford is specifically mentioned, to invest in infrastructure and prevent further decline.  

(b) Delays in commencing investigation work and some initial intervention in Kersal and Charlestown may mean that we are not able to maximise the use of New Deal resources in the next year (item k in the budget)

(c) Deferring the progress of key elements of the Seedley and Langworthy Project, including the national pilot for Homeswaps, may lead to a loss of face with both community and central government and greater longer term expenditure as the area will continue to deteriorate. 

In summary, a deferral of ACG resourced expenditure could have an adverse effect on the assessment of the Salford Housing Strategy and Performance and subsequently the overall Capital Investment Strategy for the City Council. Failing to spend service specific ACGs will have a negative affect on HIP assessment. A poor assessment will inevitably result in a poor allocation at a time when we need to maximise capital spend on private sector regeneration. 

It is therefore imperative that GONW understand that it is the impact of the RTIA calculation that is a major contributory factor to the current situation.

3.19. SRB5

The SRB5 programme could be further deferred by
 
up to   £1,700,000

(NB. A £500,000 reduction has already been proposed at paragraph  3.4 above)

This could be achieved by deferring the further matching contribution.

The deferred expenditure could be reinstated if the funding bid to the RDA was successful or if any further additional funding was obtained

Comments from the Chief Executive on the implications are set out below :-

·  In the current year, we would not be able to meet our Key Indicators which measure the performance of the overall programme. This could impact not only on the programme but also prejudice the NWDA's view of our ability to perform as a Council, and thus on future funding availability. As the programme still has a significant investment gap, it is vital that we maintain our established credibility for delivery.

·  A decision to reduce funding in the current year would have to be explained to the community and our partners. The Seedley and Langworthy programme is one of the high political priorities for the City and Members are particularly aware and supportive of the need to make a significant impact on the ground as soon as possible.

·  The profile of expenditure on the programme indicates a significant loading of internally funded expenditure of £1.215m towards the last two months of the financial year, of which £1.083m is planned in March. The programme can be managed as planned until January 2002 after which a moratorium on expenditure could be imposed if necessary and the remaining planned expenditure deferred until 2002/03, although this could have political and partnership implications.

· It should be noted that the programme assumes NWDA funding of £1.5m for acquisition and demolition works although to date no formal approval has yet been given in response to the bid submitted.

Details of the current SRB Living Environment programme are included at Appendix 1.

3.20. A copy of the current capital programme showing committed schemes and the sources of funding for each scheme is contained at Appendix 2.
4. CONCLUSIONS

4.1. The review of the capital programme has identified options for reducing the over-programming of £8.8m through a combination of :-
· Deferring capital expenditure which has little or no impact - £5.731m has been identified ;

· Seeking additional funding from Government agencies

· Deferring £3m of capital expenditure which would have an impact – options totalling £4.218m have been identified.

4.2. Members should be aware that there remain inherent risks and pressures in the funding of the 2001/02 capital programme, ie

· The need to secure £12m in usable capital receipts – to date only around £0.6m has been completed ;

· Reliance upon borrowed credit approvals - £4.253m has been borrowed from other local authorities to support the 2001/02 capital programme which will be a first call upon the 2002/03 borrowing approvals ;

· A significant claim from the contractor for the Trafford Road scheme.

4.3. Looking ahead to 2002/03, even with a significant contribution from Government funding towards the funding gap, the deferral of capital expenditure to 2002/03 will inevitably add to the funding pressures in 2002/03 which are already apparent (as outlined in paragraphs 2.9 and 2.10 above).

4.4. It is likely that some difficult choices for the 2002/03 capital programme will be necessary, which may require consideration of the deletion of certain investment plans rather than deferral when capital allocations have been announced in December and investment plans can be refined.

5. RECOMMENDATIONS

5.1. Members are requested to :-

· Re-affirm the strategy agreed by Council not to approve capital expenditure until such time as funding is identified ; 

· Consequently, agree to defer capital expenditure amounting to £5.731m which would have little or no impact as outlined in paragraph 3.4 of this report;

· Support the approaches to be made to the various Government agencies to make them aware of the issues and to seek additional funds; 

· Agree to defer capital expenditure of a further £3m which would have impact from the options identified at paragraphs 3.16 to 3.19 of this report ; and

· Consider further reports back on any success with the additional funding bids with a view to the re-instatement of the proposals making up the deferred £3m.

COUNCILLOR D ANTROBUS

Lead Member for Corporate Services
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