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2020/21 Capital Strategy 

 

1 Strategic Vision and Ambitions 

1.1 South Kesteven District Council is making significant progress in its commitment to 
helping grow the local economy. 
 

1.2 The Council has set out ambitious plans to deliver a programme of strategic projects 
that will support the development of the local economy.  By focusing on the 
economy, SKDC is creating opportunities for new and existing businesses and 
residents, as well as options for the Council to facilitate, support and directly-deliver 
growth-related projects. 
 

1.3 The Council is making significant progress in its commitment to helping grow the 
local economy.  Projects have included a cinema complex in Grantham, new 
affordable homes in Bourne and plans to regenerate a former industrial site in 
Stamford to create both residential and commercial opportunities. 
 

1.4 The Council develops the capital programme in the context of supporting the 
delivery of high quality, sustainable growth across the district whilst ensuring that 
we also protect and safeguard what is special about our natural and built 
environment.    
 

1.5 The Local Plan for South Kesteven set out plans for over 6,000 new homes across 
the district together with associated facilities and employment opportunities.  The 
plan has a range of detailed policies to guide development.  It considers and 
provides the strategy for strategic development and spatial planning with 
appropriate referencing and policies relating to the delivery of necessary 
infrastructure. 
 

1.6 The Council has a stated ambition of delivering and supporting sustainable 

economic growth in the District and this is a key strand of the Corporate Strategy.  

Therefore, the Council aims to focus capital expenditure on projects contributing 

towards the achievement of long-term economic growth. In the medium term the 

two major areas of focus are: 

• economic regeneration by introducing a coherent plan for St Martin’s 

Park in Stamford will deliver jobs and homes to the area.  

• It is important that our leisure offer meets modern customer 

expectations and is aligned to the planned growth of the District.  Plans 

are being progressed to refresh the Council’s leisure offer. 

 

1.7 Investment in housing stock sits within the Housing Revenue Account (HRA) and 

regeneration across the district will form a significant proportion of the Council’s 

Capital Programme in the future. A need has been identified for additional provision 

of affordable housing within the District which is not being fully met by existing 

delivery routes.  The Council has developed a programme of building and working 

in partnership to meet this challenge 
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1.8 The Capital Strategy sets out the governing framework for how the Council will 
develop and deliver its capital programme in the context of the aforementioned 
growth plans and its new companies.   

 

2 Purpose 

 

2.1 The Chartered Institute of Public Finance and Accountancy (CIPFA) Prudential 

Code requires local authorities to produce a capital strategy to demonstrate that 

capital expenditure and investment decisions are taken in line with the Council’s 

corporate ambitions and service objectives and take account of stewardship, risk, 

value for money, prudence, sustainability and affordability. In addition, in February 

2018, the Government (MHCLG) issued new statutory guidance on local 

government investments. This guidance includes the requirement to include a 

number of additional disclosures for non-financial investments in the Capital 

Strategy to be approved by Council. The Government has also issued statutory 

guidance on the treatment of the Minimum Revenue Provision (MRP) that took 

effect from April 2018 and which is covered more fully in the Council’s Treasury 

Management Strategy. 

 

2.2 The Capital Strategy sets out the long-term context and forms part of the authority’s 

integrated revenue, capital and balance sheet planning. It provides a high-level 

overview of how capital expenditure, capital financing and treasury management 

decisions contribute to the provision of high-quality services and the achievement 

of priority outcomes. It also provides a framework in which due consideration is 

given to risk and reward and the implications for future financial sustainability 

together with an overview of the governance processes for the approval and 

monitoring of capital expenditure. 

 

2.3 The Capital Strategy will be reviewed and updated annually to ensure it maintains 

strong links to the Council’s developing priorities and to other key strategies. 

3 Links to Other Key Strategies, Policies and Procedures 
 

3.1 The Capital Strategy is inextricably linked to the following: 

• Corporate Strategy 2018 – 2025 – this sets out the Council’s vision for the future 
of the Council which exists to serve the best interests of its residents. 

 

• Medium Term Financial Plan – this sets out the Council’s overall budgetary 
framework and interlinks with a number of key strategies that support the delivery 
of the Council’s ambitions. It looks at the Council’s plans over a 3-5 year period 
to finance its priorities and meet its spending commitments, having regard to the 
likely availability of revenue and capital resources. 

 

• Treasury Management Strategy – this relates to the effective management of the 
Council’s borrowing, investments and cash flows, its banking, money market and 
capital market transactions; the effective control of the risks associated with those 
activities; and the pursuit of optimum performance consistent with those risks. 
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• Asset Management Strategy – this is designed to achieve the most efficient and 
effective management of assets. There are strong linkages to the Capital 
Strategy and Capital Programme particularly relating to the Council’s building 
infrastructure and maintenance of the Council’s Housing Stock. 

 

• 30 Year Housing Business Plan – this is a long term plan for managing the 
authorities housing assets and financing ongoing capital investments. 

 

• Economic Development Strategy - this addresses the key economic challenges 
facing the Council and sets a course to improve and develop South Kesteven as 
an economically prosperous place that attracts and supports business and 
enables local enterprise to flourish. 

 

• Council Standing Orders and Financial Regulations. 
 
4 Capital Expenditure Definition and Accounting Policy 

 

4.1 Capital expenditure is made when the Council spends money on assets, such as 

property or vehicles that will be used for more than one year.  It also includes loans 

and grants to other bodies enabling them to buy assets.  

 

4.2 When categorising expenditure, a deminimis of £10,000 (excluding vehicles) is 

applied, with purchases below this figure charged to revenue in year. Accounting 

policies relating to capital expenditure are further detailed in the Statement of 

Accounts.  

