PART 3

CAPITAL INVESTMENT STRATEGY

2010/11 TO 2013/14
and

CAPITAL PROGRAMME 2010/11
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 the core of the medium-term financial strategy. 
1.9. However, to sustain the capital investment demands which the Council currently has, and bearing in mind the impact which the current economic climate is having upon the ability to generate capital receipts that represent fair value, consideration has needed to be given to an additional principle of using unsupported borrowing on a temporary basis until value returns to the market for asset disposal.

1.10. Unsupported borrowing will now be the primary source of the Council generating its own resources towards funding capital investment, with capital receipts being used to repay debt as and when asset disposals can be realised and give fair value. 

1.11. Limits and conditions will be set for the use of unsupported borrowing as follows :-


· That capital receipts are applied in the first instance to repay debt when they are received ;

· That an absolute ceiling is placed upon the total value of unsupported borrowing in use at any time where it has been used to temporarily replace capital receipts, and that ceiling should be £100m (Note : unsupported borrowing used on an invest to save basis would be treated as long-term borrowing funded from revenue savings and therefore be excluded from this ceiling) ; 

· That the use of unsupported borrowing is affordable in revenue terms ;

· That short-term borrowing is used as the basis of the unsupported borrowing so that when capital receipts do come in the associated debt can be repaid on their natural maturity dates without incurring any premium chargeable to revenue.

1.12. It will be necessary to use unsupported borrowing to provide the necessary resource in 2010/11 to deliver a fully funded capital programme that delivers the desired priority outcomes.
1.13. 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 2009/10
2.1. A capital programme of £122.4m for 2009/10 was originally approved by Council last February, funded by Government grant of £71.6m, supported borrowing of £5.1m, unsupported borrowing of £43.5m and other contributions of £2.2m.
2.2. There have been variations to the programme as new schemes with Government grant funding have been approved. All programme adjustments have been agreed with the Lead Member for Customer and Support Services and reported to Budget Scrutiny Committee.
2.3. Based on the latest capital monitoring report to Budget Scrutiny Committee (February 2010) outturn capital expenditure is expected to be £133.9m. funded by Government grant of £87m, supported borrowing of £3.6m, unsupported borrowing of £41m and other contributions of £2.3m.
2.4. The capital financing costs of the unsupported borrowing have been factored into the revenue budget.
3. CAPITAL INVESTMENT STRATEGY 2010/11 TO 2013/14
Regeneration 
3.1. Regeneration is at the heart of the Council’s priorities for capital investment and housing development forms an integral part of 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, in partnership with the Central Salford Urban Regeneration Company. together with other key parts of the City such as Mediacity and Salford West.

3.2. Several major developers, house builders and financial institutions are investing within the City and working in partnership with the Council. 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.
3.3. The Central Salford Urban Regeneration Company (URC) was founded in 2005 in partnership with the NWDA and EP to regenerate Central Salford. The URC co-ordinates and adds value to strategic interventions and promotes Central Salford to the private sector. 
3.4. 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 (HMR) Pathfinder and from PFI, but seeks to add value by the use of its own resources.  

3.5. In addition to supporting the HMR Pathfinder for investment in private sector housing 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. Salix Homes was established in July 2007 to manage 10,000 homes in Central Salford and City West Housing Trust was established in 2008 to manage 14,000 homes in Salford West. Government approval has been given to a PFI scheme for 2,000 properties in Pendleton, for which private sector bids are being assessed. 


3.6. Investment of £880m to achieve and maintaining decent homes standards over the next 25 years will be made by City West, a further £440m will be invested in decent homes standards for the properties managed by Salix Homes provided they are successful in achieving a 2-star inspection assessment in 2010 and similarly a further £121m in the Pendleton PFI scheme.

3.7. During the current year the Government has provided funding to stimulate local authority new house building to be partially self-financed from rent and Salford has received grant of £8.2m to build 101 new council houses.

3.8. The Unitary Development Plan and Greater Manchester Local Transport Plan (LTP) 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. The Council is also supporting investment in the Greater Manchester Transport Fund through top slicing its LRP allocation and revenue support through the passenger transport levy.
Schools
3.9. 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.  
3.10. The Council’s capital programme for schools is largely driven by major Government funding initiatives through the Building Schools for the Future (BSF) programme for improvement in secondary school conditions and supported borrowing and grant to improve primary school conditions.

