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1.

1.1.

1.2.

1.3.

1.4.

Introduction

This Capital Strategy sets out the Council’'s approach to meeting community and
service needs through its capital investment programme. The Council’s priorities,
objectives and corporate outcomes are set out in its refreshed Council Plan which
is due to be approved on 20 February 2020. The Plan is supported by a set of
annual service plans. This Capital Strategy describes how the deployment of
capital resources will contribute to the achievement of these objectives.

Capital spending is strictly defined and is principally incurred in acquiring,
constructing or improving physical assets such as buildings, land, vehicles, plant
and machinery. It also includes grants and advances to be used for capital
purposes. The Council’s policy on capitalisation is included in the Accounting
Policies of the Statement of Accounts, approved by Audit Committee. The policy
states the de-minimus level set by the authority for capital expenditure is £10,000.
Individual schemes must therefore be £10,000 and above to be included in the
authorities capital programme. The only exception is where the funding for the
project is external and requires the scheme to be capital.

The Council owns property, plant and equipment assets, investment properties
and heritage assets with a total net book value of £76m at March 2019. Council
assets include 43 car parks, 186 parks and open spaces, 9 cemeteries, 5 depots,
3 sports centres, 3 public offices and 2 public halls. The Council also owns a large
number of commercial properties and agricultural land used to generate income.

The Capital Strategy is written following guidance included in the CIPFA
Prudential Code for Capital Finance in Local Authorities 2017 (The Prudential
Code) and is required to be approved by Full Council. It forms part of the Council’s
integrated revenue, capital and balance sheet planning.

Links to other plans and strategies

1.5.

This Capital Strategy links to, and is consistent with, the following other plans and
strategies:

. Council Plan
o Service Plans & Strategies
° Medium Term Financial Plan

o Property and Land Management Strategy
o Car Park Strategy

o Risk Management Strategy
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o Procurement and Commissioning Strategy

. Treasury Management Strategy

2. The principles underpinning the Capital Strategy

Overarching objectives
2.1. The Council’s Capital Strategy is to deliver a capital programme that:

. Contributes to the Council Plan, and the Council’s vision, values,
strategic objectives and priorities

. Is closely aligned with the Council’s asset management plans
. Supports service-specific and other plans and strategies
o Is affordable, financially prudent and sustainable, contributes to better

value for money

2.2. The Capital Strategy will be delivered through:

o Effective political and corporate leadership

o Adequate and effective performance management arrangements

. Clearly defined processes for building and monitoring the capital
programme

. Clear policies on financing capital expenditure

. Effective risk management arrangements

o A clear procurement protocol

2.3. In prioritising the Capital Programme, particular emphasis will be given to
schemes that:

o Achieve the Council’s priorities

o Improve performance against national and local targets

o Improve efficiency and effectiveness in service delivery, including
through partnership working

. Generate or increase income streams

o Promote effective asset management, including Disability Discrimination

Act (DDA) and Health & Safety issues
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The Prudential Code

2.4.The Prudential Code was introduced by the Local Government Act 2003 and has
since been updated in 2017. It sets out the concepts of affordability,
sustainability and prudence as they apply to capital expenditure. To demonstrate
that these objectives have been met the Code sets out the prudential indicators
that must be used, and the factors that must be taken into account. These are
designed to support and record local decision-making in a manner that is publicly
accountable. This includes the setting of the prudential indicators by Council in
February and the monitoring of treasury management through the Corporate
Quarterly Financial Monitoring process. The prudential indicators are discussed
in section 4 of this Capital Strategy and the concepts of affordability,
sustainability and prudence as they apply to capital expenditure are discussed in
the following paragraphs.

Affordability

2.5. The fundamental objective in determining the affordability of the authority’s capital
plans is to ensure that the total capital investment remains within sustainable
limits. This includes considering the impact on Council Tax. The Council is
required to take into account all its current and forecast resources, together with
the capital expenditure plans and revenue income and expenditure forecasts for
the coming year and the following two years: The Council has opted to forecast up
to five years ahead. This is done on a rolling basis, with regard to risk analysis and
risk management strategies. Any significant known variations beyond this time
frame must also be considered.

Prudence and Sustainability

2.6. Prudence and sustainability year on year are addressed through the prudential
indicators for external debt, which must be set and revised taking into account
their affordability.

2.7. The key indicator of prudence laid down by the Code is that net external borrowing
should not, except in the short term, exceed the total of the capital financing
requirement in the preceding year, plus the estimates of any additional capital
financing requirement for the current and next two financial years. This ensures
that, over the medium term, net borrowing will only be for capital purposes.

2.8. Itis also prudent to carry out treasury management activities in accordance with
good practice, and the Prudential Code sets a number of indicators to address
this.

Value for Money

2.9. ltis important that best value for money is obtained from capital investment. The
Council is committed to making continuous improvements to
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processes and practices to increase value for money. Those that are embedded or
being developed include:
e Improvements to procurement

e Investing to improve performance and/or generate efficiency savings (spend
to save)

e  Working with partners to improve efficiency

2.10. In assessing capital bids the Council first considers whether the proposed capital
investment represents the most efficient way of delivering the desired outcomes,
i.e. whether there are alternative approaches to resolving the problem that provide
greater value for money.

Financial Procedure Rules

2.11. Capital budgets, expenditure and financing are the subject of various Financial
Procedure Rules within Part 4 of the Council’s Constitution. Capital expenditure is
only to be incurred in line with key Financial Procedure Rules as follows:

e Capital budgets shall be prepared in the form of a rolling five-year Capital
Programme. The Chief Finance Officer shall review and estimate the capital
resources available to the Council over the five year period. Bids for the use
of capital resources shall be in a form agreed by the Cabinet, to include an
appropriate level of project appraisal and an assessment of the revenue
consequences of the capital scheme. The Cabinet shall be responsible for
the allocation of resources within a viable Capital Programme for submission
to the Council for approval. (3.4);

e Capital expenditure shall not be incurred unless it forms part of the approved
Capital Programme and has been allocated and expenditure account by the
Chief Finance Officer (8.1).
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3. Capital Expenditure

Governance process for approval and monitoring of capital
expenditure
Capital programme project appraisals

3.1. All bids for inclusion in the capital programme are supported by a project
appraisal, the preparation of which is the responsibility of the budget holder or
project manager. The project manager signs the appraisal to confirm that their
Assistant Director, Director and Portfolio Holder are aware of and support the
scheme.

