ISLE OF ANGLESEY COUNTY COUNCIL

REPORT TO: COUNTY COUNCIL

DATE: 14 MAY 2019

SUBJECT: CAPITAL STRATEGY AND CAPITAL PROGRAMME 2019/20 to
2021/22

PORTFOLIO HOLDER(S): COUNCILLOR ROBIN WYN WILLIAMS

HEAD OF SERVICE: MARC JONES — HEAD OF FUNCTION (RESOURCES) / SECTION
151 OFFICER

REPORT AUTHOR: MARC JONES/CLAIRE KLIMASZEWSKI

TEL: 2601/1865

E-MAIL: rmifi@ynysmon.gov.uk/clkfi@ynysmon.gov.uk

LOCAL MEMBERS: n/a

A - Recommendation/s and reason/s

The revised CIPFA Prudential Code, September 2017 has introduced the requirement that all
authorities must produce a capital strategy. This must set out the long-term context in which capital
expenditure and investment decisions are made. This requirement is aimed at ensuring that authorities
take capital and investment decisions in line with service objectives and properly take into account
stewardship, value for money, prudence, sustainability and affordability.

The authority is in a good position with this as the Head of Function (Resources)/Section 151 Officer
has, since 2016/17, produced a robust Corporate Strategy to guide the Capital Programme. This
strategy has been built upon to include the new requirements introduced by the code which were not
covered already.

Recommendations

The Executive is recommending the following to the full Council :-

° Approve the Capital Strategy for 2019/20 — 2021/22;

B - What other options did you consider and why did you reject them and/or opt for this option?

N/A

C - Why is this decision for the Executive?

Responsibility for determining the Council’s budget strategy is delegated to the Executive.

CH - Is this decision consistent with policy approved by the full Council?

Yes

D - Is this decision within the budget approved by the Council?

N/A
DD - Who did you consult? What did they say?
1 | Chief Executive / Strategic Leadership Team | Comments included in the 2019/20 Capital
(SLT) (mandatory) budget report accepted by the full Council on 27
February 2019
2 | Finance / Section 151 (mandatory) N/A — this is the Section151 Officer’s report
3 | Legal / Monitoring Officer (mandatory) TBC
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Appendices:

Appendix 1 — Capital Strategy 2019/20 to 2021/22
Appendix 2 — Summary of Draft Proposed Capital Programme 2019/20 to 2021/22

FF - Background papers (please contact the author of the Report for any further information):

Treasury Management Strategy Statement 2018/19, Executive, February 2018
Medium -Term Financial Plan 2019/20 to 2021/22, the Executive, February 2018
Draft Capital Programme 2019/20 Report, the Executive, 12 November 2018
Treasury Management Strategy Statement 2019/20, Executive, February 2019
Capital Programme 2019/20 Report, the Executive, 18 February 2019
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2.1

Isle of Anglesey County Council
Capital Strategy 2019/20 to 2021/22

Introduction

Part 1, Section 3 of the Local Government Finance Act 2003 requires that the Authority shall
determine and keep under review how much it can afford to borrow. The Act is supported by the
Prudential Framework for local authority capital investment and the CIPFA Prudential Code for
Capital Finance in Local Authorities (the Code). The CIPFA Prudential Code was revised in
2017/18. The revised Code introduced a new requirement that all authorities produce a capital
strategy, which sets out the long-term context in which capital expenditure and investment
decisions are made. Authorities are required to give due consideration to both risks and reward
and the impact on the achievement of priority outcomes. CIPFA also revised the Code of Practice
on Treasury Management at the same time. This Capital Strategy 2019/20 meets the requirements
of the CIPFA Prudential Code 2017, aligns with the Council’'s Treasury Management Strategy
Statement 2019/20 and has regard to the CIPFA Treasury Management Code 2017.

The purpose of this strategy is to set out the objectives, principles and governance framework to
ensure that the Authority takes capital expenditure and investment decisions in line with service
objectives. The Isle of Anglesey County Council Plan 2017/22 outlines the key priorities and
objectives of the Council for the period to 31 March 2022. A fundamental principle of the Strategy
is to focus capital expenditure on projects which help the Council meet the following key objectives
of the Council Plan or help the Council fulfil its statutory responsibilities:-

Objective 1:  Ensure that the people of Anglesey can thrive and realise their long-term potential.

Objective 2:  Support vulnerable adults and families to keep them safe, healthy and as
independent as possible.

Objective 3:  Work in partnership with our communities to ensure that they can cope effectively
with change and developments whilst protecting our natural environment.

This strategy also identifies the potential future capital expenditure, assesses the impact on the
capital financing element of the revenue account and determines the funding available to finance
new capital schemes for the period 2019/20 to 2021/22. It also establishes long-term principles to
support capital planning well into the future. The governance of this strategy follows the same
process as the Revenue and Budget Setting Processes and will be presented to the Executive,
which will make recommendations to full Council for approval.

Objectives and Principles of the Capital Strategy

The Capital Strategy has a number of key objectives to ensure that capital expenditure is targeted
towards meeting the Council’'s key priorities, whilst also taking into account stewardship, value for
money, prudence, sustainability and affordability.

2.1.1 The Council Plan 2017/22 sets out the key priorities and objectives of the Council to 31
March 2022 and resources should be focussed on the achievement of these objectives.
This capital strategy will help ensure that the capital programme will focus capital
expenditure on projects which contribute most to the key objectives of the Council’'s Plan
2017/22.

2.1.2 Each year capital funding will be allocated to ensure an investment in existing assets.




2.1.3 The Council will maximise external capital funding wherever possible and affordable.

2.1.4 Capital funding will also be prioritised on assets required to help the Council deliver its
statutory responsibilities.

2.1.5 The Council remains committed to the 215 Century Schools Programme and will continue
to fully utilise 215t Century Schools external funding.

