Annex 1 — Arlingclose Economic & Interest Rate Forecast November 2016

Forecast:

¢ Globally, the outlook is uncertain and risks remain weighted to the downside.
The UK domestic outlook is uncertain, but likely to be weaker in the short term

than previously expected.

e The likely path for Bank Rate is weighted to the downside. The Arlingclose
central case is for Bank Rate to remain at 0.25%, but there is a 25%
possibility of a drop to close to zero, with a very small chance of a reduction

below zero.
Dec Mar Jun Sep- Dec Mar- Jun Sep- Dec Mar- Jun Sep- Dec é;/ge
-16 -17 -17 17 -17 18 -18 18 -18 19 -19 19 -19 e
Official Bank Rate
Upside risk 0.00 | 0.00 | 0.00 [ 0.00 | 0.00 | 0.00 [ 0.00 | 0.25 [ 0.25 | 0.25 | 0.25 | 0.25 | 0.25 Oél
Arlingclose Central 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2
Case 5 5 5 5 5 5 5 5 5 5 5 5 5 5
Downside risk 0.25 1 0.25 | 0.25 | 0.25 | 0.25 | 0.50 | 0.50 [ 0.50 | 0.50 | 0.50 | 0.50 | 0.50 | 0.50 0(')4
3-month LIBID rate
Upside risk 0.05 | 0.05 | 0.10 | 0.10 | 0.10 | 0.15 | 0.25 | 0.25 | 0.25 | 0.25 | 0.25 | 0.25 | 0.25 Oél
Arlingclose Central 0.2 |(02)02|03|]03]03|03]|]03(|03]03]03]|03]03]|0.2
Case 5 5 5 0 0 0 0 0 0 0 0 0 0 9
Downside risk 0.20 [ 0.25 | 0.25 | 0.25 | 0.30 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 Of
1-yr LIBID rate
Upside risk 0.10 | 0.10 | 0.15 | 0.15 | 0.15 | 0.20 | 0.30 | 0.30 | 0.30 | 0.30 | 0.30 | 0.30 | 0.30 Oéz
Arlingclose Central 0.6 0.5 0.5 0.5 0.5 0.5 0.5 0.6 0.7 0.8 0.9 0.9 0.9 0.6
Case 0 0 0 0 0 0 0 0 0 5 0 0 0 5
Downside risk 0.10 | 0.15 | 0.15 | 0.15 | 0.20 | 0.30 | 0.30 ( 0.30 | 0.30 | 0.30 | 0.30 | 0.30 | 0.30 0"12
5-yr gilt yield
Upside risk 0.25 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 0é3
Arlingclose Central 0.5 0.4 0.3 0.3 0.3 0.4 0.4 0.4 0.4 0.5 0.5 0.6 0.6 0.4
Case 0 0 5 5 5 0 0 0 5 0 5 0 5 5
Downside risk 0.30 [ 0.45 | 0.45 | 0.45 | 0.45 | 0.50 | 0.50 | 0.50 [ 0.50 | 0.50 | 0.50 | 0.50 | 0.50 0%4
10-yr gilt yield
Upside risk 0.30 [ 0.40 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 OéS
Arlingclose Central 1.1 0.9 0.8 0.8 0.8 0.8 0.8 0.9 0.9 1.0 1.0 1.1 1.1 0.9
Case 5 5 5 5 5 5 5 0 5 0 5 0 5 6
Downside risk 0.30 [ 0.45 | 0.45 | 0.45 | 0.45 | 0.50 | 0.50 | 0.50 [ 0.50 | 0.50 | 0.50 | 0.50 | 0.50 0%4
20-yr gilt yield
Upside risk 0.25 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 [ 0.40 | 0.40 | 0.40 | 0.40 | 0.40 | 0.40 0é3
Arlingclose Central 1.7 1.5 1.4 1.4 1.4 1.4 1.4 1.4 1.5 1.5 1.6 1.6 1.7 1.7
Case 0 0 0 0 0 0 0 5 0 5 0 5 0 5
Downside risk 0.40 | 0.55 | 0.55 | 0.55 | 0.55 | 0.60 | 0.60 [ 0.60 | 0.60 | 0.60 [ 0.60 [ 0.60 | 0.60 0%5

