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Inverclyde

council
AGENDA ITEM NO: 17
Report To: Education & Communities Date: 1 November 2016
Committee
Report By: Corporate Director Education, Report No: EDUCOM/61/16/EM

Communities & Organisational
Development and Chief
Financial Officer

Contact Officer: Eddie Montgomery Contact No: 01475 712472
Subject: Review of School Estate Funding Model 2016
PURPOSE

The purpose of the report is to update the Committee on the current position of the
School Estate Funding Model and seek approval of the revised model.

SUMMARY

The Education and Lifelong Learning Committee at its meeting of 18 June 2008 approved
a revision of the School Estate Management Plan (SEMP). One of the recommendations
of that report was that the Plan and Funding Model would be reviewed annually and
reported to Committee. This report provides Committee with the 2016 review.

The 2015 review of the SEMP was reported to the November Education and
Communities Committee. Since the model was approved in November 2015 the following
progress has been achieved:

e The new build St Patrick’s Primary School project which commenced on site in
August 2015 is progressing to completion in November 2016.

e The refurbishment of Kilmacolm Primary School commenced on site in October
2015 and was certified complete in late September with the school transfer on
programme to complete in October 2016.

¢ The substantial investment in Multi-Use Games Areas (MUGASs) and upgrading of
blaes pitches has been taken forward and completed across the estate.

Further detail of current project work is included in the Capital Report also being
presented to this Committee.

This report summarises the internal and external factors which affect the Plan and
outlines the methodology used to review the financial model. A revised model is attached
as Appendices 1(a)-(c).

Overall the SEMP remains affordable with a financial completion of 2022/23 and with all
major projects completed by 2020. The overall position is significantly improved upon the
October 2015 review which reported all major projects complete by 2025/26 with
Financial Completion by 2029 and is the result of the allocation of extra resources as part
of the March 2016 Budget.

RECOMMENDATIONS

That the Committee approve the revised Funding Model and the associated
changes/revisions highlighted in sections 4.0 and 5.0.



3.2 That the Committee note that financial implications of the revised model will be built into
the Council’s revised Financial Strategy due to be presented to the Council in December.

Wilma Bain Alan Puckrin

Corporate Director Chief Financial Officer
Education, Communities &

Organisational
Development
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REVIEW OF THE MODEL — EXTERNAL FACTORS

Inflation

At the time of the last review of inflation in October 2015 the Building Cost Information
Service view was that tender prices would rise as contractors started to cope with rising
workload and a predicted recovery in new work output.

The BCIS September 2016 Public Sector newsletter noted that tender prices remained
unchanged in the 1* quarter 2016 compared with the final quarter of 2015, but had risen
by almost 2% compared with the same quarter in 2015. It also noted that this slight
slowdown could be the result of contractors coming to terms with the increase in
workload, combined with slower rates of input cost increases. However, following the EU
Referendum, tender prices are expected to begin to fall in the second half of 2016, as
contractors react to the marginal growth in new work output predicted for 2016, and
potentially falling output over the following two years (It should be noted however that this
is based on a very small sample of data received for 1st quarter 2016, therefore the index
for this quarter may vary more than is usually expected as the sample grows. It should
also be noted that historically tender prices in the West of Scotland have not aligned with
BCIS forecasts).

The previously published forecast was based on the UK remaining in the European
Union, but there is a consensus that the uncertainty created by the leave vote will lead to
a slowdown. The length and depth of that slowdown will depend on various political
decisions, any of which are equally possible. The BCIS has therefore produced forecasts
based on three scenarios which reflect the different political outcomes from the exit
negotiations from the EU and are equally likely:

e an 'upside’ scenario based on the assumption that we will remain in the
European free trade area with freedom of movement of labour.

e a 'downside' scenario based on the assumption that we do not have
favourable access to the European Union market and there are restrictions on
the movement of labour.

e a 'central' scenario based on some restrictions to trade but a largely
unchanged access to labour.

The terms 'central’, 'upside’ and 'downside’ reflect the impact of the scenarios on
construction demand.

As a result of the decision to accelerate the School Estate Management Plan there is a
greater number of projects than normal currently in the development / pre-construction
phase. An update on the progress and current cost estimates for a humber of these
projects is included in section 5.4 of this report and these reflect the current market
position / projections. Beyond those projects, only a single major refurbishment project
and one extension project remain to be progressed. There is no change proposed to the
inflation allowances within the model at the 2016 review.

Capital Receipts

As part of the Financial Strategy the Council agreed that all SEMP receipts would be put
in the Capital Fund and the SEMP would receive £9.025 m of Prudential Borrowing to
compensate. As a result the amount & timing of capital receipts is no longer a factor in
the SEMP Funding model. The 2016 model remains unchanged from this position.