2.2 The following principles will help support the achievement of the above key objectives:-

2.2.1 That the 21% Century Schools programme is considered separately from the remainder of
the general Council capital programme. The 21% Century Schools programme is a long-
term significant commitment to building and/or refurbishing schools so that Anglesey’s
schools are fit to last and meet the requirements of the 215 Century. The 215 Century
Programme helps the school modernisation agenda and supports the Council's key
objective to ensure that the people of Anglesey can thrive and realise their long-term
potential. This principle also meets the Wellbeing of Future Generations Act 2015 to ensure
educational settings are suitable in the long-term. An element of the expenditure on the 21
Century Schools programme will be funded from the capital receipts from the sale of schools
vacated, with the remaining balance being funded from unsupported borrowing. This will
ensure that the capital general grant and supported borrowing are available to fund
investment in existing and new assets needed to achieve the objectives of the Council Plan
2017/22 and ensure that the Council’s existing assets are maintained.

2.2.2 That a sum is allocated in the capital programme each year to fund the major improvement
to, or the replacement of, existing I.T. equipment, vehicles and Council buildings. The
ongoing maintenance of existing assets and replacement of obsolete assets has the benefit
of reducing revenue costs for the Council,

2.2.3 Thatasumis allocated in the capital programme to meet the Council’s statutory requirement
to offer disabled facilities grants. This helps deliver statutory responsibilities and supports
the key objective of the Council to support vulnerable adults and families to keep them safe,
healthy and as independent as possible.

2.2.4 That a level of road improvement works is funded from the capital programme each year.
The sum allocated will be dependent on the funding required to achieve any minimum
contract value guarantees, the level of funding available and an assessment of the state of
repair of the Authority’s roads. Improvements to the roads will help the Council ensure the
highway network is sustainable in the longer-term. It also underpins all of the Council key
priorities due to the rural nature of Anglesey and the importance of the highway network to
many aspects of the Council’'s work.

2.2.5 Projects that require a level of match funding to enable grant funding to be drawn down, will
be assessed on a case-by-case basis, by the Section 151 Officer with a recommendation
being made to the Executive. The decision whether to commit funding will be dependent on
the project, how it fits into the Council's corporate priorities, any ongoing revenue
implications and the ratio of Council funding to grant funding.

2.2.6 Projects to be funded from unsupported borrowing, with the exception of 21 Century
Schools projects, will only be undertaken if the reduction in revenue costs or increased
income generated is sufficient to meet the additional capital financing costs incurred. Any
assets funded by unsupported borrowing should be fundamental to the achievement of the
Council’s key priorities.




3.2

3.3

How the Strategy fits with other documents
The Council Plan 2017/22

The Council Plan is the prime document which outlines what the Council aims to achieve during
the period 2017/22. The priorities of the Council Plan are summarised above in 1.2. A key objective
of this Capital Strategy is to ensure that the capital funding available to the Council is spent on
projects that assist the Council to deliver its priorities, including maintaining, replacing or / and
upgrading existing assets. There are several other key strategic documents which align with the
Council Plan. These guide how the Authority works on specific aspects affecting the Council.

The Treasury Management Strategy Statement (TMSS)

This Capital Strategy and the TMSS are very closely linked and both are revised annually. The
Capital Strategy will define how the Council spends its capital funding and the TMSS sets out how
this will be funded and its impact on the overall financial standing of the Council. Borrowing is a key
part of the funding strategy. The details of how the borrowing is undertaken and controlled is also
set out in the TMSS.

The Medium-Term Financial Plan

3.3.1 The Medium-Term Financial Plan (MTFP) is the fundamental part of financial planning
which estimates the Council’s revenue requirements over the next three years and how this
will be balanced to the funding available. Capital expenditure will impact on the revenue
budget through the Minimum Revenue Provision and the interest payable on borrowing.
The Capital Strategy helps to inform the Medium Term Financial Plan.

3.3.2 Regular budget monitoring and review of the MTFP helps to monitor the impact of financial
performance and issues on the delivery of the Council Plan. Linked to the financial
monitoring is also the monitoring of performance and corporate and service risks, some of
which are identified as financial risks. The Council's Performance Management Framework
and Risk Management Strategy govern how performance and risk is managed.

3.3.3 The below diagram summarises the interconnection between these strategies and how
ultimately they are guided by the Council Plan.




C The Council Plan 2017/22
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The below key strategies and plans are important and inter-related to help identify an affordable level
of revenue and capital resources needed to deliver the key priorities of the Council Plan 2017/22. These
also provide a framework for robust financial management of Council resources.
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The Medium-Term Financial Plan (MTFP)

This is revised regularly to help set out the likely resource requirement for the next three
years and how the Council plans to balance the resource requirement. This includes the
impact of revenue and capital issues on the Council Fund.

Capital Strategy

N
The capital strategy sets out the key priorities on how capital expenditure should be
spent to help deliver the Council Plan 2017/22. It acknowledges that capital expenditure
leads to revenue capital financing costs which must be kept affordable. The Capital
Strategy impacts on and is impacted by the MTFP, the TMSS, the Annual Revenue
Budget and the Annual Capital Programme.

Treasury Managment Strategy (TMS)

This sets out the Annual Investment Strategy, Minimum Revenue Provisions Policy and
Treasury Management Policy Statement for the year. These provide the framework and
controls needed to ensure that there is enough cash to pay suppliers for revenue and

capital costs, that surplus cash is invested safely and is accessible and that borrowing to

fund capital expenditure does not go beyond an affordable level.
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The Annual

Revenue Budget s
supported by the MTFP,
Capital Strategy and TMS. -
Each year the revenue
capital financing costs are
reviewed and revised as
part of revenue budget -
setting. Revenue
contributions are sometimes
used to fund capital costs.
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The annual Capital

Programme - The level

of capital expenditure and
borrowing impacts on the
revenue budget due to capital
financing costs and any
ongoing revenue costs such
as maintenance.
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4.1

4.2

Corporate Strategy and Capital Programme Process

Developing the Capital Strategy

The Capital Strategy is revised each year taking into account the most recent Council Plan, the
Medium-Term Financial Plan and the budgetary pressures expected and the Treasury
Management Plan. It also considers the prior year's capital programme and the level of reserves
and the revenue budget. The capital strategy then outlines the key objectives and principles which
then helps to develop the annual Capital Programme each year.