3.11. The Council has been successful in gaining Government approval with its BSF submission and completed financial close for phase 1 in December 2009, although the timing of phase 2 will depend on the outcome of an independent commission review following the Schools Adjudicator’s decision not to agree to the proposal to close St George’s RC High School. 

3.12. A primary school capital programme aims to remove surplus places and reduce the backlog of poor condition in response to the provision of major Government funding. 
3.13. Other Government grant funding has been available for improving school kitchens, children’s centres and youth provision.

Health and Social Care

3.14. 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.
Culture and Leisure
3.15. 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 achieve this by upgrading, extending and replacing 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, Barton.  

Environment 

3.16. 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, meeting health and safety requirements in cemeteries and providing investment in the sustainability of key heritage, community assets and services.
Property

3.17. 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. Where assets are no longer fit for purpose they are disposed of for the most economically advantageous terms. The office accommodation strategy also embraces the property requirements of the Think Efficiency programme, as the reduction in the numbers of staff together with opportunities from agile working will lead to a re-shaping of the office portfolio over the next few years.

Underlying Financial Strategy

3.18. 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 ;

· Utilise unsupported borrowing on a temporary basis as the primary source of the Council’s own funding during the current economic conditions provided it is affordable in revenue terms ;

· Utilise capital receipts to repay debt until such time as asset values return and temporary unsupported borrowing is fully repaid.

4. AVAILABLE CAPITAL RESOURCES 2010/11
4.1. The amount of resource expected to be available in 2010/11 is as follows :-

  £m

  £m
External Resource

Borrowing supported by Government via Formula Grant
  7.671
Government Grants






83.717
Other External Contributions




  3.091









----------
94.479
Internal Resource

Unsupported Borrowing funded from the General Fund revenue budget

 - invest to save/self-financing



   4.172
 - new commitment to be used temporarily to replace





the unavailability of capital receipts

 34.365









-----------









 38.537

Unsupported Borrowing funded from the Housing Revenue Account


  
 - invest to save/self-financing



   2.888
 - new commitment to be used temporarily to replace





the unavailability of capital receipts 

   8.062









----------









 10.950 

49.487











-----------


Total Resources Available





         143.966











          =======

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. £38.537m of unsupported borrowing is to be funded from the General Fund revenue budget and £10.950m from the Housing Revenue Account. Appropriate revenue provision has been made in each of these budgets for the capital financing costs.

4.4. It should be noted that, in order to keep within the £30m ceiling for the general use of unsupported borrowing funded from the General Fund revenue budget, it will be necessary to apply £4.365m of usable capital receipts from asset disposals in 2010/11 in debt redemption.
4.5. Urban Vision anticipate that there will be at least £6m of usable capital receipts available in 2010/11. Any disposal of assets will be agreed on an individual basis with the Lead Member for Property.
4.6. 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 2010/11
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 £143.966m could be determined as summarised in the table below :-
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Regeneration

 - Housing Private Sector

5.014

22.671
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 - Housing Public Sector

2.888
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23.475

 - Highways

2.691

2.850

0.650
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8.357
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30.704
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Children
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33.564
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1.014

1.000

0.145

2.159

Comm Health & Social 
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3.257
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13.121

Property

2.896

2.896

Customer & Support Servs

2.005

2.005

Total

7.671

7.060

42.427

83.717

3.091

143.966


5.2. A capital programme of £143.966m would represent over a £21m (or 17.5%) increase on the initial approved investment for 2009/10 and enable the following capital priorities to be delivered :-

Housing

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

· To build 101 new Council homes ;

· To progress the Pendleton PFI scheme.

Highways

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

· To renew the Quays loop road ;
· To launch a further phase of the footpath and highway improvement programme ;

· To support the Greater Manchester Transport Fund.  

