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ITEM EX13

Executive - 19 APRIL 2005
USE OF PRUDENTIAL FUNDING FOR REPAIRS AND MAINTENANCE

Report by Head of Property

Introduction

1. On 21 December 2004 the Executive considered a report on the findings of a review of the Council’s approach to the repair and maintenance of its property, and instructed the Head of Property Services to bring forward a business case for the investment of up to £25 million over five years to address a significant proportion of the property backlog maintenance in our primary schools and other public buildings.  This was on the basis that the repayment of this unsupported debt would be funded from the savings achieved by bringing our property stock up to a higher standard and the consequent reduction in unplanned maintenance.  This report sets out a Business Case for the Prudential Funding of such high priority repairs.

2. In February Council approved a series of Prudential Indicators based on estimates of Capital Expenditure for the period 2005/06 to 2007/08. Within these estimates were included provision for Prudential Borrowing to address the repair and maintenance backlog.

Building Schools for the Future 

3. The December report was prepared prior the DfES announcement on the proposed phasing of the Building Schools for the Future (BSF) programme, a central government initiative to substantially refurbish or re-build all secondary schools. 

4. It was envisaged at that time that our secondary and special schools might benefit from BSF investment in the near future (within 5 to 6 six years) and that the substantial backlog of repairs outstanding to these buildings would be addressed as a consequence. So the December report recommended that any Prudential Funding should be targeted principally at our primary schools and other buildings and not at secondary or special schools.  

5. The DfES has since indicated it is unlikely that Oxfordshire will benefit from BSF investment until 2014 at the earliest. It is not possible to defer some high priority repairs and system replacements to some of our secondary schools until BSF investment starts without significantly increasing the risk of building failures and closures.

6. The programme of works funded by Prudential Borrowing should therefore include some high priority repairs to secondary and special schools. 

Business Case

Assessed Needs for Repairs and Maintenance
7. The assessed need for repair and maintenance of the Council’s property stock has increased year on year for at least the last fifteen years. The estimated value of the repair and maintenance backlog currently stands at c£83m including schools delegated repairs (up from £77m in 2003/04).    

8. As stated in the December report to the Executive, ‘the current level of investment in repair and maintenance is clearly unsustainable and insufficient even to arrest the decline in the condition of the property portfolio, particularly schools’.

9. The likely consequences of continuing to fund repairs and maintenance at the current level are:-

· More frequent building and building system failures 

· Further increases in expenditure on poor value patch and mend reactive and day to day repairs

· Possible closure of operational buildings and consequential costs arising from closure

· Disruption to County Council services

· Customer and stakeholder dissatisfaction with Council services

Prudential Funding

10. The December report to the Executive recommended that Prudential Funding should be used to deal with the highest priority backlog repairs, principally the replacement of lifecycle expired heating systems, flat roof coverings and doors and windows. The current estimated value of these repairs/replacements is in the order of £34m (£26.3m excluding secondary schools).

11. All of these repairs are essential to maintain our buildings in a safe, draughtproof and watertight condition and open to our customers and stakeholders. 

12. Investment in these repairs would substantially improve the condition of the structure and fabric of the buildings that benefit from it and in the short term at least would arrest the decline in the condition of the Council’s buildings.  

13. However, without a long-term increase in the funding of repairs and maintenance (beyond the duration of the Prudential Funding investment programme), the condition of the Council’s buildings will again decline and the value of the repair backlog will begin to increase again.  This might be addressed by BSF but, if it is not, then the County Council, and other authorities not benefited by BSF, would still have a major liability and investment need. 

14. Figure 1 shows that a Prudential Funding investment of £25m (the total sum indicated in the current capital programme forward plan) over the next six years (2005/06 to 2010/11) would prevent the increase in the repair and maintenance backlog but would not reduce it. Without the programme of repairs funded by Prudential Borrowing, the Assessed Need is forecast to rise by approximately £30m.
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Benefits of Prudential Funding  Investment

15. The Prudential Funding investment will produce a range of direct benefits.

Operational Benefits:

· Less crisis (reactive and day to day) maintenance;

· Less disruption to County Council services caused by building failures and closures; 

· Planned repairs that meet the operational needs of the establishment;

· Improvements to the internal environments of our buildings;

· Reductions in energy consumption and CO2 emissions;

· Improved customer/stakeholder satisfaction with Council buildings; and 

· Maintain environments that support the raising of standards and levels of achievement in our schools.

Financial Benefits

· Fewer un-programmed major building and building system failures and consequential savings to the revenue repair and maintenance budget;

· Reduced expenditure on day to day and reactive repair and maintenance;

· Reduced energy costs; and

· Economy of scale savings from the use of framework contracts for the procurement of Prudentially Funded repairs.

Financing the Cost of Prudential Borrowing (Investing to Save)

16. A substantial proportion of the Prudential Funding investment (c80%) will be targeted at repairs to schools because these constitute the largest proportion of the repairs backlog.

17. Revenue savings from reduced energy and day to day repair costs would benefit individual schools, as they have to meet these costs from their delegated budgets. In order to secure the funding for debt repayment under the Prudential system a firm commitment will be needed from schools to help support the cost of borrowing by passing on to the Council any such savings, or by making one-off contributions to the initial capital costs thereby reducing the amount of borrowing needed.

