Central Bedfordshire Council

EXECUTIVE 10 January 2017

DRAFT CAPITAL PROGRAMME 2017/18 TO 2020/21

Report of ClIr Richard Wenham, Executive Member for Corporate Resources
(richard.wenham@centralbedfordshire.gov.uk)

Advising Officer: Charles Warboys, Director of Resources and Section 151
Officer
(charles.warboys@centralbedfordshire.gov.uk)

Contact Officer: Ralph Gould, Head of Financial Control
(ralph.gould@-centralbedfordshire.gov.uk)

This report relates to a non-Key Decision

1. The purpose of this report is to seek Member approval for a Capital
Programme for the Medium Term Financial Plan (MTFP) period
2017/18 to 2020/21 to facilitate effective financial management and
planning.

2. The report proposes the draft Capital Programme for the four years
from 1 April 2017. It excludes the Housing Revenue Account (HRA)
which is subject to a separate report.

RECOMMENDATION
The Executive is asked to:
1. approve the draft Capital Programme for 2017/18 to 2020/21 for

consultation with Overview and Scrutiny Committees and
other interested parties.

Overview and Scrutiny Comments/Recommendations

3. Overview and Scrutiny Committees will consider the budget proposals in
their January 2017 cycle of meetings and comments will be included in
the final Budget report to be presented to Council at its February 2017
meeting.



Background

4.

The Council’s Capital Programme has been reviewed during the current
financial year and there have been a number of changes to profiles,
reductions and additions.

The Capital Programme continues to be dominated by a few large
schemes including the requirement to provide New School Places,
M1/A421 Junction 13 — Milton Keynes Magna Park, M1/A6 Phase 1 and
2, Highways Structural Maintenance, Dunstable Leisure Centre and
Library, and Broadband infrastructure.

A driving principle underlying Capital Programme development has
always been to minimise the revenue impact in future years arising from
interest payments and the Minimum Revenue Provision (MRP) or
alternatively, to identify future revenue resources to facilitate borrowing
for capital purposes in a sustainable and prudent manner.

Capital Budget Strategy

7.

From the Council's five-year plan there are a number of broad outcomes
which capital investment plays a role in delivering:

Improved town centres and facilities

Great quality, appropriate and affordable housing

Great infrastructure including transport and broadband
Improved roads and pavements, parks and leisure
Educational success

Allowing people to live independently or in suitable specialist
accommodation

e Operational efficiency.

In order to deliver those outcomes and in common with the General Fund
Revenue MTFP, the Capital Programme was built up thematically as
follows:

Theme 1 - Replacing and renewing operational assets:

Buildings, roads, IT systems and streetlights etc. have a finite life and the
Council needs to have a programme to maintain, improve and replace
assets used for operational delivery.

The Council also needs to ensure that the Capital Programme is checked
for relevance, statutory compliance, value for money and opportunities to
deliver efficiencies at the point of renewal but also recognise that there
will be a base level of need to keep services running.



10.

11.

12.

13.

Theme 2 - Investing to save:

Capital investment can be the key that unlocks new income streams and
capital receipts or helps manage demand:

Managing demand, through the Managing the Needs of Older People
(MANOP) programme for instance, is key to the Council’s strategic
thinking to contain costs and offer better outcomes.

Upfront investment in some assets can either trigger improved income
generation opportunities, as in CCTV or enhance the value of assets
prior to sale, as in work to prepare for disposal of sites such as Thorn
Turn.

Theme 3 - Capturing the benefits of growth for all:

Growth brings opportunities to deliver new capital infrastructure
alongside additional revenue through Council Tax, NNDR and the New
Homes Bonus. Growth is often the trigger to access Government funding
for key infrastructure.

CBC needs to ensure it is capturing the full benefits of being a Council
that supports growth, and critically that these are benefits for both new
and existing communities.

This is key to CBC'’s investment plans for school places, transport and
new leisure facilities.

Theme 4 - Protecting and enhancing Central Bedfordshire:

As custodians of the public realm and significant landowners, CBC has a
role to play in ensuring the environment which makes Central
Bedfordshire such an attractive place to live, work and invest is
protected.

