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REVIEW OF THE CAPITAL PROGRAMME (AUTUMN 2004)

1. INTRODUCTION

As part of the budget process for the current year (2004/05), a commitment was given to undertake a high-level review of the Council’s Capital Programme in preparation for the next budget process.

The Council’s Responsible Finance Officer in consultation with the Council’s Corporate Asset Management Team has undertaken the review during October 2004.

The key findings of the review are outlined in this report to help inform the forthcoming budget process for 2005/06 and subsequent years.

2. BACKGROUND

To comply with statutory requirements, the Council annually approves a Revenue and a Capital budget. The Capital Budget is set for the forthcoming year and indicative estimates are included for the following 2 years to help facilitate future project and financial planning.

The Council’s Capital Programme for the period 2004-2007 totals £19.3m and is summarised in the following table:

	
	2004/05 Budget

£000
	2005/06 Indicative

£000
	2006/07 Indicative

£000
	Total

£000

	Capital Programme Spending:
	6,610
	7,256
	5,420
	19,286

	Funded By:
	
	
	
	

	Housing Contributions
	3,277
	2,971
	2,971
	9,219

	Capital Receipts
	2,731
	1,419
	1,400
	5,550

	Borrowing
	0
	2,631
	574
	3,205

	Other Contributions
	602
	235
	475
	1,312

	Source: Capital Programme as approved by Council (Feb 2004) – KBC Budget Book


The Capital Programme comprises two main elements, firstly schemes directly related to the provision of Council Housing and secondly all other capital schemes (termed ‘General Fund’ schemes). The housing schemes are self-financed from housing funds that are largely provided through the Government subsidy system. The General Fund schemes are financed through a combination of capital receipts (from the sale of council assets), other grants / contributions, and borrowing.

The financing of the capital programme is very important when looking at the Council’s Medium term Financial Strategy. The Council’s revenue budgets have to meet the financing costs of funding the capital programme (ie, by meeting the cost of any borrowing required and/or not earning interest from the investment of capital receipts). Therefore, the Capital Programme must be affordable and fit properly with the Council’s overall financial strategy and plans. 

This review looks primarily at the General Fund element of the capital programme and its associated funding. The capital funding requirements of the Council’s housing stock are being considered as part of the housing stock options process.

3. WHY REVIEW THE CAPITAL PROGRAMME ?

A review of the Capital Programme was required to consider the following:

a. Affordability

It is vital that the capital programme is affordable and fits with the Council’s Medium term Financial Strategy. This review considers the issue of affordability alongside new statutory requirements that specifically require all Local Authorities to consider the issue of affordability through the setting and monitoring of a number of financial health indicators (referred to as the prudential indicators). Such indicators include a specific reference to the cost of financing the Capital Programme in terms of the specific impact upon the level of the average household council tax bill.

b. Corporate Priorities

The schemes that are included in the capital programme need to be matched against the Council’s corporate priorities (as detailed in the Council’s Corporate Improvement Plan that was approved by Council in July 2004) to ensure that there are appropriate linkages.
c. Capacity

Concerns were raised during the last budget process about whether the Council had the internal capacity to meet the size of the programme that it had approved. As part of the review, the issue of capacity will be considered in light of available resources and by reference to the spending trends from previous financial years. It is important that the Council sets a Capital Programme of a realistic level in relation to the resources that it has available to deliver the programme.

d. Capital Programme Updates / Variations

Since the original Capital Programme was approved in February 2004, the following changes have been made:

i. Scheme Budget Changes :

Committee Approved - Changes totalling £253k have been made to the 2004/05 programme during the year (as detailed in appendix 1). These were a combination of budgets being brought forward from future years and the creation of a few small scale scheme budgets (as reported to the Executive in May and June 2004).

Delegated Authority – Changes totalling -£88k have been made to the 2004/05 programme during the year by the Corporate Asset Management Team (as detailed in appendix 1).

ii. Budget Carry-Overs : A number of budgets that were committed but not physically spent by the end of 2003/04 have been carried forward into the current year. These total £1,383k and are shown in appendix 1). These were reported to Executive in July 2004 as part of the closure of accounts for 2003/04.

As part of this review, a number of additional changes have been identified which require reporting and approval.

4. AFFORDABILITY

It is essential that the Capital Programme is affordable for the Council both in the current year and in the medium term.

The Council’s capital programme is split into two main sections, firstly housing schemes and secondly General Fund schemes. The housing element of the programme is self-financed from housing resources that are a combination of subsidy funding from the Government, Direct Grants and Revenue Contributions. The General Fund element accounts for all the non-housing schemes in the capital programme and is financed by capital receipts, grants and other contributions.
When the Council approved its capital programme for the current year in February it was estimated that the programme would be funded as followed:

	
	£000



	Cost of the Programme
	6,610 (100%)

	Financed By:
	

	Capital Receipts
	2,731 (41%)

	Housing Contributions
	3,277 (50%)

	Specific Grant / Other Contributions
	602 (9%)


The general fund element of the capital programme is primarily funded from capital receipts. Such receipts come from the sale of council assets (eg, houses, land, other buildings). 

