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Summary:

The Council’s draft Capital Strategy directs the Council’s Capital Programme and resources for the period 2007/08 to 2009/10. The guidance in this strategy complements and supplements the Medium Term Financial Plan.

The Corporate Resources Overview and Scrutiny Committee will consider the draft Strategy on 29 June, and the Executive will then consider their comments at their meeting on 3 July, prior to making final recommendations to Council on 18 July 2005. 
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The Executive is asked to comment on and approve the draft Capital Strategy for consideration by the Corporate Resources Overview and Scrutiny Committee.
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DRAFT CAPITAL STRATEGY 2007/08 TO 2009/10

1. BACKGROUND

1.1 The Capital Strategy is a key policy document for Council providing guidance on the Council’s Capital Programme and use of Capital Resources.  The Strategy supplements the guidance contained in the Medium Term Financial Plan. 

1.2 Members should note that the financial projections contained in the draft may change marginally once the 2004/05 Accounts have been formally signed off and this will be amended in the final version. Any necessary adjustments required following the consideration and approval of the 20005/06 provisional out-turn reports will also need to be reflected in the final version, if required.

2. CONSULTATION

2.1 Consultation took place with the Strategic Financial Planning Group on 15 May and will be considered by the Corporate Resources Overview and Scrutiny Committee on 29 June. 
3. RECOMMENDATIONS

3.1 The Executive is asked to comment on and approve the draft Capital Strategy for consideration by the Corporate Resources Overview and Scrutiny Committee.

4.
IMPLICATIONS

· Staffing/Resources

· Financial

· Legal

· Corporate




Included within the draft 

· Risk Management


Capital Strategy as

· Equality Issues



attached

· Environmental

· Crime and Disorder

· Impact on Customers

ANGELA BROWN

Director of Corporate Services
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DRAFT CAPITAL STRATEGY 2007/08 to 2009/10
1. Introduction

The Capital Strategy is a key policy document for the Council and provides guidance on the Capital Programme and the use of Capital Resources. The strategy supplements the guidance in the Medium Term Financial Plan.

The objective of the Capital Strategy is to: -

·   Ensure that capital investment decisions and capital resources contribute to the achievement of the Council’s corporate priorities;
·   Co-ordinate the strategic priorities emerging from business units’ planning and ensure that investment opportunities are maximised.

·   Manage performance and decision-making processes that will help achieve the best use of capital resources.

·   Set out processes to monitor capital spending and projects to ensure that resources are spent wisely.

2. Strategic Planning

The Strategic planning framework of the Council guides and delivers its key priorities for the future. The framework contains a series of elements: -

· Community Plan

The community plan is ‘owned’ by the Local Strategic Partnership. It reflects and develops the aspirations of the communities of Carlisle and provides a strategic context for the partnership activities of all members of the LSP. For the City Council it is particularly important that the Corporate Plan enables delivery of the Community Plan; there must be congruence between the strategic objectives of both plans.

The intention is that the communities of Carlisle are consulted and involved in the development of the Community Plan. This will in turn ensure that the LSP drives the strategic thinking of partner organisations—this will inevitably be more explicit with the public service partners than those within the private sector as our primary aim will be delivery of the Community Plan.

· Carlisle City Council Corporate Plan [2004-2007]

The Councils priorities are:

·  Carlisle - The Learning City

·  Cleaner, Greener and Safer.

The Council also recognises the importance of and fully supports the Carlisle Renaissance agenda. 

The Corporate Plan informs the development of the capital strategy by directing capital investment to its areas of priority thereby influencing decisions on individual capital projects.  

·  Directorate Plans

Each of the Council’s Directorates produces an annual plan that sets out service issues and priorities and forecasts financial commitments matching the priorities set out in the Corporate Plan. Members and officers monitor these Directorate Plans on a quarterly basis. 

· Other Council Strategies and Plans

The Capital Programme takes account of other Council plans and strategies and in particular the Asset Management Plan. This contains key information on the state of the Council’s land and buildings and identifies potential areas where either capital investment is required or where assets are surplus to requirements and can be disposed of to raise capital resources. The total maintenance backlog is in the region of £4.5m. Members approved a five-year programme of planned and reactive activities in January 2006.

3    Capital Programme 


The Council has previously considered detailed proposals for capital spending for the period 2006/07 to 2008/09 and the forecast of detailed spending on the Council’s capital programme and associated financing for the period is summarised in the Council Budget Resolution approved on 23rd February 2006. 

This report updates the information contained in that report for a further 12 months to 2009/10 and takes account of revisions to the capital programme and associated financing issues which have arisen since the last report. 

The key assumptions identified are as follows: 

·   The Capital programme considered by Council in February assumed values of £3.505m for 2007/08 and £3.981m for 2008/09. The only revision to the capital programme for the period 2007/08 to 2008/09 relates to the earlier use of the Cremator replacement budget from 2008/09 to 2006/07 amounting to £330,000. For the purposes of this strategy, it has been assumed that the capital programme for 2008/09, adjusted for non-recurring spending, will form the base for the 2009/10 capital programme.  At this point no account has been taken in the programme of any future aspirations for schemes such as Tullie House, Sports Development and, Rennaissance etc. These schemes will be considered following the production of full business cases. The value of the programme calculated in this way is £3.651m and details can be found in Table 1 below.