Other Regeneration
· To support the URC to secure investment in the regeneration of Central Salford ;
· To invest in the west of the City through the Salford West action plan.
Children
· To progress phase 1 of  the Building Schools for the Future programme ; 

· To remove surplus primary places through the replacement of maintained schools for Weaste/Seedley/Langworthy and Lower Broughton, and a replacement Roman Catholic school in Langworthy ;
· To invest in improving the condition of primary schools ;
· To enhance ICT provision in schools ;
· To provide further nursery provision ;
· To improve play provision ;
· To improve children’s homes and foster carers’ properties.
Environment

· To continue to improve parks, allotments and cemeteries ;

· To improve community recreational facilities at Brookhouse and Newtown Park ;
· To continue to improve waste recycling.
Health and Social Care

· To modernise residential care facilities for older people and day care facilities for adults and older people ;
· To begin construction of the Higher Broughton Community Hub ;
· To invest in ICT.
Culture and Sport
· To improve leisure facilities at Irlam and Broughton Pools ;
· To improve cultural facilities with the remodelling and refurbishment of Ordsall Hall and Eccles Library.
Property

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

· To reduce carbon emissions from Council buildings.

5.3. All new capital proposals have been tested for their strategic fit through a newly-formed capital gateway process this year and been subject to scrutiny by Budget and Efficiency Group. 
5.4. A schedule of the schemes contained in the proposed capital programme is included at Appendix 11.
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 :-
· Meeting decent homes standards through major investment by Salix Homes in Council housing with anticipated ALMO capital funding beginning in 2011/12, subject to a successful outcome from a service inspection in February ;
· A proposed street lighting PFI, for which £50m of PFI credits have been applied for from the Department for Transport ;

· Development agreements with private sector developers in Ordsall, Lower Broughton, Higher Broughton, Kersal/Charlestown, Greengate and Chapel St ;
· A potential joint venture with Peel Holdings to build a new community stadium at Barton.
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 2010/11 to reflect any significant variations that may arise, any new priorities that may emerge and certainly following the 2009/10 capital outturn. 

6. UNDERLYING ASSUMPTIONS

6.1. Use of Borrowing 








          
· The use of supported borrowing will be maximised at £7.671m and a further £49.487m 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 of £4.365m from asset disposals will be applied in the first instance to the repayment of unsupported borrowing that exceeds the £30m threshold set for funding unsupported borrowing from the General Fund revenue budget.
· Any additional capital receipts will be used to repay historic unsupported borrowing.
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. The delay in receipts will be managed through unsupported borrowing. 
· Unsupported borrowing will be over-committed and become unaffordable to the revenue budget. Parameters have been established within which the temporary use of unsupported borrowing as replacement for capital receipts will be managed so as to be affordable to the revenue budgets of both the General Fund and HRA.

· 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. The new capital gateway process will undertake post-completion reviews of significant capital schemes to identify the causes of any cost overruns and lessons learned to be applied for future capital project management.
PART 4

PRUDENTIAL INDICATORS 

2010/11 TO 2012/13
1. BACKGROUND 

1.1. The Local Government Act 2003 changed the system of capital finance with effect from 1st April, 2004 and one of the requirements of the Act (Section 3) is for each local authority to determine its own affordable borrowing limits and to have regard to specified codes of practice when determining these limits.

1.2. Regulations issued pursuant to the Act endorsed a code of practice produced by CIPFA (the Prudential Code for Capital Finance) which local authorities should follow in determining its borrowing limits. The code advises local authorities to determine its limits for 3 years ahead.

1.3. This report therefore sets out the limits for 2009/10 to comply with the requirements of the Code and to establish the affordability of the Council’s capital investment and treasury management plans. 

2. PRUDENTIAL LIMITS 2010/11 TO 2012/13
Prudential Limits for Capital Expenditure and Borrowing
Capital Expenditure

2.1. The actual capital expenditure that was incurred in 2007/08 and the estimates of capital expenditure to be incurred for the current and next three years that are recommended for approval are :-
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Sustainable Regeneration

 - Housing Private Sector

30.436

25.381

27.685

25.000

25.000

 - Housing Public Sector

12.930

13.811

23.475

20.000

20.000

 - Highways

4.384

8.118

8.357

6.200

6.250
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27.000

37.535

30.704

41.737

37.188

Children

17.404

24.172

33.564

36.830

6.778

Environment

2.704

2.330

2.159

2.489

1.215

Comm Health & Social Care

2.800

11.215

13.121

6.924

8.746

Crime & Disorder

0.037

1.800

Property

1.760

2.870

2.896

1.150

1.200

Customer & Support Servs

8.033

6.743

2.005

2.005

2.005

Total

107.488

133.975

143.966

142.335

108.382


2.2. The estimates of capital expenditure in 2011/12 and 2012/13 are provisional and are taken from the capital investment proposals contained in Part 3 of this report. They should only be considered as indicative at this stage as assumptions made may change in the light of future developments.