3.2.  All bids for inclusion in the following years programme are considered according to
a set of objective criteria to assist with the prioritisation of schemes and the
allocation of funds. This ensures that, in a context of limited resources, the
community vision and strategy and the Council’s vision, values, objectives and
priorities form the framework for decisions about investment priorities, and that
capital allocations are made using clear impartial criteria.

3.3. The prioritisation process is linked directly to the information given on the
completed project appraisals, with weighting given to schemes that strongly
support the Council’s objectives and priorities, and those that fulfil an urgent legal
or statutory requirement.

3.4. In summary, each bid can be rated on the extent to which the project contributes:
e The Council’s objectives and priorities

e Legal commitments or statutory duties, including DDA & Health & Safety
issues

e Equalities

e Improvements in performance indicators
e Efficiency savings

e Value for money

e The delivery of service objectives

e Effective Asset Management

e Extent of ring fenced or specific funding
e Levels of financial risk involved

e Impact on the revenue budget and income generation
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3.5. Prioritisation of the bids enables officers to put forward a recommended
programme that is within available resources. The weighting within the scoring
framework will be reviewed on an annual basis as part of a policy of continuous
improvement and to take into account any relevant factors. Bids for work required
to meet a statutory or legal obligation will be given a high priority.

3.6. The prioritised programme is for guidance only. Members are responsible for
agreeing the capital programme and have the discretion to include or exclude
schemes as they deem appropriate.

3.7. Project appraisals have been completed for capital programme bids since 2014.
The appraisal pro-forma has been designed to ensure that the information
gathered is sufficient in order to make decisions based on the criteria set out
above. Project appraisals must consider carefully the deliverability of projects to
avoid slippage of the capital programme.

3.8. The project bid template and project prioritisation and assessment criteria are
included as Appendix A to this Capital Strategy.

Monitoring the capital programme

3.9. Project managers are responsible for the proper and effective control and
monitoring of their projects, including financial monitoring. This includes ensuring
that:

e Only capital expenditure is charged to the capital project;

e Proper procurement processes are followed, in accordance with the
Contract Procedure Rules;

e Only expenditure properly attributable to the scheme is coded to the
scheme;

e The scheme expenditure is contained within the agreed budget, and that
any ‘unavoidable’ variations are dealt with appropriately;

e Realistic expenditure profiles are determined;

e A realistic forecast outturn for the financial year and the project as a whole
are calculated and kept under regular review;

e Any slippage of expenditure from current to future years is identified,;
e Any grants or third party funding is applied for and all grant conditions met
e The source of any revenue funding is identified.

3.10. Project managers are also responsible for carrying out project reviews following
scheme completion. The finance team is responsible for providing support and
advice to assist project managers in managing and monitoring their capital
budgets. It also has a key role in consolidating and co-ordinating
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the monitoring information that is required for reporting purposes. This involves
reporting to Corporate Management Team, Cabinet and Council.

3.11. The capital programme position is reported to Senior Management Team, Cabinet
and Council as part of Corporate Financial Monitoring report and covers the latest
programme and any amendments to be notified or approved, expenditure to date,
and the forecast outturn. It also outlines the financing position and any steps
needed to deal with potential financing difficulties.

3.12. Atyear-end, an outturn report and carry-forward requests are taken to Cabinet
and Council. These will include an analysis of programme slippage to the following
year, including the reasons for that slippage and how it is to be financed.

Changes to the Agreed Programme

3.13. The programme for the coming year is set and agreed by Council prior to 1st April
(at the February Council as part of the Budget process), but it is essential to also
have a process that then allows for changes during the year.

3.14. Changes may be required as a result of proposed additions to the programme,
amendments to existing schemes or deletions from the programme. For example
tenders may come in above or below estimate; difficulties may be encountered in
implementation, which require a change of approach; funding may need to be
released to support another more urgent priority.

Proposed additions to the programme

3.15. The need to add a scheme to the programme usually arises from either access to
additional funding, such as a grant or third party contribution, or as a response to
an unforeseen urgent issue (often related to legal or health and safety concerns).

3.16. In order to bid for an addition to the programme, a project appraisal must be
completed and signed off in the usual way. The funding for the project must be
identified at this stage. Where there is no additional funding to support the bid,
resources must be identified from within the existing programme. The prioritisation
of the proposed addition will need to be considered with reference to any reserve
list of projects, as well as projects already in the programme but not yet complete.

3.17. The request for the addition will either be incorporated into the regular Corporate
Quarterly Financial Monitoring report to Cabinet or Council, or approved by
Cabinet and Council.

Amendments to existing schemes

3.18. If the proposed amendment is one of substance, which results in a scheme
materially different from the original project appraisal, then the original project
must be withdrawn, and a new project appraisal completed to support the new bid.
If, however, the substance of the scheme remains the same, then
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the change can be dealt with through the Corporate Quarterly Financial Monitoring
process or as a budget virement if within the limits set in the Financial Procedure
Rules, which is currently up to £60,000.

3.19. Formal variations to budgets for existing projects must be completed and

authorized in the following circumstances:
e Forecast total scheme outturn is materially in excess of budget
e Additional funding has become available to support a scheme

e Aforecast overspend is to be funded by a forecast underspend in
another project

e Funding is released due to a forecast underspend on a scheme

e A scheme is to be withdrawn from the programme
Long-term view of capital expenditure plans

3.20. Proposals for new areas of capital expenditure were considered by Portfolio
Holders on the 9 October 2019 and were prioritised with reference to the funding
available. The resulting proposed capital programme for 2020/21 to 2024/25 is
presented at Appendix 4. A summary of the proposed capital expenditure up to
2024/25 is shown below:

Table 1. Summary Draft Capital Programme Expenditure

2019/20 2020/21 2021/22 2022/23 2023/24 2024/25 Total
Revised 2019/20 to
2024/25
£000 £000 £000 £000 £000 £000 £000
7,128.7 18,874.7 15,926.4 5,169.1 2,822.0 2,983.0 52,903.9
3.21. There were a number of significant capital bids prioritised. These are the schemes

3.22.

