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REPORT TO CABINET


 23 February 2009

TITLE OF REPORT:
Capital Programme 2009/10 to 2011/12   
REPORT OF:

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

1.   Cabinet has earlier agreed the approach and timetable for setting the capital programme for 2009/10 to 2011/12 to meet the priorities of the capital strategy.  Cabinet is now asked to recommend that Council approve the proposed programme for the next three years.

Background 

2. In line with good practice, the Council has previously agreed 3 year rolling capital programmes. It is proposed that this approach be continued, as this allows greater forward planning in developing and reviewing the Council’s capital programme.  

3. Local authorities are free to invest so long as their capital spending plans are affordable, prudent, and sustainable.  There is therefore a clear link with the revenue budget and prudential indicators, which are being considered elsewhere on the agenda.
4. The programme has been prepared against the background of a very difficult economic outlook. In particular the opportunity to reinvest capital receipts from asset sales has been severely challenged by the fall in the housing market.

5. The Strategic Director, Finance and ICT confirms that the capital programme for 2009/10 can be accommodated within the capital and revenue resources estimated to be available. The resulting commitments for 2010/11 and 2011/12 are within the likely level of available resources this is by no means certain and will need to be kept under review but, given   the current uncertainty of the level of resources available over the next two years. 
Proposal 

6.
The 2009/10 programme recommended to Council for approval totals £163m.  Over the three years to 2011/12, the level of investment will be £381m.  Despite the current difficult economic outlook the level of the programme is maintained at a very high level and reflects continued significant investment in the Council’s assets to deliver corporate priorities. It also confirms one of the Council’s commitments for supporting the local economy as part of the 10 point plan.
7.
The programme includes projects where it is hoped that external funding will be awarded during the course of 2009/10 and match funding to support some projects.  These projects cannot proceed until funding is confirmed.  Every effort will be made to secure external funding for projects wherever possible. 
8.
Despite the size of the proposed programme, it is still not possible to fund all capital projects that are not met by Government or other external funding regimes.  Although the Council is now allowed more flexibility in borrowing to fund capital projects, in practice, this is limited by pressures on the revenue budget and Housing Revenue Account (HRA). The programme assumes prudential borrowing totalling £56m will be used in 2009/10 some of which is to replace the fall in capital receipts from asset sales which are expected to be £13m lower in 2009/10 than the expected level twelve months ago. This level of prudential borrowing is relatively high regionally and is at the limits of affordability. The alternative would be to reduce the scope of the programme at a time when the need for public sector investment to support the local economy is very high.
9.
The length of the recession is unpredictable but it is envisaged that once the housing market begins to improve capital receipts will begin to be realised. There will need to be consideration of whether to repay prudential borrowing from these receipts or retain the receipts to support future capital programmes. This decision will need to be considered in light of the ongoing affordability within the revenue budget.
10.
The report to Council on the Housing Revenue Account (HRA) 2009/10 highlighted the use of significant prudential borrowing to support investment in the Council’s housing stock and the potential for new build.  Provision is made in the proposed programme to achieve this outcome.

11. The proposed capital programme includes the commitments and schemes identified by officers as high priority where matched funding exists.  The proposed capital programme is included in Appendix 2 and the proposed financing in Appendix 3.

12. Despite the size of the proposed programme there are a number of other high priority schemes which cannot be funded from the available resources. Further work is required to identify resources to allow these schemes to proceed with an update to Cabinet at the end of the first quarter of 2009/10.

Recommendations

13.
Cabinet is asked to recommend that Council:  
(i) Approve the capital programme for 2009/10, and the provisional programmes for 2010/11 and 2011/12, as set out in Appendix 2, subject to external funding approvals being received.

 

(ii) Approve the allocation of £46.628m in 2009/10 to the Gateshead Housing Company to implement projects as agreed in the company’s delivery plan.

(iii) Delegate authority to the Strategic Director, Finance and ICT to enter into prudential borrowing which is consistent with the requirements of the capital programme and the Council’s Treasury Management Strategy.

