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PROPERTY INVESTMENT POLICY
March 2019

1. Background
As an integral part of the Council’s approach to commercialisation, this policy sets out 
a framework in order to make investments in property and strategic assets.  Under this 
policy the Council may (subject to a business case):

 Purchase tenanted property and carry out landlord functions;
 Build or develop property to be let to interested parties;
 Acquire land to be developed or make available for development;
 Develop existing land or property;
 Undertake any other investments for which it has legal powers

Investments made in share capital, fixed term deposit, government bonds and property 
funds are classified as Treasury Investments and are referenced in the Council’s 
Treasury Management Strategy and therefore not covered as part of this policy. 

2. Objectives
Property Investments may be made to meet one of the following objectives:

i. Commercial investment - to acquire income-producing property in order to 
enhance Council revenue streams or to make investments in potential 
development sites and development schemes within the district.

This strategy provides a supporting framework for the acquisition of income 
generating assets which will yield future sustainable net revenue streams over 
the medium term for the Council after covering any borrowing costs.  To enable 
each investment proposal to be considered and evaluated, a business case 
detailing the capital and revenue implications, the financial return from the 
investment and the associated risk levels will be prepared and evaluated. 

ii. Economic Development/Regeneration – which deliver significant regeneration 
benefits to the area and wider district. 

Where the objective for the capital to be invested is to support and deliver 
economic regeneration and growth or to provide new and enhanced offer to the 
residents then any borrowing costs that are incurred will need to be assessed 
for affordability and if progressed, funded from a combination of revenue 
contribution, Council tax receipts and the use of the approved capital budget.  

The Council may fund its share of the capital to be invested via one of the 
Council’s companies.

It may act as the finance provider, taking a charge over assets owned by a third 
party.
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3. Commercial Investment

CIPFA guidance recommends that the security and liquidity of investments should take 
priority over yield.  This is reflected in the policy objectives below and in the Council’s 
approach:

  to ensure there is a diverse portfolio of properties, such diversification 
principally being across geographical location and the type of properties held.

 To acquire investments that provide long term investment in line with the 
Council’s Corporate Strategy;

 To maximise return while minimising risk through prudential management 
processes;

 To prioritise investments that yield optimal revenue streams and stable income 
to support the Council’s Medium Term Financial Strategy. 

 To protect capital invested
Location
The South Kesteven district, specifically Grantham, Stamford,  Bourne and the 
Deepings, is the priority location for acquisitions of investment properties, so that 
reinvestment is retained within the local economy and any additional capital 
expenditure is made in the local area. Therefore, all efforts will be directed to source 
suitable investments within South Kesteven.  However, it is recognised that there is a 
finite supply of property within the local area and of that supply, only a small proportion 
may be available for purchase at any time. 

Target assets
The following assets will be sought;

Type Desired Characteristics
Retail investments 1. Lot sizes of up to £5m

2. Good locations in town centres or in good 
out-of-town retail clusters/parks

3. Quality tenants on leases with a minimum of 
five years unexpired terms

Office investments  Lot sizes of up to £5m
 Modern specification, likely to be built since 

1990
 Good locations in town centre or in good 

out-of-town business parks
 Quality tenants on leases with a minimum of 

five years unexpired terms
 Multi-let properties to be considered with 

average unexpired lease terms of 3 years, 
subject to a spread of expiry dates
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Type Desired Characteristics
Industrial/Warehouse 
investments 

 Lot sizes of up to £5m
 Modern specification with flexible standard 

layout
 Good locations on major road routes and 

good access to motorways
 Quality tenants on leases with a minimum of 

five years unexpired terms
 Multi-let properties to be considered with 

average unexpired lease terms of 3 years, 
subject to a spread of expiry dates

Investment in health and care 
facilities, opportunities to invest 
in land that would provide a 
commercial return, investment 
in different leisure opportunities 
such as public houses, 
restaurants and health & fitness 
centres with 

Similar characteristics as above.

Mixed-use investments would 
also be potentially suitable 
additions to the portfolio. These 
may include a mixture of 
commercial and residential uses, 
or a mixture of retail and office 
use. 

Similar characteristics as set out above for 
office investments will apply.

Criteria for Appraising Potential Investments
Each investment will be subject to a business case and will be appraised in line with 
the criteria set out within this section. 
Any investments that take the total investment above the approved allocation will 
require the approval of Full Council. 
The legal basis of all investments will be verified as part of the approval process set 
out in Section 5 of this policy. 
The following tests will be applied to each investment:
Yield Test – investments must demonstrate the best use of council money; this is to 
be measured typically by generating a suitable rate of return (net income) of at least 
3% when borrowing, after taking into consideration borrowing costs, and 5% when 
using reserves.
The rate of return takes into account the gross yield and deducts relevant costs such 
as borrowing costs, to arrive at a net income. 
Whilst rate of return is the primary measure of whether an investment is viable, other 
factors that will be considered include:
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 Payback – the period over which the initial outlay will be repaid.  The shorter 
the payback the more attractive the investment

 Expected date of positive return – whilst an investment can have a rate of return 
over the life of the asset, it may not yield a positive return in the early years.  
This will be considered in the context of the overall asset portfolio and the 
Council’s Medium Term Financial Plan

 Capital appreciation – investments in assets may lead to a significant increase 
in asset value thereby making an investment attractive even if the minimum 
yield target is not achieved.