3.23.

where outline approval has already been given, where expenditure relates to
health and safety issues or where works are unavoidable and include:

a) £0.55m contribution to the Kendal flood relief scheme for improvements to
the scheme and surrounding council land.

b) £0.5m for actions arising from the Kendal parking study

C) £0.48m for structural repairs to Westmorland shopping centre car park

During 2018/19 the South Lakeland House and Kendal Town Hall accommodation
review added £4.7m to the capital programme with works expected to start in
2020/21 subject to necessary planning permissions.

There are a number of significant potential additional service areas and schemes
to be added to the capital programme that have yet to be prioritised and allocated
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a capital and or revenue budget. These schemes would lead to additional capital
budget costs on top of those presented in Appendix 4. These include:

a) A review of the depot locations within the district.
b) Car park investments

C) Employment site land acquisition/development

3.24. While currently not prioritised and so not allocated budget, these schemes must
be included as part of the overall longer-term capital plans, as they are
aspirational should suitable funding be identified. Therefore the table below
summarises expenditure for all potential identified schemes through to 2034/35.
These schemes will be subject to detailed business case assessment before they
become part of the approved draft capital programme and will only be selected
with overall consideration of the affordability of the capital programme.

Table 2: Summary Aspirational Long-Term Capital Programme Expenditure

25/26- 29/30- 2019/20 -
2019/20 | 2020/21 2021/22 2022/23 | 2023/24 | 2024/25 28/29 33/34 2033/34
Estimate | Estimate | Estimate | Estimate | Estimate [ Estimate | Estimate | Estimate | Estimate
£000 £000 £000 £000 £000 £000 £000 £000 £000
7,128.75 ] 18,899.70 | 21,707.80 | 12,396.20 | 5,822.00 | 5,983.00 | 9,293.50 | 19,123.00 | 100,353.95
3.25. The additional schemes are projections based on current aspirations and needs
but overtime they may change significantly due to actions or decisions taken now
to improve economic life or dispose of assets. For example the new scheme for
Westmorland Shopping Centre Car Park in the capital programme for 2021/22 and
2022/23 extends the life of the car park and removes over £12 million of projected
spend in the period 2029/30 — 2033/34.
3.26. For those schemes that have been prioritised, a summary of the draft capital

programme funding is in the table below. This shows the proposed use of capital
resources in support of the proposed capital programme (see Appendix 4).
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Table 3: Capital Funding 2019/20 to 2024/25

Balance Estimated Use in capital Pég{zﬁzd
April 2019 Income programme March 2025
£000 £000 £000 £000

General
Usable Capital Receipts 1,188.9 419.0 (1,401.6) 206.3
VAT Shelter receipt 932.0 1,300.0 (2,029.0) 203.0
New homes bonus (capital)**** 1,581.1 513.0 (1,983.0) 1111
Earmarked or allocated
Revenue (LIPS) 537.4 240.0 (721.6) 55.8
IT replacement reserve 81.2 480.0 (546.7) 14.5
Major Repairs Reserve 155.4 900.0 (953.2) 102.2
General Revenue contributions 324.2 1,783.0 (2,000.6) 106.6
Cap grants and contributions (inc S106) 871.6 11,166.0 (11,624.7) 412.9
Disabled Facilities Grants 177.4 3,753.0 (3,866.3) 64.1
Community Housing Fund* 2,233.4 0.0 (470.0) 1,763.4
Right to Buy receipt** 4,544.5 4,200.0 (6,495.0) 2,249.5
Borrowing
Funding from borrowing***. 0.0 20,812.0 (20,812.3) (0.3)
Total 12,626.9 45,566.0 (52,904.0) 5,288.9

*Ring fenced for Community Housing Schemes

**Ring fenced to support replacement of affordable Housing.

***'Prudential Borrowing'; this may not result in taking on new loans but requires revenue charge to cover
the cost over the assets' life

****Subject to annual confirmation and settlement

Asset Management Planning

Strategic Asset Management Planning

3.27. Until recently the Council’s approach to asset management was set out in the
Corporate Asset Strategy. A thorough review of property assets was completed by
the Council’s external property services advisors in December 2017. This in turn
led to the development of a Property and Land Management Strategy (approved
by Cabinet on 28 November 2018), which will help guide and advise the Council
on land and building investment, disposals and acquisitions. The key aims of this
strategy are:

e Ensuring investment is prioritised in the right areas with the ever
increasing financial pressure on Local Authorities.

e Ensuring the Council has a balanced estate looking at the medium and
long term commitments of the Council and in the wider context of other
assets in public ownership.
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e Ensuring that there is a sufficient governance structure in place to
allow the estate to flex with ease and consistency.

e Ensuring that the decisions achieve a balance of requirements for
capital receipts, investment and revenue income generation.

3.28. The strategy also lead to the establishment of the Strategic Asset Management
Plan Board (SAMP Board) which will provide oversight and governance and
ensure a more strategic approach to the management of its property estate.

Building Asset Maintenance Programme

3.29. The Council utilises a property and asset management system to record data on
the property portfolio to assess building condition and maintenance requirements.
This data is then used to set the Council’s annual building maintenance
programme and budget for both reactive and planned maintenance. The Council
also holds a Major Repairs Reserve to cover the costs of major repairs and
renewals of Council assets.

Table 4: Building Repairs and Maintenance Budgets for 2019/20 to 2024/25

2019/20 2020/21 2021/22 2022/23 2023/24 2024/25
Estimate | Estimate | Estimate | Estimate | Estimate | Estimate
£000 £000 £000 £000 £000 £000

542 542 541 541 541 541

Vehicle and Plant Replacement Programme

3.30. The Council also maintains a Vehicle and Plant and Replacement Plan which
outlines the anticipated replacement lifecycle for the main items of fleet and plant it
requires to operate services. This plan is updated annually and is fed into the
budget process to determine the capital requirement.

IT Replacement Programme

3.31. The Council also maintains an IT Replacement Plan which outlines the anticipated
replacement lifecycle for the main items of information technology equipment it
requires to operate services. While major IT projects are funded through the

capital programme, routine replacement is funded from the IT Replacement
Reserve.
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4.

Debt, Borrowing and Treasury Management

Borrowing

4.1.

4.2.

4.3.

4.4.

The Local Government Act 2003 introduced new flexibilities into the capital
expenditure and financing rules governing local authorities. The new rules,
contained in the ‘Prudential Code’, allow local authorities to set their own limits
with regard to borrowing undertaken to support capital expenditure. Additional
borrowing may now be undertaken, but a key objective of the Prudential Code is to
ensure that the capital investment plans of the local authority are, and can be
shown to be, prudent, affordable and sustainable.