Scottish Government - Scotland’s Schools for the Future Programme (SSFF)
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Previous reviews of the model included the following amounts in respect of projected
project specific grant income:

e £5.014 million in connection with the Scotland’s Schools for the Future Phase 2
grant award for Craigmarloch School within the new Port Glasgow Community
Campus (unchanged from 2014 model).

e £3.423 million in connection with the Scotland’s Schools for the Future Phase 3
grant award for St Patrick’'s Primary School (updated for confirmed position in
2015 model).

e £1.000 million allowance in connection with the anticipated Scotland’s Schools for
the Future Phase 4 grant award for Kilmacolm Primary School (nho figures
confirmed at the time of preparing the 2015 model).

The October 2016 model has been updated to reflect the following position regarding
projected project specific grant income:

e Kilmacolm PS grant allowance increased to £2.135 million. This reflects the
confirmed funding position from the SFT as at 9" March 2016.

Scottish Government — Children and Young People Act / Free School Meals Grants

The Scottish Government has allocated Capital funding in connection with the
implementation of the Children and Young People (Scotland) Act 2014 and the
commitment to a minimum provision of early learning and childcare. The 2015 model
included £2.056 million in respect of capital grant received for 2014/15 and 2015/16. No
further funding has been received in connection with this and therefore the 2016 model
remains unchanged from this position.

It should be noted that the current scope of the works across the Early Years Estate does
not include / address the Scottish Government proposals to increase the level of
entitlement to free Early Learning and Childcare to 1140 hours per year by 2020. Officers
are currently participating in Scottish Futures Trust led feasibility and capacity studies
ahead of formal guidance being issued and funding support confirmation.

The Scottish Government also allocated limited capital funding in connection with
providing free school meals to every Primary 1-3 pupil which came into effect on 5"
January 2015. Inverclyde’s capital allocation for 2015/16 was £60K which was included in
the 2015 model and the 2016 model remains unchanged.

Scottish Government Capital Grant

The October 2013 review identified that continuing low interest rates allowed the Chief
Financial Officer to reduce the cost of Loan Charges charged to the SEMP by
approximately £450,000 per year from 2014/15 and thus freeing up resources for
Prudential Borrowing. This allowed a £500k annual reduction in the £4.8 million capital
allocation within the model to £4.3 million a year from financial year 2015/16. The 2016
model remains unchanged from this position until 2021. After this point in time, due to the
acceleration of the programme, there is a reduced requirement for Capital Grant until at
least 2028.

REVIEW OF THE MODEL — INTERNAL FACTORS
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Overview

There have been a number of changes since the October 2015 review. Changes are
categorised as:

e reviewing / adjusting existing information to reflect changes in circumstances and
additional information becoming available.

e updating for additional expenditure and/or changes to the scope of current /
recently completed projects.

e updating for cost estimate / projections for projects in the development stage.

These adjustment headings are described in more detail below.

General Updating of Model

The Capital model has been brought up to date to reflect actual expenditure over the past
year (2015/16).

Current Committed Project Cost Plan Adjustments

There have been a number of changes affecting cost plans for current / recently
completed projects which have been reported to Committee over the course of the year:

Current / Completed Projects

e St John’s PS Refurbishment & Extension — January 2016 Committee approved
the allocation of SEMP lifecycle budget to address essential repairs to the existing
Glen Avenue retaining wall.

o Ardgowan PS Refurbishment & Extension — May 2016 Committee approved the
allocation of Capital programme contingency in connection with the agreement of
the final account for the project.

¢ Kilmacolm PS Refurbishment — September 2016 Committee approved the
allocation of SEMP lifecycle budget to address a change to scope of the works to
include essential underground drainage repairs and playground resurfacing.

It should be noted that, as with all construction contracts, there remains a risk of cost
increases until project completion is achieved and/or final account negotiations are
concluded.

Projects in Development / Accelerated SEMP Projects

A report on options for the acceleration of the remaining projects within the School Estate
Management Plan and works required across the Early Years Estate was submitted to
the January 2016 Committee and subsequently remitted to the 2016 budget setting
process. The budget set on 10" March 2016 confirmed funding and support for the
accelerated proposals which will see the programme completed by 2020. The updates
below highlight areas of change within projects under development requiring revision of
the cost allowances within the model agreed at the January 2016 Committee:

Moorfoot Primary School Refurbishment

The Moorfoot PS project is being procured through hub West Scotland with the project
now concluded hub Stage 1 which involves the development of the design proposals to
outline stage and hub Stage 2 underway. As part of the early design development a
number of surveys were undertaken including opening up and inspection of the
structures. The current projected cost of the project has increased from £4.647m to
£5.147m, the following contributory factors should be noted:

¢ Building requires 100% re-roofing including introduction of rooflights for natural
daylighting and ventilation (including renewal of first floor roof structure as part of
proposed remodelling).



e Existing structure requires some remedial works to provide the necessary
extended life and underground drainage requires multiple repairs.