Developing the Annual Capital Programme

4.2.1 Bidding Process and Scoring

In determining which projects are included in the Capital Programme, bids must not only
be affordable but also help deliver the key priorities of the Council Plan and meet the
objectives and principles of the Capital Strategy. Each year, Services are asked to submit
new capital appraisals/bids and update information for ongoing projects. The appraisals
should demonstrate how each project meet the criteria (set out below) and all ongoing
revenue implications from the project will be included e.g. maintenance costs. The scoring
of new capital appraisals/bids helps to introduce a degree of objectivity and ensure the
projects are relevant to the key objectives of the Council Plan and this Strategy. The most
important criterion is how closely a project will contribute to the delivery of the Council
Plan, hence the greater weighting given to this criterion. Initial scoring is undertaken by
the Accountancy Service. The scores are then considered and ratified by the Executive,
as part of the drafting of the annual capital programme.

Criteria Score
How closely the project will contribute to the priorities of in the 20
Corporate Plan

The project attracts significant external funding 10
The project will lead to revenue savings 10
The project will help mitigate Corporate Risk 10
Total highest score 50

The strategy also allocates funding to the maintenance and upgrade of existing assets.
Asset Managers determine their funding need and this is balanced against the funding
available in order to allocate funding to each main assets group (buildings, vehicles, IT,
roads).




4.2.2

4.3.3

Timetable

The Capital Strategy approval process follows the timetable for revenue budget-setting and
the development of the Capital Programme. The timetable for the development of the Capital

Programme is summarised below:

Project managers
complete capital
appraisals and return to
the capital team for all
projects slipped, ongoing,
replacement programmes
21st Century Schools and
new proposals. These wil
include capital financing
and other revenue
implications.

September

/" The results from the
consultation are fed back
to the Executive and full
Council for final approval
of the Capital
Programme. Any
changes to capital
financing budgets or
other revenue
consequences will be
included in the Revenue
Budget.

\_ February/March

21st Century schools,
slipped, existing projects
and replacement
programme will be added
to draft Capital
Programme and checked
for affordability.

September

The Draft Capital
Programme approved by
the Executive is
consulted on as part of
the Budget Consultation.

November to January

.

s Y
New projects are scored |
against capital criteria
where projects which
support key Council
Priorities and/or future
revenue savings will
score more highly by
Officer Capital Panel.
Details of existing and
replacment projects are
also reviewed.

September/October

4 The Draft Capital

Programme is produced
together with scores and
draft funding for the
Executive Committee for
decision.

Capital financing budget
and revenue
consequences are
included in the Revenue
Budget Setting.

\_ October to November

Authorisation

Responsibility for ratifying the capital programme each year rests with the full Council
based on the recommendation made by the Executive. In exceptional cases, new capital
projects arising during the year will be considered by Members as part of the quarterly
reports to the Executive. In-year projects are likely to be approved if the projects are
significantly funded from external grants or contributions, or in response to an emergency
e.g. landslide, or if an approved project in the programme is cancelled and there is
funding available. A capital appraisal is required for in-year projects and projects will
need to help the Authority achieve its key objectives.




5.2

Current Financial Context

Revenue Constraints and the Need to Make Savings

511

5.1.2

5.1.3

The initial MTFP for 2019/20 to 2021/22 identified that revenue savings of £10m would be
required over the 3 year period, after allowing for a Council Tax increase of 5% in each of the
three years. For 2019/20, it was assumed that Welsh Government funding would fall by 1%
and, after taking into account the impact of pay awards, pension contribution increases and
general price inflation, that £5m of revenue savings would be required.

Although the final settlement only resulted in a reduction of 0.3% in Welsh Government
funding, there was also a need to address a projected overspend of £2m in Children’s
Services, £1m in Adult Services and £750k in Education. Revenue savings of £3.7m were
identified and the net effect of all these factors was a need to increase Council Tax by over
7% to set a balanced budget in 2019/20. It is estimated that savings of around £1.5m will still
be required in 2020/21 and 2021/22.

As stated previously, funding the capital programme will have a significant impact on the
revenue budget and the Capital Strategy takes into account affordability, as it is drawn up,
and the Treasury Management Strategy Statement ensures that the Council minimises
borrowing costs through the best use of the Council's own cash balances to fund capital
expenditure.

Funding the Modernisation of Schools

5.2.1

522

5.2.3

524

5.25

The Council is currently part way through an ambitious programme to modernise schools
through the 21% Century Schools programme, with Band A coming to an end in 2019 and
Band B running until 2026. The programme, if it achieves all its planned objectives, will take
over 10 years to complete at a potential total capital cost of around £120m.

There are four phases to the programme, identified as Band A,B,C and Ch. Two schools
have been completed Ysgol Cybi and Ysgol Rhyd y Llan, with a thirds School, Ysgol Santes
Dwynwen, nearing completion. Refurbishments are underway at Ysgol Parc y Bont and
Brynsiencyn. With the consultation and development of the Llangefni area still in progress,
any works decided upon may slip from Band A to Band B which may have financial
consequences.

The planned new build primary school for Llangefni is currently being consulted on. The
preparatory works for proposed extension of Ysgol Y Graig planned for Band A will be
undertaken in 2018/19. However, the main construction of the extension has now slipped to
Band B of the 21st Century Schools programme.

Band A of the 215 Century Schools programme is funded by 50% additional funding from the
Welsh Government and 50% via unsupported borrowing. The Welsh Government 50%
funding is partly grant funding (67% of the 50%) and partly supported borrowing (33% of the
50%). The Welsh Government have announced that the intervention rate for Band B has
increased to 65% but how this is allocated between grant and supported borrowing is not
known at this stage.