When the capital programme was approved in February 2004, it was estimated that the Council would soon become reliant upon in-year capital receipts as its stock of capital receipts from earlier periods became exhausted. The Council would then have to consider what it can afford to spend on its capital programme based upon estimated future capital receipts and what it can afford via new external borrowing.

Based upon the first six months of 2004/05, the receipts generated through the sale of council houses has reduced significantly due to the prevailing market conditions. As a result, if this trend continues, it is estimated that the Council will have virtually exhausted its capital receipts by the end of 2004/05. A ‘realistic’ level of capital receipts for future years is in the region of £900k per annum for capital planning purposes (although this will require constant monitoring).

An update of the capital programme is provided at Appendix 1 and is discussed later in the report. From 2005/06, the General Fund element of the Capital Programme will have to be funded from some combination of the following sources:

a. In-Year Capital Receipts (estimated at £900k per annum)

b. Grants and Contributions

c. Borrowing
As the Council moves into the next budget process, it must be realistic about what it can afford to spend on its capital programme. Looking at the General Fund element of the programme in isolation, the possible funding options are outlined in the following table:

	Funding Source
	Likely Funding Level


	Risks / Issues

	Capital Receipts
	Up to £900K per annum


	Dependant upon the level of sales that are achieved during the year.

Capital Receipts could be used to fund annual community based schemes that do not bring a tangible financial return to the Council.



	Borrowing
	Dependent upon what is affordable in the Council’s Financial Strategy.


	Every £1m borrowed will cost in the region of £50k to finance in the revenue budget.

Borrowing could be used to finance schemes that have a financially beneficial to the Council and the overall financial benefits from the scheme are greater than the costs of borrowing.



	Grants
	Dependent upon what bidding rounds are available and what bids are successful


	The Council has been successful in attracting grants for recycling and IEG during the current year. 

The risks involved are that normally the grants are not notified until after the budget setting process / start of the financial year so they are difficult to plan.



	Other Contributions
	Dependent upon what other external funding the Council is able to attract.


	


Planning ahead, for the General Fund element to be affordable it is suggested that the following ‘golden rules’ be applied:

	A. Capital Receipts
	Estimates suggest a level of up to £900k per annum
	To be reviewed during the year and could be flexed depending on activity

	B. External Borrowing *
	The Executive need to determine whether they wish to borrow funds, if they do then it is suggested that initially no more than approx £1m is borrowed. As schemes start to pay back this could be increased as real returns are made to negate the cost of borrowing.
	Should only be used on schemes that can demonstrate a return greater than the cost of borrowing. Each £1m of borrowing costs the revenue budget in the region of £50k per annum in borrowing costs (which is not currently provided for in the Council’s financial strategy figures)

	C. Grant
	Amount is dependant upon the funding bid
	The schemes can be included in a draft capital programme but only committed when confirmation of the grant has been received.

	D. Other Contributions
	Dependent upon what other external funding the Council is able to attract.
	As above.


* It should be noted that the Council’s entitlement to the current transitional arrangements re: national pooling of capital receipts will not be affected if the Council decides to take on external funding in the future.

5. CORPORATE PRIORITIES

The Capital Programme is an important delivery vehicle for the Council’s Corporate Objectives. The objectives (as contained in the Council’s Corporate Improvement Plan) have been matched against the individual schemes in the capital programme, an analysis of the matching can be seen by reference to appendix 1.

The key things to note are:

a. With very few exceptions, the schemes included within the programme have a link to the corporate objectives or are included to assist the Council meet its asset management responsibilities. However, the relative strength of the link varies between individual schemes.

b. Corporate Objectives 2B and 6B have the most number of matches within the capital programme (ie, ‘improving the quality of the local environment’ and ‘improving corporate capacity to manage change and improve performance’).

As part of the forthcoming budget process, members will need to determine whether overall the capital programme schemes are of a sufficient variety / mix to help discharge the corporate objectives. 

6. CAPACITY

When the Capital Programme was approved in February 2004, there were some concerns about whether the Council had the capacity / internal resources to deliver the programme in its entirety and in a timely manner.

The outturn for 2002/03 and 2003/04 delivered between 75% and 85% of the approved capital programmes respectively. At £7.5m, the current years’ revised programme is relatively large.  It is recognised that it will be a challenge to deliver the programme. However the programme is disproportionately high due to a small number of high value schemes included in the current year (eg, recycling and IT related schemes). Currently, good progress is being made against delivering the 2004/05 programme.

Once the Council gets through the current ‘peak’ in its capital programme, and as the affordability issues are addressed due to the consumption of its capital receipts, the capacity issues should largely resolve themselves. 