Table 1 - Potential Capital Programme 2007/08 to 2009/10

Scheme
2007/08

£000
2008/09

£000
2009/10

£000

Operational
797
797
797

Service specific
2,708
2,854
2,854

TOTAL POTENTIAL PROGRAMME
3,505
3,651
3,651

·   The revenue implications of capital spending are identified in the project appraisal process to ensure that the full cost of any proposals for capital investment can be included in both the revenue and capital budgets of the Council. The capital programme forecast for the period 2007/08 – 2009/10 assumes that there will not be any additional ongoing revenue budget commitments other than those already identified arising from capital projects over the period of the review.

·   Some approved capital budgets are cash-limited i.e. there has been no provision for inflation made for price increases over the period, effectively meaning that there is a real reduction in the value of resources allocated to specific capital projects.

·   Council spending on disabled facilities grants continues to be eligible for a 60% grant from the Government. 

·   Capital spending on housing initiatives will continue to be supported by grant from the Regional Housing Pot provided by the Department of Communities and Local Government [formerly the ODPM].

·  The Council is committed to deliver capital investment with partners to maximise benefits where this option is a practical alternative and the investment fits with Council priorities. This has been a successful strategy in recent years with significant grants being received from DEFRA, the Sports Council and the Football Foundation. The strategy does however rely on match funding being provided by the Council, which can take the form of cash, contributions from assets such as land holdings or buildings, or in certain cases payments “in-kind” such as staff time. 

4.    Capital Resources

The Council’s capital programme can be financed, (or paid for), through a number of sources. The current assumptions included in this strategy for each of the available financing sources are as follows:

(i) Borrowing

Rules on borrowing have been relaxed over recent years following the introduction of the Prudential Code in April 2004. In effect borrowing can now either be supported borrowing, i.e. supported by Government assistance through the Revenue Support Grant, or unsupported borrowing, which effectively allows the Council to borrow money to pay for capital projects on an unrestricted basis, providing that repayments are affordable. Currently any borrowing taken out to finance capital spending is limited to the level of borrowing supported by the Revenue Support Grant. In 2006/07, this amount is Nil as the authority has received a capital grant in lieu of a supported borrowing allocation, and indications are that this policy of direct funding by capital grant will continue in future years. There are no proposals to use unsupported borrowing at the moment due to the level of other resources available to the Council for capital purposes, particularly capital receipts. However this does not rule out the option for the future should a business case support the proposal and is sustainable and affordable (e.g. invest to save investment).   

(ii) Capital Receipts

At the start of the current financial year, the Council had capital receipts in hand with an estimated value of £5.4 million (subject to change following the approval of the Capital Out-turn report). This is expected to be supplemented by a further £3.5 million generated by further asset disposals in the year, giving an estimated balance of £8.9 million to finance capital spending in 2006/07. The budget report considered by Council on the 23rd February indicated that approximately £7.8 million would be required for capital financing in 2006/07, leaving slightly over £1.1 million as an available usable balance to be carried forward to 2007/08 and beyond. It is anticipated that a further £1 million will be received in 2006/07 from the first phase of the Raffles housing development.  

This balance will however be increased by further asset sales during the years of the period under review. Capital receipts are therefore forecast to remain fairly constant at around £2.1 - £2.4 million per annum, despite a likely reduction in Preserved Right to Buy (PRTB) receipts from the sharing agreement with Carlisle Housing Association over the same period. This will be possible as a result of the Raffles development, which it is forecast will contribute a further estimated £500,000 per annum from 2007/08 for the next 13 years, and an assumption that the Council will generate £500,000 per annum over the next three years from the sale of other Council assets. 

All capital receipts received are held corporately and are allocated according to the priorities set out in the Corporate Plan and in particular to support sustainable communities and the Housing Strategy. 

(iii) Reserves and Balances

The Council currently maintains three reserves to support capital spending – the Projects Reserve, the Renewals Reserve and the Asset Investment Fund. Further information on all of the Council reserves held are set out in more detail in the Medium Term Financial Plan.

· The Projects Reserve

This Reserve was set up originally to provide resources to supplement both the revenue budget of the Council and provide resources for major capital projects where necessary. The budget report presented to Council in February of this year recognised that contributions from this Reserve of £1.0m, £1.46m and £1.66m would be required in years 2006/07, 2007/08 and 2008/09 to meet potential forecast revenue deficits, should the Council not be successful in identifying compensating savings.  This would enable the revenue requirements to be met within the Council’s objectives with regard to acceptable Council Tax increases. On current projections this reserve will reduce to £87,000 by 31/03/09 and as there is no specific policy to build the fund back up again i.e. it relies on windfall income and underspends, it will therefore be unable to provide finance for any further major capital projects over the period of this strategy.