The Welsh Government has also introduced a mutual investment model for Band B (MIM),
where the capital cost of the project is funded by the private sector and the Council then pays
a rental fee to the investor for a prescribed period (expected to be 25 years). Welsh
Government make a contribution to the rental fee each year (expected to be at least 70%).

10




5.2.6

527

5.2.8

529

5.2.10

The Council’'s Strategic Outline Programme for Band B was submitted to Welsh Government
in July (approved by the Executive 17 July 2017). The more recent matrices for Band A and
B are summarised below in Table 1. This relates to the period 2019/20 to 2025/26.

Table 1
Estimated Funding for Remainder of Band A and Proposed Band B Projects
Unsupported | Supported WG Total
Borrowing Borrowing Grant
(net of capital
receipt)
Band Region £'m £'m £'m £'m
A Ysgol y Llannau 0.04 0.00 0.00 0.04
A Ysgol Santes Dwynwen 0.08 0.00 0.00 0.08
A Ysgol Bro Llangefni 4.28 1.29 2.60 8.17
TOTAL BAND A 4.40 1.29 2.60 8.29
B Ysgol y Graig and Talwrn 1.73 1.93 1.93 5.59
B Ysgol Syr Thomas Jones & 4.94 4.58 4.58 141
associated primary schools
B Lligwy Primary Schools 2.36 2.19 2.19 6.73
B Seiriol Primary Schools 0.92 0.85 0.85 2.63
B Post-16 unit 6.49 6.02 6.02 18.53
B North West Anglesey 1.57 1.20 1.73 4.50
TOTAL BAND B 18.01 16.77 17.30 52.08

Given the level of borrowing required, it is unlikely that the Council’s own cash reserves
(internal borrowing) could be used to any great extent. It is, therefore, assumed that all of the
unsupported and supported borrowing would be undertaken through new PWLB loans over a
length of time which matches the expected life of the asset (50 years).

As explained in paragraph 4.1, additional supported or unsupported borrowing will increase
the Council’'s CFR which, in turn, will increase the annual MRP charge to the revenue account
and will result in additional annual interest payments.

The additional unsupported borrowing for Band B (based on a 50 year repayment period and
annual interest at 2.73%) would result in additional capital financing charges to the revenue
budget of £1.230m per annum (£0.710m interest payable and £0.520m MRP) once the
Programme is completed in full. In practice, these costs would be phased in as each project
commences and once the loans are taken out to carry out the work. MRP would be charged
once the schools become operational. The Band B submission identifies that the proposed
capital works could result in a net savings, which is currently forecast as £500k for the Schools
budget. This leaves a net shortfall of £730k per annum which has to be funded by the Council.

It should be noted that the delivery of the Band B projects will eliminate the need to undertake
backlog maintenance work at the various schools. For those schools which would close or be
adapted under the Band B proposals, the estimated backlog maintenance amounts to
approximately £5.5m. The capital programme to date has not identified funding to undertake
this backlog maintenance.

11




5.2.11 Further additional capital and revenue costs would be incurred as Band C and Band Ch are
delivered. Any commitment towards these phases of the programme would need to be
realistic and affordable.

5.3 Reserves

5.3.1 The Council has allocated some funding for Capital projects from its reserves, the most recent
allocation was £1m from general reserves to fund improvements to business processes which
included capital projects. However, over the past two years, the level of the Council’'s general
balances has fallen below the minimum recommended level and, as such, the scope to use
the Council’s reserves to fund capital expenditure is not possible for the foreseeable future.

5.4 The Need to Generate Revenue Savings from Capital Expenditure

5.4.1 Part of the Council's revenue budget savings strategy has been to use capital expenditure as
a means of reducing revenue costs. Examples of this have included investing in energy
saving scheme in public buildings and street lighting, investing in technology to reduce
administrative costs, investing in leisure facilities to generate additional income and the 21
Century Schools programme. This strategy will continue and projects will be prioritised if they
provide a substantial return within a short timescale.

6. Funding

6.1 Funding Sources — the Capital programme is funded from the following sources:-

o General Capital Grant — This is a sum of money which is provided by the Welsh Government
as part of the annual settlement. The Council is free to use the capital grant on any capital
project it wishes.

o Supported Borrowing — The Council will borrow from the Public Works Loans Board (PWLB)
to fund the expenditure. The revenue costs arising from the borrowing (Interest Costs and
Minimum Revenue Provision) are funded by the Welsh Government through the annual
revenue settlement, hence the term “Supported Borrowing”.

o Unsupported Borrowing — Again, the Council borrows the funding from the PWLB but is
required to finance the revenue costs from its own resources. Projects funded by means of
unsupported borrowing tend to be projects which deliver revenue savings and it is these
savings that are used to meet the additional revenue costs arising from the borrowing.

o Specific Capital Grants — The Council will be awarded capital grants which partly or fully fund
the cost of a project. Capital grants usually come with restrictions surrounding the expenditure
which can be funded and by when the expenditure must be incurred.

o Revenue Contribution — Services can make a contribution from their revenue budgets to fund
projects. These contributions tend to be as a match funding to a project which is mainly funded
from a specific capital grant.

o Capital Receipts — The funds generated from the sale of assets can be used to contribute to
the funding of the capital programme. These are usually generated from the sale of surplus
assets (normally land or buildings).

o Reserves — Funding held in reserve, e.g. unapplied capital receipts, can be used to support
the capital programme.

12




6.2

6.3

As explained in the paragraph above, the capital programme is funded from various sources which
impact on the Council’s financial position in different ways:-

6.2.1

Funding that is received in the form of grants (general or specific) does not have any impact
on the long-term financial position of the Council as any grant received is used to fund the
capital expenditure. There may be timing differences which can lead to grants being unapplied
and carried from one year to the next via the Council’'s balance sheet.

Capital receipts result in surplus assets being converted into cash which, in turn, results in
the creation of a new asset. Again, this type of funding has little long term impact on the
Council’s financial position but there will come a point where all surplus assets have been
disposed of and the level of funding available through capital receipts will fall.

