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5. MANCHESTER
CITY COUNCIL

Executive

Date: Wednesday, 3 June 2020

Time: 2.00 pm

Venue: Virtual Meeting - Webcast at https://manchester.public-
l.tv/core/portal/webcast_interactive/485345
Dial: 033 3113 3058 - Room: 18297270# - PIN: 9263#

This is a Supplementary Agenda containing additional information about the business of
the meeting that was not available when the agenda was published.

The Local Authorities and Police and Crime Panels (Coronavirus) (Flexibility of
Local Authority and Police and Crime Panel Meetings) (England and Wales)
Regulations 2020

Under the provisions of these regulations the location where a meeting is held can include
reference to more than one place including electronic, digital or virtual locations such as
Internet locations, web addresses or conference call telephone numbers.

To attend this meeting it can be watched live as a webcast, or listened to live using a
phone call if you have no Internet access or are unable to view the webcast.

Membership of the Executive

Councillors
Leese (Chair), Akbar, Bridges, Craig, N Murphy, Ollerhead, Rahman, Stogia and Richards

Membership of the Consultative Panel

Councillors
Karney, Leech, M Sharif Mahamed, Sheikh, Midgley, Ilyas, Taylor and S Judge

The Consultative Panel has a standing invitation to attend meetings of the Executive. The
Members of the Panel may speak at these meetings but cannot vote on the decisions
taken at the meetings.



https://manchester.public-i.tv/core/portal/webcast_interactive/485345
https://manchester.public-i.tv/core/portal/webcast_interactive/485345

Executive

Supplementary Agenda

6.

Capital Outturn 2019/20
The report of the Deputy Chief Executive and City Treasurer was
to follow and is now enclosed.

Housing Revenue Account Delivery Model - Northwards
Housing

The report of the Chief Executive was to follow and is now
enclosed.

A Housing Delivery Company
The report of the Deputy Chief Executive and City Treasurer was
to follow and is now enclosed.

All Wards
5-44

Charlestown;
Cheetham;
Crumpsall;
Harpurhey;

Higher
Blackley;

Miles Platting

and Newton
Heath; Moston
45 — 56

All Wards
57 -70



Executive

Information about the Executive

The Executive is made up of nine Councillors: the Leader and Deputy Leader of the
Council and seven Executive Members with responsibility for: Children Services &
Schools; Finance & Human Resources; Adult Services; Skills, Culture & Leisure;
Neighbourhoods; Housing & Regeneration; and Environment, Planning & Transport. The
Leader of the Council chairs the meetings of the Executive.

The Executive has full authority for implementing the Council’s Budgetary and Policy
Framework, and this means that most of its decisions do not need approval by Council,
although they may still be subject to detailed review through the Council’s overview and
scrutiny procedures.

The Council wants to consult people as fully as possible before making decisions that
affect them. Members of the public do not have a right to speak at meetings but may do so
if invited by the Chair. If you have a special interest in an item on the agenda and want to
speak, tell the Committee Officer, who will pass on your request to the Chair. Groups of
people will usually be asked to nominate a spokesperson. Speaking at a meeting will
require a telephone or a video link to the virtual meeting.

The Council is concerned to ensure that its meetings are as open as possible and
confidential business is kept to a strict minimum. When confidential items are involved
these are considered at the end of the meeting and the means of external access to the
virtual meeting are suspended.

Joanne Roney OBE

Chief Executive

Level 3, Town Hall Extension,
Albert Square,

Manchester, M60 2LA

Further Information

For help, advice and information about this meeting please contact the Committee Officer:
Donald Connolly
Tel: 0161 2343034
Email: d.connolly@manchester.gov.uk

This supplementary agenda was issued on 01 June 2020 by the Governance and Scrutiny
Support Unit, Manchester City Council, Level 3, Town Hall Extension (Lloyd Street
Elevation), Manchester M60 2LA.
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Manchester City Council
Report for Resolution

Report to: Executive — 3 June 2020

Subject: Capital Programme Outturn 2019/20

Report of: The Deputy Chief Executive and City Treasurer
Summary

This report informs members of:

(@)
(b)

(©)

The outturn of capital expenditure for 2019/20.

The financing of capital expenditure for 2019/20 including £70.8m Grants and
Contributions, £19.7m Capital receipts, £34.0m Revenue funding and £131.0m
Borrowing.

The major variances between the 2019/20 outturn and the previous Capital
Programme monitoring report submitted in February 2020.

Recommendations

The Executive is requested to:

1.

Approve the virements over £0.5m between capital schemes to maximise use of
funding resources available to the City Council set out in the appendix. To note this
is subject to approval by a Scrutiny Chair under the provision of the Council
Decisions on 25th March 2020 - “Constitutional Amendments and Other Matters for
Council Business Continuity - Part 7”.

. Note the outturn of capital expenditure 2019/20 for the Manchester City Council

Programme was £203.3m. The outturn of capital expenditure 2019/20 for the
Programme on behalf of Greater Manchester was £52.2m.

Note the changes to the outturn attributable to movement in the programme that
occurred after the previous monitoring report to Executive in February 2020.

Approve virements under £0.5m within the capital programme as outlined in the
appendix.

Note the decisions of the Deputy Chief Executive and City Treasurer regarding the
funding of capital expenditure in 2019/20.

Wards Affected: All
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Environmental Impact Assessment - the impact of the decisions proposed in this
report on achieving the zero-carbon target for the city

Under the governance process for capital expenditure decision making, zero and low
carbon measures are a key component. All capital projects are reviewed throughout
the approval process with regard to the contribution they can make to Manchester
being a Zero-Carbon City. Projects will not receive approval to incur costs unless the
contribution to this target is appropriate.

Manchester Strategy
outcomes

Summary of the contribution to the strategy

A thriving and sustainable city:
supporting a diverse and
distinctive economy that creates
jobs and opportunities

The capital programme contributes to various
areas of the economy including investment in
public and private sector housing, education and
children’s social care, transport infrastructure,
major regeneration activities, environmental,
cultural and leisure services.

A highly skilled city: world class
and home grown talent
sustaining the city’s economic
success

The capital programme includes substantial
investment in education and also provides
opportunities for the construction industry to bid for
schemes that could provide employment
opportunities at least for the duration of contracts.

A progressive and equitable city:
making a positive contribution by
unlocking the potential of our
communities

The capital programme includes investment in
adult and children’s social care, education,
housing and the environment, cultural and leisure
services, all of which contribute towards the
strategy.

A liveable and low carbon city: a
destination of choice to live, visit,
work

Investment in all areas of the capital programme
contributes towards this community strategy,
notably the investment in sustainable and
affordable housing, building schools for the future,
transport, environmental and major regeneration
programmes.

A connected city: world class
infrastructure and connectivity to
drive growth

The capital programme includes investment in
highways infrastructure, and broadband
expansion.

Full details are in the body of the report, along with any implications for:

e Equal Opportunities Policy
e Risk Management
e Legal Considerations

Financial Consequences — Revenue

All Revenue consequences are included in the current Revenue Budget.
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Financial Consequences — Capital

The Capital Outturn 2019/20 for Manchester City Council is £203.3m compared to the
revised budget of £248.1m submitted to Executive in February 2020. The Capital
Outturn 2019/20 for the programme on behalf of Greater Manchester is £52.2m
compared to the revised budget of £70.0m.

The Greater Manchester programme consists of legacy schemes hosted by the City
Council before borrowing powers were granted to the Greater Manchester Combined
Authority (GMCA) which also monitors the projects. Following the granting of the
relevant borrowing powers, the debt and investments have transferred across to the
GMCA, and the remaining budget can therefore be removed.

Contact Officers:

Name:
Position:

Telephone:

E-mail:

Name:
Position:

Telephone:

E-mail:

Name:
Position:

Telephone:

E-mail:

Name:
Position:

Telephone:

E-mail:

Carol Culley

Deputy Chief Executive and City Treasurer
0161 234 3406
carol.culley@manchester.gov.uk

Janice Gotts

Deputy City Treasurer
0161 234 1017
j-gotts@manchester.gov.uk

Tim Seagrave

Group Finance Lead — Capital & Treasury Management
0161 234 3445

t.seagrave@manchester.gov.uk

Kate Stonehouse

Principal Finance Manager — Capital
0161 245 7853
k.stonehouse@manchester.gov.uk

Background documents (available for public inspection):

The following documents disclose important facts on which the report is based and have
been relied upon in preparing the report. Copies of the background documents are
available up to 4 years after the date of the meeting. If you would like a copy please
contact one of the contact officers above.

e Report to the Executive 13" February 2019 — Capital Strategy and Budget
2019/20 to 2023/24

e Report to the Executive 13" March 2019 — Capital Programme — Capital
Programme Update

e Report to the Executive 26" June 2019 - Capital Programme Outturn 2018/19
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Report to the Executive 26" June 2019 - Capital Programme - Capital
Programme Update

Report to the Executive 24" July 2019 — Capital Programme — Capital
Programme Update

Report to the Executive 11" September 2019 — Capital Programme — Capital
Programme Update

Report to the Executive 16" October 2019 - Capital Programme - Capital
Programme Update

Report to the Executive 13" November 2019 — Capital Programme — Capital
Programme Update

Report to the Executive 13" November 2019 — Capital Programme Monitoring
2019/20 Period 6

Report to the Executive 19" December 2019 — Capital Programme — Capital
Programme Update

Report to the Executive 15" January 2020 — Capital Programme — Capital
Programme Update

Report to the Executive 12" February 2020 — Capital Strategy and Budget
2020/21 to 2024/25
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1. Introduction

1.1  The purpose of the report is to:

e Inform the Executive of the outturn position for 2019/20; and
e Confirm that funding sources have been managed to best utilise resources
available to fund the capital programme.

ltem 6

1.2 A summary of each part of the programme is included within the report, providing
details on the major projects. This is presented alongside a summary of the
outturn position, and as a result any changes to the budget that are required.

1.3  The appendix details the virements requested across the 2019/20 programme
since Executive approved the capital budget in February 2020.

2 Contributing to a Zero-Carbon City

2.1  To reflect the climate change emergency that the Council has declared, the
capital expenditure business case template has been updated to include a
carbon measure for both during the project progression stage and the ongoing
lifecycle post completion. The intention is that the carbon footprint of a scheme is
considered as part of the decision making process. This work is ongoing and will
reflect the decisions taken by the Council on how it will meet the future carbon
reduction targets in order to become carbon neutral by 2038.

3 Capital Budget

3.1 Executive approved the Capital Budget for the period 2019/20 to 2023/24 in
February 2020. Since then, a subsequent capital budget increase report was
submitted to Executive on 11 March 2020. The revised capital budget, before

changes proposed at outturn, is shown below:

Capital Programme Total

9019-2024 2019/20| 2020/21|2021/22|2022/23| 2023/24 Programme
£m £m £m £m £m cm

gg‘)p'ta' Budget (Feb 3180, 378.4| 2889 2082 553 1,248.8

Capital Programme

Update (Approved 0.1 12.9 3.7 10.0 0.0 26.7

March 20)

Revised Capital 318.1| 3913 2026 2182 553 12755

Budget

Of which:

Manchester City 2481 3913 292.6] 2182 553 1.205.5

Council Programme

Programme on behalf

of Greater 70.0 0.0 0.0 0.0 0.0 70.0

Manchester
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3.2  The figures shown above include those approved by the Executive Member for
Finance and Human Resources and the Deputy Chief Executive and City
Treasurer under delegated powers.

3.3  This report provides information on the outturn position for the capital

programme. Ordinarily this would include a revised capital budget for future years
based on the re-profiling of budgets based on the outturn position, and any other

changes proposed.

3.4  However, the COVID-19 pandemic has created significant uncertainty across the
programme and is likely to create cost pressures throughout the programme with
higher prolongation costs, increases to material costs and skilled labour
shortages. Therefore this report only provides information on the capital spend
and funding for 2019/20, and notes the budget changes required, but does not
provide a detailed breakdown of future capital spend. This will be reported to
members in July, once more about the impact on the Council Programme is

known.

4 Capital Outturn 2019/20

4.1  The final spend position for the Manchester City Council Capital Programme in
2019/20 is £203.3m compared to a revised budget of £248.1m. The variations,

by service area, are shown in the table below.

4.2  The tables in this report now show the budget approved by the Executive in
February 2019 as part of the budget process, alongside the current revised
budget and the outturn. The intention is that, by including this information, there
is clear transparency in how budgets have changed.

Budget set Revised

Manchester City Council in Feb 19 Budget Outturn | Variance
Programme 2019/20 Outturn £m £m £m £m
Highways 56.3 55.5 54.6 -0.9
Neighbourhoods 25.6 8.6 7.6 -1.0
Growth and Development 127.1 90.8 81.2 -9.6
Town Hall Refurbishment 24.4 17.0 12.7 -4.3
Housing — General Fund 24.7 10.3 11.1 0.8
Housing — Housing Revenue Account 30.0 19.6 18.9 -0.7
Children’s Services 39.0 25.2 4.3 -20.9
ICT 11.3 5.7 55 -0.2
Corporate Services 20.7 154 7.4 -8.0
Manchester City Council 359 1 248 1 203.3 448
Programme

Programme on behalf of Greater 146.5 20.0 50 2 178
Manchester

TOTAL 505.6 318.1 255.5 -62.6
Reprofiling -44.5
Cost Variations -18.2
Net over (under) spend 0.1
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5.1

5.2

5.3

6.1

6.2
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Since the February 2019 budget report there have been additional projects
added to the capital programme. Further to this, at outturn for 2018/19 financial
year, period 6 and period 9 for 2019/20, the budgets were revised to reflect the
expected future profile of spend. This will explain the majority of the differences
between the two budgets for 2019/20 shown. The explanations for the variances
reported at outturn, period 6 and period 9 can be found in previous monitoring
reports.

Projects carried out on behalf of Greater Manchester

The Housing Investment Fund, has been administered by the City Council on
behalf of the Greater Manchester Combined Authority (GMCA) and formed the
“Programme on behalf of Greater Manchester” budget.

By the end of March 2020 all debt and investments relating to the Housing
Investment Fund had been novated to the GMCA. This means that the City
Council is no longer for administering the Fund, and it will no longer form part of
the Council’s approved capital programme. On that basis, it is proposed that the
outstanding budget for the Fund is removed from the approved capital budget.

