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CAPITAL STRATEGY

PROGRAMME DEVELOPMENT AND IMPLEMENTATION
MWDA’s CAPITAL PROGRAMME DEVELOPMENT AND IMPLEMENTATION  

How are the Authority’s Capital Projects identified?
The Authority’s Capital Projects are initially identified by relevant Section Managers through consideration of:

· Corporate and Performance Plan and Service Plans

· JMWMS

· Environmental/Statutory Obligations

· Availability of external funding

· Any reviews, inspections or audits

· Whole life assessments of the condition, sufficiency and suitability of premises and survey needs assessments

The outcomes of the above form the basis of the Corporate Asset Strategy. 

Specific programmes and projects emanating from the strategy are then identified and generally fall into five main areas:


Acquisitions – Land and Buildings


Disposals

· New Facility Investment

· Improvements to Existing Facilities


Environmental / Statutory Obligations

What are the current programmes which will allow the above requirements to be met?
· Acquisitions
Land: Possible sites for Authority use have been identified. A selection criteria has been established which identifies a priority order for potential site acquisition. This is an approved criteria based screening methodology which can be found in (X: drive) Sites database file.
Buildings: Generally acquisitions will take place as the needs arise through the requirements identified within the Corporate and Performance Plan.

· Disposals

A list of disposals is to be compiled and identified for a rolling three year period.

· New Facility Investment

The Authority’s new facility investment programme will be compiled taking account of its advance procurement strategy; its waste management and recycling contracts; and its resource recovery contract as appropriate.
· Improvements to Existing Facilities

A survey needs assessment of existing facilities has been completed which identifies the need for improvements taking into account current site layout and performance, and the provision of existing or proposed facilities across Merseyside.

· Environmental / Statutory Obligations

An investment programme to deal with the Authority’s environmental and statutory responsibilities will be compiled for a three-year rolling period by reference to its existing legal and statutory obligations.

How do projects gain access to the Authority’s Capital Programme?

The Authority sets a three-year rolling capital programme. 

Standard capital proposal forms (see Appendix A for details) are required to be completed at the relevant stage and submitted to the Corporate Assets Group, which comprises the Assistant Director (Operations); Business Support Manager; Waste Facilities Manager; and the Member for Procurement, for assessment. The forms are broken down into six sections in accordance with the development of business cases as follows:

1. Project Details

2. Strategic Fit

3. Affordability

4. Options Appraisal

5. Achievability

6. Commercial Aspects

Each potential project is assessed in relation to the above and particularly to ensure it meets the Corporate Asset Strategy.

The Corporate Assets Group will meet in November of each year to consider projects at aspirational stage. This is when projects are selected and the expenditure relating to them are included in the annual budget setting report prepared by the Chief Finance Officer and approved by the Authority. The Group will meet again in the following April to consider projects seeking inclusion in the Capital Programme.

What options are available for capital investment and what is the criteria for their use?

The Authority will consider funding its capital programme by: 

· Private Finance

· Prudential Borrowing

· Capital Receipts

· Capital Grants (DEFRA etc)

· Revenue funding

Private Finance

The Authority will assess the use of private finance by establishing a value for money case for its use.

Prudential Borrowing
The Authority will compile a set of prudential indicators to assess all factors including affordability before use of this funding stream.

Capital Receipts
The Authority will determine whether to use capital receipts after considering investment opportunities, debt repayment, and capital financing.

Capital Grants 

The Authority will explore all opportunities as to the availability of Capital Grants to support projects and alleviate some of the financial burden on the Authority.

Revenue Funding

The Authority could possibly consider making a contribution from its Revenue Budget to finance a capital project if circumstances arose which have financial benefits.

What methodology does the Authority have in place for appraising the options in relation to capital proposals?

Evidence that appropriate options have been considered must be provided as part of the capital proposal forms. The option appraisal process is incorporated within the proposal forms included in Appendix A. General guidance on carrying out an option appraisal is provided in Appendix C 

Outline option appraisals are required for all projects at aspirational stage (Appendix A Form 1). Detailed appraisals (Appendix A Form 2) are required for all projects seeking inclusion in the capital programme. Form(s) 1a and 2a are required to be completed for each of the options considered to assist in arriving at the preferred option.

All construction projects are routinely challenged at feasibility stage by the Corporate Assets Group.