 


for the following reason:
(i) To realise the Council’s policies and objectives in relation to maximising resources available within its capital programme.
CONTACT:    Craig Oakes extension 3598  
PLAN REF:  281










APPENDIX 1


Policy Context 

  
1. Capital expenditure throughout the Council is consistent with the corporate capital strategy, Vision 2030 and the Council’s corporate plan.  The approach, agreed by Cabinet, ensures schemes that make up the capital programme are directed at achieving the Councils six corporate priorities.

Background

 
2. In September 2008, the Cabinet considered a report, which proposed a timetable and way forward for setting the capital programme for 2009/10 to 2011/12.  The report detailed the intention to bring forward the timetable for preparing capital bids to allow for more consultation on proposals and to enable a greater link to affordability of investments, which underpins the prudential capital system.
3.
The basic principle of the new system is that local authorities are free to invest so long as their capital spending plans are affordable, prudent and sustainable.  There is, therefore, a clear link with the revenue budget, which is considered elsewhere on this agenda.
Capital Programme 2009/10 to 2011/12 Scheme Selection

4.
The basis agreed for considering the programme for 2009/10 was the current system for prioritising capital investment that gives priority to schemes which:
· are consistent with the delivery of corporate priorities;

· allow spending in accordance with allocations and specific resources;
· relate to commitments from previous years;
· address strategic maintenance needs of existing assets from the Asset Management Plan;

· assist the maintenance of existing service provision;

· maximise the availability of external funding for priority issues to enhance value for money; and
· meet mandatory and/or statutory requirements.

5.
It was agreed that all capital bid proposals would be required to demonstrate how projects will meet the priorities of the capital strategy to allow project proposals to be evaluated.

6.
These issues include:

· meeting the Council’s corporate priorities;

· compliance with central government initiatives;

· meeting recommendations of external reviews;

· securing funding from outside the single capital pot; and
· environmental impact of proposals.

7. A number of schemes which have been approved in previous capital programmes have ongoing commitments in 2009/10 to 2011/12.  All of these commitments have been reviewed in setting the capital programme to ensure they are still required in line with the Council’s priorities. These schemes total £138m in 2009/10 and £326m for the period of the programme.  

8. The commitments include the acceleration and completion of investment in the following areas:

· Central Library
· Building an Active Future

· Health and Safety

· Community Centre Review

· Gateshead Old Town Hall

· Children’s Centres across Gateshead

· Gateshead Town Centre

· Warmzone

· Decent Homes

· Disabled Adaptations

· Strategic Maintenance

· Gateshead @ Your Service

· Civic Centre Workspace Strategy
9.
The value of Capital bids received exceeded the anticipated available resources.  This meant that new schemes had to be prioritised during the evaluation process.

10.
All commitments and new schemes, which have been evaluated as high priority and are able to attract external funding have been included in the proposed capital programme in Appendix 2.  

11.
The proposed capital programme allows provision for investment of £163m in 2009/10 and £381m over the 3 year programme.  


Capital Resources Available

12. The Comprehensive Spending Review 2007 (CSR 2007) announced supported borrowing allocations for 2008/09 along with allocations for 2009/10 and 2010/11. The supported borrowing allocations for 2009/10 are Education of £2.598m, Non Trading Transport of £1.891m and Children’s Services of £0.034m.  These allocations, together with £30m for the Gateshead Housing Company provides a total supported borrowing allocation for 2009/10 of £34.523m. The provisional total allocation for 2010/11 is £33.235m. 
13. Capital grant allocations were also announced as part of the CSR 2007 for the three years 2008/09 to 2010/11. In 2009/10 grants provide for Education of £12.494m and Transport of £2.757m.  Provisional allocations for 2010/11 are £5.363m for Education and £2.937m for Transport. A number of other grants have also been announced. The 2009/10 allocation for Education includes £5.503m of Primary Capital Funding brought forward from 2010/11 which will enable the Council to continue to raise educational standards at an accelerated rate.
14. The major repairs allowance (MRA) has been announced as £14.088m for 2009/10 a slight reduction compared to 2008/09. This will be used to support the ongoing work on the Councils housing stock to meet the decent homes standard. Government have also announced their intention to bring forward MRA and supported borrowing allocations from 2010/11 to 2009/10 to enable decent homes work to be sustained and accelerated during the recession. A bid has been submitted by the Council for a share of these resources. If successful, this additional allocation will boost the level of resources in 2009/10.
15. In addition to capital grants announced as part of the CSR 2007 and the MRA announcement, other external funding sources have been sought, some of which have still not been confirmed.  Schemes funded in full or part by external funding can only proceed when the funding has been confirmed by the funding body.  