The rest of this report will focus on the City Council’s Capital Programme.
Summary of Main Changes to the Revised Budget

The nature of the capital budget requires flexibility to manage the funding across
the life of projects in a transparent manner. As such some variations within the
year are to be expected as projects are developed, and budgets are re-profiled
on a quarterly basis and reported to members for approval in order to reflect
these changes.

The main changes to the programme since the report to Executive in February
2020 are as follows:

e The acquisition of land at Hyde Road is now expected to take place before
the end of the calendar year, and as such the £13.1m will be moved in to
2020/21.

e Negotiations remain regarding the supporting land acquisitions in the
Northern Gateway, and £6.2m will move into future years.

e The Council's support for the BioMedical Investment scheme is a mix of
equity, loans and grant. The equity has been drawn down, and the funding
requests in regard to the loans to year end 2019/20 have been lower than
originally expected, but the expectation is that these will be drawn down in
future years and the programme on the whole remains on track.

e The Our Town Hall budget was reset following the Notice to Proceed (NtP)
report issued to the Deputy Chief Executive and City Treasurer. Due to the
impact of COVID-19, the NtP date is now under review and as a result a total
of £4.3m will be reprofiled into future years.

e £2.2m will be accelerated into 2019/20 for the Factory to cover preliminary
and client side costs.
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6.6

6.7
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e The second of the three instalments of the Manchester Airport Car Park
Investment was paid in early 2020/21 and so £1.8m will be moved into next
financial year.

e The unallocated Schools Maintenance budget of £1.7m will be moved into
future years to be utilised against the newly approved scheme for 2020/21.

e Disabled Facilities Grants works have progressed more quickly than
anticipated and £1.5m will be accelerated into 2019/20.

Major variances by service area are explained below. The implications for the
programme from 2020/21 onward will be set out in the report to the July
Executive.

General Programme Risks

The Capital Budget is prepared on the best estimate of the spend profile for each
scheme across its life. As schemes develop the profile of spend may change,
depending on circumstances. The format of this report is intended to highlight the
total life and cost of schemes, and the risks associated with their development.

All projects carry risk such as delivery risk, third party risk and market risk,
including build cost inflation risk which is discussed below. Whilst the updated
forecasts reflect officers expectations based on existing and planned works,
these may change as projects develop and in response to wider market changes.

General inflation in the North West (NW) construction market has not reduced as
predicted over the 2019/20 period and the Manchester Market has become more
pronounced than the national average due to the large volume of construction
work that has taken place over the past 3-4 years and continued to take place
prior to the lockdown. Forecasting inflation indices for the general North West
region over the coming years has become vastly more difficult given the COVID-
19 pandemic, and the effects of the current situation on the construction industry
both nationally and in the NW are still being understood. Historical forecasts are
predicted by leading cost consultancy companies and have maintained a fairly
flat and low trend nationally. The current predictions are showing that nationally
the inflation rate is likely to be low in 2020, then rising by around 3% to 4% per
annum for the next 3 years. Building Construction Information Service (BCIS),
part of the Royal Institute of Chartered Surveyors (RICS) are indicating a slightly
higher increase for the UK average, although this does factor in London.

Current analysis by the Office for Budget Responsibility (OBR) forecasts that
GDP could fall by 35% in Quarter 2 2020, and therefore the country could be in
the midst of a technical recession as a result of the COVID-19 crisis, but with a
bounce back in 2021 with GDP then expected to grow by under 3% per annum
over the next few years.

Whilst in general the NW region activity will also cool off during the crisis, over
the next few years the level of activity in the centre of Manchester will recover
and should perform better than other regions as has been proven in recent times.
The anticipation is whilst the industry will be benign for a period, the downward
pressure will ease as the industry and society emerges from lockdown - but with
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future prices very much dependent on the general economic recovery and a
whole mix of other factors. Therefore the latter part of 2020 and into 2021 and
beyond, with a list of variables which are near impossible to predict in their
nature, extent and therefore impact, means the forecast of such elements as
inflationary movement, construction demand, tender price changes, etc. as a
result of COVID-19, remain difficult to predict with certainty.

As it is difficult to assess the impact on project budget requirements until work
packages are tendered, the Council’s capital strategy includes provision for
inflation, funded from borrowing to be allocated when appropriate. The first
allocation will be for the Factory Project, which is the most significant capital
project where the works are currently underway. More information can be found
in the Capital Programme update report elsewhere on the agenda.

The programme contains some budgets which are yet to be allocated to specific
projects but are reserved for a particular purpose, such as Education Basic Need
funding for additional school places, the Highways Investment Fund and the ICT
Fund. This is predominantly because the future projects are not yet at the stage
where procurement can take place, or are dependent on other projects
completing. Once projects are approved through the Council’s capital approval
process the budgets will be allocated and the Capital Budget updated
accordingly.

This creates some uncertainty in the programme, but ensures that the
programme reflects the likely use of resources and enables agile approval
processes for relevant projects as they are developed. These budgets are
carefully monitored throughout the financial year and, if the expected programme
of works changes, the impact on the forecast will be reported at the earliest
opportunity.

Specific risks have been identified across the capital programme and are detailed
in the relevant section below. Whilst efforts have and will be made to mitigate
these risks, they cannot be removed and therefore the future forecast may
change.

Highway Services Programme

The schemes within the current Highways portfolio include the highways
improvement investment fund, projects to improve and increase the use of cycle
routes which relieve congestion and reduce air pollution from CO2 emissions,
improvements to pedestrian access in areas in the City, improvements to safety
measures and schemes to reduce energy consumption for street lighting.

The main variances from the original budget set in February 2019 and before the
proposals noted in this report are as follows:

e During 2019/20, various projects within the Highways Planned Maintenance

Programme progressed more quickly than expected, resulting in budgets of
£2.7m being accelerated from future years.
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As a result of the main contractor going into administration, at the end of last

financial year £2.2m for the Manchester/Salford Inner Relief road (MSIRR)
project was moved into the 2019/20 financial year whilst a new contractor

was selected.
For the Street Lighting PFI, the replacement units were ahead of schedule for

the 2018/19 outturn which was reported in May 2019. This required £1.0m
from the original 2019/20 budget set in February 2019 to be accelerated to
2018/19. The review of the remainder of the programme at that time moved
£0.4m in to 2020/21. Subsequently, the programme for completion has been
agreed and the forecast spend has been revised to recognise the timing for
the roll out of the remaining units, this resulted in £1.6m being moved into

future years.

7.3  The Highways capital programme has spent £54.6m compared to a revised
budget of £55.5m, a variance of £0.9m. The programme is shown in the table
below:
19/20 19/20 All
Budget set|Revised|19/20 |19/20 Years |All Years |All Years
in Feb 19 |Budget |Outturn [Variance |Budget |Forecast |Variance
Highways £m £m £m £m £m £m £m
Highways Planned
Maintenance Programme 18.1 20.8 20.7 -0.1f 113.3 113.0 -0.3
Manchester/Salford Inner
Relief Road (MSIRR) 5.6 7.8 9.3 15 13.9 15.9 2.0
Street Lighting PFI 12.0 9.0 8.1 -0.9 32.7 32.7 0.0
Mancunian Way and
Princess Parkway
National Productivity
Investment Fund (NPIF) 4.5 4.2 3.4 -0.8 8.8 8.8 0.0
Other Projects 16.1 13.7 13.1 -0.6| 113.2 113.8 0.6
Reprofiling -2.7
Cost Variations -0.4
Net over (under) spend 2.2

Works on the Hyde Road pinch point scheme, the Great Ancoats Street

improvement project and the A6 Stockport Road pinch point scheme have now

the final account is in the process of being completed.

Activities
7.4

commenced on site.
7.5
7.6

contractor.
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7.7  Consultation for the Northern Gateway Cycling and Walking Scheme ended on
1st May 2020 and the service are currently reviewing responses to inform the
next stage of the project.

Variances — All Years

7.8  There is an underspend of £0.3m on the Planned Highways Maintenance
Programme following the final accounts in 2019/20 of schemes completed in
2015/16 and 2016/17, which will be re-appropriated and utilised against future
highways schemes.

7.9  Anoverspend of £2.0m has been reported against the Manchester/Salford Inner
Relief Road project due to various factors, including compensation events
submitted from the contractor, rectifying defective works from the original
contractor, delays in the programme and adverse weather conditions.

7.10 As per the outturn position received from Stockport MBC for the Stockport
SEMMMS A6 scheme, additional spend of £0.6m was incurred in 2019/20 that
will be covered by grant funding from the Department for Transport (DfT).

Variances — In Year

7.11 The main variances to the revised budget are:
Street Lighting PFI

e A total of £0.9m will be re-profiled into future years for the Street lighting PFI
scheme. This is due to the contractor reviewing the programme in the early part
of 2020 as it enters the final stages, and therefore installations slowed in the final
quarter of the year. As a result of the review, there is expected to be an
underspend against the programme with an estimated final 1,000 units to be
installed in 2020/21. This will be quantified early in 2020/21.

Mancunian Way and Princess Parkway NPIF

e There is a requirement to move £0.8m budget into future years for the
Mancunian Way scheme due to the February and March valuations being lower
than anticipated by the contractor. In addition, March progress has been affected
by COVID-19 and the subsequent effect on suppliers, contractors and staff.

Other Projects

e A stop notice has been issued on one of the areas within the Cycle City Phase 2
scheme whilst the appropriate location for the traffic light equipment are
identified. As a result, a total of £0.2m budget will be moved into future years.

e There is a requirement to move £0.2m budget into future years for the Great

Ancoats Improvement scheme due to the re-profiling of risk that will not be
realised this financial year.
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Other in year variances total £0.3m.

Risks

The Highways programme contains a high number of large and strategically
important projects for the highway network and the service is working to ensure
that the works can be delivered to the timescales indicated. Works are assessed
and scheduled based on potential impact to the network in an effort to minimise
disruption to commuters wherever possible.

There are inherent risks around external factors, such as weather conditions,
which can hinder the schedule of work. The availability of appropriately skilled
resources has also been identified as a significant risk with recent and planned
recruitment activity seeking to mitigate associated resourcing risks. Further to
this, the volatility of the marketplace will require increased due diligence checks
when appointing future contractors.

Extensive consultation with stakeholders is undertaken to ensure proper
engagement and input into the schemes being delivered, as well as to manage
expectations within available budgets and realistic timescales. The intention is to
minimise the risk of scope creep and raise awareness of the impact of schemes
on journey times. Where need is identified, additional funding opportunities
through partners are also routinely explored in order to increase project scope.

8 Neighbourhoods Programme
8.1 The Neighbourhoods programme is shown in the table below, and is split across
three main themes, the details of which are provided separately below:
19/20 Budget 19/20 19/20 19/20
Neighbourhoods Capital Outturn setin Feb 19 Revised Outturn | Variance
2019/20 £m Budget £m | £m £m
Environment and Operations 7.4 2.6 2.7 0.1
Leisure 17.3 5.5 4.6 -0.9
Libraries 0.9 0.5 0.2 -0.3
Total Neighbourhoods 25.6 8.6 7.6 -1.0
Reprofiling -1.0
Cost Variations 0.0
Net over (under) spend 0.0
8.2 At period 9, the remaining £3.8m budget for the Waste Contract loan to Biffa was
moved into next financial year whilst the potential for electric vehicles was
considered. This scheme has now been approved and more information can be
found in paragraph 8.6.
8.3 Inthe 2018/19 Capital Programme Outturn report, the £13.0m budget for the

Football Association (FA) Hubs project (shown within Leisure) was re-profiled
into future years pending confirmation of grant funding. At Period 6, this was
removed from the Capital Programme with an alternative scheme to be brought
forward.
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8.4  The schemes within the Environment and Operations Programme are centred on
improving the environment with the main focus on the control of waste disposal
and promoting recycling.
8.5  The Environment and Operations programme has spent £2.7m compared to a
budget of £2.6m, a variance of £0.1m. The programme is shown in the table
below:
19/20 19/20
Environment Budget set |[Revised [19/20 19/20 All Years |All Years |All Years
and Operations |in Feb 19 |Budget |Outturn |Variance|Budget |Forecast |Variance
£m £m £m £m £m £m £m
Waste Reduction 15 0.3 0.4 0.1 4.7 4.7 0.0
Measures
Waste Contract 5.9 2.1 2.1 0.0 11.5 115 0.0
Other Projects 0.0 0.2 0.2 0.0 0.3 0.3 0.0
Total 7.4 2.6 2.7 0.1 16.5 16.5 0.0
Environment
Reprofiling 0.1
Cost Variations 0.0
Net over (under)
spend 0.0

A scheme was approved by Executive in March 2020 to make an additional one
off payment to Biffa Municipal, under the current contractual arrangements, to
enable the purchase of 27 electric Refuse Collection Vehicles (RCVs). These
vehicles will replace the Euro 4 emission standard diesel vehicles that were
transferred to Biffa at the inception of the contract in 2015 and are currently 11
years old and at the end of their useful life.

The proposal will facilitate a significant reduction in carbon emissions relative to
replacing the vehicles with new diesel RCVs. Replacement of 27 vehicles,
represents approximately half of the waste collection fleet and the replacement of
the remaining fleet will be reviewed at the next contract expiry.

Activities
8.6
8.7

Variances — In Year
8.8

There is a requirement to accelerate £0.1m into 2019/20 for the Waste Reduction
Measures scheme, due to shorter delivery times by the contractors own
suppliers.

Leisure Programme
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8.9 The Leisure Programme provides leisure, sports and park facilities and services
to communities across the City to promote health and wellbeing. The programme
includes improvements to facilities which are used for events with the intention of
also providing an economic benefit.
8.10 The Leisure programme has spent £4.6m compared to a budget of £5.5m, a
variance of £0.9m. The programme is shown in the table below:
19/20
Leisure Budget set 19/20| 19/20 19/20 All Years| All Years
in Feb 19| Budget|Outturn|Variance| All Years| Forecast| Variance
£m £m £m £m| Budget £m £m £m
Parks Programme 2.8 15 1.3 -0.2 15.0 15.0 0.0
Indoor Leisure —
Abraham Moss 1.7 14 1.2 -0.2 22.0 22.8 0.8
Other Projects 12.8 2.7 2.2 -0.5 16.4 16.4 0.0
Total Leisure 17.3 5.5 4.6 -0.9 53.4 54.2 0.8
Reprofiling -0.8
Cost Variations -0.1
Net over (under)
spend 0.0
Activities
8.11 The Hough End Changing Rooms project to replace the football changing

8.12

8.13

8.14

facilities is now complete. Similarly, the Heaton Park Bowls works have
completed on site and the final account is awaited.