The Housing Revenue Account uses the surplus on the HRA account (excess of rental income
over expenditure) to fund capital expenditure. This is reflected in the HRA business plan and
does not impact on the Council Fund.

The use of revenue funding will reduce the value of funds held in reserves or the sum
transferred to the general Council balances at the year end, i.e. it converts surplus cash into
a new asset.

Both supported and unsupported borrowing impacts on the Council’'s Capital Financing
Requirement (CFR) which, in turn, has implications on the Revenue budget in the form of
increased Minimum Revenue Provision (MRP) and annual interest payments.

Although the Housing Revenue Account operates separately from the Council Fund, the
Council does not borrow separately for Council Fund and HRA expenditure, all borrowing is
combined and the costs apportioned to the two funds based on the level of expenditure
funded from borrowing for the two funds. The apportionment method is kept under review to
ensure that it remains the most equitable method.

Funding Constraints over the next Three Years

6.3.1

6.3.2

6.3.3

6.3.4

The difficult financial context the Council continues to operate within is discussed in section 5
and, highlights that there are limitations on the Council’s funding of capital expenditure. One
of the main priorities for the Council is to reduce revenue expenditure in order to deliver a
balanced budget, whilst minimising the reduction in service budgets. It is reasonable for the
Council to minimise the increase required to the capital financing budget. It will be necessary
to provide additional capital funding but this should be maintained at a level that is funded
through the settlement (general capital grant and supported borrowing) so that the increase
in the capital financing costs is funded through capital receipts and any specific grants that
are available.

Unsupported borrowing (outside the 21%t Century Schools programme) should only be
considered where the relevant service budget can be reduced by a sum greater than the MRP
and interest costs.

It has been Welsh Government’s policy over a number of years to maintain the level of general
capital grant and supported borrowing on or about the level in previous years, with additional
capital funding being directed to schools, road improvements etc.

As a landlord of housing stock, the Council will also receive a major repair allowance following
the submission and approval of the 30 year business plan for the Housing Revenue Account.
Capital expenditure on the HRA is supplemented with the use of the HRA reserve and by the
borrowing powers which the HRA can utilise.
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6.3.5.

6.3.6

6.3.7

6.3.8

6.3.9

Specific grants which have been approved, likely to be approved or that result from successful
bids, will also be available to fund capital schemes. In some cases, it may be necessary for
the Council to contribute a sum of its own capital funding as match funding to enable the grant
funding to be drawn down. The grants and contributions which have been currently identified
as sources of funding for 2019/20 are listed below. This shows that Anglesey will benefit from
improvements/new assets estimated to cost £21.3m of which 44% (£9.4m) of the costs are
funded by external grant or contribution. This is a significant contribution from outside the
Council for the benefit of the Island.

Table 2
Capital projects which are part or fully funded by grants and contributions (excluding
21 Century Schools)

Capital Project Estimated External Percentage
costs 2019/20 Funding funded
externally
£000 £000 £000
Holyhead Visitor Gateway 1,000 950 95%
Holyhead Strategic Infrastructure 3,200 3,165 99%
Llangefni Strategic Infrastructure 200 165 83%
Beaumaris Flood Alleviation 900 765 85%
Refurbishment of Market Hall, 350 250 71%
Holyhead
Highway improvements 1,359 580 43%
Drainage works Project 1 200 170 85%
Drainage Works Project 2 166 141 85%
Traeth Coch Flood Defence 850 638 75%
HRA Refurbishments and Increasing 13,110 2,660 20%
Housing Stock
Total 21,335 9,484 44%

The level of capital receipts is dependent on which assets become available to sell. The
receipts from the sale of some assets are linked to projects which have already commenced,
e.g. sales of former school sites are linked to the 21° Century Schools programme. As a
result, not all capital receipts received in 2019/20 can be allocated to fund new capital
projects. Apart from the remaining school sites it is not anticipated that any significant capital
receipts will be available to fund capital expenditure from 2019/20 onwards.

As stated previously, any unsupported borrowing must generate additional income / revenue
expenditure savings to fund the additional capital financing costs (MRP and interest charges)
which will be charged to the revenue account. Any proposed schemes funded by unsupported
borrowing will be assessed on a scheme-by-scheme basis.

In addition to the sources of funding noted above, the Council holds a capital funding reserve,
which includes revenue contributions which have not yet been applied. The current balance
stands at £1.162m. It is expected that the majority of this will be used towards funding the
2018/19 programme.

Unallocated capital receipts are held in a reserve. The balance of the reserve at 31 March
2018 was £320k. These receipts will be used as a funding source for the 2018/19 programme,
or will help fund slipped expenditure in 2019/20.
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6.3.10 In summary, the funding for new capital projects in 2019/20 should be limited to the level of
general capital grant (£2.065m), supported borrowing (£2.181m) and any unallocated capital
receipts generated in the year. This would give a total budget available in the region of
£4.246m, excluding grants, 21% Century Schools funding and HRA funding. This principle will
be applied into the medium-term and longer-term to ensure the capital programme is
affordable, particularly in the context of continual funding cuts.

6.4 Estimated Funding Profile 2019/20 to 2021/22

6.4.1 The external Welsh Government funding for the period 2019/20 to 2021/22 is shown in Table
3 below. It should be noted that the Council will also receive a number of minor capital grants.

Table 3
Estimated Welsh Government Capital Funding 2019/20 — 2021/22

2019/20 2020/21 2021/22
£'m £'m £'m
General Capital Grant 2.065 1.818 1.818
Supported Borrowing 2.181 2.181 2.181
Public Highways Refurbishment Grant 0.580 0.580 0.580
Major Repairs Allowance 2.660 2.660 2.660
Total Welsh Government Capital Funding 7.486 7.239 7.239

6.4.2 There is scope to fund new projects in 2019/20 through the funding that is received as part of
the Welsh Government’'s financial settlement. Welsh Government's recent significant
increase in the Capital General Grant for 2018/19 to 2020/21 is positive news and will help
the Council fund additional priority capital projects. Unsupported borrowing is possible but,
unless the projects generate revenue savings, then the additional MRP charge and interest
costs will increase the revenue budget which must be funded by increased Council Tax or by
making revenue savings elsewhere. Therefore, the Council can ensure the capital financing
costs are affordable and sustainable by limiting capital expenditure funded by unsupported
borrowing to the 215 Century Schools Programme and capital projects which lead to revenue
savings higher than the MRP and interest payable charges incurred from the capital funding.
The Draft Capital Programme Report 2019/20, summarised below, proposes an affordable
programme with limited use of unsupported borrowing.

