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REPORT TO CABINET


 22 February 2010

TITLE OF REPORT:
Capital Programme 2010/11 to 2012/13   
REPORT OF:

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

1.   Cabinet has earlier agreed the approach and timetable for reviewing and setting the capital programme for 2010/11 to 2012/13 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 with an annual review. It is proposed that this approach be continued, as this allows greater forward planning in developing and reviewing the Council’s capital programme.  

3. 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 continued to be severely challenged by the fall in the housing market. This has placed more pressure on the need to generate income to support borrowing.
4. Local authorities are free to invest so long as their capital spending plans are affordable, prudent, and sustainable.  There is therefore an increasingly important link with the revenue budget, especially in the light of forecasted reductions in capital resources.
5. The Strategic Director, Finance and ICT confirms that the capital programme for 2010/11 can be accommodated within the capital and revenue resources estimated to be available subject to approval of the revenue budget. The resulting commitments for 2011/12 and 2012/13 are also within the forecasts set out in the Medium Term Financial Strategy for the next three years. The achievement of this outcome is dependant on the delivery of budget savings over the period.
Proposal 

6.
The 2010/11 programme recommended to Council for approval totals £158m.  Over the three years to 2012/13, the level of investment is forecasted to be £304m.  Despite the current challenging 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 Vision 2030. 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 that the Council has made a previous commitment to fund, schemes that attract significant external funding and new schemes that release efficiencies and are key to delivering Vision 2030.
8.
The Council, through the prudential framework, has greater flexibility to borrow to fund capital expenditure but in practice this is limited by pressures on the revenue budget and the ability to generate budget savings as well as scope in the Housing Revenue Account (HRA). The programme assumes prudential borrowing totalling £74m will be required in 2010/11, £25m of which will be funded from the HRA. It is expected this level of prudential borrowing will remain relatively high regionally and nationally and is at the limits of affordability. As an illustration of the cost of prudential borrowing on the General Fund, the proposed capital programme will increase borrowing costs by £3.3m in 2010/11, if the budget savings were not generated; this is equivalent to a 3.9% rise in Council Tax. 
9.
The length of the economic downturn 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 and future capital programme funding requirements.
10.
The Housing Revenue Account (HRA) Report and the Medium Term Financial Strategy 2010/11 – 2012/13 are considered elsewhere on this agenda. The report proposes an increase in the provision of HRA prudential borrowing from £48m to £55.5m to support solutions for the Chandless Estate. This is subject to ongoing consultation which will inform the timing of this, and is therefore not included in the draft programme at this stage. The HRA borrowing will provide for significant investment in the Council’s housing stock and support new build schemes where match funding from the Homes and Communities Agency (HCA) has been secured.
11. The proposed capital programme includes the commitments and schemes identified by officers as high priority.  The proposed capital programme is included in Appendix 2 and the proposed financing in Appendix 3.

Recommendations

12.
Cabinet is asked to recommend that Council:  
(i) Approve the capital programme for 2010/11, and the provisional programmes for 2011/12 and 2012/13, as set out in Appendix 2, subject to external funding approvals being received.

 

(ii) Approve the allocation of £23m in 2010/11 to the Gateshead Housing Company to continue the delivery of the decent homes programme.
(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:    Kristina Boardman extension 3686  
PLAN REF:  281











APPENDIX 1


Policy Context 

  
1. Capital expenditure throughout the Council is consistent with delivery of Vision 2030 and the corporate capital strategy. The approach, agreed by Cabinet, ensures schemes that make up the capital programme can demonstrate delivery of Vision 2030.

Background

 
2. In July 2009, the Cabinet considered a report, which proposed a timetable and way forward for setting the capital programme for 2010/11 to 2012/13.  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 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 2010/11 to 2012/13 Scheme Selection

4.
The basis agreed for considering the programme for 2010/11 was the current system for prioritising capital investment that gives priority to schemes which:
· are consistent with the corporate priorities to deliver Vision 2030
· 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:

· delivery of Vision 2030
· compliance with central government initiatives;

· meeting recommendations of external reviews;

· securing funding from outside the single capital pot; and

· environmental impact of proposals;
· contributes to efficiency savings.

7. A number of schemes which have been approved in previous capital programmes have ongoing commitments in 2010/11 to 2012/13.  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. 