Enabling works for the temporary sports hall and library at the Abraham Moss
Leisure Centre are complete, although works have now paused due to COVID-
19. The RIBA stage 4 design has also been completed, with total project cost
pressures of £0.8m identified. A full review of project cost and scope is being
undertaken before the scheme progresses to the construction phase.

Progress has been made with the proposed refurbishment and ongoing
maintenance works at the Manchester Aquatics Centre (MAC) and works to the
National Cycling Centre (NCC). The RIBA Stage 2 health check for the MAC is
programmed for June 2020. The NCC programme RIBA Stage 2 health check
was undertaken at the end of March with a full report issued. This will inform a
further request of funding to take the project to RIBA Stage 4.

Variances - In Year

A number of commissioning activities for the Parks Development strategy will
now take place in next financial year and so a total of £0.2m will be moved in to
2020/21.
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Further to the points noted in paragraph 8.12, for the Indoor Leisure - Abraham

Moss project, £0.2m budget will be reprofiled into future years whilst the project
scope and costs are reviewed.

8.16

There is a requirement to move £0.2m into future years for the Manchester

Regional Arena track replacement, as the use of contingency in 2019/20 was
lower than originally forecast. Construction of the track started in February and is
expected to finish in summer.

8.17

Total budget of £0.2m for the Range Stadium project will be moved into future

years due to the consultation with local residents taking longer than anticipated.
The remaining works are expected to be completed in July.

8.18

Libraries Programme

8.19

Other variances within the Leisure portfolio total £0.1m.

The library programme seeks to bring up to date accessible technology to

communities, provide high quality exhibition areas attracting visitors and
residents and create new community meeting spaces.

8.20 The Libraries programme has spent £0.2m against a budget of £0.5m, a variance
of £0.3m. The programme is shown in the table below:
19/20 19/20
Libraries Budget set |[Revised [19/20 (19/20 All Years |All Years |All Years
in Feb 19 |Budget |Outturn|Variance|Budget |Forecast |Variance
£m £m £m £m £m £m £m
Open Libraries 0.5 0.2 0.2 0.0 0.5 0.5 0.0
Other Projects 0.4 0.3 0.0 -0.3 2.8 2.8 0.0
Total Libraries 0.9 0.5 0.2 -0.3 3.3 3.3 0.0
Reprofiling -0.3
Cost Variations 0.0
Net over (under)
spend 0.0
Activities
8.21 The GM Archives Web Portal project went out to procurement in March 2020,

with the contract expected to be signed in early 2020/21.

8.22

The Roll out Central Library ICT project and the Newton Heath library project are

both complete. Works at Chorlton library and The Avenue will continue next
financial year.

Variances — In Year

8.23

The £0.3m budget for the Contact Theatre Loan will be moved into next financial

year, due to the loan agreement taking longer than anticipated to finalise which
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had an impact on the ability to process the first drawdown. The full loan has now
been drawn down in April 2020.

Risks

External funding could provide a significant part of budgets to support parks
improvements but is subject to lengthy negotiation and is not always successful.
The risk profile has been updated to include the ability to secure match funding
from external partners including Historic England and the Heritage Lottery Fund.
This will be monitored by the programme board.

Growth and Development Programme
The Growth and Development programme is shown in the table below, and is

split across three main themes, the details of which are provided separately
below:

19/20 Budget |19/20 19/20 19/20

2019/20 Growth and Development |setin Feb 19 |Revised Outturn |Variance
Capital programme outturn £m Budget £m [Em £m

Culture 55.4 30.1 32.3 2.2
Corporate Estates 34.8 18.2 16.1 2.1
Development 37.0 42.5 32.8 -9.7
Total Growth and Development 127.1 90.8 81.2 -9.6
Reprofiling -6.8
Cost Variations -0.1
Net over (under) spend -1.7

9.2

9.3

9.4

Culture Programme

The Factory will act as a driver of the next stage of Manchester’s and the North’s
regeneration — with clear cultural, economic, educational and social benefits for
the city and the wider region. It will be a new type of venue — one that can
commission, produce and present the widest range of opera, dance, theatre,
visual arts and popular culture, with an emphasis on new cross-art form
collaborations, for a much wider audience than any traditional venue.

Following notice to proceed (NTP) being received, the Factory budget has been
updated, the latest being at Period 9, for the revised cash flow from the
contractor in line with the latest construction programme and revised fees. The
revised budget is now £30.1m.

The Culture programme has spent £32.3m compared to a budget of £30.1m, a
variance of £2.2m. The programme is shown in the table below:
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19/20 19/20 All

cultural Budget set |Revised |19/20 19/20 Years |All Years |All Years
in Feb 19 |Budget |Outturn |Variance|Budget |Forecast |Variance
£m £m £m £m £m £m £m

The Factory 55.3 30.1 32.3 2.2 139.6 139.6 0.0

Total Cultural 55.3 30.1 32.3 2.2 139.6 139.6 0.0

Reprofiling 2.2

Cost Variations 0.8

Net over (under)

spend 0.0

Activities
9.5 The main construction works on site are predominantly steelwork and civil

engineering works which are continuing. The targeted early installation of
statutory services including Gas/Water/power mains across the service yard and
into the towers and arches is nearing completion. There are concerns about the
impact of the higher inflation levels and risk adverse market in Manchester and
the impact of COVID-19. Whilst works are continuing, productivity is impacted
due to health and safety measures in place in terms for social distancing and
there are concerns about the impact on the supply chain. As with the Town Hall
Programme a full review of programme and cost is currently underway.

9.6

Further areas to update on include:

A total of nine learners took part in the group work experience programme
who are all currently studying courses through Manchester Adult Education
Services and keen to gain an insight to construction in the UK.

The TfGM traffic modelling exercise is now complete and shows negligible
impact of the Water St closure under Prohibition of Driving order.

A proposed Public realm scheme has been presented to MIF and the Project
and Strategic Board to gain final sign off comments prior to submitting the
planning permission. A positive consultation has been held with stakeholders,
including the Marriott Hotel, over the Public Realm scheme proposal.

The planned strengthening of the client side team has successfully been
completed, with the appointment of a Technical Architect, a Project lead and
a Cost consultant.

Variances — All Years

9.7

As stated above a full cost and programme review is currently underway. The

capital update report will also include the allocation of the inflation allowance.

Variances — In Year

9.8

Acceleration of £2.2m into 2019/20 is required due to more works being

undertaken in March than forecast, and to cover contractor preliminaries and
client side costs, primarily as the Council agreed to buy the Welfare cabins and
offices on site as this will reduce the overall cost against the full hire period.
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Risks

The risk profile for the Factory focuses on ensuring the project is delivered within
the revised project timescales and forecast following the points noted above. The
delivery and installation of the steel required for the building construction, which
is being managed on a section by section basis forms the critical programme
path. The letting of the next phase of work packages is currently taking place and
the inflation in the construction market remains a risk.

Corporate Estates Programme

The programme supports the provision of fit for purpose accommodation for
corporate and community use and proactively maintaining and managing the
corporate estate which includes reducing carbon emissions.

The main changes since the budget set in February 2019 and prior to the
proposals highlighted in this report are as follows:

e Various schemes within the Asset Management Programme were re-profiled to
future years following a rescheduling of works for some large scale projects
including Heaton Park and Hall. The 2019/20 budget is now £10.3m.

e A review of the Hammerstone Road scheme began in 2018/19, to assess the
potential impact of the HS2 project. As a result, the 2019/20 budget was re-
profiled from £7.1m to £0.2m.

e Upon receipt of the detailed investment grade proposals for the Carbon
Reduction programme, the 2019/20 budget was revised to £0.7m.

The Corporate Estates programme has spent £16.1m compared to a budget of
£18.2m, a variance of £2.1m. The programme is shown in the table below:

Corporate Estates

19/20 19/20
Budget set |[Revised|19/20 |19/20 All Years |All Years |All Years
in Feb 19 |Budget |Outturn|Variance|Budget |Forecast |Variance
£m £m £m £m £m £m £m

Asset Management
Programme

11.8 10.3 9.3 -1.0 30.0 29.6 -0.4

Hammerstone Road
Depot

7.1 0.2 0.0 -0.2 20.1 20.1 0.0

Carbon Reduction
Programme

8.5 0.7 0.3 -0.4 24.5 24.5 0.0

Estates
Transformation

7.4 6.3 6.1 -0.2 18.0 18.4 0.4

Other Projects 0.0 0.7 0.4 -0.4 2.7 2.7 0.0

Total Corporate
Estates

34.8 18.2 16.1 2.1 95.3 95.3 0.0

Reprofiling -2.0

Cost Variations 0.0

Net over (under)
spend
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Activities

A large number of projects within the 2019/20 Asset Management Programme
(AMP) completed on time, including the Wythenshawe Forum roof and works at
Platt Hall. The 2020/21 programme of works has now been agreed.

A number of works contracts within the Carbon Reduction Programme have now
been agreed to enable solar PV installation on multiple Council buildings
including Wythenshawe Forum, the Town Hall Extension, East Manchester
Leisure Centre and Hough End Leisure Centre. The remaining contracts are
expected to be agreed in early 2020/21.

Works are continuing on site for the Alexandra House project and the project
team are projecting a 10 day delay due to COVID-19. As such, anticipated
completion of the scaffolding strip, glazing to the west elevation and completion
of external landscaping and paving is now expected in early 2020/21.

Variances — All Years

Following a risk assessment of the Alexandra House and Hulme High Street
Underground Car Park Refurbishment, security works were identified which
would remove the requirement to have a physical guard in the car park and
hence a saving against the revenue budget. A virement of £0.2m is requested
from the AMP budget to estates transformation.

A business case for Alexander House roof works seeking to refurbish 85% of the
roof in order to continue as scheduled with the larger capital scheme has recently
been approved. A virement of £0.2m from the AMP budget to the estates
transformation budget is requested.

Variances — In Year

Within the Asset Management Programme, there is a requirement to move
£1.0m budget into next financial year across multiple projects. The most
significant is £0.5m for the Manchester Aquatics Centre feasibility works. This is
due to the tender sign off and appointment of the contractor taking longer than
anticipated which impacted on the commissioning of surveys and the finalising of
the pre-construction appointment.

Due to contracts for the Carbon Reduction Programme being issued later than
originally anticipated, the schedule of works has been revised and a total of
£0.4m will be reprofiled into next financial year.

The £0.3m grant to the Proud Trust will now be paid in 2020/21 and so the
budget will be reprofiled into next financial year.
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The refurbishment of Ross Place Resource Centre is nearing completion with the
potential for some final works in 2020/21, therefore, the remaining £0.1m budget

will be moved into 2020/21 until it is determined whether this will be fully utilised.

Other in year variances total £0.3m.

Risks

There is a carefully planned rolling programme of activity to assess and address
end of life replacements through the Asset Management Programme with close
collaboration with Capital Programmes colleagues to ensure momentum is
maintained. This may lead to a change in priorities during the year.

The Carbon Reduction programme is retrofitting efficiency measures to existing
buildings of varying ages and conditions meaning there is a possibility that
unknown items such as sub-standard electrical infrastructure or asbestos could
be uncovered. To mitigate this, the programme has allowed for a 15% works
contingency. A detailed building by building risk log will be maintained and
managed throughout the delivery phase with key risks being escalated to the
Carbon Reduction Programme Board, reporting into the Estates Board.

Ability to secure resources and suppliers in what was a buoyant market is a risk
to the Estates Transformation Programme. It is being mitigated through early and
ongoing planning to inform pipeline decision making about resource availability
and allocation.

Development Programme

The Development Programme seeks to provide sustainable growth and
transformation of the City, not only to support internal growth but also to retain
international competitiveness by promoting opportunities to develop the City’s
fabric, infrastructure, business and skills base and connecting local communities
to employment opportunities.

The main changes since the budget set in February 2019 and prior to those
noted in this report are as follows:

e The £3.9m set aside for the acquisition of land for the joint venture within
the Northern Gateway scheme, has been re-profiled into 2019/20 whilst
discussions are ongoing.

e  Due to the Medieval Quarter Public Realm project being postponed to allow
for the Arena Memorial works to be incorporated into the wider scheme,
£1.4m budget was moved into 2020/21.

° Due to a shift in grant drawdown timings, City Labs 2 and Digital Business
Incubators saw re-profiling of £4.0m collectively into this financial year.

° In line with the position reported to Executive, the legal agreements for the
Civic Quarter Heat Network were signed and the programme of work
updated meaning the budget was adjusted accordingly with the need to re-
profile £3.6m into 2019/20.
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£42.5m, a variance of £9.7m. The programme is shown in the table below:
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19/20 19/20

Development Budget set |[Revised [19/20 (19/20 All Years |All Years |All Years

P in Feb 19 |Budget |OutturnVariance|Budget |Forecast |Variance

£m £m £m £m £m £m £m

Digital Asset Board
(MCDA) 1.2 3.7 2.9 -0.8 27.1 27.1 0.0
Strategic 4.3 59/ 5.9 0.0 23.0 23.0 0.0
Acquisitions Board
Northern Gateway 2.3 6.2 0.0 -6.2 25.0 25.0 0.0
Eastern Gateway 5.3 4.0 2.7 -1.3 68.6 67.4 -1.2
City Centre 11.0 10.1 94 -0.7 70.3 69.9 -04
Other Growth & 12.0 127 119  -08 52.6 52.6 0.0
Development
Total 37.0 425 328 9.7 2663 2647 1.6
Development
Reprofiling -8.1
Cost Variations 0.0
Net over (under)
spend -1.6

Activities
9.29 The final fit out works at the Tech Hub in the Bonded Warehouse are nearing

9.30

9.31

9.32

completion but have paused due to COVID-19. Once complete, options for a
digital launch will be considered.

As part of wider stakeholder consultation on the Medieval Quarter and Arena
Memorial project, families of the victims were invited to meet the project team in
March to discuss designs. A planning submission is expected to be made in June
with works starting in the summer.

A business case has been approved for works in Piccadilly Gardens, with funding
initially requested to take designs to RIBA Stage 3, to deliver the redevelopment,
surveys, design works and planning submission and also to bring forward short
term improvements to enhance the experience of the space and reduce current
levels of anti-social behaviour. At a later stage a full business case will be
brought forward for the delivery of the proposals once firm costs have been
identified.