¢ Remodelling to address current operational issues / relocation of Nursery Class
and Garvel Deaf Centre.

e Significant remodelling and reduction of levels of administration block and main
entrance to address equality / DDA issues.

¢ Reconfiguration of car parking to address current operational issues.

¢ Not all areas previously addressed via refurbishment able to be retained / re-used
i.e. some inherent inefficiency associated with earlier partial refurbishment which
was funded from the original capital allowance.

The proposed scope of works above reflects the recommendations to address core
condition and suitability issues of the existing building. Appendix 2(a) includes an
overview / summary of the developed project proposals.

Lady Alice Primary School Refurbishment

The Lady Alice PS project is being progressed via the Council’'s Technical Services
section with the project now concluded RIBA Stage 2 which involves the development of
the design proposals to outline stage and with detail design commenced. As part of the
early design development a number of surveys were undertaken including opening up
and inspection of the structures. The current projected cost of the project has increased
from £3.206m to £3.806m, the following contributory factors should be noted:

¢ Building requires 100% re-roofing of the existing slate pitched roofs including
renewal of all eaves, soffits and drainage systems.

o Remodelling and partial extension to address current operational / Equality (DDA)
issues in connection with the main entrance to the school which is adjacent to a
busy trunk road and which has significant level / access issues.

o Extension to address the lack of dedicated dining space / second activity space
(school currently has single space for gym/assembly/dining).

¢ Not all areas previously addressed via refurbishment able to be retained / re-used
i.e. some inherent inefficiency associated with earlier partial refurbishment which
was funded from the original capital allowance.

The proposed scope of works above reflects the recommendations to address core
condition and suitability issues of the existing building. Appendix 2(b) includes an
overview / summary of the developed project proposals.

Bluebird Family Centre Refurbishment

The Bluebird Family Centre project is being progressed via the Council’s Technical
Services section with the project now approaching tender issue stage. The Committee
has previously been advised of the pre-contract delay on the project which was partly due
to the relative complexity of remodelling the existing building to address current suitability
issues, and addressing significant level issues around the existing building. The projected
cost of the capital project has increased by circa £175k (mainly due to the issues above)
however the decant strategy for the project has led to savings within the one-off costs
which substantially offset the capital increase.

New West End of Greenock Early Years Facility

The proposed new facility to replace the existing Kelly Street Children’s Centre and
Nursery within St Mary’s PS is being procured through hub West Scotland with the
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project approaching end of hub Stage 1 (development of the design proposals to outline
stage). The issues with the proposed site in connection with the demolition have delayed
the completion of survey and investigation works for the project. However, topographical,
ecological and services surveys have now been completed with ground investigation
imminent. Although the building itself is smaller scale and relatively straightforward the
projected costs have increased in connection with site specific abnormals from £2.389m
to £2.589m. The topographical information indicates that the top third of the former
Greenock Academy site has a significant level difference from South to North (some 6
metres) with the optimum site solution being to import some 4,400m3 of material to
create a suitable development platform and avoid even higher potential costs in
connection with retention / retaining structures. The creation of a new vehicle access
point is required as the existing is not within the top third of the site and this requires
lowering of utility services which run in the existing Madeira Street footway. Available
drainage connections for the top third of the site are also more distant than would be
preferred / expected.

Review of One-Off Costs

Appendix 1(b) shows the one-off revenue costs associated with the SEMP. Generally
these are the costs associated with decanting schools to temporary accommodation and
transfer to their new or refurbished school i.e. pupil transport to decant schools and the
cost of maintaining and securing empty buildings. Schools also accumulate significant
amounts of unwanted resources and the cost of disposing of these is included in the one-
off revenue costs.

A review of the one-off costs has been carried out and there have been some changes as
noted below to reflect the decisions taken over the last year and developments in
connection with approach to major projects:

e Early Years Establishment Refurbishment / New Build - allowance for decant of
Bluebird Family Centre reduced to reflect internal decant in lieu of transport costs
previously allowed.

e Moorfoot PS — allowance for temporary modular accommodation for Nursery
updated to reflect actual tender returns.

e Lady Alice PS — allowance for temporary modular accommodation for Nursery
updated to reflect actual tender returns.

