[image: image1.png]Gateshead

Council



[image: image2.png]Gateshead

Council




              REPORT TO CABINET



              21 October 2008

 

TITLE OF REPORT:
Capital Programme and Prudential Indicators 2008/09

– Second Quarter Review

   
REPORT OF:

Derek Coates, Strategic Director, Finance and ICT    
Purpose of the Report 

1. This report sets out the latest position on the 2008/09 capital budget and prudential indicators at the end of the second quarter to 30 September 2008.  Cabinet is asked to recommend to Council the approval of this latest position and to agree the variations identified.

Background 

2. In accordance with the Accounts and Audit Regulations 2003, which represent financial management good practice, Councillors receive regular reports on performance against the capital programme.  The frequency of the reports is determined following a risk assessment, and it is proposed to continue to report to Councillors on a quarterly basis.

3. The original budget for the capital programme for 2008/09, as agreed by Council on 6 March 2008, totalled £149.511m.  This was revised to £157.342m at the end of the first quarter.  The projected year end expenditure at the end of the second quarter is now £160.547m.  Variations during the second quarter are detailed in the attached appendices.
4. Since the original programme was set, market conditions have severely affected progress and costs of schemes. In addition, the slowdown in the housing market and the unavailability of mortgages are expected to have an impact on the level of capital receipts in 2008/09 and potentially future years.  The original programme assumed that sales of land, buildings and council houses would generate £18.2m in the current year.  In the current economic climate, asset sales are now expected to be reduced to a maximum £7.5m.  This will result in a shortfall in resources of at least £4m to meet the revised programme unless action is taken.
Proposal 

5.
The expected resources to fund the capital programme in 2008/09 at this stage of the year total £156.547m as follows:


  £m


Supported Borrowing

44.365

Prudential Borrowing
21.188


Capital Grants and Contributions
53.131


Major Repairs Allowance
18.436


Capital Receipts 
16.572


Gateshead Development Pool Capital Receipt
2.517


Gateshead Development Pool Reserve
0.255


Revenue Contributions
0.083



156.547
This is a gap of £4m compared to the projected spending of £160.547m.  

6. Measures need to be taken to avoid committing to a programme which would exceed the likely resources.  These fall into two areas:-

· Managing the phasing of schemes to be funded by capital receipts to reduce expenditure during the year by £4m and revisit at the third quarter review in January 2009.

· Explore other sources of funding, including further prudential borrowing, in accordance with the Medium Term Financial Strategy (MTFS) to meet the gap.

7.
In accordance with the approval from Council on 2nd July to manage the phasing of schemes, opportunities are being taken to move spending, funded by capital receipts, into 2009/10.  This measure, however, will not on its own safeguard the funding of the capital programme in the current year and further solutions will be required.

8.
A further solution is for the Council to take out some short term borrowing for 3 years to cover some of the potential shortfall in resources.  This can then be repaid from capital receipts at the end of that period if the economy is recovering.  The risk is that the market could still be impacting on receipts at the end of the borrowing period.  In this case the borrowing would need to be rolled over.  The cost of borrowing £5m is £200,000a year and can be met from the Gateshead Development Pool in line with the principles set out in the MTFS and the Council’s Treasury Management Strategy.

9. CIPFA’s Prudential Code advises the regular monitoring of performance against the prudential indicators which regulate borrowing and investment.  Targets and limits for the prudential indicators for 2008/09 were agreed at Council on 28 February 2008.  None of the agreed limits have been breached during the second quarter of 2008/09.

Recommendations
10.
Cabinet is asked to recommend to Council:   
(i) That variations to the 2008/09 capital programme as detailed in Appendix 2 be agreed as the revised programme.

(ii) That the phasing of schemes funded by capital receipts continues to be managed by the Strategic Director, Finance and ICT following consultation with the appropriate Group or Strategic Director in order to reduce expenditure by £4m in 2008/09.

(iii) That the short term borrowing to meet the projected funding gap is noted.

(iv)
The financing of the revised programme.

(v)
That the capital expenditure and capital financing requirement indicators have been revised in line with the revised budget and that none of the other approved Prudential Indicators set for 2008/09 have been breached.


For the following reasons:


(i)
To accommodate changes to the Council’s in year capital expenditure

plans.

(ii)
To ensure the optimum use of the Council’s capital resources in 2008/09.

(iii)
To ensure performance has remained within the approved prudential

limits.

CONTACT:  Craig Oakes  extension 3598
PLAN REF:   281     











APPENDIX 1


Policy Context 

1.
  The proposals contained within this report are consistent with the objectives contained within the Council’s corporate Capital Strategy and will contribute to achieving the objectives set out in Vision 2030 and the Corporate Plan.

Background

2.
The original budget for the capital programme as agreed by Council on 6 March 2008, totalled £149.511m.  This was revised to £157.342m at the first quarter review.

3.

The projected year end expenditure is now £160.547m.

4.
The £3.205m variance is due to a combination of the receipt of additional resources, slippage occurring within the current programme and other variances.  All variations, which have occurred in the programme during the second quarter, are detailed in Appendix 2.

5.
Appendix 3 summarises the original budget, projected year end payments and payments to the end of the second quarter by Corporate Priority.  The original budget, projected year end payments and comments on the progress of each scheme are detailed in Appendix 4.

6.
The Prudential Code sets out a range of Prudential Indicators that were agreed by the Council on 28 February 2008.  The Prudential Indicators will continue to be reported to Cabinet on a quarterly basis, with the Indicators relating to 2008/09 set out in Appendix 5. 

Resources

7.
Resources are being affected by the current economic climate with the latest estimate of likely asset sales contributing to a shortfall of £4m. The expected resources to fund the capital programme in 2008/09 at this stage of the year total £156.547 as follows:


 £m


Supported Borrowing

44.365

Prudential Borrowing
21.188


Capital Grants and Contributions
53.131


Major Repairs Allowance
18.436


Capital Receipts 
16.572


Gateshead Development Pool Capital Receipt
2.517


Gateshead Development Pool Reserve
0.255


Revenue Contributions
0.083



156.547
This is a gap of £4m compared to projected spending of £160.547.  Cabinet are being asked to recommend to Council proposals for managing the programme within the revised level of resources.

Consultation

8.
The Cabinet Member for Corporate Vitality and Sustainable Communities has been consulted.

Alternative Options

9.
The proposed financing arrangements are the best available in order to ensure the optimum use of the Council’s capital resources in 2008/09.  
Implications of Recommended Option

10.
Financial Implications -  The Strategic Director, Finance and ICT confirms that the financial implications are as set out in the report.
11.
Risk Management Implication -  Risks are assessed as part of the process of monitoring the programme and treasury management.  This assessment concludes that Cabinet should continue to receive quarterly reports for recommendation of any issues to Council, together with any necessary action to ensure expenditure is managed within available resources.
12.
Human Resources Implications   -  None.
13.
Equality and Diversity Implications -  None.
14.
Crime and Disorder Implications -  None.
15.
Sustainability Implications -  None
16.
Human Rights Implications -  None.
17.
Area and Ward Implications – Capital schemes will provide improvements in wards across the borough.
18.
Background Information 
i. Report for Cabinet, 4 March 2008 - Capital Programme 2008/09 to 2010/11.

ii. Report for Cabinet, 15 July 2008 - Capital Programme and Prudential indicators 2007/08 - First Quarter review.
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