Work is ongoing to agree connection dates with users of the Civic Quarter Heat
Network. All connections are expected to be complete by December 2020 except
for the Town Hall which is currently programmed for May 2021 inline with their
programme and will be dealt with as a post completion activity. Steel work for the
Energy Centre has started to be erected with the civil engineering works
completed on site.
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Variances — All Years

There is a total underspend of £1.2m in 2019/20 on the Eastern Gateway — New
Islington Marina project as funding originally identified for electrical remedial
works, which will now be completed under the original contract, is therefore not
required.

There is a total underspend of £0.4m on the City Labs 2.0 scheme, as the
Growth Manager’s post is to be funded through revenue from business rates
receipts over a period of 5 years.

Variances — In Year

Discussions regarding the Northern Gateway scheme are ongoing. The intention
is to support the acquisition of land for the joint venture in a manner which
mitigates the risks to the City Council. The £6.2m set aside for 2019/20 will be
moved to next financial year.

The outstanding grant payment for the Tech hub project will be paid in early
2020/21 when the contractor will complete refurbishment work. As a result the
remaining £0.2m budget will be moved into 2020/21.

There is a requirement to move £0.6m into next financial year for the Heron
House project as the fit out of some floors remains ongoing. Further costs are
also expected in relation to engine upgrades as a result of the Civic Quarter Heat
Network works.

Other variances are as noted in paragraph 9.33-9.34.
Risks

It should be noted that there are a number of significant elements of the Growth
and Development programme, such as the Strategic Acquisitions programme,
which are dependent on negotiations with third parties in order to achieve a
successful outcome e.g. for land acquisitions. As a result the budget profile is a
best estimate and is likely to change. The programme is continually subject to a
detailed review and prioritisation exercise.

Our Town Hall Refurbishment

The Our Town Hall programme is a major scheme to update the architectural
masterpiece that is the Manchester City Centre Town Hall, to protect and
improve it for both Manchester and the nation, restoring and re-opening in 2024.

Since the budget was set in February 2019, the Our Town Hall budget has been
re-profiled to reflect the re-phasing of early works and the drawdown profile being
updated following the finalisation of the Management Contractor terms. Following
the appointment of the MEP stage 1 contractor, a fee was agreed and
contingency budgets were re-phased. The construction forecast is now based on
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the revised programme and work packages have been re-profiled to reflect this.

The 2019/20 budget was revised to £17.0m.

10.3 The Our Town Hall Refurbishment programme has spent £12.7m compared to a
revised budget of £17.0m, a variance of £4.3m. The programme is shown in the
table below:

19/20 19/20

our Town Hall Budget set |[Revised |19/20 19/20 All Years |All Years |All Years
in Feb 19 |Budget |Outturn |Variance|Budget |Forecast [Variance
£m £m £m £m £m £m £m

Our Town Hall 24.4 170, 127 -43| 3052  305.2 0.0

Refurbishment

Total Our Town

Hall 24.4 17.0 12.7 -4.3 305.2 305.2 0.0

Refurbishment

Reprofiling -4.3

Cost Variations 0.0

Net over (under)

spend 0.0

Activities

10.4

In February, the Notice to Proceed (NtP) report was issued to the Deputy Chief

Executive and City Treasurer and the Key Decision to issue NtP was published,
however, due to COVID-19 and following consultation with the Strategic Board,
NtP has now been delayed until June with the Pre-Construction Services
Agreement (PCSA) period extended until then. A review of the project status and
potential impact of COVID-19 will be undertaken at the end of May with a full

review of cost and programme.

10.5

Following the closure of the site by the contractor on the 26th March due to

COVID-19, the site reopened on the 15th April. There is a reduced number of
operatives on site and the contractor has developed a medium term plan to allow
the 2 metre social distancing to be maintained which includes Canteen and
Welfare Facilities.

10.6

Works have commenced in the Courtyard and the Albert Square site compound

area has now been closed to the public. Electricity North West are installing a
temporary substation on site during this period. In early 2020/21 the Courtyard
drainage and concrete slab installation will commence. The removal of all non
structural elements on multiple levels is due to complete with protection installed
and temporary electrics will be completed on levels 7, 6 and 5.

10.7

are Internal sub -structure works and internal scaffolding.

Variances — In Year
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The COVD-19 crisis resulted in the closure of the site for a period, and has
reduced productivity and created delays to the placement of a number of Works
Package Orders. Further to this, it was assumed that fees for additional work
would be paid in 2019/20 for various consultants which will now be split over the
construction period and therefore will be reprofiled in 2020/21. As a result, a total
of £4.3m will be reprofiled into future years.

Risks

Due to the size, duration and nature of the programme, risk will be carefully
managed through and across the various work packages. Site investigations and
early works are vital to inform the design and cost aspects.

At this early stage of the project the spend profile remains uncertain. Once the
project receives Notice to Proceed (NtP) a more detailed timeline of work will be
agreed. It is likely that the budget profile will change.

In addition, external factors such as supply chain uncertainty and the availability
or otherwise of sufficient and appropriate specialists to ensure the quality of the
finished work, will require careful monitoring to ensure early action can be taken
to reduce any negative impact on cost and programme.

Housing - General Fund

The Private Sector Housing programme focuses on providing affordable housing
including the facilities, adaptations and community focus required.

The major changes since the original budget set in February 2019 are as follows:

e Asreported at 2018/19 outturn, £4.7m budget for the Marginal Viability
Fund New Victoria scheme was accelerated into this financial year to reflect
the expected receipt of grant income in 2019/20. Subsequently, this has
proved not possible and the project was re-profiled accordingly.

e At Quarter 2, the £2.4m Extra Care budget was moved into 2020/21, whilst
the Council continues to review schemes to find the optimum balance
between those led internally and those by Registered Providers.

e The £2.2m budget for the Armitage Nursery and Community Facility was
removed from the capital budget as there were no further plans for
expenditure.

e The £6.9m Ben Street Regeneration budget was removed as no additional
funding was required in the delivery of the scheme by One Manchester.

The Private Sector Housing programme has spent £11.1m compared to a budget
of £10.3m, variance of £0.8m. The programme is shown in the table below:
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19/20
Private Sector Budget (19/20
Housing (General setin Revised |19/20 (19/20 All Years |All Years |All Years
Fund) Feb 19 |Budget |Outturn|Variance|Budget |Forecast |Variance
£m £m £m £m £m £m £m
Brunswick PFI Land 1.7 12| 12 0.0 9.5 9.5 0.0
Assembly
Disabled Facilities 7.9 65 80 15 53.9 53.9 0.0
Grant
Extra Care 24 0.0 0.0 0.0 6.0 6.0 0.0
Ben St Regeneration 0.6 0.4 0.2 -0.2 8.7 8.7 0.0
Marginal Viability
Fund — New Victoria 1.8 0.5 0.0 -0.5 10.5 10.5 0.0
Other Projects 10.3 1.8 1.8 0.0 85.3 85.3 0.0
Total Private Sector
Housing (General 24.7 10.3 11.1 0.8 173.9 173.9 0.0
Fund)
Reprofiling 0.8
Cost Variations 0.0
Net over (under)
spend 0.0

Activities

114

The Disabled Facilities Grant 2019/20 has been spent on mandatory and

discretionary adaptations to people’s homes. The remaining funding from prior
years will be carried forward into 2020/21.

115

account scheduled for early 2020/21.

Variances — In Year

11.6

Grant to the Liquid Logic System has completed quicker than originally
anticipated. As a result, a total of £1.5m will be accelerated into 2019/20.

11.7

Works to West Gorton Park are almost at practical completion with the final

The transfer of cases for adaptations funded through the Disabled Facilities

There is a requirement to move £0.2m in to the next financial year for the Ben

11.8

Street Project in relation to potential defects that may arise following completion
of the scheme.

A total of £0.5m will be moved into next financial year for the Marginal Viability
Fund (MVF) New Victoria scheme, as there have been slight delays with the
planning permission and stopping up orders. The developer is expected to
submit their first invoice in early 2020.

Risks
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Delays with acquisitions, refurbishment works or sales could potentially result in

the Empty Homes Programme being delayed with action needed to minimise the
amount of time the Council is responsible for the properties. Similarly, delays to
Extra Care schemes could impact on savings projected by Adult Services and
the availability of funding from third parties. Given the early stage of this project

this risk is not quantifiable but will be closely monitored.

12

12.1

Housing Revenue Account (HRA)

The Public Sector Housing programme seeks to bring the estate up to and

maintain the Decent Homes standard including statutory health and safety
regulations and the reduction of CO2 emissions.

12.2

As noted in previous monitoring reports, the Northwards programme has been

re-profiled by £0.3m due to potential savings identified and changes in the
schedule of works across some minor schemes. The commissioning process for
the fire precautions works to high rise and shared public homes took longer than
originally anticipated and so the £1.2m budget was re-profiled into 2020/21.

12.3

The Public Sector Housing (HRA) programme has spent £18.9m compared to a

budget of £19.6m, a variance of £0.7m. The programme is shown in the table

below:

Public Sector
Housing (HRA)

19/20
Budget set
in Feb 19
£m

19/20
Revised
Budget
£m

19/20
Outturn
£m

19/20
Varia
£m

nce

£m

All Years
Budget

All Years
Forecast
£m

All Years
Variance
£m

Northwards

27.3

18.4

18.1

-0.3

120.5

120.5

0.0

North Manchester
New Builds

0.7

1.0

0.6

-0.4

13.5

10.2

-3.3

Other Projects

2.0

0.2

0.2

0.0

47.2

47.2

0.0

Total Public Sector
Housing (HRA)

30.0

19.6

18.9

-0.7

181.2

177.9

-3.3

Reprofiling

-0.3

Cost Variations

0.0

Net over (under)
spend

0.4

Activities

12.4

Northwards report a total of 112 major adaptations projects completed within

2019/20. Due to COVID-19, all but two projects that were on site in March 2020

were suspended. In line with Council advice, Northwards have deferred all capital
expenditure for 2020/21 that is not contractually committed, unless there is good
reason to continue, and it is able to be delivered.

Variances — In Year
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As noted in paragraph 12.4, due to the majority of projects across the
Northwards programme being paused, a total of £0.3m will be reprofiled into
future years.

Other in year variances are as noted in paragraph 12.5.

Risks

The Northwards programme relies on the performance of a number of
contractors to deliver projects which creates a risk of delays. Ongoing monitoring
of performance and regular communication with partners are used to manage
risks in these areas.

There are risks around obtaining listed building consent and planning approvals
required for some of the projects, to be managed through timely collaboration
with colleagues in planning and design teams.

Northwards have updated their risk profile to include an expected increase in fire
risk assessment costs on the high rise blocks due to an increase in the scope of
work following detailed surveys, an increase in contractor costs due to demands
on capacity and an increase in insurance costs in relation to accountability and
risk.

Children’s Services

The main focus of the children’s services programme is to provide additional
school places for children across the City and maintain the school buildings,
ensuring that there is investment in modern, energy efficient and high quality
education infrastructure which drives reductions in carbon across the estate of
schools, 85% of materials are locally sourced and contractors recycle more than
75% of waste products.

The main changes to the budget set in February 2019 and prior to those noted in
this report include:

e A total of £20.2m unallocated Basic Need funding was moved into future years
whilst a review is undertaken of the number of school places required across
the City in the context of both the Council’s Basic Need Programme and the
Government’s Free School Programme.

e Due to changes in design, a revised programme for the Northridge SEN
scheme required movement of £2.6m budget into next financial year.

e At January Executive, the acquisition of land at Hyde Road was approved, and
a total of £13.2m was added to the Capital Programme.

The Children’s Services programme has spent £4.3m compared to a budget of
£25.2m, a variance of £20.9m. The programme is shown in the table below:
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19/20 19/20

Children's Services Budget set |[Revised [19/20 |19/20 All Years |All Years |All Years
in Feb 19 |Budget |Outturn|Variance|Budget |Forecast |Variance
£m £m £m £m £m £m £m

Basic Need and

SEND Programme 29.6 3.9 -1.1 -5.0 210.2 210.2 0.0

School Maintenance 5.3 45 2.8 1.7 16.5 16.4 0.1

programme

Other Projects 4.1 16.8 2.6 -14.2 23.0 23.0 0.0

Total Children’s 390 252 43| 209 2497 2497 0.1

Services

Reprofiling -20.8

Cost Variations 0.0

Net over (under)

spend 0.0

Activities

13.4

Approval to spend has been granted for the Special Educational Needs

135

13.6

13.7

13.8

Programme, to expand school provision by 250 places at 3 sites across the City.
All 3 schemes are currently in design and this work is continuing as the
contractor is able to work remotely. The first scheme is due on site in June 2020
and completion of all schemes is expected by September 2021 in readiness for
the academic year.

The 2019/20 School Maintenance Programme is now complete and a
programme of works for 2020/21 has been approved. It is still expected that
works will be undertaken in the holidays and evenings to minimise disruption to
the operation of schools should pupils return for the summer term.

Demolition works are ongoing at the North Ridge SEN sixth form site, with the
main building now demolished. Completion is expected by September 2020 to
enable an intake in the next school year.

The Co-op Academy in North Manchester has developed a £0.5m proposal to
increase capacity by 35 places per year as the first intake progresses through the
curriculum.

Variances — All Years

The Schools Maintenance allocation for 2020/21 was released in March 2020,
with Manchester due to receive £2.8m. As a result, the estimated budget within
the Capital Programme will be reduced by £0.1m.

Variances — In Year

Basic Need Programme
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The outturn for the Education Basic Need programme before the accounting
adjustment for the scheme at Mathews Lane which is no longer going ahead is
£3.3m, a variance from budget of £0.6m. The variance is as follows:

The review of the Special Educational Needs (SEN) Expansion Programme
concluded that some costs associated with the programme have been assessed
as revenue in nature and therefore a total of £0.2m of Education Basic Need
grant is released to be utilised in future years. Executive are asked to approve
the transfer of £0.2m to revenue, to be funded from the Capital Fund.

A total of £0.1m will be moved into next financial year for the Plymouth Grove
refurbishment scheme, whilst some final access works are completed.
Contingency related to the expansion of the Dean Trust Academy in 2019/20 was
not fully utilised and so £0.1m will be moved into the future years contingency
allocation.

Other minor variances across the Basic Need Programme total £0.2m.

Schools Maintenance Programme

Within the Schools Maintenance programme, the 2019/20 unallocated budget of
£1.7m will be reprofiled into future years to be utilised against future schemes
that have now been approved.

