REPORT OF THE DIRECTOR OF CORPORATE SERVICES

TO THE BUDGET STRATEGY GROUP

MONDAY, 12TH JANUARY, 2004 

Subject :
2004/05 CAPITAL PROGRAMME

1. INTRODUCTION

1.1. Immediately before Christmas details of Government support for capital expenditure in 2004/05 began to emerge. Whilst full information is still not yet available, it allows the initial planning of a capital programme for 2004/05 to take place and to align it more closely with the revenue budget.

1.2. This report therefore sets out the details of the initial capital support announcements and the proposed next steps.

2. NEW PRUDENTIAL CAPITAL FINANCE SYSTEM 

2.1. In considering the capital programme, due regard will need to be given to the implications of the new prudential capital finance system which will become operative from 1st April under the Local Government Act 2003.

2.2. 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 in will undertake, subject to the capital financing costs being affordable in the revenue budget.

2.3. To reflect this freedom, the Government has abolished the system of credit approvals and replaced it with amounts of borrowing which it will support through RSG via the Capital Financing FSS. It is these details that are now beginning to emerge from the Government.

2.4. As far as funding capital expenditure from borrowing in future is concerned it will be important to establish certain principles that the City Council will follow under the prudential regime. These were presented to Cabinet at their away day on 10th October 2003 and are summarised below :-

· 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 which provides for 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.

2.5. Other prescribed circumstances may be identified in due course as capital planning and the prudential code become more mature.

2.6. Furthermore, because of the requirements of the new prudential system in terms of a new requirement to recommend prudential borrowing indicators to the Council, the determination of the capital programme needs to be aligned with the revenue budget and, ideally, the revenue budget, capital programme and prudential indicators should all be considered and approved at the same Council meeting. 

3. CAPITAL RESOURCES 2004/05

3.1. The amount of resource expected to be available in 2004/05 is as follows :-


Supported Borrowing
Government

Confirmed
Grants

Expected
Capital Receipts
Other
Total


£m
£m
£m
£m
£m
£m

Housing
5.481
16.100
15.294


36.875

Education
1.804
4.850
8.184


14.838

Transport
12.445
7.873


1.145
21.463

Social Services
0.153

0.151


0.304

Other Services
Est  0.200

3.912

0.400
4.512

Regeneration


9.784

8.920
18.704

Sub-Total
20.083
28.823
37.325

10.465
96.696





10.330

10.330

Total





107.026

3.2. It should be noted that there is still a high proportion of Government grants still to be confirmed. Subject to confirmation of these grants, the available resource represents a £23m increase on the 2003/04 capital programme. PFI expenditure is not included.

3.3. The critical figures within this table are the £20m of supported borrowing and the £10.3m of usable capital receipts. The extent to which they can support grant-funded proposals and their sufficiency to fund other non-grant-funded priorities, both national and local, is the key to determining a fully funded programme.

3.4. A schedule of the anticipated usable capital receipts is attached at Appendix 1.

4. CAPITAL INVESTMENT PLANS 2004/05

4.1. The current capital investment plans for 2004/05 have been based upon the Capital Investment Strategy 2004/05 to 2007/08 approved by Cabinet in June, as updated for variations in plans as a result of subsequent developments, and are summarised by expected source of finance below.


Supported Borrowing
Government

Grants
Capital Receipts
Other
Total


£m
£m
£m
£m
£m

Housing
6.800
40.855
4.899

52.554

Education
0.576
12.748
1.625

14.949

Transport
9.986
10.123

1.145
21.254

Social Services
0.147
0.151
0.218

0.516

Other Services
1.952
3.913
9.919
0.900
16.684

Regeneration

1.334
2.215
8.920
12.469

Total
19.461
69.124
18.876
10.965
118.426

4.2. A comparison of the estimated available resource with the investment plans indicates an excess of expenditure over resource of approximately £11m, with the investment plans assuming a greater amount of Government grant, by £2.5m, and usable capital receipts, by almost £9m.

