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1.
What we are trying to achieve and the impact on our customers
1.1
The Capital Plan is a means by which the Council delivers key parts of its current aims and objectives. This report outlines the level of new resources likely to be available for capital spending over the next four years in order to achieve these some of these aims.
2.
Recommendation(s) for decision
Recommendation to the Mayor:
2.1
That the Council be recommended:
(a)
to approve the Capital Plan for 2011/12 – 2014/15;
(b)
that any funding from the Community Infrastructure Levy be allocated to fund capital schemes on the basis of a Council wide scheme prioritisation; and
(c)
to approve the capital scheme for Torre Abbey (Phase Two) to be funded from a Heritage Lottery Fund grant with the balance of a maximum £2m, (based on current estimates), to be funded by the Council by means of prudential borrowing subject to any other external funds being raised for the scheme.
Recommendation to the Council:
2.1 That the 2011/12 Prudential Indicators (including the Authorised Limit for external debt) set out in Appendix 2 to this Report, subject to approval of the Revenue Budget and Council Tax for 2011/12 be approved.
3.
Key points and reasons for recommendations
3.1 The Council needs to review and roll forward its 4-year Capital Budget to enable forward planning of both the current capital programme and any additional projects for which new funding can be identified. This review needs to consider the demand for new investment, evidenced by the Capital Projects Reserve List and other known issues, compared with predictions of any new resources that may become available in the next 4 years. 

3.2 It should be noted that as the Capital Plan is a rolling four year plan that is updated every quarter for new and/or changes to projects and their funding/timing, the majority of changes in this report relate to capital funding allocations announced by the Coalition Government as part of its Spending Review. 
3.3 Themes arising from the announcements are:

1) Overall capital resources for the public sector are in total at significantly lower levels compared to 2010/11 and earlier years.
2) All capital allocations, although “badged” by central government for a specific service, are all un ring fenced allowing Councils freedom to allocate resources on a local level. The only exception is the Devolved Formula Capital allocation for schools.
3) The number and value of capital grants has been reduced which has also resulted in some grants being merged with others.

4) All allocations are funded on a “cash” grant basis – there are no future supported borrowing allocations thus reducing the Council’s need to only borrow for prudential borrowing schemes. This can be linked to the October 2010 increase in the Treasury’s margin for PWLB borrowing which increased the rates by 0.75%.
5) Councils are encouraged to consider alternative funding sources for capital, such as Tax Increment Financing, user pay schemes and private sector investment. Such schemes, if not funded from Council resources, do not form part of the Council’s capital plan but will impact on Council resources such as the use of assets which could otherwise be sold.
3.4 The Government’s recent announcements (to date) of capital allocations for future years are outlined in the table below
	Service
	2011/12

£m
	2012/13   £m
	2013/14  £m
	2014/15

£m



	Adult Social Services

	0.4
	0.4
	tbc
	tbc

	Education 
Basic Need
	1.3
	Expected to be at similar levels to 2011/12

	Education
Capital Maintenance
	1.8
	Expected to be at similar levels to 2011/12

	Education -Devolved Formula Capital
	0.3
	Expected to be at similar levels to 2011/12

	Transport –Highway Maintenance
	1.3
	1.3
	1.2   (indicative)
	1.1  (indicative)

	Transport-Integrated Transport
	0.9
	1.0
	1.0  (indicative)
	1.4  (indicative)

	DEFRA 
- Waste/Flood 
	tbc
	tbc
	tbc
	tbc

	Disabled Facilities Grant


	tbc
	tbc
	tbc
	tbc

	Social Housing


	tbc
	tbc
	tbc
	tbc

	TOTAL
Of which NOT ring fenced
	6.0
(5.7)
	2.7
	2.2
	2.5


3.5 The existing Capital Plan included assumptions that there would be £1m resources available to support both Education and Transport in each of the years 2011/12 to 2013/14.  Consequently the funding announcements above represent additional un-ring fenced resources of approximately

· £4.0m in 2011/12, 
· £0.7m in 2012/13, 


· £0.2m (indicatively) in 2013/14 and 


· £2.5m (indicatively) in 2014/15.
3.6 The Department for Education (DfE) is continuing to review future capital funding and a report is expected in the New Year.  As a result they have not yet indicated future allocation levels beyond 2011/12, although the Minister has advised that he hopes to be able to keep support for the Basic Need and Capital Maintenance elements of their funding in line with their total 2011/12 allocations, up to 2014/15.  The funding announced by DfE for 2011/12 is the full allocation available to local authority maintained schools for next year.
3.7 This review of the capital plan allocates the new funding to services in line with the allocations. However as all allocations (except DFC) are un-ring fenced, the Council can allocate resources on a different basis, if it considers such an allocation appropriate in the light of priorities.
3.8 By allocating the allocations in line with the central government allocations this results some services having no funding allocations. These services include Childrens’ social care, support services such as IT and all environment services such as parks, car parks, arts etc.
3.9 The Council has submitted a bid for funding for Princes Pier infrastructure from the Environment Agency that if successful will require Council capital resources of £1.4m. If the central government allocations are not used to support this project, this will require the use of prudential borrowing putting pressure on future year revenue budgets. However there could be significant implications of not undertaking the scheme and these will be raised when the project is brought forward for consideration. 
The Council has reflected the potential future revenue costs of this scheme in its longer term financial planning.
3.10
Members recently reviewed the Corporate Capital Strategy and Corporate Asset Management Plan and these documents, together with the accompanying reports (report 301/2010), highlight the significant demand for investment in assets, in particular support for infrastructure and the outstanding repair and maintenance programme for assets used for service delivery across all Council services in contrast to the limited predictions of new capital resources available. 
3.11
Overview and Scrutiny Board reviewed the Capital plan on 26th January 2011. 