An increasing population creates additional pressure on urban and rural
open spaces and this requires continued capital investment to maintain,
such as bridges on public footpaths but beyond this there are
opportunities to improve existing facilities such as Houghton Hall Park.

Theme 5 - Responding to new opportunities:

As an effective and resilient authority CBC is in a position to respond to
change proactively and to investigate and take opportunities.

Examples include the provision and delivery of Health Care hubs;
working with health providers to create a more seamless service. This
has been put into practice, at a modest scale but further opportunities in
Dunstable and Biggleswade are being investigated.
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New opportunities to make the most of our assets, whether it is a rural
exception site for key worker housing or building our own care homes
also warrant investigation.

Also, as part of the MTFP process for 2017/18 — 2020/21 the Council
focussed on a number of specific issues and used an internal resource
which was released for three months on secondment to undertake a
series of reviews. Those reviews (known as the MTFP Workstreams)
covered nine areas. One of those was Income from Assets, the outputs
of which are captured in the Capital Programme. Specifically, two
projects are proposed as part of this workstream; a) build a Crematorium,
and b) build a Children’s Home and Assessment Centre. Both of these
schemes may deliver financial benefits to General Fund revenue, and
would only be pursued if such benefits are identified.

The Capital Budget proposed in this report reduces revenue liabilities
against those previously identified in the MTFP for 2016/17 to 2019/20.
The reduction is partly due to revised cost of borrowing assumptions
identified within the Interest Rates section of this report. Risks of revenue
budget pressures remain, largely those associated with the realisation of
capital receipts (delays would increase the overall borrowing
requirement), and the timing of movements in interest rates (if increases
occur earlier than assumed then interest liabilities will be greater than
estimated). Any capital overspends or shortfalls in capital receipts which
cannot be mitigated would result in a revenue pressure as additional
borrowing would be necessary.

A summary of the proposed Capital Programme has been included in
Appendix A and Appendix B which shows a breakdown by individual
schemes. Particular attention is drawn to schemes that require the use of
the Council’s own resources, i.e., capital receipts or unsupported
borrowing, as it is these schemes that create future revenue liabilities.

Capital receipts projections for the 2017/18 to 2020/21 period have been
reviewed. These represent a key source of funding for the Capital
Programme over the MTFP period without which the affordability and
sustainability of the Capital Programme could be at risk.

The Housing Revenue Account (HRA) Capital Programme is included as
part of a separate report to the Executive and is therefore excluded from
this report.



Summary of draft Capital Programme 2017/18 to 2020/21
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Capital investment is required to ensure the delivery of the Council’s
priorities but the programme needs to be both affordable and
sustainable. Capital expenditure that is not financed through existing
capital resources (e.g., grants, developer contributions and capital
receipts) will reduce revenue resources available for other services over
the longer term by incurring additional capital financing costs.

Table 1 below shows a summary of the draft Capital Programme
reflecting revisions in year and a planning assumption of varied slippage
in programme spend across the years. Expenditure and income in each
year has been adjusted by an overall estimate of slippage in the Capital
Programme for the purposes of calculating the revenue implications.
Based on current monitoring of the 2016/17 Capital Programme an
overall slippage to 2017/18 of 30% has been assumed followed by 20%
to 2018/19 and 15% per annum thereafter. The assumed slippage profile
reflects the fact that a number of high value schemes are expected to
complete in 2017/18 and the proposed programmes for later years are
reducing in overall value. A reconciliation to the MTFP, excluding
slippage, is provided in Appendix C. The detailed draft programme is
presented in Appendices A and B.