How does the Authority consider Whole Life Value in Asset Management?
In seeking capital investment and considering available options it must be demonstrated that an assessment of the whole life value of all proposals has been undertaken. The whole life value of an asset represents the optimum balance of stakeholders’ aspirations, needs and requirements and whole life costs. 

Whole life value shall be considered at all stages of strategy/project development, particularly at the earliest possible stage ie when the business case for investment is being prepared and examined. It is at this stage that the potential for value improvement and cost reduction is highest and when there is greater scope to ensure that project objectives are aligned with the interests of all stakeholders.

How does the Authority prioritise between different projects?

The Authority will prioritise its projects when expenditure exceeds that which is available in any year by using the Capital Investment Scoring Criteria as shown in Appendix B. 

The aspirational programme is incorporated within the annual budget setting report prepared by the Chief Finance Officer and approved by the Authority. The final capital programme, based on the expenditure identified in the aspirational capital programme, is then approved by the Authority.

What output/outcome targets have been set for the programmes set out above?

Specific targets are set down in the capital proposal forms (Appendix A) and the developed business case for individual projects.
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CAPITAL PROPOSAL FORM 1
Notification of Aspirational Project – Preferred option

PROJECT DETAILS

	Name of Project: 

	Project Manager:

	Brief Description of Proposed Project:


STRATEGIC FIT
	How has the need been identified?

	Describe the current arrangement (s) and how the project will improve service provision:

	What will be the success criteria for the project?

	Who are the Key Stakeholders in the Project?


AFFORDABILITY
	Estimated capital costs of the project:

	List the potential sources of funds and amounts that are available to deliver the project:

	Identify any revenue costs/savings: 

	Describe and quantify an efficiency savings and related service improvements:


OPTIONS APPRAISAL
	What other options were considered? (complete Form 1A for each)

	Why was this chosen as the preferred option?

	Describe how whole life assessments have informed your choice:

	What will be the impact on the Authority of a “do nothing” option?


ACHIEVABILITY
	What are the main stages of the project and the estimated completion dates for each stage:

	What risks might affect project delivery?


COMMERCIAL ASPECTS
	How is the project likely to be procured? 


Approval:

Assistant Director…………………………………….
Business Support Manager……………………………

Waste Facilities Manager……………………………
Executive Member………………………………………
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CAPITAL PROPOSAL FORM 1A
Aspirational Project –  option APPRAISAL FORM

PROJECT DETAILS

	Name of Project: 

	Project Manager:

	Brief Description of Proposed Project:


	List of Other Options Considered in order of preference:

	

	


STRATEGIC FIT
	How has the need been identified

	How will this option improve service provision?

	What will be the success criteria for the project?

	How far will this option achieve the success criteria?


AFFORDABILITY
	Estimated capital costs of this option

	List the potential sources of funds and amounts that are available to deliver this option

	Identify potential revenue costs/savings for this option

	Describe and quantify any efficiency savings and related service improvements relating to this option

	Describe and quantify any whole life issues considered in this option


ACHIEVABILITY
	What are the main stages of the project and the estimated completion dates for each stage

	How is this option likely to perform in respect of achieving these critical dates?

	What risks are associated with this option which might affect project delivery?


COMMERCIAL ASPECTS
	What procurement options are available for this option?
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REQUEST FOR INCLUSION IN CAPITAL PROGRAMME – Preferred option

PROJECT DETAILS

	Name of Project: 

	Project Manager:

	Brief Description of Proposed Project:


STRATEGIC FIT
	How has the need been identified?

	Describe the current arrangement (s) and how the project will improve service provision

	Define the critical success criteria for the project?

	How will success be measured ie what are the SMART objectives

	What are the Performance Indicators that will be improved on completion of the project

	What is likely to be the extent of the improvement?

	Who are the Key Stakeholders in the Project?

	Describe their roles and commitment to the Project?

	Who has been consulted on the project?

	What are the main strategic risks to the Authority’s business through undertaking this project?


OPTIONS APPRAISAL
	What other options were considered? Completed Form 2A for each

	Why was this chosen as the preferred option?

	Describe how whole life assessments have informed your choice


ACHIEVABILITY
	What are the main stages of the project and the estimated completion dates for each stage

	What will be the project organisation structure?