For more detailed information on this proposal please refer to the supporting information attached.

Richard Thorpe

Chief Finance Officer

Supporting information to Report 10/2011
A1.
Introduction and history

A1.1
The capital budget for 2011/12 – 2014/15 is attached at Appendix 1. This is the capital plan as reported for quarter three 2010/11 adjusted for any likely additions for new funding and new schemes. 

A1.2
The Plan (including the current financial year) totals £122 million of which £48 million is expected to be spent in 2010/11and the remaining £74 million is planned to be spent in the 4 years 2011/12 to 2014/15.  However this is not yet a complete picture since the Council is still awaiting details of some Government allocations of funding as some future year allocations are either not yet notified or are indicative only.  When new funding announcements are awaited these will be incorporated into the Plan when notification is received
A1.3 
The Capital Budget has been rolled forward to encompass 2014/15, enabling additional schemes to be added to the programme where new resources can be identified. 

A1.4
This review considers the demands for new investment, evidenced by the Capital Projects Reserve List and other known issues, compared with predictions of any new resources which have been announced or which may become available in the next 4 years.

A1.5
The Council has adopted a set of overarching policies for allocating capital resources at a strategic level, including the use of Supported and Prudential Borrowing, pooling of capital receipts from disposals and use of Right to Buy Clawback receipts. The policies are embedded in the Council’s Corporate Capital Strategy, (the policy document which outlines the principles and processes used to determine the programme of capital investment across the Authority), which Cabinet has recently been consulted on during its annual review prior to endorsement by Council in December 2010. 

A2.
Overall Demands for new investment

A2.1
Pride in the Bay
A2.2
It is proposed to allocate the (un-ring fenced) transport allocations to highways in line with the notional central government allocation. The allocation of this money (£2.2m 11/12) to schemes is closely linked to the Council’s Local Transport Plan. As a guide a list of potential schemes, in addition to basic transport maintenance needs, that are identified in the Local Transport Plan, which could be funded from this allocation is as follows.
	Smart Cards & Ticketing
	Highways Signage

	Fleet Street Re-development
	New Rail Station at Edginswell

	Transport Action Zones
	Infrastructure for the disabled

	Hele Village Traffic Improvements
	Real-time Bus & Rail Information

	Brixham Park & Ride
	Coach Parking Bays

	Minor Congestion Relief
	Bus & Rail Integration

	Road Safety
	Paignton Park & Ride

	Traffic Management Systems
	Torquay Park & Ride

	Walking & Cycling
	Windy Corner Junction Upgrade

	Public Transport Infrastructure
	Western Corridor Transport Growth

	Integrated Transport Schemes
	Paignton Town Centre Improvements

	Improving Rail Stations
	Electric Car Charging Points

	Bus Priority


A2.3
The funding shortfall on the new Paignton Library of £2.3m has been recognised as a revenue budget pressure for 2011/12 and future years on the assumption that the shortfall is funded from prudential borrowing. This has the impact of reducing the Council’s capital receipt requirement by a corresponding sum. If in the future additional capitals receipts are generated then this can be reversed to reduce the pressure on the revenue account in future years.
A2.4
There is a potential major scheme to restore and protect Princess Gardens and the associated infrastructure. The estimate of the structural works required is in the region of £10m. This could require significant prudential borrowing support from the Council. If this can not be funded from an external funding source this will be a revenue budget pressure for the Council in future years.
A2.5
The Council has been successful in its bid for grant funding to the Heritage Lottery Fund to part fund Torre Abbey phase two scheme. This scheme has an estimated total cost of £5 million. The Council’s contribution will be a maximum £2m. It is anticipated that this will be reduced by support from other grant bodies such as English Heritage and English Country Houses and fundraising from the Friends of Torre Abbey. If this is not realised then this will be an additional cost for the Council to fund. 