50-yr gilt yield
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Arlingclose Central 1.6 1.4 1.3 1.3 1.3 1.3 1.3 1.3 1.4 1.4 1.5 1.5 1.6 1.4
Case 0 0 0 0 0 0 0 5 0 5 0 5 0 1
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Annex 2 - Prudential Indicators and MRP Statement 2017/18

Prudential Indicators 2017/18

The Local Government Act 2003 requires the Authority to have regard to the Chartered
Institute of Public Finance and Accountancy’s Prudential Code for Capital Finance in Local
Authorities (the Prudential Code) when determining how much money it can afford to borrow.
The objectives of the Prudential Code are to ensure, within a clear framework, that the
capital investment plans of local authorities are affordable, prudent and sustainable, and that
treasury management decisions are taken in accordance with good professional practice. To
demonstrate that the Authority has fulfilled these objectives, the Prudential Code sets out the
following indicators that must be set and monitored each year.

Estimates of Capital Expenditure: The Authority’s planned capital expenditure and
financing may be summarised as follows.

Capital Expenditure and éOl@/lg 2017/18 20;8/19 20;9/20
Financing e\E/:{:,e Estémate Estémate Estémate
General Fund 20.7 64.2 37.3 14.5
Total Expenditure 20.7 64.2 37.3 14.5
Capital Receipts 0 0 0 0
Government Grants 20.7 64.2 37.3 14.5
Reserves 0 0 0 0
Revenue 0 0 0 0
Borrowing 0 0 0 0
Leasing and PFI 0 0 0 0
Total Financing 20.7 64.2 37.3 14.5

Estimates of Capital Financing Requirement: The Capital Financing Requirement (CFR)
measures the Authority’s underlying need to borrow for a capital purpose.

Capital Financin 31.03.17 31.03.18 31.03.19 31.03.20
pite 9 Revised Estimate Estimate Estimate
Requirement
£m £m £m £m
Total CFR 0 0 0 0

The CFR is forecast to remain as zero over the next three years as it is planned that any
capital expenditure will be fully financed.

Gross Debt and the Capital Financing Requirement: In order to ensure that over the
medium term debt will only be for a capital purpose, the Authority should ensure that debt
does not, except in the short term, exceed the total of capital financing requirement in the
preceding year plus the estimates of any additional capital financing requirement for the
current and next two financial years. This is a key indicator of prudence.

31.03.17 31.03.18 31.03.19 31.03.20
Debt Revised Estimate Estimate Estimate
£m £m £m £m
Borrowing 0 0 0 0
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Finance leases 0 0 0 0
Transferred debt 0 0 0 0
Total Debt 0 0 0 0

Total debt is expected to remain below the CFR during the forecast period.

Operational Boundary for External Debt: The operational boundary is based on the
Authority’s estimate of most likely (i.e. prudent but not worst case) scenario for external debt.
It links directly to the Authority’s estimates of capital expenditure, the capital financing
requirement and cash flow requirements, and is a key management tool for in-year
monitoring. Other long-term liabilities comprise finance lease, Private Finance Initiative and
other liabilities that are not borrowing but form part of the Authority’s debt.

2016/17 2017/18 2018/19 2019/20

Operational Boundary Revised Estimate Estimate Estimate
£m £m £m £m
Borrowing 0 0 0 0
Other long-term liabilities 0 0 0 0
Total Debt 0 0 0 0

Authorised Limit for External Debt: The authorised limit is the affordable borrowing limit
determined in compliance with the Local Government Act 2003. It is the maximum amount of
debt that the Authority can legally owe. The authorised limit provides headroom over and
above the operational boundary for unusual cash movements.

2016/17 2017/18 2018/19 2019/20
Authorised Limit Limit Limit Limit Limit
£m £m £m £m
Borrowing 0 10 10 10
Other long-term liabilities 0 0 0 0
Total Debt 0 10 10 10

Ratio of Financing Costs to Net Revenue Stream: This is an indicator of affordability and
highlights the revenue implications of existing and proposed capital expenditure by
identifying the proportion of the revenue budget required to meet financing costs, net of
investment income.