7. The proposed Strategy for 2019/20 to 2021/22

7.1. Background - Capital

7.1.1 Capital expenditure is expenditure to acquire or create new assets or to refurbish existing
assets where the life of the asset is greater than one financial year. The assets can be tangible
(buildings, vehicles and infrastructure) or intangible (software licences). Non-current assets
which are £10k or more will be considered as capital expenditure. £10k is the Council's
recommended de minimis level to qualify as part of the capital programme. This is a revised
de minimis level from the current £30k de minimis. Reducing this level from £30k will bring
the de minimis level on capital expenditure in line with the de minimis of £10k on capital
receipts. It is also a level more appropriate for the size of the Authority. Non-current assets
less than £10k will be charged to revenue in most cases. The Council reserves the right to
waive the de minimis if appropriate.
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7.2 Potential Commitments for 2019/20 to 2021/22

7.2.1

7.2.2

7.2.3

7.2.4

As part of the capital planning process, future commitments for the following two years are
also identified, although there is no guarantee that the funding will actually be released for the
specific project unless it was needed to physically complete the asset. Appendix 1, Table A
shows that there are £31.1m of projects which meet this Capital Strategy’s key priorities and
principles. These include ongoing committed schemes, grant funded projects, 215 Century
Schools and investment in the Council’s existing assets to increase the life of these assets
into the future. The table shows that only the 215 Century Schools will require some funding
from unsupported borrowing for the Council Fund. The HRA plans to borrow £1m of
unsupported borrowing but the HRA will fund the costs of repayment of the loan as it falls due
and all revenue capital financing costs arising from the borrowing.

Table B, Appendix 1 shows two invest-to-save proposals which would cost £400k and would
lead to annualised revenue savings amount to £49k per annum. The payback for both of the
proposed projects is 8 years. These projects could be funded by supported borrowing. An
analysis of the capital financing costs highlight that the savings from the projects would
exceed the capital financing costs. Net Present Value (NPV) analysis which takes into account
the time value of money highlights that a positive NPV for the projects would be achieved in
year 12. Projects with a positive NPV are considered viable. These two projects would
contribute to objective 3 of the Council Plan 2017/22 due to environmental benefits.

Table C, Appendix 1 summarises the proposals submitted for new projects 2019/20. Whilst
there is enough funding for all these projects without the need to take additional unsupported
borrowing each one has been scored objectively by the officer panel particularly with regards
to contribution towards the Council Plan 2017/22. The Capital Programme 2019/20 report
provides details of the scoring for these projects in Appendix 3. Members could accept some
or all of these when considering the Capital Programme 2019/20, although it should be
highlighted that a low scoring project may not align with the Council Plan 2017/22 significantly.

The below table summarises the proposed capital programme for the period 2019/20 to
2021/22 as per their category for example, ongoing committed scheme.

Table 4
Summary of Capital Schemes (see Appendix 1 for individual project details)

Capital Schemes Expenditure
2019/20 | 2020/21 | 2021/22 Total
£000 £000 £000 £000
Committed Schemes Brought Forward 6,429 6,016 - 12,445
Investing in Existing Assets 3,898 3,539 3,539 10,976
21st Century Schools Projects 4,809 10,256 16,668 31,733
Potential new Schemes 2019/20 1,746 360 200 2,306
Invest-to-Save Projects 400 250 200 850
Housing Revenue Account Projects (HRA) 13,110 18,431 19,744 51,285
30,392 38,852 40,351 109,595
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7.3

7.2.5 The funding available for the above capital schemes is summarised below in Table 5. This

shows that, for 2019/20, all projects could be funded without the need for significant
unsupported borrowing. The only unsupported borrowing required for 2019/20 would be
towards the Council’s share of the 215t Century Schools projects. The table shows that
there will be funding gaps in 2020/21 and 2021/22. This may require unsupported
borrowing if there is insufficient capital receipts or other funding available. The table
excludes a forecast for capital receipts as this information is not available. However, if the
Council does sell any assets, it will reduce the need to borrow. The Council’'s assets
available for sale is reducing due a number of Council assets which have been sold in
previous years. It should be noted that any school closures leading to a sale would be
used towards the 215 Century Schools Programme.

Table 5
Capital Programme Funding 2019/20 to 2021/22

Funding Source Financial Year
2019/20 | 2020/21 | 2021/22 Total

£000 £000 £000 £000
Funding Brought Forward 2018/19 for Slipped 1,099 - - 1,254
Projects
External Grants and Contributions 12,251 10,503 8,090 30,844
General Capital Grant 1,172 1,821 1,334 4,482
Capital Receipts - Excluding Schools - - - -
Capital Receipts - Schools - - - -
Supported Borrowing 2,181 2,112 2,112 6,250
Supported Borrowing 21st Century Schools 1,640 1,858 5,430 8,928
ggrs]gggorted Borrowing - 21st Centrury 202 6,589 5970 12.961
Unsupported Borrowing - HRA 1,000 6,300 6,450 13,750
Capital Receipts Reserve and Capital Reserve - - - -
Revenue - Council Fund - - - -
Revenue - HRA 9,450 9,471 10,634 29,555
Funding reallocated from postponed projects 1,197 - -
Unallocated Capital Grant - 198 331 529

30,392 38,852 40,351 10,333
Unallocated General Capital Grant 893 (198) (331) 364

Longer-term Capital Expenditure Plans

7.3.1 The above draft capital programme provides a medium-term forecast which is in line with the

Medium-Term Financial Plan and the Council Plan 2017/22 and Treasury Management
Strategy Statement. This capital strategy also communicates the long-term intentions with
regard to the 215 Century Schools Programme which is comprehensively outlined above and
is expected to continue beyond 2021/22. The estimated spend on Band B alone is estimated
to be £52m between 2019/20 and 2025/26 of which 35% will be funded by the Council, mainly
from unsupported borrowing. As each scheme in Band B is developed, the financial impact
is assessed but it is accepted that some projects will need to go ahead to meet the Council’s
overall priorities and that the additional revenue costs will need to be funded from revenue
savings or increases in Council Tax. If, as the Council progresses through Band B of the 21*
Century Schools Programme, it finds that there are affordability issues, then the projects

included in Band B will be reviewed.