7. CAPITAL PROGRAMME UPDATES / VARIATIONS

As part of the review, a number of updates / variations are proposed. These are summarised in appendix 1 and expanded upon below:

a. HRA Schemes – Based upon the latest monitoring information, it is unlikely that a number of schemes will complete within the financial year. On a number of schemes it has been difficult to attract any tenderers or attract tenders that represent value for money for the Council. Accordingly, it a number of the budgets will be carried forward into 2005/06 and when the capital programme is considered for the period 2005/06 to 2007/08 by the Executive as part of the budget process it will need to decide the overall level of the HRA programme in terms of capacity and affordability for the years in question. For the purposes of this report the budget for the current year is to be reduced to reflect the latest estimate of spending.

b. Municipal Offices (various upgrades) – It is estimated that £98k of the budget will be spent during the year and therefore it is proposed at this stage that the budget is reduced accordingly.
c. CRM / Contact Centre – the additional IEG funding that the Council has been allocated from the Government for 2004 – 06 (totalling £450k) has provided some resources for the CRM / Contact Centre project to be brought forward. Accordingly, £172k (04/05) and £100 (05/06) of the IEG funding has been allocated to fund this project (the remaining IEG grant monies will be used to offset the cost of the other IT schemes in the programme that overall contribute to meeting the global e-govt targets). It should be noted that when the Council approved the current capital programme in February 2004, that budget provision was included for a number of IT related projects that were required to upgrade the Council’s IT platform to ensure that a number of business critical systems remained operational into 2005/06 whilst also providing a better platform from which to deliver more efficient and effective front and back office functions. The allocation of some of the resources from the e-Govt grant on a new contact centre continues this trend by providing the infrastructure to deliver a more effective service to the customer. It should be noted that although the whole budget is being shown in the IT part of the Capital Programme, some of the costs for the contact centre are not IT based (eg, building works / equipment) however the budget has been kept together for the scheme as a whole.

d. Financial Management System – an existing budget allocation of £70k from 2005/06 needs to be brought forward into 2004/05 to reflect the estimated payment profile of the project. In addition, an underspent budget of £25k has been vired from the payroll / pickwick upgrade to meet the costs of the replacement BAC’s element of the new system. (please note that no additional budget is being requested overall).

e. Corporate GIS Project – additional funding of £10k is required for the project.

f. Corporate Document Management System - additional funding of £10k is required for the project.

g. Town Centre Masterplan – It is proposed that a budget be established to help progress opportunities to support the implementation of the masterplan (eg, for minor work studies and adesign competition). An initial budget of £10k is proposed for the current year and the budget allocation for future years will need to be considered as aprt of the forthcoming budget process. 

The financing schedule on the summary page of Appendix 1 has also been reviewed and updated to take account of the latest position. This includes bringing in the external funding contributions for IEG (implementing electronic government grant) / updating the estimate for the DEFRA recycling grant / updating the estimate for capital receipts and for housing funding contributions.

In section 4 of the summary page, there is a section that shows the estimated amount of capital receipts that the Council is entitled to retain in accordance with the transitional arrangements that we are entitled to for being debt-free at the end of 2003/04. The figures are dependant on the level of right to buy sales and must be used on housing related schemes / projects. Accordingly, a proportion of them have been earmarked to meet the costs of existing budgetary commitments on social housing grant schemes and renovation grants that has helped relieve the pressure on the rest of the programme due to the downturn in overall capital receipts. However, it can be seen that from section 4 of the summary to Appendix 1 that there is a balance at the end of the year that must be committed for spending of housing related schemes – to this end the Head of Housing and the Head of Finance & Corporate Development are looking at options for committing these funds and will report back to the December or January Executive to inform the budget process.

8. FORTHCOMING BUDGET PROCESS

The ‘golden rules’ outlined in section 4 (ie, affordability) should be applied as part of the next budget process when the Capital Programme for the period 2005/6 to 2007/08 is being considered.

It is suggested that the following process should be adopted for the forthcoming budget process:

a. Current Year Scheme – decide whether any of the schemes contained in the current year that are not yet committed can be removed from the programme to help provide some limited flexibility in the programme for the current and future years;

b. Review the indicative list of schemes for 2005/06 and 2006/07 (as currently detailed in the programme) to determine whether they are still relevant to remain in the programme;

c. Identify any new schemes that should be considered for inclusion in the programme

A report on the above should be prepared by the Council’s Corporate Asset Management Team and be reported to the December or January meeting of the Executive for consideration as part of the Council’s overall budget process.

9. CONCLUSIONS & RECOMMENDATIONS

a. The reworked capital programme for 2004/05 (as detailed in appendix 1) is approved.

b. To ensure that the Capital Programme is affordable in the future, the ‘Golden Rules’ as outlined in section 4 of this report are applied;

c. The Corporate Asset Management Team prepares a further report (as outlined in section 8 of this report) for consideration by the Executive.
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