Ratio of Financing 2016/17 2017/18 2018/19 2019/20
Costs to Net Revenue Revised Estimate Estimate Estimate
Stream % % % %
General Fund 0 0 0 0

Annual Minimum Revenue Provision Statement 2017/18

Where the Authority finances capital expenditure by debt, it must put aside resources to
repay that debt in later years. The amount charged to the revenue budget for the repayment
of debt is known as Minimum Revenue Provision (MRP), The Local Government Act 2003
requires the Authority to have regard to the Department for Communities and Local
Government’s Guidance on Minimum Revenue Provision.
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The broad aim of the guidance is to ensure that debt is repaid over a period that is either
reasonably commensurate with that over which the capital expenditure provides benefits, or,
in the case of borrowing supported by Government Revenue Support Grant, reasonably
commensurate with the period implicit in the determination of that grant.

The guidance requires the Authority to approve an Annual MRP Statement each year, and
recommends a number of options for calculating a prudent amount of MRP.

The Authority expects that its Capital Financing Requirement will be nil on 31st March 2017
and in line with the guidance it will therefore charge no MRP in 2017/18.
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The TVCA AGE Programme augmented the national programme in the following

ways:

National AGE Eligibility

SME'’s with fewer than 50 employees

Tees Valley AGE Eligibility
Available to all SME’s within the Tees
Valley;

One-off payment of £1,500 made at 13
weeks after start of the programme (this
currently takes a further 4 weeks to pass
through the provider payment system).

One-off incentive payment of £2,500 due
after 13 weeks, to encourage smaller
employers to recruit. (Paid direct to the
employer after 13 week eligibility checks
have been completed.)

No additional incentives for higher levels
of apprenticeships

£1000 additional incentive for taking a
Higher Level apprentice equivalent to
NVQ Level 4 and above;

No additional incentives for progression
from traineeship to apprenticeship

£1,000 additional incentive for
progressing a completed trainee to an
apprenticeship (within the same
company);

Companies must not have had an
employee start an apprenticeship in the
previous 12 month period (even if the
employer didn’t apply for the AGE
scheme for the earlier post).

No restriction for Tees Valley:
Companies could start an apprentice and
receive AGE regardless of whether they
have taken one in last 12 months, as
long as the previous position is still within
the business (to discourage any
‘dumping' of previous apprentices and
taking new to attract the grant).

Up to 5 grants available (but must be
applied for all together up front, or at least
1 year apart)

Tees Valley companies can apply for up
to 3 grants in a 12 month period.

The following points are noted for the TVCA programme:

It provides significantly more financial

assistance than the national

programme and there is an in-built incentive for companies to support
individual progression to higher level apprenticeships;

It presently has fewer restrictions on the scale of company supported. It is
assumed that the inclusion of medium sized enterprises has been encouraged
as they are more likely to need higher level apprenticeships than micro/small

enterprises;

As presently constituted it is non selective in terms of sectoral uptake; and
It limits the number of grants an individual company can apply for in a 12

month period.

On the 1°' August 2016, authority for the delivery of the AGE Programme was
transferred to TVCA with an indicative budget of £1,536,000, of which Trance 1
amounted to £777,000 and was to be delivered in the period 1 August — 31
December 2016. The remaining £759,000 relating to Trance 2 is to be delivered
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in the period 1% January to 31" July 2017 (subject to SFA agreement of £379,500
of funding for period April to July 2017).

Due to the unprecedented demand for the grants the first tranche of funding was fully
committed by mid November 2016. The situation was urgently reviewed and it was
agreed to use TVCA resources to meet the outstanding applications for that period
totalling £500,000.

This interim report focuses on the outputs for cohort 1.
Output Analysis

Applications
The programme received 523 submissions, of these:

e 50 were considered ineligible or were incomplete and were therefore not
progressed; and
e The remaining 473 have either been funded or have received confirmation of
future support.
The figure of 473 Apprenticeship Starts delivered by TVCA compares favourably with

the 283 for the same period in 2015/16 and delivered under the then national
programme.

Of the 473 successful submissions:

e 306 (64%) were for apprentices in the 16-18 age cohort; and
e 167 (36%) were for apprentices in the 19-24 age cohort; and
e 1 unknown age

Rules allow for the take up of up to three AGE grants in a 12 month period. Of the
473 successful submissions: 330 businesses received the grant for one apprentice,
58 for two apprentices and 9 for three apprentices

However, it is not currently possible to collate the number of employers who are
using the apprenticeship grant for the first time or who have never previously
employed an apprentice.