16. The Council also has the ability to fund schemes through prudential borrowing.  Although this allows the Council more flexibility to fund capital projects, in practice, this is limited by pressures on revenue budgets.  However, an allowance has been made in the revenue budget for prudential borrowing, as identified in the budget and council tax report considered elsewhere on this agenda and in the agreed HRA.  The Building an Active Future project, Community Centre review, the restoration and enhancement of the Old Town Hall, enhanced decent homes work and the replacement of vehicles and computer equipment will continue to be financed by prudential borrowing as previously agreed. £9.8m has also been identified to support invest to save and sustainability schemes. 
17. The final source of funding available to support the capital programme is capital receipts received from the sale of Council land and buildings.  The Council has a three year rolling programme of disposals which is used to identify the level of receipts available.  Due to the current economic situation the difficulty in disposing of properties for their full market value and the reduced demand for development land has had a significant impact upon the level of receipts available to finance the capital programme. Capital receipts available to finance the capital programme in 2009/10 are forecast to be £2.980m, compared to an original estimate in February 2008 of £16.275m for the same period. This provides a real challenge to maintaining the level of the capital programme over the next three years.
Proposed Capital Programme 2009/10 – 2011/12 

18.
In addition to the significant level of commitments being supported, new schemes, informed by the consultation process, are proposed in the following areas:

· Play Areas

· Primary Schools investment

· Bus Based Major Transport Scheme

· Carbon Management

· Street Lighting Sustainability

19.
The proposed capital programme is shown in Appendix 2 and the proposed financing of programme is detailed in Appendix 3. 

20.
As well as additional resources becoming available, other schemes may be added to the programme throughout the year if sustainable business cases can be made to justify Invest to Save schemes. The ability to fund any additional schemes will be considered in light of any in year slippage and the changes in the economic situation on the ability to generate additional capital receipts when the programme is reviewed at the end of the first quarter of 2009/10.
Conclusion

21.
Despite the size of the proposed programme, at £163m in 2009/10, a similar level to the current year it is still not possible to fund all capital projects, which are not met by Government or other external funding regimes, although opportunities may arise during the year to add to the programme. This is a significant investment for Gateshead and a key component of the Council’s 10 point plan to support the local economy during the recession.

Consultation

 
22.
Proposals for investment were part of the budget consultation process during November and December 2008. The results of this consultation were reported to Cabinet on 13 January 2009. In addition, the development of project proposals arising from this report will involve consultations with all stakeholders in due course.  All portfolio holders have been consulted.


Alternative Options

23.
No alternative options were considered.  

Implications of Recommended Option 

24.
Financial Implications 


The financial implications are set out in the report.

25.
Risk Management Implication 

There is a risk that resources identified to fund the proposed programme are not realised.  The impact of this will be managed through the monitoring process and reported to Cabinet on a quarterly basis.

26.
Human Resources Implications   

There are no human resources implications arising from this report.

27.
Equality and Diversity Implications

There are no equal opportunities implications arising from this report.

28.
Crime and Disorder Implications

There are no direct crime and disorder implications arising from this report.

29.
Sustainability Implications

The proposed works will help to make the environment more attractive and reduce health and safety hazards.

30.
Human Rights Implications 

There may be interference or disturbance to tenants and residents while works are carried out.  However, such interference or disturbance will be kept to a minimum and the works will result in benefits to tenants and residents.

31.
Area and Ward Implications 

The proposals will have implications for all areas and wards in Gateshead.

32.
Background Information

The following background papers have been used in preparing this report:

(i)
Report for Cabinet, 16 September 2008 – Capital Programme 2009/10 to 2011/12

(ii)
Report for Cabinet, 27 January 2009 – Capital Programme 2008/09 – Third Quarter Review

(iii)
Supported Capital Expenditure – DCLG Notifications
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