A2.6
The balance on the Torre Abbey scheme is to be funded from prudential borrowing which will be an additional cost, based on £2m of borrowing, of £150,000 per annum on the revenue budget in future years once the new project has been completed. This, in the first instance, will be included as a future year budget pressure in the Council’s financial planning. However this could be funded from any additional income streams from admission at Torre Abbey once the new facility is opened. In addition any revenue implications arising from the Abbey being shut during refurbishment will need to be assessed in due course.
A2.7
The capital plan still includes a scheme for the South Devon Link Road. The Council with Devon County Council are still progressing the scheme with the aim of being allocated some of the national transport funds of £600m to be distributed over a number of schemes from a “development group” that will be announced in January 2011. If, in due course, the scheme is, on balance, unlikely to happen then this scheme will be removed from the Council capital plan and any costs to date will become “abortive” and at that time will become a cost to be funded from revenue. This action will have the impact of releasing the earmarked revenue budget that was to be used to fund the prudential borrowing required for the scheme once the existing costs capitalised to date have been funded. However the Council is optimistic that this scheme will progress in some form. 
A2.8
Princess Pier. In response to the identified issues on seafront infrastructure the Council has applied for funding from the Environment Agency. The bid for this scheme identified a four year programme of works a five year programme of works for Princess Pier with a total estimated grant aid bid of £3.3m. In addition to the works to be funded from this grant the Council will be expected to fund from its own resources £1.4m for Princess Pier.  The Council funding for Princess Pier has yet to be identified. If prudential borrowing is used this will be an additional cost of at least £105,000 per annum on the revenue budget in future years once the new project has been completed.
A2.9
At the time of writing DEFRA have not announced any funding allocations for support for waste initiatives.

A2.10
The Council is progressing, in partnership with Plymouth and Devon County Councils, a PFI scheme to build and operate an Energy From Waste (EFW) facility for the disposal of household waste. It is anticipated that the Council’s funding will be by an ongoing annual “unitary” charge linked to tonnage, however if based on the contract the Council is assessed to have, in effect, purchased a share of an asset some of this ongoing funding could be classified as capital expenditure.
A2.11
The majority of services within this theme such as toilets, parks, sports do not have any new identified funding sources, and therefore no schemes are being put forward.
A3
New Economy
A3.1
There are no funding allocations for this area. Any projects to support the economy will have to be generated from alternative funding sources such as the proposed Local Asset Backed Vehicle (LABV) drawing down on private sector investment.
A4
Learning and Skills
A4.1
It is proposed to allocate the (un-ring fenced) education allocations to Childrens’ Services in line with the notional central government allocation and allocate these funds (£3.4m 11/12) to schemes closely linked to the Council’s school strategies and basic need priorities. As a guide a list of potential investment priorities that could be considered is as follows.

Preston ASD Unit additional funding

Expansion of primary school places in Torquay and Paignton

Brixham primary places review

Expansion of special school places 

Brixham College teaching refectory

A4.2
The allocation for schools’ Devolved Formula Capital is the only capital allocation that is ring fenced. This has been reduced by 70% and this will impact on the ability of schools to maintain their land and buildings and possibly impact on the Council's capital schools repair and maintenance programme. In addition there is £0.6m of capital funding that is passed direct to Aided schools, although its deployment is by agreement with the Council.
A4.3 
The Council’s “basic need” capital allocation to cover the provision of the supply of school places is for “all taxpayer funded schools” which includes Academy schools as well. The allocation of reduced resources between schools at a time when basic need pressures may be on the increase will inevitably pose greater challenges to reach a local settlement on priorities.
A4.4 
The reduction in education funding compare to previous years is significant and will lead to the Council prioritising its school capital resources on basic needs and essential/statutory works rather than any service enhancement type schemes. It is a risk that the allocation will not meet the essential/statutory work need.
A4.5 
Allocations for 2012/13 and future years have not yet been announced pending the James Review into the schools building programme, however the total sum allocated is expected to be at similar levels to 2011/12. 
A4.6
A number of targeted government capital grants have ended and the scarcity of funding will mean that it may no longer be possible to continue with funding streams such as security works and DDA. There are no new funding allocations for non school services such as children’s social care or youth services and there will be little scope to top slice the basic need allocation. 
A5
Stronger Communities
A5.1
The Department of Health allocation for adult social care (un-ring fenced) is at a level higher than previous years although now combined in one grant. In previous years the Council has allowed the Torbay Care Trust to prioritise expenditure on the various individual adult social care grants subject to meeting local government capital expenditure eligibility rules. It is proposed to allocate the (un-ringfenced) adult social care allocations to adult social care in line with the notional central government allocation (£0.4m 11/12) subject to suitable capital projects being submitted by the Torbay Care Trust. If no suitable projects are submitted in line with Council priorities this funding can be allocated to other schemes.
A5.2
At the time of writing the DCLG have not announced allocation for either Disabled Facility Grants (DFG) or Social Housing. The allocation for DFG is expected to be similar to previous years. At present, however, there is uncertainty whether there will be any allocations from the Regional Housing Pot which was used to primarily support Housing Renovation Grants which will be then unfunded. 
A5.3
Apart from potential future funding from the Community Infrastructure Levy (see below) there are no resources to be allocated to support community led capital schemes

A6
Corporate Health
A6.1
As previously reported the Castle Circus Regeneration Project was paused pending a detailed review of all the components of the project. The element of the project in relation to the purchase and refit of Torhill House of approximately £4.5million has continued.  This will be funded from capital receipts or equivalent revenue contribution due from Oldway Mansion and Vaughan Parade combined with savings from the running costs of Oldway Mansion less increased running costs of Torhill House, a reduced allocation for repairs and maintenance on Oldway and Vaughan Parade and income from shop units/office rentals in Torhill House. 