17




7.3.2

7.3.3

The Welsh Government also plans a phase C and D of the programme, however, these could
only be undertaken if affordable..

All of the principles included in section 2 should also be used as a basis for longer-term capital
spend unless the new Council Plan 2023/28 differs significantly. Any non-schools projects,
such as the refurbishment of existing assets should be funded by grant or supported
borrowing into the future, if those funding streams continue to be available into the long-term.

7.4 Non-Treasury Management Investment Strategy

7.4.1

7.4.2

The Treasury Management Investment Strategy is included in the TMSS discussed below. In
addition, the Council holds a number of non-treasury management investments. These are
the investment properties from which the Council earns rental income. These help provide a
long-term revenue stream for the Council. The investment property portfolio held 74 properties
at 31 March 2018, which were valued at £5.791m. These include retail properties, office units
and commercial units. In 2017/18, £331k of rental income was collected from investment
properties. Costs of £164k were spent on maintenance etc., which resulted in a net
operational income of £167k from rental income. In terms of future plans for the investment
properties, the buildings will continue to be maintained to legal standards. In addition, there
is a new industrial unit complex being constructed in Llangefni which may be operational in
2019/20. The Council is also working in partnership with Welsh Government on the
construction of Industrial Units at Penrhos, Holyhead. These are likely to become operational
either in the latter half of 2019/20 or early 2020/21.

Local Authorities have the power to purchase or develop properties as investments in order
to improve the economic activity within the Council area or as a means of generating
additional income for the Council. At present the Council has no plans to use these powers
more widely than on the plans detailed above, but the use of these powers remains an option
and the Strategy allows the Council to incur expenditure on investment properties in order to
meet key Council objectives or to take advantage of any significant external funding which
may become available.

8. Borrowing and Treasury Management

8.1 The Treasury Management Strategy Statement (TMSS) and Treasury Management Practices
(TMPs) provide the framework to ensure there is sufficient cash to pay suppliers, ensure that any
surplus cash is invested safely and that borrowing to fund the capital programme 2019/20 to 2021/22
is affordable. The TMSS will be presented to the full Council in February 2019. This will be available
in February 2019 using the below link.

8.2

8.3

Appendix 11 of the TMSS 2018/19 to 2020/21, provides the prudential and treasury indicators for the
periods 2016/17 to 2020/21 which help determine whether borrowing plans are affordable.

A measure of affordability is the ratio of financing costs to net revenue streams. The estimated ratio
of financing costs to net revenue streams for the 2 years prior to this strategy and for the life of this
strategy are as follows:-

2017/18 (Actual): 7.98%
2018/19 (Estimated) 6.37%
2019/20 (Projected)  6.51%
2020/21 (Projected)  6.65%
2021/22 (Projected)  7.03%

Based on the above, the proposed capital programme remains affordable in terms of the revenue
implications.
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8.4

8.5

8.6

In 2018/19, the Council revised its Minimum Revenue Provision policy and was able to back date the
changes. The revision of the policy was designed to ensure a prudent provision is charged to the
revenue account each year. However, a consequence of this change was that it identified an over
provision in previous years and this over provision can be used in future years to ensure that the
annual financing costs remain affordable. The Section 151 Officer will take this into account when
determining the annual MRP charge.

Another important measure is that the level of external borrowing does not exceed the operational
boundary for borrowing. The operational boundary must allow the Council the ability to borrow to
cover emergency situations, including inability to access bank deposits, cash flow problems arising
from a failure to collect income, emergency expenditure following an unexpected event or the need
to take advantage of cheaper borrowing costs in times of rising interest rates. The current operational
boundary is set at £25m above the capital financing requirement (CFR).

The Treasury Management Strategy aims to utilise the Council’s internal cash balances, wherever
possible, in place of external borrowing. In determining the level of internal borrowing, sufficient cash
balances must be maintained to meet the daily cash needs of the Council i.e. paying staff, suppliers
etc.

Table 6 below summarises the level of external borrowing compared to the operational boundary and
shows the level of internal borrowing which the Council will utilise to fund the capital programme.

Table 6
Borrowing Forecast for 2017/18 to 2021/22

Borrowing - Forecast 2017/18 2018/19 2019/20 2020/21 2021/22

Actual Forecast | Estimate | Estimate | Estimate

£000 £000 £000 £000 £000

Operational Boundary General 164,000 164,000 173,000 187,000 203,000
Borrowing
Actual and Forecast External 117,029 122,812 124,996 137,339 157,459
Borrowing
Difference between Authorised
Limit and Actual/Forecast External 51,971 54,188 53,004 54,661 50,541
Borrowing (headroom)
Internal Borrowing (use of cash
balances) 19,837 18,379 20,105 21,129 17,362
Total External and Internal
Borrowing 138,866 141,191 145,101 158,468 174,821

9. Potential Risks arising from the Capital Strategy

9.1.

9.2.

The substantial annual savings required over the next three years puts the Council at risk and this
includes the capital programme. If the savings target is difficult to achieve, this might lead to a review
of the capital programme to ensure that capital financing costs affecting revenue are reduced.