Table 1 —2017/18 to 2020/21 Draft Medium Term Financial Plan
Capital Programme (assuming annual programme slippage)

2017/18 2018/19 | 2019/20| 2020/21

£000 £000 £000 £000

Gross Expenditure 94,931 90,983 96,834 57,940
Funded by:

Grants/Contributions | (42,997) (46,440) | (63,522) | (43,350)

Capital Receipts (12,000) (10,000) | (10,000) (8,000)

Borrowing (39,934) (34,543) | (23,312) (6,590)

Total Funding (94,931) (90,983) | (96,834) | (57,940)

By including an overall slippage assumption for the capital schemes
there is recognition that dependencies within the Capital Programme
exist (for example on third parties, including external funders) and often,
as a result, capital schemes are deferred from one year to the next as

delivery is delayed.
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Financing of the Capital Programme

The revenue financing costs of the proposed Capital Programme,
including what has been previously built into the previous MTFP are:

Table 2 —2017/18 to 2020/21 Annual Revenue Implications of
proposed Capital Programme compared to Previous MTFP

2017/18 2018/19 2019/20 2020/21
£000 £000 £000 £000

Previous MTFP 16,150 17,736 19,103 -
Additional Charge /
(Reduction) to
original MTFP (1,580) (2,366) (2,523) -
Revised MTFP 14,570 15,370 16,580 17,680
Year on Year
Increase in the
revenue
consequences of
the proposed
programme 800 1,210 1,100

Estimated revenue costs are lower than the previous base budget for
2017/18 to 2019/20 reflecting updated assumptions in respect of the
timing of interest rate movements and amendments to the draft Capital
Programme.

Table 2 sets out the draft position over the medium term. Although there
is less certainty in determining future spend and financing, the table
shows that the Capital Programme will continue to produce cost
pressures without further generation of new capital receipts and external
grants and contributions.

Interest Rates

Since inception the Council, (excluding HRA refinancing), has borrowed
internally from its own cash balances to fund the Capital Programme, as
opposed to taking on debt from the Public Works Loan Board (PWLB), a
Central Government lending facility, or financial markets. Cash balances
derive from the Council’s reserves, grants received in advance and
amounts due to creditors. As at 31° March 2016, the Council had
borrowed £122.0M from its own balances to fund capital expenditure.
Where required by the actual cash flow position, the Council obtains
short term borrowing from other public authorities.



25.

26.

27.

28.

29.

Revenue implications of the Capital Programme have been calculated on
the assumption that any borrowing, required by actual cash flows, will be
obtained on a short term basis taking advantage of current low interest
rates. Council borrowing has traditionally been obtained from the PWLB
for longer periods. However in the current market, public authorities are
lending to each other at rates below the PWLB rate for short term periods
and the inclusion of these rates coupled with revised assumptions in
respect of future increases in UK base rates has lowered the projected
revenue implications of the Capital Programme over the previous MTFP
2016/17 to 2019/20 period.

The rate of interest assumed is important in determining revenue
implications of borrowing arising from the Capital Programme. Importantly,
the assumed borrowing costs over the period of the MTFP are particularly
sensitive to any unexpected increases in interest rates. Table 3 below
demonstrates the impact on the MTFP of interest rates above those
assumed in the Plan.

Table 3 -2017/18 to 2020/21 Additional costs over the MTFP period
of an unexpected increase in the Interest Rate

2017/18 | 2018/19 2019/20 2020/21

£000 £000 £000 £000

1% point higher 1,120 1,430 1,620 1,710
2% points higher 2,240 2,860 3,240 3,420

There is a risk that interest rates may be higher than current rates when it
comes to refinancing debt taken out on a short term basis. This would lead
to higher revenue implications arising from the draft Capital Programme
over the longer term, within and beyond the current MTFP period.

The Council’s treasury management advisers, Arlingclose Ltd, do not
expect the Bank of England to raise its Base Rate from its current level of
0.25% over the next three years.

The Council’'s MTFP assumes variable interest rate forecasts as follows:

2017/18
0.50%

2018/19
0.50%

2019/20
0.50%

2020/21
0.63%

Rate %

This forecast includes a 0.1% prudent allowance for uncertainty above the
assumptions provided by Arlingclose Ltd.
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Taking into account the assumptions on borrowing over the MTFP
period, and the mix of fixed and variable rate borrowing, the weighted
average interest rates for the MTFP period are as follows:

2017/18 [ 2018/19 2019/20 2020/21

Weighted average
interest rate on
borrowing % 2.50% 2.28% 2.38% 2.60%

The Council reviews and approves annually its Treasury Management
Strategy and monitors financial markets on an on-going basis. It is
possible that, based on market conditions, the Council may choose to
borrow at a fixed rate of interest to reduce exposure to variable debt.
However, medium term fixed interest rates are higher than variable rates
and any decision to fix debt in the short term would adversely impact
revenue implications within the MTFP period.