In order for borrowing to be prudent, affordable and sustainable, there must be an
identifiable, long-term source of revenue funding for the associated revenue (debt
financing) costs. Ideally this will come from revenue savings or additional income
arising directly from the capital scheme. For example, refurbishment of a building
may generate maintenance and/or energy savings, or the building of a car park
could generate income through charges. The cost of borrowing therefore should
be offset by savings within the service that uses the asset.

The Prudential Code sets out the prudential indicators that must be used, and the
factors that must be taken into account to ensure investment plans are prudent,
sustainable and affordable. These are designed to support and record local
decision-making in a manner that is publicly accountable.

A summary of the Council’s capital expenditure aspirations based on the latest
capital programme proposals along with further additional longer-term and
unprioritised projects is summarised below along with the sources of finance. It

must be stressed that not all these expenditure plans will be accepted and taken
forward. The plans are designed to identified all areas of potential expenditure so
that they may be assessed and in terms of both suitability and affordability.

Table 5: Potential Capital expenditure and financing

2019/20

Estimate
£000

2020/21

Estimate
£000

2021/22

Estimate
£000

2022/23

Estimate
£000

2023/24

Estimate
£000

2024/25

Estimate
£000

25/26 —
28/29
Estimate
£000

29/30 -
33/34
Estimate
£000

Capital
expenditure

7,128.75

18,899.70

21,707.80

12,396.20

5,822.00

5,983.00

9,293.50

19,123.00

Financed by:

Capital receipts

1,521.75

4,783.80

3,260.00

260.00

0.00

0.00

0.00

0.00

Grants

2,231.00

5,864.90

5,980.00

754.10

628.00

603.00

2,412.00

3,015.00

Revenue and
Reserves

2,570.10

2,090.10

1,409.90

145.00

145.00

145.00

580.00

725.00

Increased
borrowing need

805.90

6,160.90

11,057.90

11,237.10

5,049.00

5,235.00

6,301.50

15,383.00
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The Council’s borrowing need

4.5. The Capital Financing Requirement (CFR) represents the Council’s underlying
need to borrow. This is different to any actual borrowing. If the Council generates
the same amount of resources in a year to meet its capital expenditure
requirements, then there is no change to the CFR. However, if the Council
spends more than the resources it generates in year, the CFR will increase as in
effect the Council has created a borrowing requirement to bridge the gap in the

resources it needs and the resources it has.

4.6. Although the CFR does not necessarily reflect actual borrowing taken from an
external source, it can reflect the use of internal cash resources, i.e. internal

borrowing.

4.7. Where the Council has a positive CFR, i.e. an underlying need to borrow, it must
make provision to repay that ‘debt’, or repay the cash used through internal

borrowing. This is known as Minimum Revenue Provision (MRP). The Council’s
current policy, as set out in the MRP Strategy is to charge MRP on a straight line

basis over the life of the asset.

4.8. The current forecast for the CFR and MRP based on the current proposed capital
programme along with the further additional longer-term and unprioritised

projects is shown in the table below:

Table 6: CFR projection

Capital 2019/20 | 202021 | 202122 | 202223 | 2023124 | 2024125 | 2526 | 29/30-
Financing 28/29 33/34
Requirement Estimate | Estimate Estimate Estimate Estimate Estimate Estimate Estimate
£000 £000 £000 £000 £000 £000 £000 £000
CFR opening 18,354.27 | 18.441.37 | 23,817.57 | 33,625.07 | 43,491.17 | 46,973.37 | 50,641.57 | 51,366.38
?:sitgrf'”anced 805.90 | 6,160.90 | 11,057.90 | 11,237.10 | 5,049.00 | 5,235.00| 6,301.50 | 15,383.00
Less MRP (718.80) | (784.70) | (1,250.40) | (1,371.00) | (1,566.80) | (1,566.80) | (5,576.69) | (5,576.69)
CFR closing 18,441.37 | 23,817.57 | 33,625.07 | 43,491.17 | 46,973.37 | 50,641.57 | 51,366.38 | 61,172.69

Prudence and Sustainability

4.9. Prudence and sustainability year on year are addressed through the prudential
indicators for external debt, which must be set and revised taking into account
their affordability.

4.10. A key prudential indicator is that external borrowing must not (except in the short

term to support operational cash flow) exceed the underlying level of indebtedness
(the CFR) and is intended to control any ‘borrowing to on-lend’ or borrowing to
support the revenue account.
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4.11. Table 7 confirms that the Council expects to be compliant with this indicator and
should remain under-borrowed across the period. The increase in borrowing
reflects the prudent assumption that the unfinanced element of the capital

programme would be funded through external debt. That said, a thorough review

of the affordability of the current plans will need to be carried out.

Table 7: Gross debt and the CFR

25126 — 29/30 —
201920 | 202021 | 2021722 | 2022/23 | 202324 | 2024125 o0 2534
Estimate | Estimate | Estimate | Estimate | Estimate | Estimate | Estimate | Estimate
£000 £000 £000 £000 £000 £000 £000 £000
CFR at 31
o 18,441.37 | 2381757 | 33,625.07| 43,491.17| 4697337 | 50641.57| 51,366.38| 61,172.69
gfr,\rﬂog"r’gg at 12,800.00 | 23.817.57| 33,625.07| 43,491.17| 4697337 | 50641.57| 51,366.38| 61,172.69
(Under)/over (5,641.37) 0.00 0.00 0.00 0.00 0.00 0.00 0.00
borrowing
gnl"iﬂsgmms at 117,382.39) | (18,093.05) | (27,597.55) | (40,940.05) | (48.404.25) | (56,053.95) | (53,061.95) | (49,321.95)

Affordability

4.12. The fundamental objective in determining the affordability of the authority’s capital

4.13.

plans is to ensure that the total capital investment remains within sustainable

limits. This includes considering the impact on Council Tax.