The element of the project in relation to the Business Hub was withdrawn from the capital plan in the expectation that the project will be developed by the private sector as part of the LABV. 

The remaining element of the project such as Torquay Town Hall, Electric House and the Community Hub is still being reconsidered with the expectation that these will form a revised capital project. Until a revised project is agreed the original scheme less the costs/funding for the business hub is still in the Council’s Capital Plan.
A6.2
There are no new funding allocations for any corporate issues such as IT projects or for any asset enhancements such as Disability Discrimination Act.

A7
Capital Projects Reserve List
A7.1
The Council has an established process for identifying and prioritising new demands for capital expenditure to ensure investment in assets supports the Council’s corporate priorities alongside its statutory duties. 
A7.2
As the majority of central government capital allocations are now un-ring fenced and the Community Infrastructure Levy is less scheme specific, the capital prioritisation process needs to be expanded to cover all Council capital schemes including those schemes in services that were previously ring fenced.

A7.3
The previous reserve list, which excluded school and transport schemes, highlighted structural repairs as the major issue facing the Council from an Asset Management and Community Plan perspective includes the following schemes, some of which may have implications if the schemes do not go forward:
· Princess Pier - Structural Repairs to stone structure

· Multi-Storey Public Car Parks Improvement Programme

· Torre Abbey Project - Phase II - 2nd stage of Renovation works

· Urgent repairs to “seaside” assets – railings, Torre Abbey beach steps 
· Affordable Housing 
A8.
Supported Borrowing and Government Grants for National Priorities

A8.1
The Governments Comprehensive Spending Review recent announcements do not include any Supported Borrowing allocations as the Government have chosen to use direct capital grant funding instead.  Consequently earlier assumptions of future years supported borrowing have now been replaced by grant.
A9
Economic Conditions

A9.1
The Council will continue to review the continuing economic climate and the impact it is having on land and building values. 
A10
Capital Receipts
A10.1
The disposal of surplus and under-used assets to generate capital resources is critical to the development of the Capital Plan Budget although it is clear that the Council’s future Capital programme cannot depend upon capital receipts alone.

A10.2
The proposed Capital Budget anticipates £4.1 million capital receipts from asset disposal. To date (December 2010) the Council has generated £0.7m of this total leaving a balance of £3.4m to be funded.

A10.3
The expected receipts from the sale of assets linked to a specific project, such as Old Paignton Library will be supplemented by any receipts arising from the Asset Rationalisation Plan.

A10.4
Disposal of sites at low or nil value competes with achieving the disposal target required to fund other priorities and any new schemes. There are a number of circumstances where the Council could dispose of assets at nil value. In each case the opportunity cost of a disposal at nil value needs to be clearly recognised and considered. Areas where this could arise are:
- Community Asset Transfer (or other community based transfer)
- Transfer to related companies such as Economic Development Company

- Transfer to Local Asset Backed Vehicle

- Transfer of Land for affordable housing schemes
A10.5
Right-to-Buy sales by Sanctuary Housing (formerly Riviera Housing Trust) have dropped to very low levels. At this stage no assumptions of income from this source has been made.
A10.6
In view of the uncertainty over realising capital receipts and generating the £3.4 million required to finance the current Capital Plan, using further monies from as yet un received disposals for commitment to new investment is still considered a risk and all capital receipts received will be allocated, in the first instance, to meet the existing capital receipts requirement for approved schemes.
A10.7
There is still the possibility of significant receipts from both the Churston Golf Club land and the disposal of land on Preston Down Road.  At the moment no account of these potential receipts has been included in Council planning.
A11
Revenue funding for Prudential Borrowing

A11.1
The Council has already approved the use of over £55 million of Prudential Borrowing to fund mainly self-funding schemes i.e. the cost of borrowing is funded by creating cashable efficiency savings from existing credit arrangements or funding streams, or by generating new income. The anticipated annual cost of principal and interest of committed schemes once completed is around £4 million which is 3% of the Gross Revenue Budget. The risks of committing to the future revenue implications have been assessed on a case-by-case basis in accordance with the Council’s policy to ensure the Council is acting prudently. It should be noted that the £55 million is a maximum figure and the total amount of prudential borrowing will be lower at any particular time due to the annual repayment of borrowing by services over the life of the asset or a shorter period from the year that the asset becomes operational.
A11.2
Using current borrowing rates, a provision of an annual sum of £0.1 million added to the base Revenue Budget and found from Council Tax, would fund a one-off up-front investment of around £1.4million. This Revenue Budget commitment would need to be kept in place for up to 25 years to pay back the borrowing and given the current issues facing the Council’s Revenue Budget it is recognised that this may not be considered an option in the short-term.