Spend

The table below details the anticipated and actual spend for Tranche 1 of the
programme for the two age cohorts (16-18 and 19 -24):
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16-18 19-24 Total

-SFA Allocation £508,500 £268,500 £777,000
Additional £250,000 £250,000 £500,000
TVCA
Allocation’
Total Allocation £758,500 £518,500 £1,277,000
Actual £726,500 £415,000 £1,141,500
Management & 22,000 6,000 28,000
Admin

The programme is set to deliver 473 apprenticeships at a cost of £1,141,500 or
£2,500 per apprenticeship supported. This is above the average of £1,500 per
apprenticeship supported under the national programme, however, apprenticeships
bring between a £20 to £28 return on investment (depending on the apprenticeship
level) to the public purse. It must also be noted that the cost of delivery of the
programme currently amounts to £28,000, approximately 2% of overall costs and
offers good value for money when compared to other programmes (approximately
10% administration costs).

It must be noted that without the additional TVCA devolution deal monies, the
programme would have to close early, leaving region without any form of support.
The revised total cost for the programme is £2.036m (including the £500,000 of
devolution monies).

Assessment of Coverage

The table below compares the percentage take up of apprenticeship by level and by
size of enterprise:

Size of business / number of Number of Apprenticeships Ratio of Level 2 to
employees apprentice- Level 3
ships Leglel Le:;/el LeXeI apprenticeships
lto4 134 94 35 5 27:1
Micro employees
Small 5t09 118 90 25 3 36:1
employees
10 to 49 employees 162 106 51 5 21:1
Total small businesses (<50 414 290 111 13 26:1
employees)
Total medium-size businesses (50 51 36 14 1 26:1
to 249 employees)
Size Unknown 8 6 2 0 3.0:1

’ Devolution deal support. This money was sourced from Tees Valley’s £15m per annum devolution deal.
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Total businesses

473 332 127

Source: TVCA Database

The following points are noted:

There was limited evidence of any correlation between the level of
apprenticeship taken up and the size of the business measured in terms of
number of employees. Both small and medium-size businesses had, on
average, a Level 2 to Level 3 ratio of 2.6 to 1 as shown in the table above;
However, at a more granular level within those small businesses, micro-
businesses employing fewer than ten employees were somewhat more likely
to have a Level 2 apprentice than average, whilst small businesses employing
10 to 49 employees recorded relatively high numbers of Level 3 apprentices
with a Level 2 to Level 3 ratio of just 2.1 to 1.

The following table compares the take up of apprenticeships by scale of enterprise
between the TVCA and national programmes:

Scale of National Percentage TVCA Percentage

Enterprise Programme Programme

1-4 33 11% 134 29 %

5-9 22 8% 118 25%

10-49 92 32% 162 35%

50-249 137 48% 51 10.7%
Other 8 0.3%

Total 283 100% 473 100%

Source: TVCA Database and SFA Records 2015/16

The table illustrates that the TVCA has been more successful than the previous
national programme in targeting micro and small enterprises, a cohort who are
significantly under-represented in Tees Valley in terms of take up of apprenticeships.

The 473 successful submissions provided a robust coverage of the five Local
Authorities across the Tees Valley including:

136 were based in Stockton;
119 in Middlesbrough;

79 in Redcar & Cleveland;
59 in Darlington; and

80 in Hartlepool.

However, the level of representation across each of the five Councils was more
proportionate to population split in the TVCA run programme than its national
predecessor.
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Take up by sector
The table below illustrates for the 473 successful submissions the quantum and

percentage take up of apprenticeships by sector and also the ratio of Level 2 to
Level 3 apprenticeships:

Sector Amount Percentage Ratio of Level 2 to
of total Level 3
apprenticeships
Health 28 6% 21:1
Education 58 12% 4.2:1
Professional & Business Services 73 15% 3.1:1
Information and Communication 29 6% 03:1
Accommodation & Food 33 7% 2.7:1
Transport & Storage 9 2% 35:1
Wholesale & retail 28 6% 3.3:1
Construction 84 18% 21:1
Production 29 6% 09:1
Other services 102 22% 6.8:1
Total 473 100% 26:1

Source: TVCA Database
The table shows that on average, some sectors were more likely to see Level 3
apprenticeships than some other sectors.