Other Projects

The acquisition of land at Hyde Road is expected to take place before the end of
the calendar year and so the total £13.1m budget will be reprofiled into 2020/21.

The planned completion date for the Seymour Road scheme was end of April
2020. This will now slip by the number of weeks that the site is closed due to
COVID-19. As a result, the remaining £0.7m budget will be reprofiled into
2020/21.

Due to the lease agreement taking longer than anticipated for the Commercial
Wharf project, the start on site was delayed 4 weeks. A total of £0.2m will be
reprofiled in to 2020/21 when the scheme is expected to complete.

Risks

As the DfE have confirmed that Manchester will receive no Education Basic
Need funding in 2020/21 due to significant investment planned in free schools,
the forward plan for the Education Programme will be dependent on the decision
on the next wave of free schools. The statutory duty to provide places belongs to
the City Council and the relationship with the DfE is key in ensuring that the free
school places are delivered on time in order that the duty can be met.

There is a further risk around the Council’s ability to meet the continued growth of
pupil numbers — particularly in-year school admissions which is more difficult to
accurately project and manage. There is also a risk around the pace of
residential development and the demand for school places outweighing the
available supply in particular areas of the City. To offset these risks, the Director
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of Education is currently developing a School Places plan for 2020 to 2025 using
forecasted demand to ensure that there are sufficient high quality school places

available in the right areas across the City although this is dependent on
identifying appropriate sites in the right areas.

14 ICT Capital Programme
14.1 The aim of the ICT programme is to reduce key risks, decommission legacy
platforms and to create a simpler, more robust, resilient and easier to support
environment. The programme will move towards a modern infrastructure whilst
adding business value.
14.2 The main variances from the original budget set in February 2019 and before
those outlined in this report are as follows:
e A review of the ICT Capital Plan resulted in the £8.8m ICT Investment Plan
unallocated budget being moved into future years.
e Kit for the Data Centre Network Design and Implementation project that was
scheduled to arrive at the end of March 2019 arrived in early 2019/20, and hence
£1.4m was re-profiled into this financial year at outturn.
e At Quarter 2, a decision was taken to utilise the End User budget for the
Collaboration platform due to the interdependencies between the two projects,
leading to re-profiling of £1.7m into next financial year.
14.3 The ICT programme has spent £5.5m against a budget of £5.7m, a variance of
£0.2m. The programme is shown in the table below:
19/20 19/20
IcT _Budget set |Revised |19/20 19/2_0 All Years |All Years |All Years
in Feb 19 Budget |OutturnVarianceBudget |Forecast |Variance
£m £m £m £m £m £m £m
New Social Care 0.5 17 17 0.0 3.7 3.7 0.0
System
ICT Investment 8.8 00 00 0.0 23.3 23.3 0.0
Plan unallocated
Other Projects 2.0 4.0 3.8 -0.2 24.1 24.1 0.0
Total ICT 11.3 5.7 55 -0.2 51.1 51.1 0.0
Reprofiling -0.2
Cost Variations 0.0
Net over (under)
spend 0.0

Activities

14.4

Work has now commenced for the Office 365 project, although project timelines

have been delayed at least two months due to the refocusing of technical staff’s
time to support the increased home working as a result of COVID-19. More work
is now being carried out to determine when the optimal timing to progres the
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migration to the new platform due to the challenges presented to do this while
working remotely and the need to minimise disruption at this time.

The Early Years Education System (EYES) Project has completed the first round
of the technical migration, therefore the remaining migration process can
progress further into the next round. The project team is forecasting an
overspend however the details of this are being finalised, following which a
business case for the additional funds is to be submitted.

Variances — In Year

There is a requirement to reprofile £0.2m into future years for the Data Centre
Programme due to the migration being delayed as suppliers are unable to attend
site, plus there are now strict regulations in place that inhibit site visits to UKFast.
As a result, capital resources will need to be extended until the migration is
completed. It is expected that this may be September 2020.

Risks

ICT projects are often interdependent which can lead to adjustments to the
schedule of activity should changes occur in a particular project. Some projects
may need external support and advice to be delivered and this may create delays
as such work is completed.

ICT projects are subject to external factors such as cyber security risks as an
incident could result in data unavailability or loss, impacting the Council’s critical
applications and services. The Council has Public Services Network (PSN)
compliant infrastructure and up to date anti-virus software to mitigate this. The
use of end of life software and hardware form part of the ICT risk profile to
ensure ongoing operation of systems and hardware.

Ongoing risks around expiration of licenses and support contracts are managed
through monitoring and review at operational and strategic level, taking into
account costs associated with maintaining or changing existing arrangements
into future years.

Corporate Services Programme

Included in the Corporate Services programme is Gorton Health Hub which will
bring together key organisations responsible for tackling worklessness and low
skills. This will have a positive impact providing new opportunities for local
residents and will contribute to sustainable economic growth by replacing a
number of old, poorly maintained and high carbon producing buildings into a
more modern, energy efficient purpose built building.

The main variances from the budget set in February 2019 and reported at outturn
include:

e The Integrated Working — Gorton Health Hub project required reprofiling of
£8.2m into future years due to discoveries in the ground and findings with
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utilities on site leading to a re-design of the building and therefore a delay. An
updated construction programme was produced with revised costs and
timescales approved in March 2020.

Due to the company being ahead of progress as set out in the business plan,

it was anticipated that the Biomedical Investment loan drawdown would need
to be accelerated, meaning £2.5m was moved in to 2019/20. As noted below,
this is no longer the case.

15.3 The Corporate Services programme has spent £7.4m compared to a budget of
£15.4m, a variance of £8.0m. The programme is shown in the table below:

19/20 All
Corporate Services Budget set [19/20 |19/20 19/20 Years All Years |All Years
P in Feb 19 Budget |Outturn [Variance|Budget |Forecast [Variance
£m £m £m £m £m £m £m
Integrated Working —
Gorton Health Hub 10.2 2.0 1.7 -0.3 22.8 22.8 0.0
BioMedical 55 8.0 2.9 51 213 21.3 0.0
Investment
Other Projects 5.0 5.4 2.8 -2.6 167.1 166.9 -0.2
Total Corporate 207 15.4 7.4 80| 2112 2112 0.2
Services
Reprofiling -8.0
Cost Variations -0.0
Net over (under)
spend 0.0

Activities

154

Route to contract negotiations have concluded and a contract sum and

appropriate risk allocations have been agreed for the Integrated Working -
Gorton Health Hub project, although the contract has not been executed at this
time due to COVID-19.

15.5

March 2020, with the remainder due to be paid in 2020/21.

Variances - All Years

15.6

The first installment of the Manchester Airport Carpark investment was paid in

Band on the Wall now has an unsecured loan from Charities Aid Foundation, so

are not proceeding with the Council loan funds. Should they require Council
support in future, it would be for a different purpose, and a new scheme would be
developed. As a result, the £0.2m budget has been removed from the capital

programme.

Variances — In Year

15.7

The Gorton Health hub project has assumed a 3 month project delay due to

COVID-19 and hence a total of £0.3m will be reprofiled into future years. The
current figures assume the contract will be in place by 1st June 2020.
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The Council's support for the BioMedical Investment scheme is a mix of equity,
loans and grant. The equity has been drawn down, and the funding requests in
regard to the loans to year end 2019/20 have been lower than originally
expected, but the expectation is that these will be drawn down in future years
and the programme as a whole remains on track.

Further to the points noted in paragraph 15.5, £1.8m budget for the Manchester
Airport Carpark investment will be moved into future years.

There is a requirement to move £0.4m budget into next financial year for the
Locality Plan Programme office as two hubs will now be delivered in 2020/21 due
to the design and lease agreements taking longer than originally anticipated.

Other in year variances total £0.2m.

Risks

The nature and scope of the schemes within the Corporate Programme mean
that project progression is highly reliant on third parties and there is therefore a
risk of external factors causing delays.

Capital Financing 2019/20

The funding of the 2019/20 Capital Programme is summarised below:

£m %
Capital Expenditure 255.5
Financed by:
Government Grants 41.0 16.0%
Other External
Contributions 29.8 11.7%
Capital Receipts 19.7 7.7%
Revenue Funding 15.4 6.0%
HRA Major Repairs
Reserve 18.6 7.3%
Borrowing 131.0 51.3%

The Executive is asked to note the following decisions made by the Deputy Chief
Executive and City Treasurer regarding the funding of the capital expenditure
incurred in 2019/20.

Any unused grant, subject to conditions, has been carried forward into 2020/21
and will be matched against future spend. The programme was managed to
ensure that any grant with a risk of claw back due to time constraints or other
factors was fully utilised in 2019/20. Similarly, any external contributions that
have not been used will be carried forward into 2020/21.
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The balance of available capital receipts carried forward from 2018/19 was
£81.9m. A further £34.6m receipts were received in 2019/20 including pooled
receipts. Drawdown from capital receipts was £19.7m leaving a balance for use
in future years of £96.8m, of which £65.5m relate to Housing, plus any new
receipts generated in 2020/21.

Revenue contributions were used to finance expenditure of £15.4m, including
works on the Asset Management Programme (AMP), the HRA, and to fund ICT
expenditure.

The Major Repairs Reserve funds expenditure on the HRA capital programme.
The use of this reserve includes self-financing revenue from the HRA revenue
budget.

Borrowing of £131.0m has been used to fund the programme. This figure
includes £36.0m borrowing used to support the Housing Investment Fund. The
borrowing figure represents the amount to be funded by borrowing, and in
practice is internally borrowed as no significant long term external debt was taken
in 2019/20.

The minimum revenue provision for 2019/20 was £26.3m. This is the funding set
aside to repay the debt incurred through funding previous capital expenditure
through borrowing. This has been funded from the Council’s capital financing
budget.

Capital Programme Re-phasing and Variations

Due to COVID-19, a review of the potential impact to the Capital Programme
budget for future years is being undertaken. A revised budget and a detailed
breakdown of future capital spend will be reported to Executive in July.

Virements in 2019/20

Various schemes across the programme require virements in 2019/20, as shown
in the appendix.

The Executive is recommended to approve virements over £0.5m within the
capital programme as outlined in Appendix A. To note this is subject to approval
by a Scrutiny Chair under the provision of the Council Decisions on 25th March
2020 - “Constitutional Amendments and Other Matters for Council Business
Continuity - Part 7”.

The Executive is recommended to approve virements under £0.5m within the
capital programme as outlined in the appendix.

Social Value
All capital business cases are required to provide information on social value

impact likely to be generated as part of the scheme. These include details of
employment of local residents, training of local residents, improvements in key
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health outcomes, support of community cohesion, improvement in key education
outcomes, help to other excluded groups and promoting environmental
sustainability. These are considered as part of the scheme approval process via
the Checkpoint system. Work is on-going as part of improving overall contract
monitoring to review the monitoring of these activities.

Changes to PWLB borrowing rates

On the 9th of October the Public Work Loans Board, an executive agency of the
Treasury, increased the cost of borrowing available to the Council by 100 basis
points. This means that the future cost of borrowing for the Council has
increased, and has implications for local authority debt markets.

Further details on this change, and its implications, can be found in the report on
capital financing which was discussed at Resources and Governance Scrutiny
Committee on the 5th of November.

As part of the Government’s March 2020 budget, a consultation on the future of
the PWLB was launched, which has a revised response date of the end of July.

Contributing to the Our Manchester Strategy
(a) A thriving and sustainable city

The capital programme contributes to various areas of the economy, including
investment in public and private sector housing, education and children’s social
care, transport infrastructure, major regeneration activities, environmental,
cultural and leisure services.

(b) A highly skilled city

The capital programme includes substantial investment in education and also
provides opportunities for the construction industry to bid for schemes that could
provide employment opportunities at least for the duration of contracts.

(c) A progressive and equitable city

The capital programme includes investment in adult and children’s social care,
education, housing and the environment, cultural and leisure services, all of
which contribute towards the strategy.

(d) A liveable and low carbon city

Investment in all areas of the capital programme contributes towards this
community strategy, notably the investment in sustainable and affordable
housing, building schools for the future, transport, environmental and major
regeneration programmes.

(e) A connected city

The capital programme includes investment in highways infrastructure, and
broadband expansion.
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Key Policies and Considerations
(a) Equal Opportunities

By investing in building adaptations, access for people with mobility difficulties is
made easier.

(b) Risk Management

The capital programme is based on forecast costs and funding, and as such
there are risks to achieving the programme from external factors such as
shortage of labour or materials, alongside market risks such as price fluctuations
and interest rate charges. The Strategic Capital Board, and associated Portfolio
Boards for each part of the programme, are tasked with regular monitoring of
costs, delivery, quality and affordability, to help manage and mitigate these risks.

(c) Legal Considerations

None.