A11.3
As outlined earlier the Council is progressing a bid for funding for princess Pier that will require some support form the Council but that is currently unfunded. If alternative funding can not be identified then if these are funded from prudential borrowing this will be a revenue budget pressure for future years or else deleted from the plan if the revenue costs are considered too prohibitive at his stage.
A12
Other Funding

A12.1
Grants – The options for grants has changed in relation to the Government’s overall reductions in capital funding available to the public sector. In addition a number of government agencies are being abolished or merged such as the demise of Regional Development Agencies. The Council will aim to be aware of any funding opportunities from both existing bodies and any new/replacement bodies such as Regional Growth Funds.
A12.2
Section 106 (Planning gain) monies – 

Amounts due to date and those expected in respect of Section 106 agreements for contributions towards education, housing, highways & transport, employment and other services are shown below. 
	
	Anticipated in Capital Budget 2010/14
	Received to date – Dec 2010
	Potential due over next 4 years

	
	£m
	£m
	£m

	
	
	
	

	Childrens
	0.2
	0.2
	0.6

	Housing
	0.8
	0.8
	0.5

	Highways & Transport
	0.1
	0.1
	0

	Employment
	0
	0
	0

	Other
	0
	0
	0


Due to the continuing economic conditions and its impact on developers in Torbay there is ongoing uncertainty over the future receipt of S106 money. Although an agreement may have been signed with a developer, unless the “trigger” action is reached the developer is not liable to pay any money to the Council. The Capital Plan will only incorporate S106 funding when received or when there is considerable certainty over its receipt. As noted below the proposed introduction of the Community Infrastructure Levy will impact on S106 funding.
A12.3
The Community Infrastructure Levy as proposed by the previous government is expected to be reformed to ensure neighbourhoods share the advantages of development by receiving a proportion of the funds councils raise from developers. These will be passed directly to the local neighbourhood so community groups can spend the money locally on the facilities they want, either by contributing to larger projects funded by the council, or funding smaller local projects like park improvements, playgrounds and cycle paths. The new system will be more transparent with levy rates set in consultation with local communities and developers, unlike planning obligations that are negotiated behind closed doors. Developers will know upfront exactly how much they will be expected to pay towards infrastructure, enabling them to work out costs earlier. 

A12.4
It is expected that a report will be presented to Council in Summer 2011 for the operation of the Levy within Torbay with proposals on fee levels, distribution of the Levy to neighbourhood groups and the allocation of the levy to Council capital projects. 

A12.5
The prioritised allocation of the levy to Council schemes will be important as this funding replaces the S106 funding that was used to support a range of schemes including affordable housing, transport and schools.

A12.6
Schemes will be introduced into future revisions of the Capital Plan on a “cash” basis as the Levy is received. An initial estimate is that the Levy, once fully operational, could generate in excess of £2m of funding per annum. 

A12.7
New Homes Bonus - A potential new source of capital funding is the New Homes Bonus that has been introduced by the Coalition government from 2011/12 that provides a revenue grant to Council’s based on the number and type of houses built in their area. Due to the uncertainty of potential values this grant has not been budgeted for as part of the 2011/12 but will be recognised when values are more certain. Although a revenue grant, the funding could be used to support capital projects.

A12.8
Tax Increment Financing – one new potential funding source for capital projects identified by central government is tax increment financing (TIF) where future NNDR tax streams from new developments could be used to initially fund those new developments. More detail on this is expected in 2011.
A13
Alternative Service Delivery

A13.1
The Council has been establishing alternative service delivery models or new delivery vehicles that will generate investment and capital projects in Torbay without the requirement for a cash support from the Council, although the Council contribution would be in the way of enabling the project and the transfer/strategic lease of assets.
A13.2
Developments in this category would include the creation of a Local asset Backed vehicle as part of the Mayoral Vision, transfer of land to the Economic Development Company and the leasing of land and assets to TOR2. In addition developers could be approached to fund or part fund Council projects in return for future income streams.
A14
Contingency
A14.3
The capital plan of £122 million has an overall contingency of £1.1 million equal to approximately 1% of the plan to meet cost overruns or shortfalls in funding.

A15.
Capital Programme Management

A15.1
Detail on the Capital Programme Management is contained in detail within the Capital Strategy. Also in the strategy are the key polices that guide the Council in the management of its capital planning. Some of these polices have been updated to reflect changes in the Council’s circumstances including a new policy on the overall level of prudential borrowing.
A16
Scenario Planning and Sensitivity

A16.1
These issues have been considered for the draft capital plan.


The major areas where alternative scenarios may occur or sensitivity of forecasts are an issue are an issue are discussed as follows:
	Issue
	Risk
	Mitigation



	Shortfall in Capital Receipts


	Shortfall in Funding

10% variance is £0.36m

Key Risk
	Active asset rationalisation plan

Land Banking

Future level of receipts

Stop future schemes

Use of prudential borrowing

Right to Buy income only used if received

	Significant Reduction in grant allocations
	Failure to  progress schemes and risk of failing to meet “basic need” work
Key Risk
	Prioritisation of works
Consider alternative funding sources

	Overspend on a project
	Unfunded increase in expenditure
	All projects have a contingency 

All projects should comply to Prince2

Overall contingency on capital plan

Professional expertise used on costing of projects

Tenders arranged before works start

Value engineer project (if possible)