· The Renewals Reserve

This Reserve was set up to provide resources for the replacement of vehicles and plant, equipment and IT requirements. This reserve is replenished by contributions from services’ revenue budgets to repay advances from the reserve over a 3 to 5 year period depending on the useful life of the capital assets purchased through the fund. Based on the current programme, this reserve will be used to finance spending of £437,000 in each of the years 2007/08 -2009/10 on vehicles and plant. The use of the reserve is currently under review, which has been delayed for various reasons, however it is anticipated that it will be completed by the end of the current financial year.

· Asset Investment Reserve

The Asset Investment Reserve stands at £2.1m, the use of which is subject to Member approval. Part of the Reserve was set aside to purchase key properties as part of the Carlisle Renaissance project.  The reserve also includes  £1.1m built up from contributions from the Industrial Estates capital budgets, which will be utilised subject to a review of assets in line with the Asset Management Plan. 

(iv) Government and Other Capital Grants
The Council currently receives capital grants to support its Disabled Facilities Grants programme and funds from the Regional Housing Pot for other housing related projects. The level of grants provided for these purposes are £205,000 and £1,503,000 respectively. The rest of the schemes currently in the capital programme do not attract any grant assistance. 

(v) Revenue Contributions
The Council is free to make contributions from revenue to finance capital spending. In practice however, and given the severe restrictions on the level of revenue spending needed to keep Council Tax at acceptable levels, it is not anticipated that any revenue contributions will be made over the period 2007/08 – 2009/10 to provide resources for capital spending. 

Table 2 below shows the estimated level of capital resources the Council will have at its disposal over the next three years following completion of its capital programme. 
Table 2 – Estimated Capital Resources 

Resources Available
2007/08
2008/09
2009/10


£000
£000
£000

Capital Receipts

  


· Opening  Balance
(2,106)
(3,146)
(3,510)

· PRTB
(1,400)
(1,200)
(1,100)

· Raffles
(500)
(500)
(500)

· Sale of assets
(500)
(500)
(500)






Government Grants
(1,708)
(1,708)
(1,708)

Projects Reserve
(1,743)
(87)
1,739

Renewals Reserve
  (437)
  (437)
  (437)

TOTAL
(8,394)
(7,578)
(6,016)

5.   Summary Capital Spending and Financing
Summary Programme
2007/08

£000
2008/09

£000
2009/10

£000

Estimated Resources available (Table 2)
(8,394)
(7,578)
(6,016)

Proposed Programme (Table 1)
3,505
3,651
3,651

Projected (Surplus)/Deficit in Resources

Cumulative year end position

· Projects Reserve

· Capital Receipts


(4,889)

(3,146)

(1,743)

(4,889)
(3,927)

(87)

(3,840)

(3,927)
(2,365)

1,739

(4,104)

(2,365)

6.    Council Budget Process

6.1 The Council operates a three-year budget cycle, which starts in June with consideration of the Council’s Medium-Term Financial Strategy documents including this Capital Strategy. As the year progresses, services submit capital and revenue bids for service development or to address pressures identified in their respective service plans in accordance with Council priorities. Capital bids have a role to play in developing the Council’s revenue budget as in very many cases, a capital project will result in the Council needing to budget for ongoing revenue [or running] costs in future years.

6.2 The Council has set up a formal appraisal system to assess individual capital projects before they are included in the capital programme, and therefore before committing revenue resources. The Capital Projects Board undertakes this to determine: - 

· Whether the project meets corporate and service priorities, 

· Whether all costs are reasonable and affordable, 

· Whether all options to deliver the project have been considered. 

Capital bids are only put forward to members as recommended schemes when this appraisal process is completed satisfactorily.

7.     Evaluation and Monitoring of Capital Projects 

7.1 
The evaluation and monitoring of capital projects is important to enable the Council to determine: -

·   If projects have met their individual objectives for service provision, 

·   If projects have been delivered on time and to budget, or whether lessons need to be learned to improve processes in the future,

·   If projects have contributed to the overall aims and objectives of the Council.

7.2 
To assist with these processes, the Council has a series of procedures in place as a capital project develops. These consist of: -

·   Consideration of all aspects of a capital project by a Capital Projects Board, comprising senior officers of the Council, whose purpose is to lead on the prioritisation of capital investment through the consideration of business cases and the ongoing monitoring and evaluation of individual capital projects. All proposals for investment will be submitted to members for consideration as part of the normal budget process.
·   The development of a risk-assessed project plan for every project, which is subject to regular monitoring against key milestones by a nominated project officer.

·   Changes to capital budgets, scheme costs, the inclusion or removal of individual schemes and information on remedial action needed to bring projects back on track are reported to Council as required.

·   The Senior Management Team and the Executive receive quarterly monitoring reports on the Capital Programme to review progress on the delivery of projects. This process also includes the evaluation of completed capital projects to assess if their individual aims and objectives have been met, and makes recommendations where necessary to improve the delivery of similar projects in the future.

·   The Council’s Corporate Resources Overview and Scrutiny Committee also critically examine the performance in delivering capital projects quarterly.

8.
Summary

This strategy is designed to outline the processes needed to enable the Council to develop a capital programme that meets corporate and service objectives. It also provides information on the likely level of spending that the Council will be able to support over the next three years in its capital programme and gives an indication of the level of resources that will required, and that are available, to deliver this programme. 
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