Page 40



Appendix — Proposed Programme Virements

ltem 6

Project Name

2019/20
In yr
virement
proposed

2020/21
In yr
virement
proposed

2021/22
In yr
virement
proposed

2022/23
Inyr
virement
proposed

Flood Risk Management - Hidden
Watercourses

15

Flood Risk Management - Higher
Blackley Flood Risk

-15

Total Highways Programme

0

Asset Management Programme

-350

Estates Transformation - Alexandra
House

350

Strategic Acquisitions Programme

-18

Hall and Rogers

18

Total Growth & Development
Programme

Charlestown - Victoria Ave multistorey
window replacement

546

External cyclical works phase 3a

-2

Environmental works

Harpurhey - Monsall various externals

External cyclical works Ancoats
Smithfields estate

25

50

External cyclical works Charlestown
Chain Bar low rise

External cyclical works Charlestown
Chain Bar Hillingdon Drive maisonettes

External cyclical works Crumpsall
Blackley Village

External cyclical works Higher Blackley
South

External cyclical works Newton Heath
Assheton estate

External cyclical works Newton Heath
Troydale Estate

External cyclical works New Moston
(excl corrolites)

Environmental improvements Moston
corrolites

22

29

ENW distribution network

67

27

Dam Head - Walk up flates communal
door renewal

23

Various Estate based environmental
works

Delivery Costs

-557

Ancoats - Victoria Square lift
replacement

72
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Aldbourne Court/George Halstead 2

Court/Duncan Edwards Court works

Kitchen and Bathrooms programme 2

Harpurhey - Monsall Multis Internal 265 41
Works

Newton Heath - Multies Internal Works 65
Higher Blackley - Liverton Court Internal 119 34

Works

Various - Bradford/Clifford 328 94
Lamb/Kingsbridge/Sandyhill Court

Internal Works

Charlestown - Rushcroft/Pevensey 23 74 8
Court Internal Works

Collyhurst - 438
Mossbrook/Roach/Vauxhall/Humphries

Court Internal Works

Decent Homes mop ups phase 10 and 30 11 22
voids

One off work - rewires, boilers, doors 17
Installations of sprinkler systems - multi 36 1
storey blocks

ERDF Heat Pumps 51

One off type work 32

(rewires/boilers/doors)

Fire Risk Assessments 5
Northwards - Harpurhey 200 Estate 10
Internal Works

Rushcroft and Pevensey Courts Ground -245

Source Heat Pumps

Delivery Costs -686

Bringing Studio Apartments back in use 1
Improvements to Homeless 72
Accommodation Phase 2

Delivery Costs -21

Public Sector Northwards Adaptations -200

Adaptations 1 148 150 202
Adaptations 2 -702 -770

Various Locations - Adaptations 568 305 388
Delivery Costs 52 50
Northwards Housing Programme -85 179 -1,272 -22
Total Public Sector Housing (HRA) 0 0 0 0
Programme

Basic Need Programme

Manchester Academy -3

St Margaret's C of E -3

Matthews Lane -4,393

Beaver Rd Primary Expansion -48

Lily Lane Primary -3

St. James Primary Academy 1
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Webster Primary Schools -7

Brookside Rd Moston 386

North Hulme Adv Playground 294

Monsall Road (Burgess) -311 -3,717 -979 -20
Roundwood Road 139 985

KS3/4 PRU Pioneer Street 19

SEND Expansions - Melland & Ashgate 50

Basic need - unallocated funds 4,559 2,346 685 20
Schools Maintenance Programme

Moston Lane - re-roof -9

Abbott Primary School Fencing -11

All Saints Primary Rewire -20

Armitage Primary Windows -1

Bowker Vale Primary Heating -3

Buton Lane Primary Roof -3

Cheetwood Primary Heating -1

Crosslee Comm Heating 4

Crowcroft Park Roof Repairs -4

Grange School Sports Hall -2

Higher Openshaw Rewire -39

Moston Fields Joinery -3

Ringway Primary Roof -4

Ringway Primary School 58

St.Augustine's Primary 12

Schools Capital Maintenance - 26

unallocated

Total Children's Services Programme 0 0 0 0
New Social Care System -2

End User Computing -15

Core Infrastructure Refresh 12

New Rent Collection System -1

End User Experience 15 -244

Microsoft 365 244

Replacement Coroners System 2

ICT Investment Plan -11

Total ICT Programme 0 0 0 0
Total Manchester City Council 0 0 0 0

Capital Programme
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Manchester City Council
Report for Resolution

Report to: Executive — 3 June 2020

Subject: Housing Revenue Account Delivery Model - Northwards Housing
Report of: The Chief Executive

Summary

To inform the Executive of the outcome of recent review of the Housing Revenue
Account (HRA) and the Arm’s Length Management Organisation (AMLO),
Northwards. The report provides a summary of the findings and seeks approval to
develop a detailed business case and undertake consultation with tenants,
employees, trade unions and other stakeholders, which will lead to a recommended
option.

Recommendations
Executive is asked to:

1. approve consultation on the preferred option identified as part of the HRA
review to bring the ALMO back in-house with a recommendation for the
decision to be made in September 2020;

2. approve the commission of due-diligence exercise of the Northwards ALMO,
including consultation with staff, unions, tenants and local stakeholders, and
will review the costs of options that will assist the HRA and develop a business
case; and

3. approve that Northwards be asked to make interim arrangements for a suitably
gualified Interim Chair and defer any recruitment until the consultation and due
diligence exercise is concluded.

Wards Affected:

Higher Blackley, Charlestown, Crumpsall, Harpurhey, Moston, Cheetham, Miles
Platting and Newton Heath

Environmental Impact Assessment - the impact of the issues addressed in this report
on achieving the zero-carbon target for the city

The retrofitting of existing homes managed by Northwards is a key aspect of this report.
The HRA cannot currently support the level of investment required. Measures need to
be taken to manage the projected deficit in the HRA in order to meet Zero carbon and
other policy aspirations.

Page 45



ltem 8

Manchester Strategy outcomes

Summary of how this report aligns to the OMS

A thriving and sustainable city:
supporting a diverse and
distinctive economy that creates
jobs and opportunities

As the largest single landlord in the City we are a
major source of contracts and supplies that ideally
are sourced locally

A highly skilled city: world class
and home grown talent sustaining
the city’s economic success

A major employer the Housing services for the
council stack employs ¢350 people and supports
apprenticeships and wider skills development.

A progressive and equitable city:
making a positive contribution by
unlocking the potential of our
communities

The housing service is the largest single community
influencer in North Manchester alongside the City
Council.

A liveable and low carbon city: a
destination of choice to live, visit,
work

Central to this report is the investment needed to
retrofit existing homes in order to achieve a zero
carbon housing stock. .

A connected city: world class
infrastructure and connectivity to
drive growth

The housing service is a major contributor to the
North Manchester infrastructure.

Financial Consequences

The due diligence exercise would provide more robust and validated financial
analysis of the available options. Indications of the revised HRA budget position is

included in the report.

The commissioned review of costs and due diligence could cost around £25k.

Contact Officers:

Name: Kevin Lowry

Position: Interim Director of Housing and Residential Growth
Telephone: 0161 234 4811

E-mail: kevin.lowry@manchester.gov.uk

Name: Carol Culley

Position: Deputy Chief Executive and City Treasurer
Telephone: 0161 234 3030

E-mail: c.culley@manchester.gov.uk

Name: Fiona Ledden

Position: City Solicitor

Telephone: 0161 234 3030

E-mail: f.ledden@manchester.gov.uk

Background documents (available for public inspection):

Page 46




ltem 8

Housing Revenue Account 2016/17 to 2018/19, Executive, 17th February
2016;

Housing Revenue Account 2016/17 to 2018/19, Finance Scrutiny, 25th
February 2016;

Housing Revenue Account and the Council’s Housing Management Contracts,
Executive, 11th January 2017
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Introduction

Manchester City Council owns nearly 16,000 council homes. These are
managed on behalf of the council by a mix of delivery methods:

e The majority of the homes (13,300) are managed by Northwards Housing
Limited,

e 527 homes in Ardwick are managed by Grove Village Limited;

e 1,469 homes in Miles Platting and Newton Heath are managed by
Renaissance Miles Platting Ltd;

e 741 homes in Brunswick are managed by Solutions for Brunswick (S4B);
and

e Guinness Partnership - manage 171 Council properties in West Gorton

e Peaks and Plains Housing Association - manage 11 bungalows in Alderley
Edge

e Avro Hollows Tenant Management Organisation (TMO) - manage 312
properties in Newton Heath

e Shout Tenant Management Organisation - manage 94 properties in
Harpurhey

The Council established Northwards Housing Limited (NHL) in 2005 with the
primary objective of securing government funding to deliver the Decent Homes
standard. Although the decent homes funding has now ceased, the Council
has retained NHL and continues to commission housing and additional
services including the City wide allocations scheme, Manchester Move and
the delivery of the capital investment programme for Council housing.

The Council has a management agreement with NHL. This agreement was
initially entered into in 2005. It was subsequently reviewed in 2013, the
agreement was for a term of 30 years. There are termination and break
clauses within the agreement.

In 2012 the introduction of the HRA self-financing scheme changed the way
that social housing was funded. Since then the Council has had to manage its
housing stock through the Housing Revenue Account (HRA) on a similar basis
to Registered Providers. This has entailed developing a rolling 30-year
business plan and reviewing the use of all existing assets to ensure that
benefits are maximised.

The imposition of a 1% annual rent cut for four years from 1st April 2016 has
had a significant effect on available resources over the life of the plan through
a loss of rent income and this reduced the HRA reserves position over the life
of the business plan.

The current working business plan shows that reserves fall below the c£60m
level required to avoid having to pay increased interest charges on debt in
2027/28, and the reserves are forecast to be exhausted by the end of the 30-
year business plan leaving a deficit of over £11m. This is based on current
investment proposals including some level of reduced carbon investment and
fire safety works, but the plan is primarily aimed at maintaining decent homes.
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Review of the HRA and the Northwards ALMO

The City Council has previously commissioned a review of the Northwards
ALMO in 2016. This was undertaken by Altair Ltd, a commercial Housing and
Public Services consultancy. It provided a wide-ranging summary of the
ALMO, the HRA and the context of the housing market, and potential options
for the future. The Government decision to impose a 1% rent reduction for four
years from 2016 changed the entire framing of the HRA business plan. The
review was commissioned to consider the implications of the rent reduction
and the ALMO.

In summary the Altair commissioned review recommended that the ALMO be
retained but identified opportunities for the ALMO to produce better and more
efficient services, a focus on VFM, and for the City Council to play a more
assertive client role. It also highlighted some areas of weak performance and
where governance was not fully effective. The City Council have since
appointed an interim director of Housing who has also explicitly taken on the
role as the Council’s Client officer to strengthen the client side arrangements.
The Northwards Board are also undertaking a governance review.

In 2019 there was a growing concern about the financial impact to the HRA of
the need to invest in the Council’s housing stock in terms of building safety
after the Grenfell disaster and investment to maintain decent homes standards
and become zero carbon as part of the wider city ambitions to tackle the
climate emergency by 2038. This was alongside growing concerns that the
Right to Buy (RtB) policy was leading to a reducing social housing estate with
a detrimental impact in parts of the city with the risk some houses were being
bought to let. As a result a further review was commissioned.

This review was a practitioner perspective undertaken by the Interim Director
of Housing and Residential Growth who, as the Council’s Client officer of the
ALMO, had also developed a clear operational understanding of the service
and the management of the organisation.

The remit of this review was:

e Review of the future of the Northwards ALMO by end of January 2020.

e Set out an initial options appraisal along with specified risks, costs,
outcomes, deliverable associated with all identified options.

e Provide clarity on HRA future investment capacity for decent homes, zero
carbon, fire safety, repairs and maintenance.

The review was a high level evaluation so as not to disrupt services and create
uncertainty and anxiety amongst staff or tenants. As such there has not been
a detailed forensic analysis of the organisation so a number of assumptions
were made in evaluation options open to the Council.

Conclusions of the Internal Review of the future of the Northwards ALMO
and the Housing Revenue account (HRA)
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The Housing Revenue Account (HRA)

The review was fundamentally to consider the sustainability of the HRA and
how it could best be utilised to deliver a good housing service to tenants whilst
managing the competing demands of delivering the investment required (as
outlined in the above section of this report). As part of this the Review
considered:

1. The current operation of Northwards and areas for improvement
2. The options for the future management of the Council’'s housing stock
and associated functions. This considered three options:
e Maintain the ALMO
e Undertake a stock transfer
e Bring the ALMO back in house

HRA Business Plan

As previously stated the current working business plan shows that reserves
fall below the c£60m level required to avoid having to pay increased interest
charges on debt in 2027/28 and the reserves are forecast to be exhausted by
the end of the 30-year business plan leaving a deficit of over £11m. Although
the current business plan reports refer to a small deficit over the 30 years it
has been recognised that there are many variables that could impact upon the
existing forecasts. In particular, the level of future years rent increases and the
capital investment requirements and the additional investment requirement in
respect of energy efficiency measures to support the Council in achieving its
carbon neutral target by 2038.

Following the 4 years of annual 1% percent rent reduction, the Government
has agreed that rent policy for 5 years commencing 2020/21 can revert to the
original rent policy of CPI +1%, and this is included within the proposed budget
for 2020/21 and beyond. The HRA budget for 2020/21 is prudent and based
on absolute known investment requirements.

For the purposes of the review all of the HRA business plan assumptions have
been fully reviewed. These allow for continued level of decent homes
investment; current fire safety works; and the current programme of carbon
reduction work. It also provides for our current build programme. It doesn't
accommodate for full retrofitting of existing homes for zero carbon; additional
fire safety measures being introduced for lowrise homes and decent homes
plus.

Maintaining and investing in current housing stock in the face of Right to Buy
and the work required for Zero carbon retrofit are the biggest challenges to the
HRA business plan since the four years of rent reduction. The whole housing
sector is struggling to find an affordable model to deliver Zero carbon and, in
particular, retrofit.
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3.5 lItis recognised that once we can convert from gas to electricity, and the
electricity can be sourced from a zero-carbon source, then significant progress
will be made toward the objective. However, in the absence of that low or zero
carbon energy source infrastructure it is falling to landlords to invest in the
fabric of the assets. We have estimated an additional cost of £213m to
achieve full zero-carbon retrofit of council owned housing by 2038. There is
£6m of already agreed works and a further £207m estimated by Savills. The
work involved:

Converting to renewable heating sources.
External, Internal and floor insulation.
Ventilations systems.

New doors and windows.

Floor insulation is a particular technical and practical challenge and significant
costs item. It is estimated that removing floor insulation from the works would
lead to a 15% reduction on CO2 savings that would have to be offset
elsewhere.

3.6  The base position has been to create a new fully-inclusive HRA business plan
as described, including all planned and aspirational expenditure. Based on the
full estimates as outlined in 3.5, the Business plan goes below the £60m level
in 2025/26; goes into deficit in 2031/32 and ends the 30-year business plan
£438m in deficit.
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Table 1. Revised Business plan based on expenditure projections.

The Northwards ALMO
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3.7 The review of the ALMO has been undertaken by a combination of interviews,
document review, attendance at relevant governance and management
meetings, reflection on previous reviews and some level of benchmarking.
These have sought to reflect the reit of the review and to assess two
measures:

e Does the ALMO provide a service as good as, if not better, than that
experienced by other social housing tenants in Manchester; and

e Does the ALMO provide good Value for Money? This is relevant to the
evaluation of the HRA'’s capacity to fulfil all of our investment needs.

3.8 There is cause for concern in regard to core performance, in particular in
regard to customer service and repairs targets. The council recently reviewed
the scoring under the annual audit of Partnerships which has been amended
to reflect our concern about the deteriorating performance. This issue was
formally raised with the Northwards Board.

3.9 There have now been three consecutive years of under performing in the
delivery of the Capital Investment programme. This issue has also meant that
the cost of supervision and management of the programme is proportionally
more expensive than if a full programme were delivered.

3.10 During the review Northwards had commissioned an independent review of
their governance which has recently been undertaken by Campbell Tickell.
The report is still awaited but a presentation of the main findings was given to
the Board of Northwards on 10 May. They have concluded that there is
significant room for improvement in Governance with particular attention to
core responsibilities, risk management and strategic approach.