	Underspend on a project
	Monies to be reallocated
	Professional expertise used on costing of projects

Tenders arranged before works start

	Shortfall in Capital Income


	Shortfall in Funding
	S106 income used only if received

	Significant revenue budget reductions required
	Reduction in revenue budget for unsupported borrowing
	

	Inflation


	Unfunded Increase in expenditure 
	Minimal due to current economic conditions

	Increase in borrowing rates


	Higher revenue costs to fund schemes
	Approved borrowing costs part of treasury management strategy

Future schemes could be affected as affordability would be reduced


A17
International Financial Reporting Standards (IFRS)

A17.1
From April 2010 the Council will be fully compliant with International Reporting Standards(IFRS). In practice this requires that any leases or contracts involving the use of assets will need to be assessed and accounted for under these new standards. In relation to capital, the new standards, are more prescriptive in terms of identifying finance leases and implied leases (under IFRIC4, IFRIC12 and IAS17). In practice this means that more Council leases, both as a lessee and a lessor, and other contracts involving assets are more likely to be classified as finance leases thus will then be recorded as capital expenditure or income which will have an impact on the Council’s balance sheet and capital financing.
A17.2
Under IFRS the Council has to state its policy on charging borrowing costs to capital projects until the project is operational. It is proposed that this option is not taken therefore any cash flow implicatiosn from financing a project prior to operational is a revenue costs.
A18
Affordability of Capital plan and Prudential Indicators

A18.1
The Chartered Institute of Public Finance & Accountancy Code of Practice recommends a set of Indictors designed to help Councils to ensure their capital investment plans are “affordable”, “prudent” and “sustainable”. 

The Indicators are as follows –


Affordability:

Ratio of Financing Costs to Net Revenue stream

Incremental impact of capital investment decisions on Council Tax

Net external borrowing does not exceed, except in the short term, the Capital Financing Requirement in the preceding year and the next three years.
Estimates of capital expenditure


Estimates of Capital Financing Requirement


Authorised limit for external debt


Operational boundary for external debt


Treasury Management Indicators 
The matters required to be taken into account by the Council in setting or revising their prudential indicators are as follows –

· Affordability - implications for Council Tax & the Council’s resources generally
· Prudence and sustainability - implications of borrowing & whole life costs
· Value for money - option appraisal
· Stewardship of assets - asset management planning
· Service objectives - strategic planning for the authority

· Practicality - achievability of the forward plan 

A18.2
Members will be aware that these issues are taken into account strategically through the development of the Asset Management Plan, the Corporate Capital Strategy, the Capital Projects Reserve List, the Medium Term Financial Plan and the current Revenue & Capital Budget review process.

A18.3
The Council itself is required to review and formally approve its Prudential Indicators in advance of the new financial year, alongside approval of the Capital Budget.

A18.4
Provisional Indicators for 2011/12 and future years, based on the assumption the Capital Budget proposed in this Report is approved, are produced at Appendix 2 to this Report. As they are dependent upon finalisation of the Revenue Budget-setting process, they may change as a result of decisions taken before the level of Council Tax for 2011/12 is determined.
A19.
Risk assessment of preferred option
A19.1
Outline of significant key risks


The main risks associated with reviewing the Capital Plan Budget are:
· Impact of economic conditions of capital receipts and s106 contributions

· Significant reduction in capital allocations could limit spen to just basic needs on schools and transport.

· Uncertainty over future year (2012/13 onwards) of government allocations for supported borrowing and capital grants.
· The effect on service provision of not undertaking certain high priority projects, particularly if access to key assets will be limited in the future because of public safety concerns. 

· Impact of economic conditions of capital receipts and s106 contributions

· The robustness of estimates of likely resources.

· Realistic assumptions of costs.

A20.
Other Options

A20.1
As the majority of capital funding from central government from 2011/12 is now un ring fenced the Council now has greater ability to allocate funding to its own local priorities. This report proposes allocating the central government allocations in line with the central government split but the Council could centralise all funding and allocate to services on a cross Council prioritisation basis or a percentage split between the two options.
A21.
Summary of resource implications
A21.1
As this report is the review of the draft capital plan, there are no other resource implications at this stage of the Budget development process. When final recommendations are made to Council on amendments to the Capital Budget there will inevitably be financial, personnel and property implications.

A22.
What impact will there be on equalities, environmental sustainability and crime and disorder?

A22.1
There is no immediate impact at this stage. The development of individual projects addresses these issues.

A23.
Consultation and Customer Focus

A23.1
The Corporate Asset Management Team, Commissioners and Overview and Scrutiny Board are consulted throughout the Budget development process.
A23.2 There are no immediate implications at this stage, but the eventual recommendation to Council on amendments to the Capital Budget is likely to have implications for all Business Units.

Appendices

Appendix 1
Draft Capital Plan Budget 2011/12 – 2014/15
Appendix 2 
Prudential Indicators 2011/12
Documents available in members’ rooms

None
Background Papers:
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Appendix 2 to Report 10/2011
Torbay Council Prudential Indicators 2011/12 and Future Years
These indicators are based on assumptions made in relation to the Council’s revenue and capital budgets for the following four years. These indicators relate very closely to assumptions on investment and borrowing within the Treasury Management Strategy. 