	What risks might affect project delivery and how are they to be controlled?


COMMERCIAL ASPECTS
	How is the project likely to be procured?

	How will this comply with the Corporate Procurement Strategy






















CAPITAL PROPOSAL FORM 2


AFFORDABILITY

2007/08


200/09


2009/10

	
	Future Years
	Total

	
	£000s
	£000s
	£000s
	£000s
	£000s
	£000s

	CAPITAL

EXPENDITURE
	
	
	
	
	
	

	Construction/

Infrastructure
	
	
	
	
	
	

	Plant/Equipment
	
	
	
	
	
	

	Fees
	
	
	
	
	
	

	Other (Please Specify)
	
	
	
	
	
	

	Acquisition
	
	
	
	
	
	

	Total
	
	
	
	
	
	

	
	
	
	
	
	
	

	CAPITAL

FUNDING
	
	
	
	
	
	

	Capital Receipts
	
	
	
	
	
	

	Revenue Contribution
	
	
	
	
	
	

	Capital Grant (Please Specify)
	
	
	
	
	
	

	Unsupported Borrowing (Prudential Code)
	
	
	
	
	
	

	Other (Please Specify)
	
	
	
	
	
	

	Total
	
	
	
	
	
	


IMPLICATIONS
	
	
	
	
	
	
	


Ongoing Revenue Costs

	
	
	
	
	
	
	

	Operational running costs
	
	
	
	
	
	

	Maintenance costs not included in above operational costs
	
	
	
	
	
	

	Other costs (please specify) eg. Insurance, financial contributions etc
	
	
	
	
	
	


Borrowing Costs

	
	
	
	
	
	
	

	Sub-Total
	
	
	
	
	
	


Potential Revenue Savings
	
	
	
	
	
	
	

	Less: Potential Revenue savings 
	
	
	
	
	
	


Saving

	
	
	
	
	
	
	


	Describe details of any potential revenue savings
	(please specify) eg. Landfill tax, LATS etc

	Describe and quantify any efficiency savings and related service improvements
	


Approval:

Assistant Director…………………………………….
Business Support Manager……………………………

Waste Facilities Manager……………………………
Executive Member………………………………………
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CAPITAL Project –  option APPRAISAL FORM

PROJECT DETAILS

	Name of Project: 

	Project Manager:

	Brief Description of Proposed Project:


	List of Other Options Considered in order of preference:

	

	


STRATEGIC FIT
	How will this option improve service provision?

	Define the critical success criteria for the project?

	How will success be measured ie what are the SMART objectives

	What are the Performance Indicators that will be improved on completion of the project

	What is likely to be the extent of the improvement with this option?


ACHIEVABILITY
	What are the main stages of the project and the required completion dates for each stage

	How will this option deliver the above?

	What risks might affect project delivery if this option was chosen and how would they to be controlled?


COMMERCIAL ASPECTS
	What procurement options are available for this option?

	How will this comply with the Corporate Procurement Strategy


CAPITAL PROPOSAL FORM 2A

AFFORDABILITY


2006/07


2007/08


2008/09


2009/10

	

	
	
	£000s
	£000s
	£000s
	£000s
	£000s

	CAPITAL

EXPENDITURE
	
	
	
	
	
	

	Construction/

Infrastructure
	
	
	
	
	
	

	Plant/Equipment
	
	
	
	
	
	

	Fees
	
	
	
	
	
	

	Other (Please Specify)
	
	
	
	
	
	

	Acquisition
	
	
	
	
	
	

	Total
	
	
	
	
	
	

	
	
	
	
	
	
	

	CAPITAL

FUNDING
	
	
	
	
	
	

	Capital Receipts
	
	
	
	
	
	

	Revenue Contribution
	
	
	
	
	
	

	Capital Grant (Please Specify)
	
	
	
	
	
	

	Unsupported Borrowing (Prudential Code)
	
	
	
	
	
	

	Other (Please Specify)
	
	
	
	
	
	


	
	
	
	
	
	
	


IMPLICATIONS
	
	
	
	
	
	
	


Ongoing Revenue Costs

	
	
	
	
	
	
	

	Operational running costs
	
	
	
	
	
	

	Maintenance costs not included in above operational costs
	
	
	
	
	
	

	Other costs (please specify) eg. Insurance, financial contributions etc
	
	
	