This indicator identifies the trend in the cost of capital (borrowing and other long

term obligation costs net of investment income) against the net revenue stream.
The estimates are presented in the table below:

Table 8: Ratio of financing costs to net revenue stream

2019/20 2020/21 2021/22 2022/23 2023/24 2024/25
Estimate Estimate Estimate Estimate Estimate Estimate
8.20% 8.47% 14.93% 17.78% 20.60% 20.85%

4.14. This shows that the amount of revenue budget spent financing debt is rising over
the MTFP period. There are two main reasons for this trend.

a. MRP is rising to the level required to sustain the vehicle and plant programme.
Older vehicles were grant funded whereas replacement vehicles are financed

through borrowing.

b. The net revenue stream (Council Tax, retained rates and non-service grant) is
forecast to reduce over the period although reductions in grant are partially offset
by increases to income from local taxation.
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Estimates of the incremental impact of capital investment

decisions on council tax

4.15 This indicator identifies the revenue costs associated with proposed changes to the
capital programme compared to the Council’s existing approved commitments and

current plans. This reflects interest income foregone on the use of reserves and
additional costs where schemes are funded by external borrowing.

Table 9: Incremental impact of capital investment

2019/20 2020/21 2021/22 2022/23 2023/24 2024/25
Estimate Estimate Estimate Estimate Estimate Estimate
Council tax - band D £7.12 £9.79 £8.91 £17.45 £15.62 £13.57

4.16 The increase shown is reflective of the revised timescales for existing projects and
new capital schemes, along with their anticipated use of reserves and potential
borrowing requirements. This also shows the impact of rising MRP as discussed in
4.15 above

Authorised Limit and Operational Boundary

4.17. The Council currently distinguishes between operational and core cash balances.
The operational balances relate to short term cash management whereas the core
cash balances reflect longer term strategic resources (such as the General Fund
balance and usable capital receipts).

4.18. A key prudential indicator is that external borrowing must not (except in the short
term to support operational cash flow) exceed the underlying level of indebtedness
(the CFR) and is intended to control any ‘borrowing to on-lend’ or borrowing to
support the revenue account. As shown in table 7 external debt is £12.8 million

and internal borrowing is £5.6 million during 2018/19.

The Operational Boundary

4.19. This is the limit beyond which external debt is not normally expected to exceed.
This is set at a level consistent with the borrowing need (CFR), the anticipated
level of external borrowing plus any anticipated further borrowing that may be
required to manage operational cash balances. This may be required, for
example, at year end when operational cash balances are at their lowest due to
the timing of local taxation collection.
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The Authorised Limit for external debt.

4.20. This reflects the level of external debt which, while not desired, could be afforded
in the short term, but is not sustainable in the longer term. This is a limit on the
maximum level of debt, beyond which external debt is prohibited and the limit can
only be set or revised by Full Council.

Table 10: Authorised limit and operational boundary

25/26- 29/30-
2019/20 | 2020/21 | 2021/22 | 2022/23 | 2023124 | 2024/25 58129 33/34
Estimate | Estimate | Estimate | Estimate | Estimate | Estimate | Estimate | Estimate
£000 £000 £000 £000 £000 £000 £000 £000
ﬁgiﬁ”l 18.441.37 | 23,817.57 | 33.625.07 | 43,491.17 | 46,973.37 | 50,641.57 | 51,366.38 | 61,172.69
Under
borrowing 31 | (5,641.37) 0.00 0.00 0.00 0.00 0.00 0.00 0.00
March
Add
operational 6,215.00 | 6,215.00 | 6,215.00 | 6,215.00| 6,215.00 | 6,215.00 | 6,215.00 | 6,215.00
cash limit
Sgﬁ;?;?;a' 18,500.00 | 23,900.00 | 33,700.00 | 43,500.00 | 47,000.00 | 50,700.00 | 51,400.00 | 61,200.00
I’?r‘:]ti?o”sed 24,715.00 | 30,115.00 | 39,915.00 | 49,715.00 | 53,215.00 | 56,915.00 | 57,615.00 | 67,415.00
Risk Appetite

4.21. As a holder of public funds, the Council recognises its responsibility to the prudent
management of public funds, and follows relevant Government and CIPFA
guidance.

4.22. The guidance defines a prudent investment policy as having two objectives:
achieving first of all security (protecting the capital sum from loss) and then
liquidity (keeping the money readily available for expenditure when needed).
Provided that proper levels of security and liquidity are achieved, it may then (but
only then) be reasonable to seek the highest yield consistent with those priorities.

4.23. Consequently, the Council will seek to optimise returns commensurate with the
management of the associated risks, limiting its investment activities to the
instruments, methods and techniques referred to in Treasury Management
Practice 4 Approved Instruments Methods and Techniques. The Treasury
Management Practices (TMP’s) are approved by Chief Financial Officer and form
the framework for operational treasury management practice and procedures on a
day-to-day basis.
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Counterparty Risk

4.24. The Council also recognises the need to have, and will therefore maintain, a
formal counterparty policy in respect of those organisations from which it may
borrow, or with whom it may enter into other financing arrangements. Before the
start of each financial year the council will determine though it's Annual Investment
Strategy, within the Treasury Management Framework, the credit criteria for
selecting counterparties. The Chief Financial Officer will maintain a counterparty
list in compliance with the criteria which will be approved annually by Full Council.
Updates will be taken though the year as necessary. These criteria provide an
overall pool of counterparties considered high quality which the Council may use.

Liquidity Risk

4.25. This is the risk that cash will not be available when it is needed, causing additional
costs and potentially compromising the Councils business/service objectives.
Detailed cash flow forecasts will be kept by the financial services team to give as
accurate a picture as possible of the movement and timing of income &
expenditure and the resulting daily cash balances.

4.26. Individual managers have the responsibility of providing the team with adequate
notice of any large payments and receipts, to aid the team in keeping the cash
flow forecasts as accurate as possible, and avoiding causing the Council
additional costs.

4.27. The Chief Financial Officer will ensure that adequate, though not excessive cash
resources, borrowing arrangements, overdraft or standby facilities exist to enable
it at all times to have the level of funds available for the achievement of its
business/service objectives.

4.28. The Council will only borrow in advance of need where there is a clear business
case for doing so and will only do so for the current capital programme or to
finance future debt maturities.

Interest Rate Risk

4.29. The risk that unexpected changes in interest rates expose the Council to greater
costs or a shortfall in the income contained in the annual budget.

4.30. The Council will manage its exposure to fluctuations in interest rates with a view to
containing its interest costs, or securing its interest revenues, in accordance with
the its latest approved budget.