4.3. An examination of the capital investment plans in further detail on a service by service basis gives the following overview :-

4.4. Housing


Supported Borrowing
Government

Grants
Capital Receipts
Other
Total


£m
£m
£m
£m
£m

Private Sector






Broughton - grants/works




3.600

Charlestown/Kersal - do -




2.646

Claremont/Weaste - do -




2.100

Seedley/Langworthy - do -




7.826

Eccles - do -




1.000

Swinton - combat disrepair




0.500

Citywide - grants




0.650

DFGs & assoc repairs




0.960

Home Imp't Agency




0.350

HMOs




0.300

Market Renewal Resources




3.561

RBI - grants




0.300

Site assembly/land reclamtn




2.000

Sub-Total
6.800
14.094
4.899

25.793








Public Sector






Stock enhancement

19.072


19.072

Support to NDC, SRB 2/3

4.892


4.892

Burglary reduction

0.500


0.500

Adaptations

1.000


1.000

Citywide

1.110


1.110

Retentions, fees

0.187


0.187

Sub-Total
0
26.761
0

26.761








Total Housing
6.800
40.855
4.899

52.554















Issues :-

· The capital investment plan for the public sector stock assumed a major repairs allowance (MRA) of £16.363m and an HRA revenue contribution (RCCO) of £9.198m. The actual MRA allocated by the Government is £16.1m, some £0.263m less than assumed. The amount of HRA RCCO for 2004/05 has yet to be determined, pending determination of the HRA revenue budget and repairs needs.











· The split of funding of individual schemes within the private sector housing programme between borrowing, grant and capital receipts still needs to be identified.
· All assumed grant funding for the private sector remains to be confirmed by the Government, ie :-

£10m from HMRF, 

£ 1.750m from SRB, 

£ 0.200m from NWDA, 

£ 0.414m from ERDF, 

£ 2.450m from NDC (including £1.250m for the public sector) and 

£ 0.480m for Disabled Facilities Grants

£15.294 Total 

In addition, there may be EP support to the HMRF programme.

· Private sector housing plans assumed £6.8m would be available from borrowing, whereas only £5.481m has been made available by Government. Should the private sector housing programme be reduced by £1.319m ?

· Can the available capital receipts provide support of £4.899m ?

· Is it appropriate for all the available borrowing to (continue to) be applied to the private sector as has been the practice in recent years ? The HRA subsidy determination assumes the HRA (public sector) share is £4.369m, whereas the current plans assume all is used for private sector purposes and none for public sector. A continuation of applying it in full to the private sector is likely to be required in view of certain areas of activity connected with HMRF, eg home improvements, not being eligible for HMRF grant.
· Is it appropriate for HRA capital receipts, principally from right-to-buys, to be applied to non-HRA purposes ? An assumed £7.5m of usable receipts from RTBs is estimated to be available in 2004/05.
Possible Programme