¢ Review of the available contingency.

Review of Savings

The available savings were reviewed against the 2015/16 actual expenditure and latest
projected expenditure for 2016/17. The 2016 model remains unchanged from this review.
It should be noted that there are no further operational savings projected until the decant
facility at the former Sacred Heart Primary School is scheduled to be partially demolished
in 2020.The Committee are advised that a review of potential savings in the PPP contract
has been undertaken and following approval by the Policy & Strategy Committee these
opportunities are being progressed by officers and their advisors.

Loan Charges

As noted in the October 2013 review the Chief Financial Officer was able to reduce the
cost of Loan Charges charged to the SEMP by approximately £450,000 per year from
2014/15. The 2015 model also included an updated Loan Charges position reflecting a
further saving of £200,000 approved by the Policy & Resources Committee of 22
September 2015. The 2016 model reflects the increase in loans charges required to
accelerate the Primary Schools programme plus the investment in Early Years. This
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increased the loans charge by £910,000 by 2021.
IMPLICATIONS
Finance

Summary

The model remains affordable. The earmarked reserve summary (Appendix 1(c)) shows
there is a positive balance carried forward each year with a maximum balance of £5.701
million in 2015/16 and a minimum balance of £1.554 million in 2020/21

Capital Costs and Grant Funding

There has been some significant change in projected capital costs of the projects in
development outlined in 5.4 above. This however has been offset by the following:

Increased grant income +£1.135m (in connection with the Kilmacolm PS project).
o Re-allocation of £200k of uncommitted 2016/17 lifecycle funding (to address
significant elemental improvements in the projects noted in 5.4).
e Reduction in projected outturn of One-Off Costs in connection with projects as
outlined in 5.5 above.

It should be noted however that there remains a risk that projects could be delayed either
pre-tender or on site and, although a reasonable gap has been maintained between each
use of decant facilities, project over runs could impact the timelines for the remaining
projects.

Cashflow
Both the capital and overall models need to be in surplus for the Council to claim the
SEMP is financially deliverable. The October 2016 model shows this to be the case in a

significantly reduced timescale from that previously reported.

Financial Risks

The School Estate Management Plan has progressed to a stage where the planned
rationalisation of the estate is complete with a relatively small number of major projects
yet to be taken forward to address the remaining assets requiring significant investment.
The financial risks associated with completion of the project are summarised below;

e Qut-turn Construction Costs - Risk (as with all construction projects) that final
costs will exceed project budgets, particularly in refurbishment projects.

e Tender Price Inflation - Risk of future tender prices rising faster than industry
forecasts / model allowances.

e Project delays/over-runs — The risk that the timelines assumed in the model are
impacted with potential knock-on inflation impact for future projects.

e Legislation - The risk of future changes in legislation e.g. building standards
becoming increasingly onerus particularly in respect of upgrading existing
buildings. Currently sprinkler systems are mandatory for new build projects and
are recommended for refurbishment projects with significant extensions. The
remaining refurbishment projects within the model do not include allowances for
sprinkler installations.

e Capital Grant - It should also be noted that future reduction in the government
capital grant remains a significant risk to the programme although this has been
partly addressed by the reductions noted in 4.4.

Legal
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There are no legal issues.

Human Resources

There are no human resources issues.
Equalities

Has an Equality Impact Assessment been carried out?

YES (see attached appendix)

NO - This report does not introduce a new policy, function or strategy
X | or recommend a change to an existing policy, function or strategy.
Therefore, no Equality Impact Assessment is required. See below.

Individual projects consider DDA issues as part of the development of the detailed
designs and Building Standards approval (where required). There are no equalities
issues.

Repopulation

The School Estate Strategy has been and continues to be one of the Council’s key areas
of investment in support of the aim of repopulating and promoting Inverclyde as the place
of choice to live, work and spend leisure time. The significant investment in the School
Estate is not only a catalyst for regeneration but also contributes towards improving
Inverclyde for the people who live here and assists in attracting people to relocate and
settle here, knowing their children will receive a first class education in the best possible
school accommodation.

CONSULTATION

There are no direct staffing implications in respect of the report and as such the Head of
Organisational Development, HR and Communications has not been consulted.

There are no legal issues arising from the content of this report and as such the Head of
Legal and Property Services has not been consulted.

LIST OF BACKGROUND PAPERS

Project Cost Plans

Cashflows (Capital & Revenue)

Calculation of Maintenance Costs

Sports Pitch Lifecycle Model

Building Cost Information Service (BCIS) Public Sector Newsletter (September 2016)
School Estate Management Plan Risk Register (Revision 24 September 2016)
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