Risk Test – investments must not expose the Council to an unacceptable level of risk 
and in particular the security and liquidity risks must be adequately managed. 
A rigorous assessment of all risks is required in each case of fresh investment in order 
firstly to value each property and then to check its suitability for inclusion in the 
portfolio. The risks fall into two categories, firstly property market risks in specific 
property market sub-sectors and locations and secondly asset-specific risks 

Asset specific risks can be measured and an assessment made of the likely future 
performance of the investment carried out to determine the ranges of likely future 
rental growth of the property and also the disposal price. 

The factors that will be considered when assessing asset specific risk are:
Income returns for property will depend principally on the following five main 
characteristics;

• Location of property
• Building specification quality
• Length of lease unexpired
• Financial strength of tenant(s)
• Rental levels payable relative to current open market rental values

Performance measurement
The financial performance of the investment property portfolio and of each property 
within the portfolio will be measured and reported on an annual basis. Performance 
measurement will be based on annual external revaluations of the properties. Reports 
will be presented to the Cabinet including analysis of the performance with a view to 
making recommendations concerning amendments or alterations to the adopted 
strategy to ensure that the main objectives continue to be achieved. Suitable 
benchmarking can be set up, as required, so that the performance of the property 
portfolio may be measured against a suitable peer group or against nationally reported 
indices of property investment performance. 
In the event of a failure to achieve the performance targets in the case of individual 
assets, the business plan for the property will be reviewed and amended as necessary 
to address the underperformance noted, or alternatively the asset can be disposed of.

Sourcing of investment property
Assistance will be sought from the Council’s wholly owned company, Invest SK, in 
order to identify investment opportunities aligned with the objectives of supporting the 
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delivery of the Council’s ambitions, make recommendations for investments and 
provide assistance with respect to due diligence on any purchases.  
Staffing resources will need to be made available consisting of officers with the 
necessary experience of operating in the property investment market in order to 
source suitable property assets for acquisition that match the criteria set under the 
adopted strategy. This can be done either by recruitment into the existing Council 
property estates management team or by employing external expertise.

4. Economic Development/Regeneration
The Council also plans to invest in assets in the district for economic regeneration 
purposes with the aim of achieving the following outcomes:  

 Job creation or retention;

 Business rate growth;

 Local economic stimulus

 Provision when the private sector is not engaging

 Preventing Local Market failure;

  Opportunities that have strategic importance within South Kesteven, such as 
those that will improve key locations or address local deprivation issues 

These assets are unlikely to provide a net income stream and therefore will be 
financed by SKDC funding the borrowing to utilise the approved capital budget so the 
interest costs and MRP associated with borrowing will need to be financed by creating 
headroom in the revenue budget (if possible) or utilising the Regeneration reserve.  
The balance of this reserve going forward will be maintained at the level necessary to 
fund the borrowing costs of the acquisitions.  It will be necessary to ensure that the 
balance remains adequate to cover any planned or contingency spending, as well as 
to cover any borrowing costs. These type of assets usually require further investment 
to bring forward the expected benefits and these costs need to be taken into account 
in the Business Case.  It is expected that, over time, these investments will increase 
council tax and business rates receipts.
In respect of regeneration investments, opportunities will be pursued where there is a 
clear business case demonstrating how it will contribute to the regeneration of the 
district.  Any surplus income after operating, interest and MRP costs will be transferred 
to the Regeneration reserve to support future regeneration schemes. 
Only proposals within the South Kesteven district will be considered for regeneration 
Investment opportunities.
The Council is committed to meeting the housing need in the district across all tenures 
with a particular focus on the provision of high quality social and affordable homes.  
Whilst this policy does not expressly exclude residential property, the housing ambition 
will be delivered through a separate strategy which will set out the legal and financial 
considerations and include a suite of risk and performance management indicators to 
facilitate successful management and delivery of the strategy. 
The Strategy does permit opportunities for co-investment with partner organisations 
of good financial and reputational standing (known as joint ventures). 
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Opportunities of any value will be considered for regeneration Investments, although 
consideration will always need to be given to the number of smaller investments held 
by the Council, in pursuance of this Strategy and the burden of administering each 
investment before a decision is taken. 
The physical use of an asset describes its asset class and a diversified portfolio of 
assets is preferable to mitigate risk to the capital invested. 