The indicators are also based on guidance in the Prudential Code and the Practioners’ Guide to Capital Finance (both CIPFA).
Prudential Indicators for Affordability

Ratio of Financing Costs to Net Revenue stream 

This indicator shows how much of the net Revenue Budget is used to pay the costs of borrowing and other credit. It includes the costs of interest on borrowing and for setting aside provision for the repayment of principal, offset by investment income. These costs are then shown as a percentage of the net Revenue Budget (to be met from General Grants and Council Tax). The change year on year shows the effect that capital investment has upon the overall financial strategy of the Council.

As capital projects take time to complete the effect on the Revenue Budget builds up over time. i.e. the full year effect of spending in 2011/12 is not an impact until 2012/13.
	Revenue Costs of Capital - Estimated
	Outturn 

2010/11
	2011/12
	2012/13
	2012/13
	2013/14

	
	£m
	£m
	£m
	£m
	£m

	Interest on Borrowing & Other Finance
	6.3
	7.0
	6.8
	6.7
	6.7

	Debt Rescheduling
	0
	0
	0
	0
	0

	Finance Costs re PFI
	0.5
	0.5
	0.5
	0.5
	0.5

	Investment Income
	(1.5)
	(1.0)
	(1.2)
	(1.6)
	(1.4)

	Cost of Deferred Liabilities
	0.9
	0.5
	0.5
	0.5
	0.5

	Minimum Revenue Provision ( MRP)
	4.0
	4.3
	4.2
	4.9
	5.1

	Direct Financing of capital from revenue 
	0
	0
	0
	0
	0

	Total Financing Costs
	10.2
	11.3
	10.8
	11.0
	11.4

	Net Revenue Budget
	121
	125
	125
	125
	125

	Ratio - Including direct financing - Revenue
	8.4%
	9.0%
	8.7%
	8.8%
	9.1%

	Ratio – Excluding direct financing - Revenue
	8.4%
	9.0%
	8.7%
	8.8%
	9.1%


In calculating this indicator the following assumptions are made – 

· The calculation does not include  Government support towards the costs of Borrowing paid through Revenue Support Grant or PFI Grant

· The calculation does not include any repayment by services of any service (saving) funded prudential borrowing.

· Direct Financing of Capital would have been funded from revenue budgets.

· Future year Council revenue budget similar to 2011/12

Estimate of Incremental impact of capital investment decisions on Council Tax

This is the estimate of the incremental effect on Council Tax of capital investment decisions being recommended to Council in this report over and above the existing 4-year Capital Budget already approved. It demonstrates the cost of decisions to increase the Capital Budget, which are included in the proposed Council Tax (Band D).

This indicator is calculated by comparing the revenue cost of the existing Capital Budget with the estimated cost of the proposed new Budget. It does not imply that Council Tax has to be increased by this amount but it indicates how much of the Band D Tax represents the marginal cost of new investment.

	
	2011/12
	2012/13
	2013/14

	2014/15

	
	£000’s
	£000’s
	£000’s
	£000’s

	Incremental impact of capital investment decisions on Council Tax
	0
	0

	60

	60

	Equivalent % of Band D Council Tax (Torbay element only)
	0%
	0%
	0.10%
	0.10%


The calculation includes any expected changes in –

· Annual interest costs of new Borrowing

· Additional Minimum Revenue Provision for repayment of principal

· New direct revenue funding of capital schemes falling on Council Tax (if any)

This indicator cannot be finally confirmed until the Revenue Budget is agreed – an illustrative 2011/12 Revenue Budget figure of £125m has been used in the calculation.

Prudential Indicators for Prudence

Net Borrowing and the Capital Financing Requirement 

This indicator measures the Council’s underlying need to borrow for a capital purpose over the medium term. It is derived from Balance Sheet values including Fixed Assets and increases as a result of Capital spending not financed immediately from capital receipts, grants, contributions and revenue.

	
	2010/11

Estimate

£m
	2011/12

Estimate

£m
	2012/13

Estimate

£m
	2013/14

Estimate

£m
	2014/15

Estimate

£m

	Borrowing as at 31/03/xx


	162
	157
	157
	153
	153

	Less Investments as at 31/03/xx
	(101)
	(73)
	(57)
	(47)
	(51)

	Net Borrowing


	61
	84
	100
	106
	102

	Long Term Liabilities as at 31/3/xx
	10
	10
	9
	9
	8

	Net Borrowing & Long Term Liabilities as at 31/3/xx
	71
	94
	109
	115
	110

	Capital Financing Requirement as at 31/3/xx
	138
	152
	163
	163
	163


In line with best practice, the Council has adopted the CIPFA Code of Practice for Treasury Management and has an integrated Treasury Management Policy and therefore does not associate borrowing with particular schemes or types of expenditure. External borrowing can arise as a consequence of all the financial transactions of the Council and in daily cash management no distinction can be made between revenue and capital cash, however over the medium term borrowing should only be undertaken for a capital purpose. To demonstrate this Net Borrowing except in the short-term) should not exceed the CFR.