4.31. It will achieve this by the prudent use of its approved financing and investment
instruments, methods and techniques, primarily to create stability and certainty of
costs and revenues, but at the same time retaining a sufficient degree of flexibility
to take advantage of unexpected, potentially advantageous changes in the level or
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structure of interest rates. This should be the subject to the consideration and, if
required, approval of any policy or budgetary implications.

Exchange Rate Risk

4.32. The risk that fluctuations in foreign exchange rates expose the council to greater
costs or a shortfall in income than have been budgeted for.

4.33. The Council has a minimal exposure to exchange rate risk as it has no powers to
enter into loans or investments in foreign currency for treasury management
purposes.

4.34. From time to time the Council may be exposed to exchange rate risk through the
receipt of income or the incurring of expenditure in a currency other than sterling.

Refinancing Risk

4.35. The risk that when loans or other forms of capital financing mature, that they
cannot be refinanced where necessary on terms that reflect the assumptions
made in formulating revenue and capital budgets.

4.36. This Council will ensure that its borrowing, private financing and partnership
arrangements are negotiated, structured and documented, and the maturity profile
of the monies so raised are managed, with a view to obtaining offer terms for
renewal or refinancing, if required, which are competitive and as favourable to the
organisation as can reasonably be achieved in the light of market conditions
prevailing at the time.

4.37. It will actively manage its relationships with its counterparties in these transactions
in such a manner as to secure this objective, and will avoid overreliance on any
one source of funding if this might jeopardise achievement of the above.

Legal and Regulatory Risk

4.38. The risk that the Council itself, or an organisation with which it is dealing in its
treasury management activities, fails to act in accordance with its legal powers or
regulatory requirements, and that the Council suffers losses accordingly.

4.39. This Council will ensure that all of its treasury management activities comply with
its statutory powers and regulatory requirements. It will demonstrate such
compliance, if required to do so, to all parties with whom it deals in such activities.
In framing its credit and counterparty policy, it will ensure that there is evidence of
counterparties’ powers, authority and compliance in respect of the transactions
they may affect with the Council, particularly with regard to duty of care and fees
charged.

4.40. This Council recognises that future legislative or regulatory changes may impact
on its treasury management activities and, so far as it is reasonably able to do so,
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will seek to minimise the risk of these impacting adversely on the Council.

The Risk of Fraud, Error and Corruption, and Contingency
Management

4.41. The risk that the Council may fail to employ adequate systems, procedures and
other arrangements that identify and prevent losses through such occurrences.

4.42. This organisation will ensure that it has identified the circumstances which may
expose it to the risk of loss through fraud, error, corruption or other eventualities in
its treasury management dealings. Accordingly, it will employ suitable systems
and procedures, and will maintain effective contingency management
arrangements, to these ends.

4.43. The Council will therefore:-

a) Seek to ensure an adequate division of responsibilities and maintenance at
all times of an adequate level of internal check which minimises such risks.

b) Fully document all its treasury management activities so that there can be
no possible confusion as to what proper procedures are.

C) Staff will not be allowed to take up treasury management activities until
they have had proper training in procedures and are then subject to an
adequate and appropriate level of supervision.

d) Records will be maintained of all treasury management transactions so that
there is a full audit trail and evidence of the appropriate checks being
carried out.

Market Risk

4.44. The risk that, through adverse market fluctuations in the value of the principal
sums an organisation borrows and invests, its stated treasury management
policies and objectives are compromised, against which effects it has failed to
protect itself adequately.

4.45. This Council will seek to ensure that its stated treasury management policies and
objectives will not be compromised by adverse market fluctuations in the value of
the principal sums it invests, and will accordingly seek to protect its self from the
effects of such fluctuations.

Risk Management, Reporting and Review

4.46. More information on the systems, procedures and policies in place to manage
these treasury management related risks is available in the Treasury Management
Framework, Annual Investment Strategy and within the Council’s Treasury
Management Practices all of which are subject to full Council approval and which
are included in the work programme of the Overview and Scrutiny Committee.
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4.47.

4.48.

4.49.

The Treasury Management reporting requirements to full Council are as follows:

Annual reporting requirements before the start of the year:
- review of the organisation’s approved clauses, treasury management policy
statement and practices
- strategy report on proposed treasury management activities for the year
comprising of the Treasury management strategy statement, Annual
Investment Strategy and Minimum Revenue Provision Policy Statement

Regular Monitoring reports, included within Corporate Financial Monitoring report.
Annual review report after the end of the year

Furthermore, Treasury Management activities are subject to internal and external
audit review to ensure compliance with codes of practice, policies and operate
within the parameters agreed by Council.

More generally, Risk is managed at two levels within the Council:

Operational Risks are those that threaten service level objectives and are listed in
annual Service Plans. The risks are reviewed and updated regularly by
Operational Managers on a quarterly basis. Operational risks can be escalated to
Senior Management Team if it is felt that they are more strategic in nature or that
help is required with mitigation. It helps to fully detail the impacts of the risk and to
describe why greater authority is needed to control the risk. For example,
Operational Risks identified in departmental service plans may include individual
capital schemes for which the service is responsible for delivering and the
Financial Services Operational Risk Register includes the risk ‘Profiling of Capital
Schemes’ as it is recognised that outstanding capital expenditure has a significant
revenue budget implication.

Strategic Risks can be seen within the Strategic Risks Register and also within
Council Plan Performance reports to Overview and Scrutiny Committee and
Cabinet. These tend to be the risks that threaten council wide objectives and
require senior level management. Senior Management Team manages the
Council's Strategic Risks by identifying and reviewing risks and ensuring
mitigation. The Strategic Risk register may contain business continuity risks and
mitigations. Senior Management Team reviews the risks along with Corporate
Plan performance monitoring on a quarterly basis. Medium Term Financial
Planning — delivery of a balanced budget is a key risk identified in the Strategic
Risk Register, this includes the effects of the capital programme and treasury
management activities.
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5. Commercial Activity

5.1. Some investments are taken out for non-treasury management purposes, and
these are held primarily or partially to generate a profit. Examples of this include
investment properties and loans supporting service outcomes.

5.2.  The Council has 23 Investment properties including retails units and industrial
sites. Which at 31st March 2019 had a value of £4.59 million and after expenses
earned the council £0.406 million in income, creating a return on investment of
8.85% overall. This will vary year on year depending on maintenance required.