	
	
	


Borrowing Costs

	
	
	
	
	
	
	

	Sub-Total
	
	
	
	
	
	


Potential Revenue Savings
	
	
	
	
	
	
	

	Less: Potential Revenue savings 
	
	
	
	
	
	


Saving

	
	
	
	
	
	
	


	Describe details of any potential revenue savings
	(please specify) eg. Landfill tax, LATS etc

	Describe and quantify any efficiency savings and related service improvements
	

	Describe and quantify any whole life issues considered in this option
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PRIORITISATION – SCORING CRITERIA
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Capital Investment Prioritisation

Scoring Criteria
Impact of Project
1. None

2. Minimal

3. Reasonable

4. Significant

5. Very Significant

	Criteria
	Max Score


Score 1-5, multiply score by 3

	
	15


Score 1-5, multiply score by 3

	
	15


Score 1-5, multiply score by 2
	
	10


Score 1-5

	
	5


Score 1-5, multiply score by 3

	
	15


Score 1-5

	
	5


Score 1-5, multiply score by 2

	
	10


Score 1-5, multiply score by 2

	
	10

	The extent to which the project delivers efficiency savings
Score 1-5, multiply score by 2
	10


Score 1-5

	
	5

	Maximum score available
	100
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OPTION APPRAISAL - FINDING THE BEST SOLUTION THE WHAT, WHY, WHEN AND HOW
A Guide to Option Appraisal in the Context of Asset Management Planning and
Capital Investment
What is Option Appraisal?
Option appraisal is merely a formal methodology to find the best value project solution to meet the requirements of:

· The Corporate and Performance Plan and Service Plans: the JMWMS; and the Authority’s Environmental/Statutory Obligations.

and determine:

· The best asset/capital investment solution (land/property/infrastructure/IT) relevant to the above.
· The most appropriate means of funding any such proposals.
· The best means of procuring any agreed proposal.
The principles of option appraisal are:

· Be clear about what you are hoping to achieve - the objectives.
· Consider the different ways in which the objectives could be achieved - the options.
· Assess the initial and whole life costs and benefits of each of the different options.
· Identify the advantages and disadvantages of each option and quantifying and

valuing them wherever possible.
· Consider any risks involved in each option.
· Consider the most appropriate and best value use of resources, not just lowest initial cost.
Why should you undertake an Option Appraisal?
Effective option appraisal will ensure that any proposals align with the Authority’s Corporate strategies and plans and provide best value solutions.
Option appraisals should be undertaken because they:

· enable informed and transparent decisions.
· provide a consistent approach to decision making.
· help achieve maximum effectiveness and best value.
· provide a clear basis for review.
When should you carry out an Option Appraisal?
A. Under which circumstances?

An option appraisal should be carried out whenever you are planning capital projects for which there are a number of possible different approaches to meeting the identified objectives

Other factors could also be:

· Where you have any doubts about whether to go ahead.
· Where there is a change of use or disposal of a site or building.
· Where there might be wider objectives which could be achieved as part of the same project with relatively low incremental cost.
· Where there are particular sensitivities about a project affecting a range of stakeholders.
· Where there is a high risk or uncertainty.
· Where the project involves the Authority entering into a long term relationship or partnership with another organisation.
· Where you need to demonstrate transparency in the decision making process.
· Where the long term solution may be different from the short term solution.
B. At what point in the process?

For an option appraisal to be meaningful it should be carried out well before a final choice has been made on the preferred approach. The specific timing is likely to be influenced primarily by;

· The Authority’s planning cycle for capital spending.
· The timing of specific external funding programmes.
NB. It will not be necessary to carry a further option appraisal at the capital programme stage (ie. the completion of Option Proposal Form 2A included in Appendix A) if the scope of the project and the preferred option remains unchanged from that completed and approved at the aspirational stage.
How do you carry out an Option appraisal?
Each appraisal that you carry out will involve the same broad steps as listed below.

· Define the objectives.
· Develop the options.
· Information gathering.
· Assess and analyse the options.
· Choose the preferred option.
Consultation and investigation of funding are likely to take place throughout the course of your appraisals and will influence each stage.

As you generate and analyse new information, you may find yourself revisiting some of the earlier steps as the appraisal develops. The more complex the project you are appraising, the more the process is likely to evolve.