Ratio of Capital Financing Costs to Net Revenue Stream

2.3. Ratios are required to be reported which identify the capital financing costs on the proposed capital expenditure shown in the previous table as a proportion of the net revenue stream for the same periods.

2.4. The net revenue stream is defined as :-

· For General Fund - the total of income from NNDR, RSG and Council Tax

· For the HRA - total rent income (exclusive of service charges) and income from Government grants.

	Ratio of Capital Financing Costs to Net Revenue Stream

	
	Actual
	Prov Outturn
	Estimate
	Provisional

	
	2008/09
	2009/10
	2010/11
	2011/12
	2012/13

	
	%
	%
	%
	%
	%

	General Fund
	10.26
	10.59
	11.00
	12.34
	13.90

	HRA
	16.78
	19.03
	21.95
	19.92
	19.34


2.5. It should be noted that the estimates of capital financing costs in 2011/12 and 2012/13 are provisional, based on the cost of borrowing £47m each year (General Fund £35m, HRA £12m) to fund the capital investment strategy, and should only be considered as indicative at this stage.

Incremental Impact of Capital Investment Decisions

2.6. An estimate of the incremental impact is required to be made in Band D Council Tax and average weekly housing rent terms of the capital financing and other revenue costs of the proposed capital programme.

2.7. As approval is being sought from the Council to the 2010/11 capital programme only, and the future contractual commitments that flow from that programme, the incremental impact does not include any future new capital proposals and therefore does not reflect the full cost of the potential capital investment in 2011/12 and 2012/13.

	Incremental Impact of Capital Investment Decisions

	
	2010/11
	2011/12
	2012/13

	
	£
	£
	£

	Band D Council Tax
	11.74
	56.68
	94.88

	Average weekly housing rent (48 week equiv)
	0.34
	0.95
	1.84


Capital Financing Requirement

2.8. The capital financing requirement measures the Council's underlying need to borrow for a capital purpose and is measured net on investments held.

2.9. Advice from CIPFA in their prudential code is that net external borrowing should not, except in the short term, exceed the total of the capital financing requirement in the preceding year plus the estimates of any additional capital financing requirement for the current and next two financial years. The figures in the following table make no allowance for new borrowing beyond that required in each year.

	Capital Financing Requirement

	2009/10
Approx
	
	2010/11 Estimate
	2011/12 Prov’n’l
	2012/13 Prov’n’l

	£m
	
	£m
	£m
	£m

	325.936
	General Fund
	359.431
	380.210
	400.052

	84.048
	HRA
	94.638
	106.778
	118.918

	409.984
	Total
	454.069
	486.988
	519.170


2.10. The capital financing requirement represents a key operational benchmark and an early warning system of any potential breach of formal borrowing limits. As such, it is subject to continual detailed monitoring by the City Treasurer and his treasury management staff, and reported monthly to Budget Scrutiny Committee.

2.11. The maximum net debt (borrowing less investments) held during 2009/10 has been £405.767m.
Authorised Limit for External Debt

2.12. This limit represents the total level of external debt the Council is likely to need in each year to meet all possible eventualities that may arise in its treasury management activities.

2.13. These limits are required to show separately the Council's borrowing from its other long term liabilities, such as finance leases.

	Authorised Limit for External Debt

	
	2010/11
	2011/12
	2012/13

	
	£m
	£m
	£m

	Borrowing
	710
	777
	849

	Other Long Term Liabilities
	15
	20
	25

	Total
	725
	797
	874


Operational Boundary for External Debt

2.14. The operational boundary limits for external debt reflect the estimate of the most likely, prudent, but not worst case, scenario without the additional headroom included within the authorised limit.