5. Governance and decision making

This policy is approved by Full Council as part of the Capital Strategy and Budget 
Setting.
Owing to the normal processes when a property comes to the market and is bought 
and sold, decision-making on property purchases needs to fit in to the due diligence 
processes and timetables usually followed by private sector property owners. 
A normal timetable in the purchase of commercial property would be a two to three 
week marketing period, followed by a week for submission of offers and confirmation 
by the seller of the preferred buyer and preparation of Heads of Terms, followed by a 
4-6 week period for due diligence investigations by the buyer and the buyer’s solicitor 
prior to exchange of binding unconditional contracts on the purchase. Completion will 
usually follow within a further four weeks.
It is therefore proposed that the following decision making process is followed:

 A brief outline appraisal will be prepared for consideration by the Cabinet 
Member, prior to engaging in discussion/negotiations.  

 The Chief Executive (or an officer delegated by them) may enter discussions 
regarding prospective acquisitions without formally committing the Council to 
any agreement

 The maximum purchase/project commitment of the Council will not exceed the 
approved capital budget (or the balance remaining).

 Each potential development project or acquisition will be assessed by the  
Director for Growth in conjunction with Finance and Legal.

 A business case, including all costs, risk assessment and recommendation to 
be prepared by the Director for Growth and presented to the Leader, Deputy 
Leader, Chief Executive, s151 officer, relevant Cabinet member and the 
Monitoring Officer.  A non-key decision will then be formulated should the 
recommendation be made to proceed. 

6. Legal Considerations

The Council can make funds available for investments. The Council has the power to 
invest for the purpose of the prudent management of its financial affairs under the 
Local Government Act 2003. 
In applying this policy, the Council is relying on the following legal powers: 

 Section 120 of the Local Government Act 1972 gives councils the power to 
acquire property by agreement for the purpose of any of its functions or for the 
benefit, improvement or development of the area. 
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  Section 1 of the Localism Act 2011, known as the general power of 
competence, enables a local authority to do anything that an individual 
generally may do (subject to prohibitions, restrictions, and limitations in existing 
statute which are not applicable in the circumstances set out in the report). 
Further, that power enables the authority to do it anywhere in the United 
Kingdom or elsewhere, for a commercial purpose or otherwise for a charge, or 
without charge, and to do it for, or otherwise than for, the benefit of the 
authority, its area or persons resident or present in its area. 

The strategy proposes new investment acquisitions within South Kesteven if the 
supply or quality of investments is identified. In accordance with the Localism Act 2011 
the Council has the power to acquire property or land investments outside the county 
boundaries. 
DCLG issued guidance under section 15(1)(a) of the Local Government Act 2003 and 
effective for financial years commencing on or after 1 April 2018 stating that borrowing 
solely to invest in a yield bearing opportunity is borrowing in advance of need and not 
allowable. The Council’s policy is to invest in the district so is never solely about yield 
returns given the additional benefits that will accrue. 
As part of the evaluation of any potential capital investment, officers must understand 
and present the legal basis for decisions prior to approval.

7. Finance Considerations  

All opportunities for investment will be subject to high levels of due diligence and must 
have a robust business case demonstrating how the proposal will be financed.

All future acquisitions will be financed through prudential borrowing but the extent that 
MRP is accounted for will be determined on a case by case basis and be a function of 
the life and condition of the asset.  The Council is required to charge a prudent 
provision for debt repayment annually and in all cases statutory guidance will be 
adhered to. 

There are no overall limits on what a council can borrow but the overall Treasury 
Management function is governed by CIPFA’s Treasury Management and Prudential 
Codes. Under the latter the Council is required to set indicators that are designed to 
support and record decisions taken on affordability and sustainability.  There is also a 
requirement to impose limits on the Council’s treasury management activities to 
ensure decisions are made in accordance with professional good practice and risks 
are appropriate (These are included in the Treasury Management Strategy Report). 
The Chief Finance Officer monitors these and reports on them at appropriate times 
whilst the Council (this function is delegated to Governance and Audit Committee) can 
revise these indicators and limits at any time during the year.  

Increasing the levels of capital investment will have a significant impact on the 
Council’s prudential indicators and these will be updated as each borrowing is being 
considered in respect of the following:  

 An increase to the Capital Programme from 2019/20 
 An increase to the Authorised and Operational Limits 
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 An increase to the Capital Financing Requirement  
 

Capital Prudential 
Indicators

2019/20
Revised  
£m 

2020/21
Estimate 
£m 

2021/22
Estimate  
£m 

2022/23
Estimate
£m

Forecast 
Capital Expenditure

14.237 1.723 1.881 2.055

Capital Financing
Requirement as at 31 
March   

120.82 117.096 113.377 109.664


