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TO THE CABINET 

ON 
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Subject: Replacement of three special high schools by the PFI option 

RECOMMENDATIONS: 



Members are requested to: -

1 . Approve the PFI scheme with an affordability gap of £532,000

2. Approve the use of efficiencies arising from premises relocation to cover this affordability gap and include a statement to contractors that the funding being put into the scheme from the City council equates to £532,000 per annum at 2002/03 prices.

EXECUTIVE SUMMARY:

The report identifies the cashflow implications for the PFI scheme and reviews the main reasons for the increase in the city council's contribution (affordability gap) from £269,000 to £532,000. The report identifies how this affordability gap can be funded from within existing education resources.

BACKGROUND DOCUMENTS :


PFI working papers 

CONTACT OFFICER :


R McIntyre 

WARD(S) TO WHICH REPORT RELATES: 
All

KEY COUNCIL POLICIES: 



DETAILS: Continued overleaf
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REPORT DETAILS

1. PURPOSE OF THE REPORT

1.1 To inform members of the affordability in relation to the proposed PFI for the replacement of 3 special high schools.

.

2. BACKGROUND

2.1 The Outline Business Case (OBC) submitted to the DFES for this scheme indicated that there was a potential affordability gap between RSG credits and school budgets and the assumed unitary charge of £269,000. Cabinet approved this bid on the basis that revenue efficiencies within the education budget including the repatriation of some extra district pupils would cover this affordability gap.

3. AFFORDABILITY GAP

3.1 The PFI steering group in consultation with the schools has drafted the base documentation for despatch to contractors; this includes a minimum specification for the schools. These specifications have an estimated capital cost of £14.4 million and any increases in this capital cost will result in higher unitary charges.

3.2 Since the outline business case was approved interest rates have changed and this effects the affordability of the scheme in two ways                                                                                                                                                                                     

· The notional interest rate used by central government to calculate the level of RSG support to provide in respect of the PFI credits has reduced from 7.9% to 7.2%. This has the effect of reducing the level of RSG support the scheme will receive.

· The RSG support is profiled to be greater in earlier years of PFI than later, this means that the City Council will have a surplus of funding in the earlier years which could be invested to help support the deficit in later years. On the advice of the financial consultants for this scheme the assumed average rate of interest on these balances has been reduced from 5.8% (in the OBC) to 4.5%.

The net effect of these two changes has increased the affordability gap to an estimated £532,000 per annum. Once the contract is signed further movements in interest rates would not effect the level of RSG support but would impact on the interest receivable.

3.3 The Education budget has been reviewed to determine the value of efficiency savings, which can be achieved to cover the affordability gap. 

· Within the schools budgets savings arising from premises rationalisation of £553,000 per annum can be used to cover this affordability gap. These savings would be phased in over the first 3 years of the PFI scheme. This would result in a £300,000 funding shortfall, which would have to be recovered in future years. It should be noted that whilst this strategy would result in an overall funding shortfall the profiling of the RSG payments would provide sufficient funding in the first two years.

· The new school buildings shall be constructed to accommodate an additional 30 pupils at present the city council "exports" approx. 100 pupils with special needs to the independent/non maintained sector. Each of these pupils costs on average in excess of £12,000 more than being placed within a city council special school, therefore once the new schools are full there is a potential saving of £360,000 to the extra district budget. These savings may not be achievable however if the demand for places rises. 

4 Conclusions  
4.1 The PFI scheme as currently designed can be funded by a combination of the RSG, contributions from school budgets, efficiency savings within the education budget and interest from cash surpluses. 

.

