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Summary:

This report considers the potential funding arrangements for the development of the Sands Centre considered under report CS47/09.
Recommendations:

The Executive are requested to:

a)
Agree, in principle, the set aside of future capital receipts to either repay borrowing or reduce the Capital Financing requirement should borrowing be used to finance the scheme;
b)
Agree the sale of assets identified within the property review as surplus with immediate effect;

c)
Agree in principle to consider the use of the CLL reserve for this project;

d)
Note that as part of the detailed project development that the business case will be developed to provide more accurate capital and revenue costs and savings.
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	Steven Tickner
	Tel:
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Note: in compliance with section 100d of the Local Government (Access to Information) Act 1985 the report has been prepared in part from the following papers: CS47/09 Sands Development.
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FUNDING OPTIONS FOR SANDS DEVELOPMENT
1.
BACKGROUND

1.1
This report, which should be read in conjunction with CS47/09, provides the funding options available to the Council for progressing the Sands development and also highlights the potential risks involved with each funding solution.  

1.2
The Sands Development project presents the Council with some major decisions with regard to potential funding of the scheme.

1.3
As identified in report CS47/09 the Council contribution is likely to be approximately £10million with a contribution from the University of Cumbria of £5million.  It is still unclear how and when the University will make their contribution and this will need to be clarified before any final decision on the project is made.

1.4
The contribution the Council will have to make is significant and given the current financial constraints facing the Council this presents challenges in identifying the resources to progress the scheme.

2.
CAPITAL RECEIPTS / EXISTING RESOURCES

2.1
In order for the scheme to be fully affordable to the Council, additional capital receipts need to be identified and realised.  By using capital receipts, the Council will be able to finance the scheme without incurring any additional revenue costs such as borrowing or Minimum Revenue Provision (MRP) charges.

2.2
The current Medium Term Financial Plan (MTFP) identifies a ‘surplus’ of capital receipts in 2014/15 of approximately £4million.  A review of the Council’s surplus assets has identified further receipts that can be realised relatively quickly and it is recommended that these sales be pursued.  However, all of these identified receipts will not be enough to finance this scheme, and by using the current identified surplus, no receipts would be left and available for future capital schemes.

2.3
Therefore, it is essential that further capital receipts are identified and realised.  If no further receipts are realised, then borrowing will be needed to progress the scheme.  This will then add costs to the revenue budget that will then be offset against the potential savings identified.  The level of borrowing taken out and the length of borrowing will need to be determined depending on the likelihood of future capital receipts and the initial level of borrowing required.

2.4
The current capital programme is being reviewed to identify schemes that can be withdrawn or delayed to divert funds to the Sands project and the use of the Asset Investment Reserve and CLL reserve are other options for identifying funding sources. Using current resources and running down the Council’s balance of capital receipts will incur revenue costs as a result of increasing the Council’s Capital Financing Requirement (CFR) which will incur additional MRP and the potential loss of investment income from using these resources.  Even by taking this route, additional borrowing would still be required to make up the funding requirement and this would incur borrowing costs.
3.
BORROWING

3.1
Current interest rate levels are historically low.  Although borrowing would be the unfavourable option to progress this scheme, current rates would minimise the potential cost to the Council.  Decisions with regard to borrowing would need to be taken in light of the potential to realise additional capital receipts.  It may be that borrowing is needed in the short term in order to progress the scheme, but then repaid once capital receipts are realised.  

3.2
If additional capital receipts are not realised then it needs to be clear that there will be a significant revenue cost on the Council’s budget.

3.3
If borrowing is taken out and capital receipts are realised, the Council could choose the best option to use those receipts depending on the interest rate environment at the time.  Receipts could be used to repay borrowing if interest rates were low, or if interest rates were high, the borrowing could be continued and the receipts could be used for investing.  The enhanced investment rates could then more than offset the borrowing costs.  These decisions would need to be made at the time and would be dependent upon external factors at that time.
3.4
The level of borrowing that would be needed would be dependent on whether the existing resources identified above are used or whether borrowing would be for the majority of the Council’s contribution.  Borrowing for 5 years from the Public Works Loan Board (PWLB) currently attracts an interest rate of 2.80% and this is forecast to rise over the coming years.  Borrowing in 2013 for the same period would cost 4.85%.  
4.
CONCLUSION
4.1
Careful consideration will be needed to the various options for funding this scheme and decisions regarding future events will need to be taken that may be difficult.  If the potential for additional capital receipts generation is low, then borrowing may be the only potential route and this will have a significant impact on the Council’s revenue budget.  

4.2
Without additional capital receipts, it is likely that this scheme will significantly increase the revenue budget and further efficiencies and savings would need to be found in order to reduce this cost.
4.3
In order that the scheme can be progressed in the short term, a supplementary estimate of £150,000 is needed to facilitate project development as outlined in report CS47/09.  This supplementary estimate will initially need to be met from the Projects Reserve, however, if the scheme goes ahead this cost will be able to be capitalised and met from capital resources.
5.
CONSULTATION

5.1
JMT have considered in detail the potential funding options available for this project.
6.
RECOMMENDATIONS


The Executive are requested to:

a)
Agree, in principle, the set aside of future capital receipts to either repay borrowing or reduce the Capital Financing requirement should borrowing be used to finance the scheme;

b)
Agree the sale of assets identified within the property review as surplus with immediate effect;

c)
Agree in principle to consider the use of the CLL reserve for this project;

d)
Note that as part of the detailed project development that the business case will be developed to provide more accurate capital and revenue costs and savings.

7.
IMPLICATIONS

· Staffing/Resources – Considered within CS47/09
· Financial – Included within this report.

· Legal – Considered within CS47/09
· Corporate – Considered within CS47/09
· Risk Management - Considered within CS47/09
· Equality Issues – Considered within CS47/09
· Environmental – Considered within CS47/09
· Crime and Disorder – Considered within CS47/09
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