Supported Borrowing
Government

Confirmed
Grants

Expected
Capital Receipts
Other
Total


£m
£m
£m
£m
£m
£m

Original Plan







- Private Sector
6.800
0
14.044
4.899
0
25.743

- Public Sector
0
16.100
10.711
0
0
26.811

- Total
6.800
16.100
24.755
4.899
0
52.554

Less : reduction in MRA




-0.263


-0.263

Less : reduction in HRA RCCO pending determination of HRA revenue budget




-9.198


-9.198

Less : reduction in supported borrowing to ODPM notified amount


-1.319




-1.319

Revised Prog







- Private Sector
5.481
0
14.044
4.899
0
24.424

- Public Sector
0
16.100
1.250
0
0
17.350

- Total
5.481
16.100
15.294
4.899
0
41.774

4.5. Education



Supported Borrowing
Government

Grants
Capital Receipts
Other
Total



£m
£m
£m
£m
£m

New Deal Condition/Mod’n
pt






 - Primary Review

1.142



1.142

 - Asset Management Plan

0.412
1.944


2.356

Devolved Capital Formula


2.276


2.276

Seed Challenge - Primary Review


0.290


0.290

The Albion
*


0.430

0.430

Schools Access Initiative


***0.340


0.340

Surplus Places – StClem/Radclyffe


2.272


2.272

Surplus Places - Other


3.000


3.000

PFI 2 – 3 new high schools - fees
*

0.228
0.742

0.970

Other commitments
*


0.102

0.102

The Beacon Centre
*

1.096


1.096

Out of school childcare


0.019


0.019

Childrens Centres


1.517


1.517

Playgroup Conversion


0.052


0.052

Primary Review

0.250

0.844

1.094

Education Total

1.804
13.034
2.118

16.956

* = contractual commitment
*** = needs clarifying whether grant or supported borrowing

Issues :-

· Grants totalling £7.017m await confirmation, covering :-

£5.500m for Targeted Capital for the 2 surplus place schemes and PFI fees (announcement due end-January), 

£1.517m for Childrens Centre, 

· The program assumes the use of £1.274m of capital receipts, largely arising from commitments or decisions taken for the 2003/04 programme and the need to demonstrate to the DfES the reinvestment of capital receipts from the disposal of playing fields. This should be maintained.

· Building Schools for the Future funding for the major refurbishment or replacement of secondary schools is due by the end of February.

Possible Programme 

As per table above.

4.6. Highways



Supported Borrowing
Government

Grants
Capital Receipts
Other
Total



£m
£m
£m
£m
£m

Inner Relief Route
*
0.616
0.616

1.145
2.377

Cadishead Way Stage 2
*
5.007
9.507


14.514

Bridge Assessment & Strength

0.600



0.600

Local Safety Schemes

1.487



1.487

Other Minor Schemes

0.808



0.808

Principal Roads Structural Maint

1.268



1.268

Public Transport Schemes

0.050



0.050

Schemes to assist Cycling

0.150



0.150

Highways Total

9.986
10.123
0
1.145
21.254

Issues :-

· Actual supported borrowing exceeds the expected amount by £2.459m. This can be explained by £2.250m being a transfer from grant for Cadishead Way. The other £0.209m is additional resource for maintenance –this requires the highways funding to be increased.
Possible Programme

Supported Borrowing
Government

Confirmed
Grants

Expected
Capital Receipts
Other
Total


£m
£m
£m
£m
£m
£m

Original Plan
9.986
0
10.123
0
1.145
21.254

Adjustment between supported borrowing and grant


2.459

-2.459




Adjustment for confirmed grants



7.873
-7.873




Less :Adjustment for higher funding than expected




0.209


0.209

Revised Prog
12.445
7.873
0
0
1.145
21.463

4.7. Social Services



Supported Borrowing
Government

Grants
Capital Receipts
Other
Total



£m
£m
£m
£m
£m

Day Services Modernisation

0.147

0.118

0.265

Modernising ICT infrastructure


0.151
0.100

0.251

Social Services Total

0.147
0.151
0.218
0
0.516

Issues :-

· Confirmation of £0.151m grant awaited.
· Can the £0.218m of capital receipts funding be found ?