Minimum Revenue Provision (MRP)

Regulations 27 and 28 of the Local Authorities (Capital Finance and
Accounting) Regulations 2008 require Local Authorities to set aside a
prudent amount annually from revenue towards the Council’s Capital
Financing Requirement (CFR).

DCLG guidance outlines different options that local authorities can use to
calculate a prudent provision. The method used by the Council for the
MTFP period is to spread MRP over 10 years, 30 years or 50 years
depending on the approximate useful economic life of the asset upon
which expenditure is being incurred.

Example Asset Category MRP Life (years)
Land and buildings 50
Highways, roads, bridges 30
IT systems/equipment, fleet 10

The MRP is spread over the useful economic life on an annuity basis.

The annuity method means that the principal sum used to finance the
asset is repaid slowly in earlier years and more rapidly in later years,
demonstrated graphically overleaf, in a similar manner to which principal
is repaid on a repayment mortgage. This method reflects assets
deteriorating more rapidly in later years than earlier years and ties in with
asset management planning. The annuity method also enables MRP
financing of the draft capital programme to be minimised over the
medium term, but with significantly higher MRP costs in future years
beyond the current MTFP period. The Council will need to ensure that
these costs are sustainable in the long term.
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Chart 1
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Capital Receipts

The medium term forecast includes substantial new capital receipts. The
generation and timing of new capital receipts is critical to the Capital
Programme over the medium term and represent a specific risk as to its
sustainability and affordability.

The Council has historically not achieved approved estimates for capital
receipts within the MTFP.

Any shortfalls in capital receipts over the MTFP period will lead to
increased revenue costs from the Capital Programme where the
borrowing requirement increases as a result of any shortfall in receipts,
unless capital projects are themselves delayed or re-phased.

Table 4 — Capital Receipts movement between previous MTFP and
current MTFP

2017/18 | 2018/19 | 2019/20 | 2020/21 Total
£000 £000 £000 £000 | £000
Previous MTFP 9,500 | 7,500| 6,000 -| 23,000
Capital Receipts
Revised MTFP
Capital Receipts 12,000 | 10,000 | 10,000 8,000 | 40,000
Total Change
Increase/ 2,500 | 2,500 | 4,000 | 8,000 | 17,000
(Decrease) in
Capital Receipts
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Reserve List

Appendix B includes a list of reserve schemes, which the Council may

progress if the revenue impacts can be accommodated within the

revenue budget.

Approval of Reserve List schemes which require Council resources
would be required by the Executive, following the production of outline
and detailed business cases and confirmation from the Chief Finance
Officer and the Executive Member for Corporate Resources that the
schemes can be incorporated without exceeding the revenue budget for

the financial year.

The total capital costs of schemes on the Reserve List are set out in
Table 5. Inclusion of any of the Reserve List schemes without removing
the equivalent amount of net expenditure from the Capital Programme
would increase the impact on revenue over the MTFP period.

Table 5 — Net Capital Cost of Total Reserve List Schemes 2017/18 to

2020/21
2017/18 | 2018/19 | 2019/20 | 2020/21 Total
£000 £000 £000 £000 £000
Net Capital Cost 1,747 7,520 4,120 626 | 20,013

of Reserve List
Schemes

Major Capital Schemes

New School Places - £71M gross (E15M net) expenditure over the

MTFP period

The New Schools Places programme provides the capital investment to
deliver new school places required by population growth in areas of

limited surplus capacity within our schools. The Council's School

Organisation Plan is the evidence base that supports the commissioning
of these new school places over a rolling five year period. The
programme is funded by a combination of sources including Department
for Education basic need grant, developer contributions and Council

borrowings and capital receipts.
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M1/A421 Junction 13 - Milton Keynes Magna Park - £21M gross (£3M
net) expenditure over the MTFP period

The Council is improving the A421 between Junction 13 of the M1 and
Magna Park in Milton Keynes. This involves dualling the remaining
section of single carriageway road in order to remove this bottleneck in
an important east —west route. This scheme will be largely funded
through Department of Transport grants with the remaining cost met by
Central Bedfordshire Council and Milton Keynes Council according to a
cost sharing agreement which has been adopted by both Councils.