Prudential Indicators for Capital Expenditure, External Debt & Treasury Management

Estimated Capital Expenditure 

This is the Estimated Capital spend for the forthcoming and future years as per the proposed 4-year Capital Plan Budget presented at Appendix 1 to this Report.

	
	2011/12
	2012/13
	2013/14
	2014/15

	
	£m
	£m
	£m
	£m

	Capital Expenditure in year


	42
	21
	8
	3


Authorised Limit for External Debt

This is the Statutory “affordable borrowing limit” required under section 3(1) of the Local Government Act 2003. Impending breach would require the Council to take avoiding action. The Limit approved for 2010/11 was £224m. 

Included in this limit is any long term liability the Council has such as the Schools PFI arrangement. With the introduction of International Financial Reporting Standards the Council is likely to have more long term liabilities. 

	
	2011/12 
	2012/13


	2013/14
	2014/15



	Borrowing
	£207m
	£214m
	£220m
	£220m

	Other Long-term Liabilities
	£21m
	£21m
	£20m
	£20m

	Total Authorised limit
	£228m
	£235m
	£240m
	£240m


The proposed limits are calculated having regard to the Council’s existing commitments, approved Capital Budget and the proposals for new spending contained in the Capital Budget Report. In addition to the Basic assumptions above, the Limits allow for the following –

·  consistency with the Council’s Treasury Management & Annual Investment Strategy

· an anticipation of the “worst case scenario” for daily cashflow providing headroom over the Operational Boundary and incorporating risk analysis of slippage in spending and income receipts

· the option to borrow funds to finance the Capital Plan budget in advance of projected spending if market forces indicate this is financially advantageous

· provision to allow Prudential Borrowing for new “spend-to-save” schemes or to consider alternative financing options 

· the projected Capital Financing Requirement above

Operational Boundary for External Debt

This is the most likely, but not worst case scenario for day-to-day cash management purposes. This indicator provides an early warning for a potential breach in the Authorised Limit. The CIPFA Prudential Code recognises that this Indicator needs to provide a realistic pointer that treasury operations are within affordable and statutory limits. Occasional breach of this limit is not serious but sustained breach would indicate that prudential boundaries the Council has set may be exceeded, requiring immediate Council action. 

	
	2011/12 
	2012/13


	2013/14
	2014/15



	Borrowing
	£180m
	£182m
	£185m
	£185m

	Other Long-term Liabilities
	£21m
	£21m
	£20m
	£20m

	Total Authorised limit
	£201m
	£203m
	£205m
	£205m


The Limit is based upon the same assumptions used for the Authorised Limit but assumes a more likely scenario for slippage in spending and income receipts than taken for the Authorised Limit. It does not have the additional headroom for unusual cash movements and is consistent with the cost of financing estimates used for the purpose of setting the Revenue Budget.

Capital Financing Requirement at 31 March 2011
This indicator measures the Council’s underlying need to borrow to fund capital projects and dictates the amount of money the Council has to set aside from its Revenue Budget (Minimum Revenue Provision) as provision for repayment of any actual debt it incurs. It increases as a result of Capital spending where resources are not set aside immediately from capital receipts, grants, contributions and revenue. 

The outturn figures are derived from the Balance Sheet by consolidating a number of categories including Fixed Assets, Capital Financing, Revaluation Reserve and the Capital Adjustment Account. 

	Capital Financing Requirement as at 31/3/xx
	Outturn

2010/11

	
	£m

	
	

	Opening Balance 
	129.8

	Capital Expenditure in Year funded from Borrowing (est)
	13.0

	Minimum Revenue Provision
	(4.0)

	Repayment of Deferred Liabilities
	(0.4)

	
	

	Capital Financing Requirement at Year End
	138.4

	
	

	Net Debt including long term liabilities 
	£71m


Estimate of the Capital Financing Requirement (CFR) 

This indicator measures the Council’s underlying need to borrow for a capital purpose. It is derived from Balance Sheet values including Fixed Assets and increases as a result of Capital spending not financed immediately from capital receipts, grants, contributions and revenue.

	
	2010/11
Estimate
	2011/12

	2012/13
	2013/14
	2014/15

	Capital Financing Requirement 
	£138m
	£152m
	£163m
	£163m
	£163m


Prudential Indicator in respect of Treasury Management 

The Council has adopted the CIPFA Treasury Management in the Public Services: Code of Practice and Cross Sectorial Guidance Notes. The CIPFA Code of Practice on Treasury Management was last adopted by the Council on 25th March 2010. 

The Treasury Management Strategy is closely linked to the Council’s Capital expenditure plans. Any proposals to increase the Council’s external debt for capital purposes will be undertaken in accordance with that Strategy. The Prudential Indicators for Treasury Management, which form part of the Council’s 2011/12 Treasury Management Strategy, are provided and explained further in that document to be presented to Council in February. 

Additional Prudential Indicators in respect of Treasury Management, including the limits for Fixed and Variable interest rate exposure, are presented in the Treasury Management Strategy Report to Council.
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