	Operational Boundary for External Debt

	
	2010/11
	2011/12
	2012/13

	
	£m
	£m
	£m

	Borrowing
	590
	645
	705

	Other Long Term Liabilities
	15
	20
	25

	Total
	605
	665
	730


2.15. It should be noted that the maximum actual level of debt held during the current financial year has been £514.367m and it currently stands at £466.747m.
2.16. Members should note that authority is delegated to the City Treasurer as section 151 officer to effect movement between the separately agreed limits for borrowing and other long term liabilities, in urgent circumstances to exceed these limits without Council approval, and to report any such changes to the Council at its next meeting following the change.  (NB. Such a course of action, if deemed necessary, is permitted within CIPFA's code). 
2.17. It has not been necessary to invoke this delegation since the inception of prudential borrowing on 1st April 2004. Accordingly, there have been no breaches of these limits in 2009/10.

Prudential Indicators for Treasury Management

2.18. The following limits will be included in the annual Treasury Management Strategy for 2010/11 to be reported to the Council meeting in March.

	Prudential Indicators for Treasury Management
	Current Indicators

	
	2010/11
	2011/12
	2012/13
	

	Limits on Interest Rate Exposure
	
	
	
	

	Upper Limit on Fixed Interest Rate Exposure
	100%
	100%
	100%
	93%

	Upper Limit on Variable Interest Rate Exposure
	50%
	50%
	50%
	7%

	
	
	
	
	

	
	
	All Years
	

	
	
	Upper Limit
	Lower Limit
	

	Maturity structure for fixed rate borrowing
	
	
	
	

	Under 12 months
	
	50%
	0%
	24.7%

	12 and within 24 months
	
	50%
	0%
	19.5%

	24 months and within 5 years
	
	50%
	0%
	0.3%

	5 years and within 10 years
	
	50%
	0%
	3.6%

	10 years and above
	
	100%
	40%
	51.9%

	
	
	
	
	

	Variable rate debt maturing in any one year
	
	50%
	0%
	42.5%

	
	
	
	
	

	Upper Limit for Investments beyond 364 days
	£40m
	£40m
	£40m
	£15m


PART 5 

FUTURE PROSPECTS
1. REVENUE BUDGET PROSPECTS
Introduction

1.1. It has been normal practice over recent years to include a projection of spending requirements and available resource to indicate potential funding gaps for future years that will need to be bridged by efficiencies and other measures.
1.2. In view of the difficult times ahead and the uncertainties that they will create, a review of future budget prospects will need to be undertaken following the election of the next Government and therefore it is not proposed to produce a forward projection for this year’s budget report but to provide a commentary on the matters that will need to be considered in future budget planning.

Future Prospects for Public Sector Expenditure

1.3. The global financial crisis and resulting economic downturn have made reductions in UK public spending inevitable. Leaders of all of the major political parties have acknowledged that cuts are unavoidable and as a consequence it is clear that the forthcoming General Election will be fought in large part on the question of how reductions should be achieved and where they should fall.

1.4. According to the latest Government figures, Total Managed Expenditure (TME) is likely to rise to 48% of GDP in the current year, 2009/10, a level last seen in the 1970s. At the same time receipts from tax proceeds are expected to fall to levels last seen in the recession of the early 1990s.

1.5. The impact on public borrowing is forecast to be very significant. Annual borrowing which in previous recessions has tended to peak at 7 or 8% of GDP is expected to grow to 12.6% (£178bn) in 2009. As a consequence public sector net debt is predicted by the Treasury to rise to 77.7% (£1,379bn) of national income in 2013-14. The Government’s current forecasts infer a strategy to return annual borrowing to more conventional levels by 2017-18. On the extrapolation produced by the Institute for Fiscal Studies this would in turn bring aggregate net debt back down to pre-crisis levels by the early 2030s. 
1.6. To achieve this rebalancing of the public finances a judicious mixture of tax increases and spending reductions will be required.
1.7. Different politicians will take different views about the timing and intensity of cuts. After the General Election, Government may take the view that the greater part of the pain of rebalancing the public finances should be taken sooner rather than later. Instead of planning a relatively constant level of cuts over seven or eight years Government may consciously plan for deeper cuts within a single Parliament. 