Sectors with numerically more Level 3 apprenticeships than Level 2 were
Information & Communication and the Production sector. Sectors with relatively
high proportions of Level 3 (ratio lower than the all sector average of 2.6 to 1) were
Health and Construction.

Other services recorded the highest ratio (6.8 to 1) of Level 2 to Level 3 at more
than double the all sector average. A major component of Other services is the
hairdressing/beauty therapy sub-sector where there were 81 Level 2 and just 11
Level 3 apprenticeships, a ratio of 7.4 to 1.
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The table below compares sectoral uptake between the TVCA and the previous
national programme:

Sector TVCA National
Programme Programme

Health 6% 31%
Education 12% 12%
Professional & Business Services 15% 16%
Information and Communication 6% 2%
Accommodation & Food 7% 3%
Transport & Storage 2% 3%
Wholesale & retail 6% 5%
Construction 18% 10%
Production 6% 6%
Other services 22% 12%
Total 100% 100%

Source: TVCA Database and SFA Records 2015/16

The table identifies that the TVCA led programme has been more successful in
attracting apprenticeship starts in the construction, other services and
accommodation and food sectors than the previous national programme. These
sectors have a high preponderance of micro and small enterprises. As noted earlier
there is significant under-representation in take up of apprenticeships for micro and
small enterprises.

Conclusions and Recommendations

This section identifies key conclusions and associated recommendations (where
applicable):

Outputs to date

To date TVCA has been able to support 473 additional apprenticeships in just one
quarter, this is higher than the 283 apprenticeships previously delivered by the
national programme and although the cost per intervention is higher than the
national programme (£2,500 compared to £1,500) it has been particularly successful
in attracting micro and small enterprises, particularly in previously under-represented
sectors such as: construction, accommodation and other services. It has also been
successful in increasing the number of level 3 and above apprenticeships achieved.
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Programme design

The programme has been oversubscribed, which in part reflects the following
variables:

e Extension to medium sized companies and inclusion of all sectors;

e Enhanced local awareness of the programme by companies and training
providers; and

e Enhanced level of financial support.

Although there is a good degree of coverage across all sectors and scales of
enterprise the following is noted:

e The very high incidence of apprenticeships in low value adding sectors such
as health and other services: in particular the high number of apprenticeships
in hair dressing;

e The higher incidence of lower level apprenticeships in perceived low value
adding sectors;

e The higher incidence of higher level apprenticeships in perceived high value
adding sectors; and

e The higher take up of level 3 apprenticeships amongst small scale enterprise
(when compared to micro and medium enterprises).

The TVCA programme has been successful in attracting increased take up
amongst _micro _and small enterprises, scales of enterprise _who have
previously underutilised apprenticeships. In__particular: _small _scale
enterprises in high value add sectors have created the most impact against the
three core aims of the programme.

In response to the oversubscription the following actions are recommended:

e Funding should be increased from the original £1,536,000 of financial support
from SFA to £2,036,000 to cover the period 1° August 2016 to 31 July 2017.
This will necessitate the following actions:

o Confirmation to be sought from SFA regarding the transfer of £379,500
of funding (final tranche) to cover the period April to July 2017; and

0 £500,000 of support from the Devolution deal to be used to fund the
shortfall in monies caused by the oversubscription.

e Going forward the TV AGE Programme will revert to a similar financial offering
to that of the national programme, specifically:

o One off payment of £1,500 made at 13 weeks after start of the
programme;
o No additional incentives for higher levels of apprenticeships; and
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o No additional incentives for progression from traineeship to
apprenticeship.

e Where appropriate, preference should be given to those businesses which
come from the following priority sectors: Process, chemicals and energy,
health innovation, advanced manufacturing, logistics, digital and creative,
culture and leisure and professional and business services.

Subsequent Assessment of Impact

The programme does not presently collect sufficient management information to be
able to assess impact. Going forward the following actions are recommended:

e The following output information should be collated:
Number of firms offering apprenticeships for the first time;

Number of apprenticeships completed,;

Retention rate of apprentices (12 months after end of training); and
Progression rate onto higher level apprenticeships/internal promotion
(24 months after end of training).

e The programme should be benchmarked to comparable ‘localised’
programmes operating in Manchester, Sheffield and Liverpool.

O O O O

Economic Strategy and Intelligence Team
Tees Valley Combined Authority
January 2017
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