· Define the objectives

As part of the completion of your business and service plans you will have identified your capital investment priorities. The first stage in all option appraisals, regardless of their nature, involves defining a clear set of objectives. You should ensure that these are sufficiently wide, joined up and inclusive of all policy interests. This process is key to actually shaping what you are trying to achieve.

It is only by having clearly defined objectives that you will be able identify the different approaches you could take and consider the relative merits of each option. Unless you are clear about what you are hoping to achieve, possibilities may be overlooked, or you may misinterpret the relative significance of different factors.

Objectives should be considered in the context of their contribution to corporate and service objectives and targets and should align with the scoring mechanism for capital proposals as set out in Appendix B.

The objectives that you set need to be broad enough to ensure that they do not rule out potential realistic options, but they should not be too general. If objectives are too broad, this can create too much flexibility and lead to unnecessary work.

In developing your objectives, it is good practice to make them as SMART as possible:

· Specific - everybody should be clear exactly what is to be achieved.
· Measurable - should provide a clear quantifiable target.
· Agreed - everybody should agree what is to be achieved.
· Realistic - the objectives should be achievable.
· Time dependant - the objectives should include a clear deadline for achievement.
By setting your objectives in this way, it will help to ensure that you are clear what you hope to achieve, therefore enabling you to decide on the different options open to you. A clear set of objectives will also mean that it is possible to evaluate the performance of the project once it has been implemented.

Your objectives are likely to include some which are regarded as essential and others that are desirable but not as important. In this case, you should set out your objectives in order of priority. These priorities can then be used to decide on the weightings you use in assessing your options.

You should aim to have a relatively short and focused list of objectives. It is better to have five or six clear and manageable objectives than a much longer list.
· Develop the Options

Once you have defined your objectives, you can then begin to consider the different approaches you could take to achieve them – the options. The objectives set out what you want to achieve; the options describe how you could achieve it.

The range of options that you consider will depend on the nature and scale of the project being appraised. It is important that you initially consider a sufficiently wide range of options, which can then be narrowed down. This is better than making a decision without considering enough alternatives and then seeking to justify the elimination of options retrospectively. It is likely that some options can be ruled out at a very early stage. Usually only a small number will require full-scale analysis.

When planning your project, you should actively consider more radical options. These may include more innovative designs, or more environmentally-friendly solutions. 

Your set of options should include a “base case” for comparison. This will normally be an option based on doing nothing or doing the minimum (maintaining the existing level of service)..

Comparing your options with this base case will help you find evidence to support the need for something to be done and identify what you will be unable to achieve if the project doesn’t go ahead.

In association with the above, it is essential that you consider the options for funding the project. In effect the options available are as follows:

· Capital Receipts
· Revenue Contribution

· Capital Grant

· Unsupported borrowing (Prudential Code)

· Private Finance
The use of capital receipts may be considered but only in the following circumstances:

· If it can be clearly demonstrated (in consultation with the Business Support Manager) that all other funding possibilities have been fully explored and are unavailable

· If the project is a priority for the Authority in terms of meeting corporate objectives and/or meeting its statutory obligations

· Information Gathering

Once you have decided on your options, you will need to start drawing together the relevant information on each, to enable you to assess them. The minimum information on each option would align with the information requirements of the capital proposal form.
Some of the information to make the comparisons will be readily available. In other cases, acquiring the appropriate information may be more time consuming. The key thing to remember is that you should seek to draw together the amount of information and the level of detail that you need to make an effective comparison between the options. Your appraisal will be looking to compare what you expect each of the options to deliver in the future. To be able to do this, you will need to take account of future projections and forecasts in relation to the service.

You will need to build assumptions into your appraisals, especially with larger, more complex and longer term projects. The assumptions you have built in will need to be clearly set out. The degree of uncertainty associated with them will need to be considered.

For example, assumed costs based on detailed surveys and bills of quantities should be more reliable than those based on broad industry averages.

Where a significant project is planned, the impacts are potentially wide-ranging and complex. In such a situation, you may wish to consider specific research with stakeholders to explore their views on the expected impacts of different options. The results of these consultations can then be built into your assessment.

· Assessing the Options

The assessment of your options can begin as soon as you have reasonably comprehensive information on any aspect of the proposals - it is not necessary to wait until you have all the information.