1.8. All this may be at a time when spending pressures may be present, eg interest rates may rise adding significantly to the cost of funding Government debt, benefit costs may be high through high unemployment, and inflation may be on the rise.

1.9. SOLACE (the Society of Local Authority Chief Executives) and CIPFA have identified two potential scenarios that they recommend local authorities should be starting to examine and plan for :-
· a 7.5% (real terms) cut in current public spending over the next three year spending round, 2011-14 (with the likelihood of cuts of a similar scale in the following spending round, 2014-17, as well) ;
· a 15% (real terms) cut in current public spending over the next three year spending round, 2011-14 (with the possibility of further, probably less severe, cuts in the following spending round, 2014-17).
3-Year Formula Grant Settlement
1.10. The first 3-year RSG settlement made in 2008/09 covered the period to 2010/11. This has brought more stability and predictability into local government funding, has facilitated better longer-term planning and is therefore welcome in principle. 
1.11. This 3-year grant settlement has been increasingly tight as it has progressed, with the final year, 2010/11, being only a 1.8% grant increase for Salford, and has meant that there have been some difficult challenges.

1.12. The next 3-year settlement will follow the next Comprehensive Spending Review under a new Government and prospects are for an even tighter settlement.
1.13. In view of this expectation of a tighter grant regime the assumed increase in Formula Grant for 2011/12 is for it to be no better than a cash standstill under a best case scenario and a 5% reduction under a worst case scenario, after allowing for inflation.
1.14. It has also been speculated that any grant cutbacks may fall more heavily on specific rather than general grants, with Area Based Grant being a particular target.

Council Tax Revenue
1.16. The current economic climate has required a downgrading of the estimate of new dwellings that will come into Council Tax and it is unlikely that this will materially improve in the immediate future, although prospects further ahead are brighter in view of some major outline planning approvals given recently.

1.17. Future revenue planning will therefore need to scrutinise closely the following factors :-

· Future projections for new dwellings that will come into Council Tax ;

· The taxbase composition, and the legitimacy of discounts and allowances ;

· The level of Council Tax collection performance ;

· The level of annual increase in the Council Tax levy for the next 3 years.

Future Spending Plans
1.18. The medium-term financial forecast will need to be updated to take account of changes in circumstances with regard needing to be given in particular to :-

· Inflation and other economic factors – changes to pay and price inflation forecasts and other external factors, eg interest rates ;
· Growth – the desire to invest in the improvement of priority services ;
· New efficiencies – building upon the foundations laid by the Think Efficiency programme, and looking to new efficiencies and service re-design that will deliver savings whilst improving performance and service delivery ;
· Capital funding – the ability to continue to fund unsupported borrowing at current levels (see paragraph 2 below).
1.19. it may be necessary to consider some radical changes to continue to deliver services that residents expect within less resource over the coming years. 

1.20. Through the work of the Budget and Efficiency Cabinet Working Group, these matters will be addressed in rolling forward the medium-term financial strategy.

2. CAPITAL INVESTMENT STRATEGY 2011/12 TO 2013/14
2.1. The impact of the recession upon land values and consequently the resource available from capital receipts to supplement external resource for capital investment has meant that there has been a reliance upon the use of unsupported borrowing as substitute funding for capital receipts. 
2.2. Over the 3 years to 2010/11 some £100m of unsupported borrowing will have been used to support the capital programme that needs to be funded from the revenue budget, and has therefore reached the cap set three years ago.  The forecast for interest rates to begin to rise later this year and into 2011 and 2012 will make the cost of this borrowing more expensive and the ability to continue this strategy doubtful, at least on the same scale.
2.3. It will therefore be necessary through Budget and Efficiency Group to review the capital funding strategy for future years and in particular :-

· review the use of unsupported borrowing to ensure that any continued use as a temporary replacement for capital receipts falls within the parameters established for its use and that it is affordable in revenue terms ;

· review the assets owned by the Council to determine those assets that can be released for disposal in order to maximise the availability of usable capital receipts, bearing in mind current economic conditions ;
· review and update directorate and portfolio capital investment strategies in line with strategic priorities to develop a corporate capital investment strategy through to 2013/14 ;