Possible Programme 


Supported Borrowing
Government

Confirmed
Grants

Expected
Capital Receipts
Other
Total


£m
£m
£m
£m
£m
£m

Original Plan
0.147
0
0.151
0.218
0
0.516

Adjustment between supported borrowing and capital receipts


0.006


-0.006



Revised Prog
0.153
0
0.151
0.212
0
0.516

4.8. Other Services



Supported Borrowing
Government

Grants
Capital Receipts
Other
Total



£m
£m
£m
£m
£m

Environmental Services







Buile Hill Park Restoration

0.050

0.050

0.100

Chestnut Ave Depot



0.050

0.050

Contaminated Land

0.900



0.900

Cemeteries–Headstones/Roadways

0.050

0.048

0.098

Parks infrastructure improvements

0.050

0.050

0.100

Recycling Bring Sites



0.030

0.030

Arts & Leisure







Libraries Computerisation
*
0.020



0.020

Cleavley
pt
0.051
0.154


0.205

DDA improvements

0.124
0.350


0.474

Efficiency improvements

0.027



0.027

Fit City Eccles

0.020



0.020

Fit City Worsley

0.500



0.500

Lark Hill Place refurbishment

0.060
0.120


0.180

Littleton Rd development


1.450


1.450

Ordsall Hall refurbishment

0.100
0.100


0.200

PE & Sports - NOF


1.739


1.739

Corporate Services







Office refurbishment/relocations



0.500

0.500

Call Centre expansion



0.200

0.200

E-government Programme



2.634

2.634

Enterprise Surveillance System



2.672
0.400
3.072

Partitioning Committee Rooms



0.060

0.060

Replacement Caseman System



0.075

0.075

Capitalisation of Revenue



3.000

3.000

Development Services







Building maintenance enhancem't



0.300

0.300

Detroit Bridge - painting/decking




0.500
0.500

Refurb Cranes, Salford Quays



0.250

0.250









Other Services Total

1.952
3.913
9.919
0.900
16.684

Issues :-

· Contaminated Land scheme (Env Services) dependant upon SCA - no decision notified - timescales ?

· Arts & Leisure grant funded schemes - no decisions yet - timescales ?

· Corporate Services schemes - Call Centre Expansion to Replacement Caseman System - total ££5.641m from capital receipts + £0.4m other funding - can be deleted because funding can be found in other ways, eg operating lease, invest to save if business case made.

· Development Services - building maintenance enhancement and Salford Quays cranes could be deleted and reconsidered in the light of the JVC proposals and alternative sources of funding.

Possible Programme


Supported Borrowing
Government

Confirmed
Grants

Expected
Capital Receipts
Other
Total


£m
£m
£m
£m
£m
£m

Original Plan
1.952
0
3.913
9.919
0.900
16.684

Less : recommended schemes for deletion

Contaminated land
-0.900




-0.900

Fit City
-0.520




-0.520

Lark Hill Place
-0.060

-0.120


-0.180

Ordsall Hall
-0.100

-0.100


-0.200

Call Centre



-0.200

-0.200

E-gov Prog



-2.634

-2.634

Ent Surv Syst



-2.672
-0.400
-3.072

Comm. Rooms



-0.060

-0.060

Caseman Syst



-0.075

-0.075

Building maint



-0.300

-0.300

Cranes, Quays



-0.250

-0.250

Adjustment between supported borrowing and capital receipts


-0.172


0.172



Revised Prog
0.200
0
3.693
3.900
0.500
8.293

4.9. Regeneration



Supported Borrowing
Government

Grants
Capital Receipts
Other
Total



£m
£m
£m
£m
£m

Chief Executive







New Deal for Communities


0.710

0.270
0.980

Irwell Corridor EDZ


0.225

0.200
0.425

Identifying Opportunities


0.030


0.030

Living Environment Team


0.124


0.124

Pendleton Roundabout


0.050

5.250
5.300









Development Services







Chapel St



0.500

0.500

Barton SES



0.075

0.075

Adelphi Media Quarter - Env/Infra




0.500
0.500

Hr Broughton Community Hub



1.000

1.000

Little Hulton post-SRB works



0.500
0.500
1.000

Liverpool Rd, Eccles


0.180
0.100

0.280

New Leaf


0.015


0.015

Mcr, Bury, Bolton Canal - restor'n



0.040

0.040

Salford Central Station




2.200
2.200









Regeneration Total


1.334
2.215
8.920
12.469

Issues :-

· Is the Higher Broughton Community Hub a realistic starter in 2004/05 ?

· Little Hulton post-SRB works - is this a priority ? what is the £0.5m other funding ? is it dependant upon Council providing match funding (via capital receipts) ?