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

· Central Library

· Building an Active Future

· Northern Design Centre

· Gateshead Stadium Development

· Community Centre Review

· Gateshead Town Centre

· Building Schools for the Future

· Primary Capital Programme

· Kerbside Recycling

· Warmzone

· Decent Homes

· Strategic Maintenance

· Delivering 21st Century Civic, Members, Employee and Public Spaces in the Civic Centre

· Carbon Management and Sustainability

9.
The value of capital bids received significantly exceeded the affordability of the programme.  This meant that new schemes had to be prioritised during the evaluation process.

10.
All commitments and a limited number of new schemes, which have been evaluated as highest priority, have been included in the proposed capital programme in Appendix 2.  

11.
The proposed capital programme allows for investment of £158m in 2010/11 and £304m 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 2010/11 are Education of £1.033m, Non Trading Transport of £2.169m and Children’s Services of £0.033m.  These allocations, together with £16.5m for the Gateshead Housing Company provides a total supported borrowing allocation for 2010/11 of £19.735m. 

13.
Capital grant allocations were also announced as part of the CSR 2007 for the three years 2008/09 to 2010/11. In 2010/11 grants provide for Education and Early Years of £5.087m and Transport of £2.937m. A number of other grants have also been announced. 
14. The major repairs allowance (MRA) has been announced as £14.258m for 2010/11. As £11m of this was brought forward into 2009/10, which enabled the decent homes work to be sustained and accelerated during the recession, £3.258m will be available to fund capital expenditure in 2010/11. This will be used to support the ongoing work on the Councils housing stock to meet the decent homes standard.

15. In addition to capital grants announced as part of the CSR 2007 and the MRA announcement, other external funding sources have been confirmed. This includes Single programme and ERDF funding to support the Gateshead International Stadium Development and the Northern Design Centre and also Building Schools for the Future funding to redevelop Thomas Hepburn and Heworth Grange Secondary Schools.
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 and the ability to generate budget savings. However, an allowance has been made in the revenue budget for prudential borrowing, as identified in the budget and council tax report and HRA report considered elsewhere on this agenda.
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.  Capital receipts available to finance the capital programme in 2010/11 are uncertain. The difficulty in disposing of properties for their full market value and the reduced demand for development land is likely to continue in the medium term. In order to mitigate the volatility of capital receipts no allowance for potential receipts has been made in financing the programme. This provides a real challenge to maintaining the level of the capital programme over the next three years.
Proposed Capital Programme 2010/11 – 2012/13 

18. In addition to the significant level of commitments being supported, new schemes, informed by the consultation process, are proposed under the following key themes:
· Advanced Technology investment

Includes the use of ICT to deliver efficiencies in the Front Office, mobile working and use of the Council’s fleet.

· Town Centre Regeneration – Fit for a City

Proposals to consider how the Council’s ambitions for the wider Gateshead Town Centre can be delivered.

· Joint Venture Vehicle – Housing Regeneration

Investment in site preparation and acquisitions to enhance the housing regeneration to be delivered through the Joint Venture Vehicle 

· Waste Management

Primarily two schemes at Cowen Road Recycling Centre and Shearlegs Road Waste Transfer Station to support the delivery of the proposed waste management contract

· Local Centres investment

Provision for implementing a programme of environmental improvements in a number of local centres.

· Gateshead Quays Development
Development of the Gateshead Quays area, including the provision for the development of an international conference and exhibition centre.
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 through external funding opportunities, 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 capital receipts when the programme is reviewed at the end of the first quarter of 2010/11.

Conclusion

21.
Despite the size of the proposed programme, at £158m in 2010/11, it is still not possible to fund all capital projects, although opportunities may arise during the year to add to the programme if additional external funding is secured. 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 draft spending plans consultation published in November 2009, the results of which were reported to Cabinet on 19 January 2010. Further public consultation took place in January 2010. 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 directly from this report.

27.
Equality and Diversity Implications

There are no equality and diversity implications arising directly from this report.

28.
Crime and Disorder Implications

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

29.
Health Implications
There are no health implications arising directly from this report.
30.
Sustainability Implications

The proposed works will help to deliver high standards of environmental sustainability through the delivery of energy efficiency measures and the use of more energy efficient materials and practices in the refurbishment of existing Council buildings and the construction of new buildings. Projects will strictly follow the Council’s Sustainable Construction policy.

31.
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.

32.
Area and Ward Implications 

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

33.
Background Information

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

(i)
Report for Cabinet, 14 July 2009 – Capital Programme 2010/11 to 2012/13

(ii)
Report for Cabinet, 26 January 2010 – Capital Programme 2009/10 – Third Quarter Review

(iii)
Supported Capital Expenditure – DCLG Notifications
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