5.3. As part of the changes to the Treasury and Prudential Codes of Practice and the
CLG guidance a list of non-treasury investments is being compiled and will be kept
up-to-date.

5.4. In the future such investments will have to go through a robust procedure to
ensure that they fit in with the council’s plans, are affordable and sustainable. The
principles of the procedure are:

o Ensuring the investment meets the councils risk profile

o Ensuring the portfolio of assets is prudently balanced to minimise risk of
income fluctuations and loss of capital value.

o Ensuring the rate of return exceeds that which could be achieved through
traditional sources of investments

o Establishing a comprehensive due diligence process to minimise risks
including use of specialist external advice where appropriate

o Establishing appropriate governance arrangements to ensure decisions are
made in a streamlined and efficient way.

5.5. The Council is also developing a Commercial Strategy because reductions in
funding mean the Council should look at whether it is appropriate to engage in
commercial activities to supplement its income and support service delivery.
However, to minimise risk of potential loss of income in the longer term it needs to
ensure that any investment opportunities are based upon sound decision making
that consider the future likelihood of investment income reducing.
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6. Other Long-Term Liabilities and Investments

Soft Loans

6.1. The Council make loans for a number of reasons primarily economic development
and investment objectives or to help meet other Council priorities. These are often
outside of normal commercial terms The Council in making these loans ensure
they are prudent and secured by:

e Carrying out a full independent due diligence exercise

e Using an expected loss model to assess the impact on the balance budget
requirement if the loan was at risk

e On-going monitoring of the loans

e Ensuring adequate security is in place

e The financial exposure of the Council is proportionate to its size.

e Allloans are agreed by the Council’'s Cabinet

6.2. The loans are accounted for as soft loans and the Council’s accounting policy on
soft loans is described in the Accounting Policies of the Statement of Accounts.
The balance outstanding of these loans as at 315t March 2019 was £51.056.

6.3. One such loan that the Council has agreed to make is to South Lakes Housing.
The aim of the loan is to provide low cost finance in order to enable a house
building programme to meet the Council Plan target of delivering 1000 affordable
homes for rent. A loan of £6m over 25 years has been agreed in principle by the
Council’s Cabinet.

Pension Guarantees

6.4. The Council transferred in council housing stock to South Lakes Housing in 2012.
This involved the transfer of Council employees to the South Lakes Housing.
Employee’s rights are protected under the provision in Transfer of Undertakings
(Protection of Employment) Regulations 2006 (TUPE). However, pension rights
are not fully covered within TUPE regulations. The Council have thus given
pension guarantees to the South Lakes Housing. This guarantee means that if an
admitted body fails to pay its pension obligations then the Council will be
responsible for taking on those obligations.

6.5. The deficit on the South Lakes Housing pension scheme at 31st March 2017 was
£2.254m of which SLDC would be responsible for approximately 55%.

6.6. The guarantee is reviewed annually as part of the closure of accounts process.
The pension balance is assessed on an annual basis by the Cumbria Pension
Fund and is subject to change due to the underlying assets. This is rebalanced on
a three year basis, formerly known as a triennial review.
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7. Knowledge and Skills

7.1. The Council utilises the knowledge and skills of its internal officers when
considering capital investment decisions and where necessary it also relies on the
expert knowledge of specialist external advisors.

7.2.  The Council employs or contracts professionally qualified legal, finance and
property officers who are able to offer advice and guidance when considering any
capital investment decisions.

Finance

7.3. Finance staff are professionally qualified to advise the Council on all financial
aspects of capital decisions. They also have the necessary experience of how the
Council works having been in post for a number of years. Finance staff also
undertake Continuous Professional Development and they maintain knowledge
and skills through regular technical updates from appropriate bodies.

Property

7.4. The Council operates an outsourced contract for its property and asset services to
Lambert Smith Hampton. Their team is made up of a number of Chartered
Surveyors and Valuers who advise the Council on all property matters. They are
all members of the Royal Institution of Chartered Surveyors (RICS) and comply
with the RICS’s rules in relation to Continuing Professional Development.

7.5. The Council’s in-house Property and Contracts Manager is also a RICS
Registered Chartered Surveyor.

Legal

7.6. Legal Staff are professionally qualified as either solicitors or legal executives and
are regulated by their respective professional bodies (Solicitors Regulation
Body/Institute of Legal Executives). The staff undertake Continuing Professional
Development and their rules of conduct require that they have an appropriate level
of skill and expertise to deal with the particular matter with which they are
dealing. All staff are aware of the operational structure of the Council. They
maintain knowledge and skills through regular technical updates from appropriate
bodies.

External Advice

7.7. The Council uses external advisors where necessary in order to complement the
knowledge its own officers hold. Some of these advisors are contracted on long
term contracts or are appointed on an ad-hoc basis when necessary. The main
advisors the Council uses are as follows:
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e Link Asset Services — Treasury Management, including Cash
investments, borrowing and capital financing

e Lambert Smith Hampton — Property and Asset Management and asset
development.

8. Review and monitoring of the Capital Strategy

8.1. This Capital Strategy is based on the proposed Capital Programme for 2020/21 to
2024/25 which will be approved by Council on the 20th February 2020. It also
highlights the aspiration and unprioritised capital programme over the longer-term
to 2033/34. The strategy will be monitored and reviewed throughout the financial
year and may be updated or replaced as proposals are developed or the Capital
Programme is updated.
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Project bid template

REVENUE and CAPITAL 2019/20 Budget Change Pro Forma

This form is designed to capture the information required for budget changes in the 2019/20 budget setting cycle.
Finalised forms are to be emailed by Assistant Directors to accountancy@southlakeland.gov.uk no later than
Thursday 30/8/2018 but earlier if possible so that clarrifications may be sought. Please see comment boxes (red
triangles) and hyperlinks for further guidance. Please complete all grey cells.

Use this form if you are proposing:

- a revenue budget change that generates a net saving (including extra income) or net additional expenditure (including
reduced income)

- a revenue budget change that is net £0 but has a gross change to income or expenditure of £10k or more

- a new capital scheme or amendment to an existing scheme

1 Title of Poject

2 Type of Project Please select ...
3 Sponsoring Portfolio Holder Please select ...
Sponsoring Portfolio Holder (if more than 1 Portfolio Holder) Please select ...