M1/A6 Phase 1 and 2 - £56M gross (net nil) expenditure over the
MTFP period

The proposed M1-A6 Link is a new 4.4km long dual 2-lane carriageway
link between the M1 in the west (at a new M1 Junction 11a to be open in
Spring 2017) and the A6 in the east, to effectively form a northern bypass
for Luton and open up land for the potential development of up to 4,000
dwellings, up to 60 hectares of employment land, and provision of a new
sub-regional rail freight interchange. It is anticipated that this scheme will
be largely funded through developer contributions and Department of
Transport grant.

Highways Structural Maintenance - £24M gross (£8M net)
expenditure over the MTFP period

This is the expenditure on highway resurfacing works, rebuilding, surface
dressing and reconstruction. The Council receives a Government grant
to cover the majority these costs and the level of this grant is dependant
on using an asset management approach to maintenance.

Dunstable Leisure Centre and Library - £19M gross (E16M net)
expenditure over the MTFP period

The current Dunstable Leisure Centre and Library buildings are reaching
the end of their lives and are becoming increasingly expensive and
difficult to maintain. The Council is taking the opportunity to invest in a
new building that combines these services, provides a leisure and library
offer that is fit for the future and acts as a catalyst for future investment in
the centre of Dunstable. This work will trigger the release and
redevelopment of further sites in Dunstable which will, in turn, add further
to the creation of a more vibrant town centre.



Broadband - £11M gross (E2M net) expenditure over the MTFP
period

47. Funding for the next phase of delivery of the successful broadband
programme, which has already supported over 16,000 premises. £3M of
external funding secured to match the £2M Council contribution are
being invested to accelerate rollout and extend superfast broadband
availability, bringing coverage to over 97% by 2018/19.

Reason for Decision

48. To approve the Council’'s Capital Programme for the MTFP period
2017/18 to 2020/21 to facilitate effective financial management and
planning.

Council Priorities

49. As a key part of the Council’s overall financial plan the Capital
Programme supports the delivery of all the organisation’s priorities.

Corporate Implications
Legal Implications

50. The Capital Programme forms part of the Council’s budget as defined in
the Constitution. It includes funding that is required to enable the
authority to discharge its statutory obligations and failure to approve the
Capital Programme may therefore have implications on the Council’s
ability to comply with these obligations.

51. The Local Government Act 2003 (as amended) emphasises the
importance of sound and effective financial management. In relation to
capital financing, there is a statutory requirement for each local authority
to set and arrange their affairs to remain within prudential limits for
borrowing and capital investment. There is a statutory duty on the Chief
Finance Officer to report to the Council, at the time the Budget is
considered and the council tax set, on the robustness of the budget
estimates and the adequacy of financial reserves. This is contained in
Appendix G of the Revenue Budget report.

Financial Implications
52. As a component of the Council’s Medium Term Financial Plan (MTFP)

the financial implications of the proposed changes to the Capital
Programme are set out within the body of the report.



Risk Management

53. The financial implications of the proposed changes to the Capital
Programme are set out within the body of the report.

Equalities Implications

54. Where appropriate, Equalities Impact Assessments will be carried out for
individual proposals.

Implications for Work Programming

55. There are no work programming implications to this report.

Conclusion and next steps

56. A period of public consultation will commence from January 2017. A
more detailed explanation of the Council’'s approach to the budget
consultation is contained in the Revenue Budget paper also on this
agenda (see paragraphs 61 - 69)

57. Overview and Scrutiny Committees will consider the budget
proposals in their January 2017 cycle of meetings and comments will
be included in the final Budget report to be presented to Council at
its February 2017 meeting.

Appendices

Appendix A — Summary of changes against previous MTFP

Appendix B — Full Capital Programme 2017/18 to 2020/21 and Reserve List

Appendix C — Reconciliation of Capital MTFP to MTFP with slippage included

Background papers

None.