The Council’'s Capital Strategy is based on an assumed level of funding from Welsh Government and
via external grants. Given the continued uncertainty over budgets and the changes to grant funding,
currently received from the European Union, there is a risk that this assumed level of grant funding
may not be received as set out in the strategy. Any changes to funding will require a reassessment
of the capital strategy and annual capital programme.
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9.3.

9.4.

9.5.

9.6.

10.
10.1

The Council has used internal borrowing for a number of years to fund capital expenditure. This has
had a significant impact on cash balances and it is unlikely that the Council can sustain internal
borrowing in the medium-term. Internal borrowing will have to replaced, at some point, with external
borrowing, which in turn increases the capital financing costs charged to the revenue account.
Increasing these costs in the present financial climate may impact on affordability and the Council’s
capacity to fund new capital projects through additional external borrowing.

The strategy acknowledges the importance of maintaining existing Council assets. There is a risk
that the replacement programme is not sufficient and that the standard of the assets falls to such a
point that a greater level of investment is required in order to maintain services. This additional
investment may not be affordable or it will require other new projects to be removed from the
programme.

The 215 Century Schools Programme is such an aspirational and substantial programme there is a
risk that the Council will not be able to afford Bands C and CH. Band B of the programme will need
to be kept under constant review in order to ensure that costs are kept within the budgets set in the
business cases.

External borrowing results in a significant interest cost each year. The majority of the Council’s loans
are fixed and are not affected by any interest rate rises. However, any sharp rise in interest rates
may impact on the affordability of future projects which are funded from borrowing. Steps are outlined
in the Treasury Management Strategy which mitigate this risk to some extent.

Knowledge and Skills

The Resources accounting team has six qualified accountants including the Head of Function
(Resources) / Section151 Officer who look after the capital programme and treasury management
function. There is also a qualified accounting technician who has substantial experience in capital
and treasury management. The team attend CIPFA courses on capital and treasury management
and have a sound knowledge of this very specialised accounting area. There is also a team of
professionals within services such as architects, project managers, engineers which support the
Council with delivering the Capital Programme. The Council also commissions specialist advice from
Link Asset and Treasury Management consultants. The decision-makers of the Council receive
regular reports on capital and treasury management and Members are offered treasury management
training. The governance arrangements are outlined in the Constitution and the Treasury
Management Strategy Statement.

20




Appendix 1

Table A — Draft Proposed Capital Programme 2019/20 before consideration of new capital projects

Scheme 2019/20 External Council
Budget Grants Funding
£'m £'m £'m

Holy Island Visitor Gateway 1.000 0.950 0.050
Holyhead and Llangefni Strategic Infrastructure 3.400 3.330 0.070
Flood Alleviation Schemes 0.900 0.765 0.135
Gypsy and Traveller Sites 0.779 0.000 0.779
Holyhead Market Hall 0.350 0.250 0.100
Ysgol Santes Dwynwen 0.085 0.000 0.085
Ysgol Rhyd y Llan 0.037 0.000 0.037
Ysgol Y Graig Extension 0.666 0.313 0.353
Ysgol Bro Llangefni 3.521 2.324 1.197
Ysgol Beaumaris, Llandegfan and Llangoed 0.400 0.130 0.270
Ysgol Syr Thomas Jones and nearby primary schools 0.100 0.000 0.100
Disabled Facilities Grant 0.750 0.000 0.750
Disabled Access — Education Buildings 0.300 0.000 0.300
Replacement Vehicles 0.150 0.000 0.150
IT Infrastructure 0.439 0.000 0.439
School Refurbishment 0.500 0.000 0.500
Non School Refurbishment 0.400 0.000 0.400
Highway Resurfacing 1.359 0.580 0.779
HRA Capital Expenditure / New Developments 13.110 2.660 10.450
TOTAL CAPITAL PROGRAMME 28.246 11.302 16.944
Funded By:

External Grants 10.722 10.722

Funding Brought Forward from 2018/19 1.099 1.099
General Capital Grant 1.327 1.327
Supported Borrowing 2.026 2.026
Highways Refurbishment Grant 0.580 0.580

Capital Receipts - -
Unsupported Borrowing 215t Century Schools 0.402 0.402
Supported Borrowing 21st Century Schools 1.640 1.640
HRA Unsupported Borrowing 1.000 1.000
HRA Revenue / Reserves 9.450 9.450
TOTAL FUNDING 28.246 11.302 16.944
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Table B — Proposed New Capital Schemes and Invest-to-Save Schemes 2019/20

Scheme 2019/20 External Reallocated

Budget Grants Council Funding
£'m £'m £m

Upgrade Pay & Display Machines in Car 0.030 0.000 0.030

Parks

Plas Mona Refurbishment 0.035 0.000 0.035

Plas Crigyll Refurbishment 0.085 0.000 0.085

Upgrade Meeting Rooms Equipment 0.025 0.000 0.025

School Safety 0.200 0.000 0.200

Funding in the event of late offer from WG 0.200 0.170 0.030

regarding Drainage Works

Anglesey Connected (AC) to PSBA transition 0.060 0.000 0.060

Drainage Studies and Design Work 0.166 0.141 0.025

Flood defence Traeth Coch 0.850 0.638 0.212

Economic Development — To seek Match 0.095 0.000 0.095

Funding

Invest To Save - Energy Efficiency in 0.250 0.000 0.250

Corporate Buildings

Invest To Save - Purchase new vehicles 0.150 0.000 0.150

TOTAL CAPITAL PROGRAMME 2.146 0.949 1.197

Funded By:

External Grants 0.949

Reallocated Funding 1.197

TOTAL FUNDING 2.146

22




	2.2.4 That a level of road improvement works is funded from the capital programme each year. The sum allocated will be dependent on the funding required to achieve any minimum contract value guarantees, the level of funding available and an assessment...
	2.2.5 Projects that require a level of match funding to enable grant funding to be drawn down, will be assessed on a case-by-case basis, by the Section 151 Officer with a recommendation being made to the Executive. The decision whether to commit fundi...