3.11 The Campbell Tickell review will report and make a number of
recommendations that will become an action plan. The council will monitor
performance against delivery of the actions very closely.

3.12 The Board is currently making plans to appoint a new Chair, as the current
Chair, a tenant, retires in September. They have decided to make it a
remunerated role (£7.5k pa) although it has been indicated to them that they
may require Council consent to do so.

3.13 The current position that the Interim Director of Housing and Residential
Growth has assessed, is that the Northwards ALMO requires actions to be
taken immediately to address the weaknesses identified. Many of these issues
were identified by the Altair Report in 2016 and as such the Council must
undertake much more rigorous steps in the short term to ensure that the
Council’s client side responsibilities are carried out. Looking beyond these
short term interventions the Council must review the longer term future of the
ALMO.

4.0 Northwards - Immediate Management Actions

4.1  As part of the work with the ALMO the following steps have been put in place.
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Following previous reviews and the appointment of the Interim Director of
Housing and in the context of the HRA challenges, the Council has sought to
strengthen the Council's client role with the ALMO. The Interim Director of
Housing and Residential Growth has formally notified the Chair of Northwards
that he will be the Council’s representative and is attending all Board and sub-
committee meetings. The recent Significant Partnerships register to Audit
Committee has been amended to reflect the issues identified around
governance and performance.

There will be a review of the Management Agreement to strengthen the
controls, to protect the tenant's interest and to reflect the likely enhanced
regulatory requirements. This will include taking a view on how the new Chair
is appointed as the current post holder retires from the position in September
this year. Given that the ALMO manage the Council's assets and services, it is
reasonable that the Council has a strong role in ensuring that a suitably
gualified Chair is in place.

More regular reporting of the ALMO performance and impacts to the Council
have been introduced.

The Council are currently observing the development of a new business plan;
will discuss revisions to the suite of KPI's and review the management of the
Governance action plan.

Options Appraisal

The internal review also considered some initial modelling of the three
identified options on the future of the ALMO. They were: taking the ALMO
back in-house; making the ALMO work more efficiently; and stock transfer.
The efficiencies /savings from each option have not been fully modelled yet as
there has not been a forensic level analysis of expenditure.

After more detailed consideration, the Stock Transfer option is not preferred
and is compromised at two levels. Firstly, there remains £121m HRA debt
following self-financing. The Northwards managed stock proportion of this is
£84m. The stock value has to reflect the fact that it is managing occupied
homes and the level of capital investment required. It is estimated that using
the stock transfer formula, the stock has a negative value of -£140m which
would require a substantial dowry payment to be made. Secondly, the
Government withdrew its assistance for stock transfer in 2016. There is no
indication if there would be any political or financial support from the
Government if this option were proposed. It should be noted that the structure
of the debt, with it being market debt rather than PWLB, means that even if
support were forthcoming, it could not be repaid without a very substantial
premium.

Retaining the ALMO would require a combination of much more efficient

working on their part or a transfer of additional council services to the ALMO to
gain a better level of economies of scale, or both. The Board and leadership of
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the ALMO would need to present a clear case how this could be achieved,
given the areas of concern highlighted to date. The ALMO would need to
demonstrate that they could improve performance and reduce costs. Any such
improvement would need to be delivered in a timely manner but Northwards
will be invited to indicate how they could achieve these objectives.

Conventionally immediate savings are derived by the removal of the
duplication of costs of running a separate company.

Whilst a retained ALMO could potentially introduce savings and efficiencies
there will always be the factor that the very existence of the organisation as a
separate legal entity costs money that simply does not need to be spent.

Some calculations have been undertaken based on the declared savings
made by other Authorities that have insourced their ALMO. However any
calculations and estimates of all options now need to be properly and
accurately identified.

Conclusion and next steps

The HRA business plan cannot support the necessary investment over the
next 30 years. Without intervention it will not be possible to maintain decent
homes, achieve zero carbon in the existing housing stock and undertake all of
the required fire safety works.

There is no simple solution. Any proposal to examine options will require a
detailed analysis of the costs and savings to be undertaken as part of the
development of a business case, as well as a dialogue with key stakeholders.
Whilst the review has identified bringing the ALMO back in house as the
preferred option, more engagement with stakeholders is required and further
work on fully evaluating the benefits and risks as compared to the other
options. It is proposed that this work is commissioned with a business case
presented in September for a final decision.

In parallel with the steps being taken to undertake the development of this
business case the Board of Northwards will be fully engaged and their support
sought. The Board should act, as the Councils agent, in the interests of
tenants and support any review in the interests of tenants.

It is recognised that COVID 19 will make the process more difficult. Some
aspects of interaction and consultation may be impacted. These issues will be
handled sensitively and in line with relevant guidance including from Public
Health England.

Contributing to a Zero-Carbon City
The retrofitting of existing homes to meet zero carbon objectives is at the heart
of the revision of the HRA. The investment calculations by Savills are based

on a programme of decarbonising the fabric of the homes assuming no carbon
neutral energy network source.
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Contributing to the Our Manchester Strategy

(a) A thriving and sustainable city

As the largest landlord in the City it is critical that the Council’s own tenants
get as good as, if not better, service and investment, as any other social
housing tenant.

(b) A highly skilled city

As a major employer we can ensure that the housing management and
maintenance service provides work and training opportunities to the
Manchester community.

(c) A progressive and equitable city

The investment programme taking account of new and emerging programmes
and projects.

(d) A liveable and low carbon city

The presumption of a large scale fabric based retrofitting programme is
featured in the revision of the 30-year business plan.

(e) A connected city

The housing service is a major contributor to the North Manchester
infrastructure.

Key Policies and Considerations
(a) Equal Opportunities

None at this stage

(b) Risk Management

As outlined in the report.

(c) Legal Considerations

None at this stage.
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Manchester City Council
Report for Resolution

Report to: Executive — 3 June 2020

Subject: A Housing Delivery Company

Report of: Deputy Chief Executive and City Treasurer
Summary

The Executive received a report at its meeting on 25th March 2020 outlining plans for
the creation of a Housing Development and Management company. This proposed
vehicle would provide direct delivery options for a range of new affordable homes
utilising City Council land assets. This report illustrates working examples of projects,
details the proposed legal structure and indicates the proposed financial framework.

Recommendations
Executive is requested to:

1. Endorse the proposal to establish a Housing Delivery Corporate Structure and
authorise the Deputy Chief Executive & City Treasurer, the City Solicitor and the
Strategic Director - Growth & Development to finalise the detailed arrangements
to establish the structure, in consultation with the Leader, Executive Member for
Housing & Regeneration and the Executive Member for Finance & Human
Resources.

2. Delegate authority to the Deputy Chief Executive and City Treasurer, the City
Solicitor and the Strategic Director - Growth & Development to determine the
most appropriate structure and arrangements for providing any funding to
facilitate the delivery of housing through the Housing Delivery Structure, in
consultation with the Leader, Executive Member for Housing & Regeneration
and the Executive Member for Finance & Human Resources.

3. Note that the business plan and any associated financial matters associated
with the establishment of the structure will be submitted to a future meeting of
the Executive for approval.

4.  Approve an increase to the revenue budget of £1.5m, funded from the Housing
Investment Reserve, to fund the next phase of development work, and delegate
authority to the Deputy Chief Executive and City Treasurer, in consultation with
the Executive Member for Finance & Human Resources, to approve spend
against this budget.

Wards Affected: All
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Environmental Impact Assessment - the impact of the issues addressed in this report
on achieving the zero-carbon target for the city

Development will be net zero carbon in use. Through the procurement structure the
Council will seek to maximise the mitigation of embedded carbon in construction whilst
maintaining a net zero carbon in use position.

There will be a financial consideration for the zero carbon components that will affect
volumes. These will be factored into financial viability assessments.

Manchester Strategy outcomes

Summary of how this report aligns to the OMS

A thriving and sustainable city:
supporting a diverse and
distinctive economy that creates
jobs and opportunities

A successful economy has to be supported by a
vibrant and diverse housing market. The provision
of a multi-tenure, high quality, low carbon range of
housing options will assist the City to attract
investment and provide a housing offer to those
working on lower incomes in the city

A highly skilled city: world class
and home grown talent sustaining
the city’s economic success

A successful jobs and skills market has to be
supported by a vibrant and diverse housing market.
The provision of a multi-tenure, high quality, zero
carbon range of housing options will assist the City
to attract and retain talent.

A progressive and equitable city:
making a positive contribution by
unlocking the potential of our
communities

The scale of development programmes envisaged
will provide much needed affordable
accommodation in the city.

A liveable and low carbon city: a
destination of choice to live, visit,
work

All homes being developed will be expected to
contribute to our zero carbon targets. We will
expect all housing offers developed through the
workstreams in this report to be net zero carbon.

A connected city: world class
infrastructure and connectivity to
drive growth

Housing development makes a direct and influential
impact on infrastructure and growth. By ensuring an
accelerated delivery programme there will be a
stimulus to investment and development.

Financial Consequences

Some setup and project management costs will be incurred to get the project
underway, requiring approval of up to £1.5m to be met from the Investment Reserve.
Once the next phase of development work is completed the capital and revenue
implications of pursuing the proposed structure will be reported to members.

Contact Officers:

Name: Carol Culley
Position:

Telephone: 0161 234 3030
E-mail:

Deputy Chief Executive and City Treasurer

c.culley@manchester.gov.uk
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Name: Kevin Lowry

Position: Interim Director of Housing and Residential Growth
Telephone: 0161 234 4811

E-mail: kevin.lowry@manchester.gov.uk

Name: Fiona Ledden

Position: City Solicitor
Telephone: 0161 234 3030
E-mail: f.ledden@manchester.gov.uk

Background documents (available for public inspection):

Draft Residential Growth Strategy, Executive, 4th November 2015

Housing Affordability in Manchester, Executive, 1st June 2016

Housing Affordability in Manchester, Executive, 14th December 2016

Housing Affordability Plan, Executive, 18th October 2017

Housing Affordability Plan New Products, Executive, 7th March 2018

Delivering Manchester’s Affordable Housing Strategy, Executive, 12th

December 2018

e Delivering Manchester’s Affordable Homes to 2025, Executive, 11th
September 2019

e Delivery of new affordable homes in Manchester, Executive, 25th March 2020
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Introduction

The ‘Our Manchester’ strategy has established a series of high level aims to
secure the 2025 vision for the city, in particular the need to build well
designed, energy efficient, sustainable and affordable homes to rent and buy.
Creating more homes to meet the needs of a growing population and
economy is a significant priority.

The Residential Growth Strategy (2015-2025) sets out the city’s approach to
providing the right mix of housing for all residents. The Strategy now commits
to building 32,000 new homes in Manchester between 2015 and 2025 -
including a minimum of 6,400 new affordable homes.

Despite the impact of COVID-19, Manchester’s residential pipeline remains a
significant part of our delivery programme, providing thousands of new homes
each year for our residents. In 2019/20 4,201 new homes were built (2,869 in
the city centre and 1,332 in the rest of the city). This is on top of the 2,927 built
across the city in 2018/19, bringing the total new homes built over the last five
years (April 2015 to March 2020) to 13,259.

In 2019/20, 480 new affordable homes were built, bringing the total delivered
in the same five year period to 1,514, representing approximately 25% of the
6,400 to 2025 minimum target. In addition to this a further approximately 680
new affordable homes are currently on site and expected to be delivered by
2022/23.

Affordable homes delivery in Manchester: 2015/16 to 2024/25

Over the last 5 years the supply of new affordable housing in Manchester has
increased year on year. However the current scale of delivery remains below
what is needed to meet the city’s Residential Growth Strategy target with only
approximately 4,800 homes planned by 2025. The table below sets out the
affordable pipeline to date and what would have been the expected
development capacity of RPs on existing sites identified for affordable
housing.

Table 1 - Manchester Affordable Pipeline 2015-2025

é\gfgfgle Completions 34 87 34 0 155
é\gfgfg)le Completions 14 156 84 0 254
ggf;?lfgle Completions 20 180 97 0 297
ggfgf’fg'e Completions 56 136 141 5| 338
Affordable Completions 97 27 143 203 470
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Social Affordable |Shared 2

Rent! Rent Ownership Other® {Total
2019-20
Total Affordable
Completions - 2015-16 to 221 586 499 208 1,514
2019-20
Total Under Construction -
2020-21 to 2022-23+ 337 84 220 45/ 686
Total Planned Pipeline-
2020-21 to 2022-23* 919 923 569 197 2,608
Total 1,477 1,593 1,288 450( 4,808

L Including extra care & LD schemes available at social rent

2 Includes all Rent to Buy & Discounted Market Rent schemes

* Includes all schemes where a planning application has been submitted / a site
identified

2.2

2.3

2.4

2.5

The overwhelming majority of these homes have been and are expected to be
delivered through Homes England’s Affordable Home Programme (AHP)
funding. In the March 2020 Budget, the AHP was provided with an additional
£9.5bn, creating a new £12.2bn five-year programme from 2021/22. At the
same time, the Chancellor announced a new £400 million Brownfield Housing
Fund. Work is progressing with Homes England to capture and maximise the
investment opportunities that arise from these additional monies being
allocated to drive forward the creation of new homes.

Over the last five years the affordable housing pipeline has been dominated
by a small number of Registered Provider (RP) partners with Wythenshawe
Community Housing Group (WCHG), One Manchester and Southway
accounting for approximately 70% of total completions since April 2015.
However, over the past 12 months there have been examples of larger scale
RPs showing an appetite for development in the city such as Your Housing
Group have also recently acquired the 44 acre Jackson Brickworks site in
Newton Heath.

With this in mind the City Council is continuing to work with new and existing
RP partners to identify opportunities to help bolster the delivery of affordable
homes. Current indications suggest these have the potential to deliver
approximately 1,000 homes in addition to the circa 4,800 identified in Table 1.
As such, even with this additional capacity, it remains unlikely this will be
enough to meet the Residential Growth Strategy target of a minimum 6,400
new affordable homes by 2025.

The existing delivery platform that we have established with RPs, whereby the
Council uses its land assets alongside land the RPs have acquired in the open
market (working in conjunction with Homes England investment programmes),
remains key to the delivery of new affordable homes in the city. However, all
the forecasting now suggests that this in itself is not enough to meet the
growing demand for affordable housing and importantly will not deliver a
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significant increase in the number of socially rented homes in the city. With
this in mind an additional delivery layer is now required with the capacity to
drive investment and therefore affordable house building, beyond the reliance
and capabilities of the existing local development delivery framework.