18. A complete programme of repairs that will be funded using Prudential Borrowing has not yet been prepared. As a consequence it is not possible to accurately quantify the revenue cost savings that are likely to be generated by the investment. 

19. It is unlikely that sufficient savings will be generated to fully fund the cost of the Prudential Borrowing. It is therefore proposed that the cost of borrowing is financed in a number of ways.

20. Borrowing costs in the first year of the investment programme (2005/06) will be funded from the Council’s Modernisation Fund as already provided for in the approved budget.

21. The cost of borrowing thereafter will be funded by contributions from the revenue repair and maintenance budget and from individual schools delegated repair and maintenance budgets (subject to the agreement of schools and unless a one off contribution to the capital cost was made instead).

Timetable

22. Preliminary discussions about implementation of the investment programme have taken place with representatives of the Oxfordshire School Headteacher and School Governors associations and the Council’s new property management consultants Mouchel Parkman.

23. Mouchel Parkman advise that the entire £25m Prudential Funding investment programme could be achieved in six years starting in 2005/06. Much of the repair work proposed would be carried out by specialist rather than general building contractors (replacement doors and windows, replacement heating systems and flat roof coverings etc.). It is therefore proposed that a number of framework contracts are established with specialist contractors and suppliers to procure the programmes of repairs. European Union Procurement Directives will apply to the procurement process.

24. To allow time to establish the framework contracts, it is proposed that c£2m will be borrowed/invested in 2005/06 with repairs procured using traditional competitive tendering. By the end of 2005/06 it is anticipated that framework contracts will have been arranged and borrowing/investment will increase to c£5m in 2006/07 with a further investment of £5m per annum until 2009/10. For the final year of the investment programme (2010/11), the sum borrowed/invested will be £3m.

25. Annex 1 is a table showing the proposed phasing of Prudential Funding/Borrowing over the period of the investment programme and beyond.

Innovation and Quality and Performance Management 

26. Discussions are taking place with Mouchel Parkman to ensure that there are appropriate performance targets and measures.

27. The use of framework contracts should give accurate cost planning and reduce defects due to poor workmanship and or poor quality materials and components.

28. The framework contracts will include a range of quality and performance indicators and the delivery of the investment programme will be continuously reviewed.

29. A progress report on implementation of the Prudential Funding investment programme will be included in the annual report to the Executive on Performance of the Council’s Property Portfolio (October each year). 

RECOMMENDATIONS

30. The Executive is RECOMMENDED to:

(a) subject to (b) below, approve the use of Prudential Borrowing to fund a programme of high priority repairs and replacement to County Council buildings totalling £25m in value, the programme of repairs to be implemented over the period 2005/06 to 2010/11, subject to a commitment from schools to help support the cost of borrowing by passing on to the Council a proportion of any savings to them resulting from the investment of Prudential Funding or by making a one off contribution to the initial capital cost;

(b) RECOMMEND the Council to agree the inclusion in the Capital Programme of the additional property maintenance expenditure totalling £25m over the period 2005/06 to 2010/11 funded from Prudential Funding.

NEIL MONAGHAN

Head of Property

Background Papers:
Nil

Contact Officer:

Greg Lowe Principal Repair and Maintenance Officer Tel: 01865 815532
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Backlog Maintenance - Financial Assessment




































2005/06
2006/07
2007/08
2008/09
2009/10
2010/11
2011/12
2012/13
2013/14
2014/15
2015/16
2016/17
2017/18
2018/19
2019/20
Totals




£000
£000
£000
£000
£000
£000
£000
£000
£000
£000
£000
£000
£000
£000
£000
£000

Capital Costs



















Repairs & Maintenance

2,000
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5,000
5,000
3,000
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Total Capital Costs

2,000
5,000
5,000
5,000
5,000
3,000
0
0
0
0
0
0
0
0
0
25,000
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Prudential Borrowing

-2,000
-5,000
-5,000
-5,000
-5,000
-3,000









-25000





















Total Capital Funding

-2,000
-5,000
-5,000
-5,000
-5,000
-3,000
0
0
0
0
0
0
0
0
0
-25,000





















Revenue Costs


















Prudential Borrowing Costs

55
327
800
1,257
1,706
2,088
2,198
2,146
2,094
2,042
1,990
1,938
1,886
1,834
1,782
N/A





















Total Revenue Costs

55
327
800
1,257
1,706
2,088
2,198
2,146
2,094
2,042
1,990
1,938
1,886
1,834
1,782
N/A





















Revenue Savings


















Budgetted Savings

55
327
800
1,257
1,706
2,088
2,198
2,146
2,094
2,042
1,990
1,938
1,886
1,834
1,782
N/A





















Total Revenue Savings

55
327
800
1,257
1,706
2,088
2,198
2,146
2,094
2,042
1,990
1,938
1,886
1,834
1,782
N/A





















Net Revenue Costs/Savings(-)

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
N/A


ANNEX 1


























































Figure 1 


Maintenance Backlog with/without Prudential Funding
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