Possible Programme


Supported Borrowing
Government

Confirmed
Grants

Expected
Capital Receipts
Other
Total


£m
£m
£m
£m
£m
£m

Original Plan
0
0
1.334
2.215
8.920
12.469

Less : recommended schemes for deletion

Hr Broughton comm hub
Will this start in 2004/05 ?

Defer to 2005/06

-1.000

-1.000

LH post-SRB



-0.500
-0.500
-1.000

Revised Prog
0
0
1.334
0.715
8.420
10.469

5. ADJUSTED CAPITAL PROGRAMME

5.1. In summary, an adjusted capital programme which takes account of the comments above could be as set out below :-


Supported Borrowing
Government

Confirmed
Grants

Expected
Capital Receipts
Other
Total


£m
£m
£m
£m
£m
£m

SUMMARY

Housing
5.481
16.100
15.294
4.899
0
41.774

Education
1.804
6.017
7.017
2.118
0
16.956

Highways
12.445
7.873
0
0
1.145
21.463

Social Servs
0.153
0
0.151
0.212
0
0.516

Other Servs
0.200
0
3.693
3.900
0.500
8.293

Regeneration
0
0
1.334
0.715
8.420
10.469

Total
20.083
29.990
27.489
11.844
10.065
99.471

5.2. The adjustments set out above would require support from usable capital receipts of £11.844m, some £1.5m in excess of the current forecast. 

5.3. This excess would be within acceptable limits for an over-programming level.

5.4. It would therefore appear feasible financially for a capital programme to be set which keeps within the supported borrowing limit announced by the Government and the available usable capital receipts, provided the over-programming was managed satisfactorily. 

6. REVENUE IMPLICATIONS

6.1. If the foregoing assumptions and adjustments are accepted a capital programme can be constructed which is fully funded and meets the principles for prudential borrowing as set out above, and also ensures that the expected supported borrowing announced by Government is consistent with the Council’s revenue budget plans, in that the latter assumed supported borrowing of £20m in 2004/05.

6.2. It also confirms that the revenue budget assumption of a £0.5m upward adjustment to RSG via the Capital Financing FSS should be achieved when the final RSG is announced later this month, as the provisional settlement was based on estimated supported borrowing of £12.2m at the time of its announcement in November.

6.3. There are not anticipated to be any capital investment proposals that will incur additional revenue expenditure in 2004/05 other than capital financing charges. However, there is one proposal, Littleton Rd Development, where there will be a net revenue cost of £20 - 30k from 2005/06 onwards.

7. NEXT STEPS

7.1. This has so far been purely a financially-based desktop assessment of how the capital programme for 2004/05 can be constructed, with minimal consultation with directors and lead members as to the implications for their service and whether investment priorities will be met by this assessment. The longer-term implications, eg impact upon future years, also needs to be assessed. However, it demonstrates that it is possible for a fully-funded programme to be put together that is likely to meet the Council's priorities. 

7.2. It will now be necessary to review the capital position for 2004/05 in further detail in consultation with directors and lead members in order to :-

· Review the anticipated usable capital receipts ;

· ensure that expenditure proposals for individual schemes are accurately aligned with the available resource ;

· examine the accuracy of expenditure forecasts, particularly with regard to the timing of expenditure ;

· ensure that the expenditure proposals match the Council’s priorities, particularly in the area of regeneration ;

· identify service implications and aspirations ;

· understand any implications of, or conditions attached to, Government grant funding ;

· examine the flexibilities which the prudential system offers and the risks associated with the use of those flexibilities, eg to what extent might we be confident to determine an over-programming level ;

· consider commitments which will be made into future years from a recommended programme.

7.3. To align the capital programme with the revenue budget setting process it will be necessary to recommend a capital programme at the February Council. It is proposed to bring a further report back to this group with a view to reporting a recommended programme to Cabinet Briefing on 3rd February.

ALAN WESTWOOD

Director of Corporate Services
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