· Identifies a basis for determining corporate priorities that can be funded, and the means of funding them, bearing in mind the impact of the current economic climate upon the ability to generate usable capital receipts that represent good value.
PART 6 

SUMMARY OF RECOMMENDATIONS

RECOMMENDATIONS

Members are requested to :-

1. Approve a revenue budget of £220.618m for 2010/11 ;

2. Subject to confirmation of the Police and Fire precepts, approve the Council Tax levy in accordance with the formal resolutions contained in Appendix 7 ;
3. Approve the HRA budget for 2010/11 as set out in Part 2  ;

4. Request each Lead Member and Strategic Director to monitor rigorously the implementation of the accepted savings and expenditure against budget on a regular basis, to identify and report to Budget Scrutiny Committee any alternative savings which may be necessary to compensate for any savings not achievable in full and to ensure that overall net expenditure is contained within budget, and for the Lead Member and Strategic Director of Customer and Support Services to report monthly to Budget Scrutiny Committee on progress with the budget on a corporate basis ;

5. Approve a capital programme of £143.966m as set out in Part 3 and detailed in Appendix 11, and require all capital proposals to be referred to the Lead Member for Customer and Support Services for approval prior to contractual commitments being made.
6. Approve the prudential indicators for 2010/11 to 2012/13 as set out in Part 4.
        


JOHN SPINK
    

 COUNCILLOR BILL HINDS

   


City Treasurer


      Lead Member for 

Customer and Support Services 
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Part 1 - REVENUE BUDGET 2010/11






(Pink)

1 Directorate Profiles – 2009/10 Achievements ; 2010/11 Plans

2. 2009/10 Financial Performance

3. Public Consultation Responses

4. Risk Assessment to Establish Level of General Reserves for 2010/11


5. Efficiency Savings 2010/11 – 2012/13 

6. Summary of Directorate Outturn Revenue Budgets 2010/11


7. Formal Resolutions – 2010/11 Council Tax

Part 2 - THE HRA REVENUE BUDGET 2010/11




(Green)


8. HRA Profile – 2009/10 Achievements ; 2010/11 Plans

9. Risk Assessment of HRA Reserves for 2010/11
10. Summary of HRA Approximate Outturn 2009/10 and Budget 2010/11

Part 3 - CAPITAL PROGRAMME 2010/11





(Yellow)

11. Capital Programme 2010/11 - Proposed Programme
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_1327149352.xls
Sheet1

				Source of funding

				Supported		Unsupp		Govern't		Other		Revenue		Total

				Borrowing		Borrowing		Grants		Cont'ns

				£m		£m		£m		£m		£m		£m

		Regeneration

		- Housing Private Sector						5.014		22.671				27.685

		- Housing Public Sector				2.888		8.062		12.525				23.475

		- Highways		2.691		2.850		0.650		2.166				8.357

		- Other Regeneration				0.308		6.104		23.617		0.675		30.704

				2.691		6.046		19.830		60.979		0.675		90.221

		Children		4.980				9.248		19.336				33.564

		Environment				1.014		1.000		0.145				2.159

		Comm Health & Social Care						7.448		3.257		2.416		13.121

		Property						2.896						2.896

		Customer & Support Servs						2.005						2.005

		Total		7.671		7.060		42.427		83.717		3.091		143.966






_1326792946.xls
Sheet1

				Actual		Prov Outturn		Estimate		Provisional

				2008/09		2009/10		2010/11		2011/12		2012/13

				£m		£m		£m		£m		£m

		Sustainable Regeneration

		- Housing Private Sector		30.436		25.381		27.685		25.000		25.000

		- Housing Public Sector		12.930		13.811		23.475		20.000		20.000

		- Highways		4.384		8.118		8.357		6.200		6.250

		- Other Regeneration		27.000		37.535		30.704		41.737		37.188

		Children		17.404		24.172		33.564		36.830		6.778

		Environment		2.704		2.330		2.159		2.489		1.215

		Comm Health & Social Care		2.800		11.215		13.121		6.924		8.746

		Crime & Disorder		0.037		1.800

		Property		1.760		2.870		2.896		1.150		1.200

		Customer & Support Servs		8.033		6.743		2.005		2.005		2.005

		Total		107.488		133.975		143.966		142.335		108.382

		Total