When assessing options you should bear in mind budgeting issues and also managing users’ expectations. The focus should be on budgeting for the highest priority best value solutions - less urgent projects may have to wait.

Valuing Costs and Benefits

It will be possible for you to place a financial value on many elements of the options you are considering. These will include the costs of actually implementing the project and any income that the project may generate and the on-going operating costs over the life of the facility 

You should compare the financial aspects of each of your options on a consistent basis. Wherever possible, they should be valued in “real terms” – the price level that applies at the time of the appraisal. In general, you should ignore the impact of inflation, unless you have good reason to believe that the price of one or more elements will change by significantly more or less than the rate of inflation. For example, land values in some areas may be increasing rapidly, which would make early acquisition of land attractive, or would make it beneficial to delay any disposals.

Discounting

When comparing your options, it is likely that you will find differences in the timing of expenditure or income. You will need to be able to take these timing differences into account when considering your options. This will include both the initial capital outlay and the on-going capital and revenue costs of the project, plus any income that may be generated over the life cycle.

In general terms, it is more attractive to delay expenditure, but to receive income as soon as possible. To take this into account, you should use discounting to consider future costs and income in terms of current values.

The impact of discounting will increase the longer the lifetime of the project and the bigger the variations in timing between your options. For small scale and short duration projects, it may not be necessary to use discounting to be able to make appropriate comparisons. You will need to seek professional advice on this from the Business Support Manager .

Non-Financial Assessment

You will normally have a considerable amount of non-financial information available to assess your options, some of which will be easily quantified and some which will be much “softer”. Examples of softer options could be as follows:

· Consideration of sustainable construction innovative design issues.
· Environmental impact.
· Health and safety in use.
· Accessibility.
· Community benefits arising from public consultation.
· Final disposal issues.
The non-financial information for each option should be set out in a consistent format, so that you can make easy comparisons. 

Risks and Uncertainties

As you consider your options, you should assess the degree to which risks and uncertainties vary between them. It may be that a less risky option is preferred over one that has the potential to deliver a broader package of benefits, but with more risk that it may not succeed. Some of the risks that you may face include:

· the need to take a decision to go ahead before designs and costs have been finalised.
· delays in securing planning permissions.
· the need for a development to go to public inquiry.
· failure to secure the required level of capital receipts from a disposal; over-runs of construction costs.
· potential delays in completion, especially if this means, for example, that a facility is not ready for the start of any implemented collection strategy.
· increases in maintenance and operating costs.
·  failure to meet income generation targets.

For simple projects, there are likely to be few major risks and uncertainties. As the options become more complex, it is increasingly important to consider the likely risks. You should make maximum use of previous experience to ensure that you are not being over-optimistic. Whilst it is possible that the outcomes may be better than expected, it is more likely that they will be less successful.

When you are considering the risks associated with different options, you should at the outset consider possible counter-measures that could be introduced in order to minimise the risks and keep the project on course.

Changing Options

As you analyse the information on your options, this may lead you to develop new ideas or variations. As more information becomes available, you may wish to change the specification of the options, or vary the assumptions you have made. This may include positive changes such as improving the original project specifications, rather than just lowering costs. Appraisal should be a dynamic process. You should adapt the process as necessary to ensure that it enables you to make the right decision based on the information available.

· Analysing the Options

Once you have gathered all the information you need about each option, you will need to be able to analyse it in a consistent manner. Your aim in carrying out the analysis should be to distil the information down into a form that will enable you to make comparisons.

In order to compare the options and come to a satisfactory conclusion on your preferred solution you will need to complete a Capital Proposal Form (See Appendix A) for each of your main options. The form already contains a weighted scoring methodology.

This approach, however, should only be used as a guide and you must make sure that you use your own judgement in considering the different options. What is essential is that all the influencing factors are taken into account in order to identify a preferred option on the basis of sound reasoning.

· Combining Financial and Non-Financial Factors

The final stage of the analysis is to combine the financial and non-financial factors to help identify your preferred option. A possible simple approach to this could be a “value for money rating” i.e. Once the total weighted score has been calculated for each option, this figure is divided by the total financial cost. The project with the highest value for money rating would be the preferred option.

Drawing together the financial and non-financial elements will help you to choose between options that have very similar cost levels, or deliver similar levels of benefits.