COVID-19 and the associated measures implemented by the Government to
limit the spread of the virus has created additional challenges to the property
market in Manchester and the UK. The economic impacts could mean delays
to development and market uncertainties for RPs as they take time to assess
the financial implications of the pandemic. There is likely to be a slowing down
in some aspects of RP development. Many will need to consolidate their
finances and consider their liquidity before committing to further investment.

As part of development of a dynamic and proactive Manchester Economic
Recovery Plan, the Council is committed to sustaining confidence in the
development market by reinforcing our current approaches to new
development to ensure that our existing core messages to investors and
developers (including RPs) remain as strong.

Against this backdrop a new form of Local Delivery Vehicle (LDV), has the
potential to both increase the quantum and rebalance the delivery of
affordable homes at or below Local Housing Allowance (LHA) through a
comprehensive utilisation of Council land assets. This will be funded in part
through a cross subsidy mechanism, derived from the delivery of an
associated pipeline of market housing for sale and rent. Current estimates
indicate the potential for the LDV to deliver approximately 2,000 additional
new affordable, low carbon homes in addition to the homes set to be delivered
by RPs helping the city to meet and exceed the existing 6,400 minimum target
by 2025. We would seek to ring-fence any future returns from the delivery
vehicle to future housing development.

Land Supply

Since the Executive report in March work has been underway to critically
appraise the Council’s existing landholding that could be brought forward for
residential development through this vehicle, as well as maintaining supply to
support the other routes to delivery by RPs as referenced earlier in this
section.

This work remains ongoing, and will be informed to some extent by the nature
of the delivery vehicle and funding route that is proposed. The intention is to
allocate the Council’s assets at a strategic level to the optimum delivery route
at the relevant time.

Work has commenced to identify a tranche of development sites that would be
suitable for inclusion within the model. One of the key critical drivers of this
vehicle will be to bring forward sites for development that would otherwise be
unviable, through a process of cross-subsidy by more profitable
developments. The development must also deliver in-phase and overall
portfolio viability. This will be tested out through the due diligence phase.
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Details on a recommended portfolio of sites will form part of the final Business
Plan to be considered by a future meeting of the Executive.

Review of Housing Delivery Models

As outlined in the March report to Executive there are a number of housing
delivery models operating across the country therefore it was necessary to
review these and decide what the best option would be for Manchester. In
order to undertake the review the following criteria were established as a
checkpoint against the current models:

e Deliver up to 500 new homes per year;

e Provide a mix of affordable and market housing;

e The market housing should be able to cross subsidise the affordable
homes;

e The Council should be able to retain control over the operation and
delivery of the model;

e Allow the Council to invest land and Right to Buy receipts; and

e Have the ability to return a surplus/dividend back to the Council.

A new vehicle could also have the capacity to acquire new or existing homes
within the city.

A number of local authorities have implemented a range of housing delivery
models across the country to facilitate the delivery of all tenure types
appropriate to local needs. These tend to fall within the two categories below:

A Joint Venture Company Arrangement

The Council engages with developers, investors or registered providers to
pursue certain delivery objectives.

The Council enters into a joint venture agreement with a private sector partner
for the purpose of developing sites owned by the Council. This usually takes
the form of a Limited Liability Partnership (LLP) as it may offer tax
transparency to the relevant partners. The Council’s share of the LLP is based
on its land contribution, which may potentially be enhanced further by equity
contributions.

The vehicle is responsible for the development of the site. The funding of the
development is usually sourced from a mix of the private sector partner’s
funds (its equity share) , short term development financing (repayable through
longer term institutional funding) or prudential borrowing.

The private sector partner provides the professional expertise and will lead on
delivering the development. Risk would generally be shared based on the
relative shares in the JV.

An example of this is the Council’s Housing Investment Fund model with
appointment of a development partner (“Matrix Model”) The Council has
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established a joint venture arrangement with a funder, Greater Manchester
Pension Fund and procured one single point of contact for the JV structure to
manage the risk in the delivery of the design and build of the new estates, the
sales and marketing of the sale properties, rental management of the build to
rent properties and overall lease management of the sold properties. This
model delivers mixed tenure market housing, with the returns from market
sales of higher value properties supporting development on more challenging
lower value sites.

Risk and control is shared equally based on relative contributions into the JV
structure.

A Wholly Owned Company with subsidiaries (development and
ownership)

A wholly owned development vehicle is owned 100% by the Council, the
Council assumes the risk and reward of developments and assumes full
control over the development activity. The clear difference between this model
and that described above is based on the level of control that the Wholly
Owned Company possesses.

The Council does not partner with the private sector and therefore in this
scenario will need to identify the level of expertise it requires in the vehicle to
deliver its objectives. Being wholly owned means that the Council may have
more cash flow in the vehicle (through a reduction in developer profit leakage),
in order to facilitate further housing development.

Whilst the company is wholly owned by the Council, there are well established
strategies available through the various contracting arrangements to manage
and mitigate key risks through the design, development and sale or letting
phases.

This option provides for the council to establish a wholly owned company to
carry out a developer role and also take a long term stake in the assets which
are created (affordable rented accommodation, Market rents and possibly
mixed use schemes). The business operates via subsidiaries to allow for the
flexibility to bring on board funding partners and facilitate different types of
development. This creates a flexible platform to separate out the developer
role from that of the ownership role and provides the company with the ability
to establish subsidiaries when they are needed.

As noted above there are a number of models and options which the Council
wishes to evaluate in order to identify the optimum model which will support
and promote a flexible platform to deliver the Council’s housing strategy and
key outcomes, namely:
e Growth - increasing the quantity of housing to ensure the right types of
housing are available in the right places;
e Place - raising the quality and sustainability of our homes and
neighbourhoods; and
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e People - enhancing opportunities to access homes for residents with
raised aspirations and a sense of self-esteem.

The precise nature and form of the legal entity will need to ensure, amongst
other things, that:

e [t will enable maximum flexibility that will allow for further addition of
other partnership arrangements or subsidiaries and third party
investment

e Appropriate governance and risk management arrangements are
established; the financial and tax position is optimised; and.

e It takes account of the most efficient way to develop sites and procure
works and services.

Any delivery structure will deliver its objectives through an agreed business
plan. Any arrangement will need to provide that certain strategic matters would
be reserved matters requiring the approval of the member(s) or the Council in
certain instances.

Under any delivery structure adopted, there will also need to be appropriate
governance arrangements to enable the business(es) to operate flexibly and
without undue shareholder involvement, whilst at the same time being
balanced with the necessary oversight and control to reflect the investment of
public monies and overarching duties of the Council as a local authority.

The Council will prepare a detailed strategic business case and business plan
that covers the objectives of the business, considers the housing delivery
options, identifies shortlisted options, governance arrangements, the
investment, the resources and any other risk which the business may face
(and the significance of those risks) together with the financial and delivery
outcomes to be expected. The business case will be presented to the
Executive for consideration and approval before the delivery structure is
legally established.

Financial implications and potential investment options

The models detailed above provide two key financial outcomes which mean
that it has the potential to create a sustainable housing vehicle. The first is that
through the mixed tenure approach, with the holding company holding both
market rental and affordable housing there is the opportunity to cross-
subsidise. This means that affordable housing development which, in isolation,
may be loss making becomes viable.

The second outcome is that the Council has the opportunity to create a
sustainable base of affordable housing in the city. The model should provide
certainty in respect of the numbers of homes that will remain under
management in the medium to long term, allowing more strategic decision
making in respect of the delivery and funding structures. There is also the
potential to support funding of the affordable housing element of the model
through the Council’s existing right to buy receipts.
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The Council has commissioned high-level financial modelling to support the
development of the vehicle to date, which give some indication of how the
cash flows could work, with a range of assumptions such as build costs,
management arrangements and costs, voids and bad debts, professional fees,
and financing costs.

It is important to note that the models are only indicative at this stage, and a
key element of the next phase of establishing the vehicle will be to undertake
further due diligence, refine and evidence the assumptions on a site-specific
basis, including any site-specific costs.

The modelling has shown that by using Council land and the Government
funding support available, the rental income is sufficient to fund the
management and maintenance of the homes and the capital financing costs
associated with their build.

The modelling also highlights that the vehicle creates long term stable income
streams, assuming that demand, voids, bad debts and maintenance costs
remain stable. This will be attractive to external investors, given the long term
nature of the income streams.

Traditional funding routes, such as the Council borrowing to fund the build of
the homes and using the income streams to pay down the debt and
associated interest, will be considered.

However, there is also the opportunity to examine other funding routes. This
could include a lease based model with a funder, where a funder purchases a
lease over the developed homes, with MCC Holdings making annual indexed
rental payments to the funder for the length of the lease. Such an approach
has the benefit of minimising the Council’s capital exposure through the initial
capital receipt from the lender. At the end of the lease the homes would revert
back to the ownership of MCC Holdings for a nominal (£1) sum.

The intention is to meet with potential funders during the next phase of the
model’s development to establish in further detail the risks and costs of such
funding routes. It will also be important to determine market sentiment to
partake in such structures in light of the prevailing economic conditions at the
relevant time. These will be reviewed alongside the financial models
referenced above, and will form part of the final business plan.

A key part of these discussions will be what the investor appetite is regarding
funding the development period of the homes. Depending on the risk profile
associated with the contractual arrangements such a funding structure may be
more expensive than if the Council provides the initial financial support, if it
passes significant/all construction risk through to the third party funder.

Further financial modelling and legal advice will also be required regarding tax,
specifically SDLT, VAT and corporation tax, to ensure that the tax
requirements of the final structure of the vehicle are fully understood.

Risks and mitigations
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The wholly owned company structure, would fundamentally mean that the
Council takes all the risk involved in the development and management of the
sites and homes. There are well established contractual arrangements that
can be employed to mitigate and move elements of this risk to funders,
contractors or managing agents. This risk transfer would manifest through
increased funding or construction costs, or higher management fees.

There are a number of risks associated with this type of direct development
approach and in general to the provision of newbuild affordable homes due to
COVID-19 and the recession. Although not an exhaustive list these are
centred around:

e The impact on the construction industry and its supply chain in terms of
deliverability and increased cost

e The investment market and its appetite to enter into new long term
funding arrangements

e Restricted lending on affordable home ownership products such as
shared ownership

The recovery in the housing market after the 2007/2008 recession was heavily
supported by the public sector in terms of funding and delivery. The first-
movers back into building new homes were Registered Providers constructing
affordable homes. It is likely that there will be an increased demand for
affordable housing, and particularly social housing, as the consequential
recession impacts on the residents of Manchester.

Through the next phase of the due diligence a detailed construction and
funding-led risk analysis will be undertaken to support the final proposed
structure and business plan. Scenario testing of the relevant options will be
key to ensuring the optimal delivery structure and mitigation strategies
required to provide the necessary comfort to move to the delivery stage.

Next Actions

Subject to approval by the Executive and not encountering any major issues
the detailed development of the Local Delivery Vehicle will follow:

Initially the detailed due diligence and robust financial modelling will be
undertaken which will result in a final business case being presented to the
Executive, which will outline in detail the proposed delivery structure and seek
approval to the funding required to set up and deliver the first phase of new
homes. In addition the business case will consider specific sites that can be
included in the delivery vehicle programme. In order to achieve this stage it will
be necessary to engage with the investment and funding markets and to
appoint a professional team to support council officers, for example, KPMG
have been appointed to provide independent tax advice.

Following ratification of the proposed delivery structure the next phase is the
drafting of requisite legal documentation to support the creation of the
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corporate structure. Appropriate corporate governance will be instituted which
will facilitate the commencement of the procurement of the relevant delivery
partners.

Assuming that there are no challenges to the procurement and an early works
arrangement is put in place at an early stage to secure planning permission for
the sites.

The work conducted since March will allow progression to the next phase and
appoint the advisors to assist developing the detailed model. It is requested
that £1.5m be allocated from the Housing Investment Reserve to fund the
detailed development activities.

Conclusion

The establishment of a Local Delivery Vehicle for the delivery of new homes in
Manchester will be an intrinsic part of the City’s economic recovery. It will be
more important than ever for the council to lead the recovery of the
Manchester housing market and out of the recession.

A new wholly owned delivery vehicle will increase delivery capacity for new
homes, at a time when major housebuilders may be reticent to bring forward
large volumes of for sale property. Creating a long term stable investment
proposition will provide confidence and certainty for the wider Manchester
market. The scalability and long term ambitions of the Council proposition will
allow suppliers and those in the supply chain to make confident long term
decisions to invest and innovate both in respect of social value outcomes and
technology to support the low carbon objectives of the Council.

Contributing to a Zero-Carbon City

Development will be net zero carbon in use. Through the procurement
structure the Council will seek to maximise the mitigation of embedded carbon
in construction whilst maintaining a net zero carbon in use position. There will
be a financial consideration for the zero carbon components that will affect
volumes. These will be factored into financial viability assessments.
Contributing to the Our Manchester Strategy

(a) A thriving and sustainable city

A successful economy has to be supported by a vibrant and diverse housing
market. The provision of a multi-tenure, high quality, low carbon range of
housing options will assist the City to attract investment.

(b) A highly skilled city

A successful jobs and skills market has to be supported by a vibrant and
diverse housing market. The provision of a multi-tenure, high quality, zero
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carbon range of housing options will assist the City to attract and retain high
quality local and imported talent. .

(c) A progressive and equitable city

The scale of development programmes envisaged will provide much needed
affordable accommodation in the city.

(d) A liveable and low carbon city

All homes being developed will be expected to contribute to our zero carbon
targets. We will expect all housing offers developed through the workstreams
in this report to be net zero carbon.

(e) A connected city

Housing development makes a direct and influential impact on infrastructure
and growth. By ensuring an accelerated delivery programme there will be a
stimulus to investment and development.

Key Policies and Considerations

(a) Equal Opportunities

None at this stage

(b) Risk Management

As outlined in the report.

(c) Legal Considerations

The Council is considering options for the creation of a Local Housing
Development Structure that will provide direct delivery options utilising Council
land assets. The Council has wide powers for the delivery of housing. The
proposed Housing Delivery Model aligns with the Council's objectives and
aspirations. In developing and finalising a housing delivery model the

Council’s legal team will ensure it aligns with all legal and regulatory
requirements.
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