4 Sponsoring Assistant Director | |

5 Officer Responsible for Delivery | I

6 Cost Centre/Service 1 |

7.0 Outline description of project/service change

7.1 Alignment with Council Plan priorities?
7.2 Equality Impact Assessment implications.
7.3 Legislative requirements

7.4 Alignment with Property Asset Review
7.5 Risk / Business continuity?

7.6 External 'partnership' and Localism benefits with public, private or voluntary sector?
7.7 Delivery risk including planning process.

What are the social, economic and environmental impacts of the proposal, if
7.8 accepted?

8  Costs and Financing

h Changes to Capital h Changes to Capital
8.1 |Capital Budget adjustments required Existing Base (net) Expenditure (+/-) Income (-/+)
£000 £000 £000
2019/20 BIDS TO START 2020/21
2020/21
2021/22
2022/23
2023/24
Years thereafter
Total 0.0 0.0 0.0
Net capital cost/saving (+/-) 0.0
PLEASE INCLUDE THE REVENUE IMPACTS OF CAPITAL SCHEMES IN 8.2 BELOW
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Change to Revenue h Change to Revenue
8.2 |Revenue Budget adjustments required Existing Base (net) Expenditure (+/-) Income (-/+)
d £000 d £000 i £000

2019/20 Savings, Budget Pressures & One Off Growth
2020/21 Savings and Budget Pressures only

2021/22 Savings and Budget Pressures only

2022/23 Savings and Budget Pressures only

2023/24 Savings and Budget Pressures only

Years thereafter (Savings and Budget Pressures only)
Total 0.0 0.0 0.0
Net revenue cost/saving (+/-) 0.0

8.3 What is the lifetime of the scheme/senice change in years?

8.4 What is the basis of the figures (eg supplier quotation/market testing etc)?

8.5 Please giwve details of any grant funding or external income

What risks are there around the proposed timing of budget changes (as set out in
8.6 8.1and8.2)?

Does the proposal relate to a previous Committee decision? If so, please provide
8.7 minute ref?

8.8 Is the proposed saving/growth reflected in your 2018/19 budget monitoring report?

9.1 Details of procurement route to be followed 1

10.1 Proposed score (please complete scoring criteria tab) PLEASE COMPLETE SCORING CRITERIA TAB

10.2 Scoring oweride - if judged to be necessary please provide details why?

11 Assistant Director Declaration
11.1 Form complete and quality checked? Please select ...
11.2 Portfolio Holder in agreement? Please select ...
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Ref: Weighting |Criteria Score
30 STRATEGIC 0
Impact on Council Plan priorities and targets. Priority -
9 Economy - Enabling and delivering opportunities for No (0), Yes (6), Essential to delivery (9)
sustainable economic growth.
Impact on Council Plan priorities and targets. Priority - . '
9 P - L P 9 v No (0), Yes (6), Essential to delivery (9)
Housing - Providing homes to meet need.
A
Impact on Council Plan priorities and targets. Priority - . "
6 pe np arg v No (0), Yes (4), Essential to delivery (6)
Environment - Protecting and enhancing our place.
Impact on Council Plan priorities and targets. Priority - Culture
6 and Wellbeing - Improving wellbeing, reducing inequality and [No (0), Yes (4), Essential to delivery (6)
supporting cultural activities.
Does the scheme impact on rurality, age, disability, race,
religion or belief, sex, sexual orientation, gender L oo .
B 0 go . 9 . Positive impact (+5), negative impact (-5), no impact (0)
reassignment, pregnancy, maternity, marriage or civil
partnership
25 RISK MANAGEMENT / CONTINUITY OF SERVICE 0
C 5 Is the scheme consistent with the Property Asset Review? No (0), Yes (5)
D1 5 Urgency of investmentdue to condition rating of a property Urgent : Year 1 (5), Year 2 (4), Year 3 (3), 4-5 Years (2), 6-10
asset. Years (1), Later Years (0)
D2 5 Urgency of investment in order to meet statutory obligations  |Urgent: Year 1 (5), Year 2 (4), Year 3 (3), 4-5 Years (2), 6-10
(e.g Disability Discrimination Act, Health & Safety, Security) |Years (1), Later Years (0)
E 10 Addressing future business continuity Yes (10); no (0)
5 PROMOTES PARTNERSHIP / LOCALISM 0
External 'partnership’ and Localism benefits with public,
F 5 ‘ P P P No (0), Yes (5)
private or voluntary sector
40 FINANCIAL 0
Spend to Save Initiative - produces revenue savings / Annual net savings per year as % of cost; 1 mark for every 1%
G 20 " K
additional income to a max of 20 marks for 20% and above.
Is part funded from externally generated resources (e.g. ) . ’ .
H 10 grgnts) Vg g 0-19% 5 points, 20-50% 7 points greater than this 10 points.
Maximises external funding eg NHB and Retained Business
| 10 9eq No (0), Yes (10)
Rates?
Total 100 0
Notes
A Please refer to the priorities and targets within the Council Plan. Does the scheme contribute to the delivery of a Council priority or target? Maximum points if the scheme is essential to delivery of|
a priority or target.
B We need evidence that these factors have been reviewed as part of the EIA on the capital programme. See guidance in the report writing toolkit.
c Is the scheme consistent with the Property Asset Review? How and to what extent? Please complete this section in consultation with Sion Thomas (Corporate Asset Manager) who will be able to
provide guidance on whether the change relates to a corporate asset and whether it is consistent with the aims and objectives of the review.
D Where there are major Health & Safety issues, or other legal obligations, the Capital Prioritisation Group may choose to owerride the priority score and recommend a project be included in the
Capital Programme. For existing property assets consider the condition rating of the asset and the technical life.
E Yes or no depending on whether the scheme is necessary for continuation of current Council operations. If the proposal relates to an existing asset, is the asset critical to senice delivery, could
technical failure of the asset lead to failure of service delivery.
F Projects promoting joint working - across Council senices, with other agencies, the public, private & woluntary sectors
G If a score is given against this criteria, it must be supported by a financial analysis, which shows the estimated revenue savings and capital costs of the project. Where revenue savings are
identified, they will also need to be included in the relevant revenue budget
H If a score is given against this criteria, it must be supported by a financial analysis, which shows the estimated reduction of the Council's projected deficits.
| Does the scheme draw on grant funding mechanisms designed to encourage Local Authorities to increase the tax base and rates base?
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