 

5 Corporate Governance of Projects 

 

5.1 The capital programme is set on an annual basis and includes a review of existing 

projects which have not yet commenced, new submissions, available capital 

resources and any new funding streams.   

 

5.2 Cabinet can approve additions to the capital programme up to a cumulative total of 

£500k in any one year.  Any increase in excess of this requires the approval of full 

Council. 

 

6 Project Management Methodology 

 

6.1 Capital projects will be managed using the Council’s project management toolkit 

which ensures the proportionate level of governance is in place.  This will include 

the formation of the business case, project initiation documentation, project risks 

and issues, resources identified and defined roles and responsibilities.  Capital 

projects will be defined in order to identify whole life costs and ongoing revenue 

implications both from a cost and income perspective. 

 

 

http://www.southkesteven.gov.uk/CHttpHandler.ashx?id=3465&p=0
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7 Submissions to the Capital Programme 

 

7.1 Submissions are requested annually from service areas in September to provide 

proposals for the following year’s capital programme. A standardised bid form is 

provided which includes an outline business case and details of any revenue budget 

implications. 

 

7.2 Proposals are reviewed and challenged to ensure schemes meet with service 

priorities.  Schemes are scored using a prioritisation matrix and this is used to inform 

decision making in ranking schemes in priority order, with a particular focus on those 

supporting future housing and leisure delivery. 

 

7.3 All bids are appraised based on a comparison of service priorities and strategic 

alignment prior to making recommendations for inclusion within the capital 

programme. The capital programme is then presented to Cabinet and Council in 

February/March each year. 

 

8 Monitoring the Capital Programme 

 

8.1 Once projects in the capital programme are approved they are categorised 

according to risk factors which facilitate the organisation to have oversight and 

sponsorship at the most appropriate level. 

 

8.2 These are categorised as follows: 

• Category 1 – High Risk 

• Category 2 – Medium Risk 

• Category 3 – Low Risk 

 

8.3 Risk assessment can be subjective and can depend on the particular project. 

 

8.4 The capital programme is monitored on a monthly basis by budget managers with 

access for review by the Corporate Management Team and quarterly monitoring 

reports are reviewed by Finance, Economic Development and Corporate Services 

Overview and Scrutiny Committee. 

 

8.5 In addition Category 1 projects may require a greater level of governance including 

formation of a specific project Board with appropriate terms of reference. 

 

8.6 Reporting against approved capital programme includes forecasts for the total 

expenditure within the financial year together with commentary about progress of 

the project and any significant issues. 

 

8.7 In 2020/21 the Council is planning capital expenditure of £30.90m as summarised 

in the table below. 
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 2019/20 

Forecast 

2020/21 

Budget 

2021/22 

Budget 

2022/23 

Budget 

 £m £m £m £m 

General Fund 9.17 3.41 1.19 1.67 

HRA 7.65 27.49 23.15 20.03 

Total 16.82 30.90 24.34 21.70 

 

8.8 The General Fund capital projects includes ensuring that the Council invests in 

strategic and operational assets that support the delivery of its corporate objectives 

and provides quality services such as waste management and leisure and arts. 

 

8.9 The Housing Revenue Account (HRA) is a ring-fenced account which ensures that 

council housing does not subsidise, or is itself subsidised, by other local services.  

HRA capital expenditure is therefore recorded separately and includes investment 

of £52.6M in new homes over a 5year period and investment in planned 

maintenance in the sum of £5.4m in 2020/21. 

 

9 Asset Management 

 

9.1 To ensure that capital assets continue to be of long-term use, the Council is 

developing a Property Asset Management Strategy. This will steer the Council’s 

approach to investing in property assets, outlining the framework for reviewing 

existing holdings, new acquisitions, disposals and ongoing management. 

 

9.2 The HRA Housing Strategy sets out how the council proposes to manage it housing 

stock to deliver the objectives of the service. The Housing Strategy is supported by 

the HRA Business Plan Model (BPM) which sets out the financial implications. The 

BPM is a key part of the Council’s long-term financial planning and sets out how we 

intend to deliver and finance services to tenants, investment in the housing stock 

and management of debt over a 30-year period. 

 

9.3 The investment in current housing stock targets maintaining the stock at “decent 

homes” standard and the BPM demonstrates that this can be done from the 

Council’s own resources. 

 

9.4 Investment in new stock will be financed from a mixture of grant income, internal 

resources and external borrowing.  The BPM sets out the affordability of payments 

servicing external debt.  

 

9.5 The 30-year BPM is under constant review as actual expenditure and income at the 

financial year end is confirmed, budgets are revised and changes in the economy 

such as inflation are forecast. 
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10 Capital Financing 

 

10.1 All capital expenditure must be financed, either from external sources (government 

grants and other contributions) the Council’s own resources (revenue, reserves, 

capital receipts) or debt (borrowing and leasing).  The planned financing of the 

expenditure detailed above (para 8.7) is set out in the table below. 

 

 2019/20 

Forecast 

2020/21 

Budget 

2021/22 

Budget 

2022/23 

Budget 

 £m £m £m £m 

External 
Sources 

1.59 6.67 1.84 0.23 

Council 
Resources 

15.23 24.23 20.50 14.47 

Debt 0.00 0.00 2.00 7.00 

Total 16.82 30.90 24.34 21.70 

 

11 Funding Sources 

 

11.1 The capital programme is funded from various sources including: 

• External sources such as Disabled Facilities Grant, Historic England and Homes 

England Grants. 

• S106 Developer Contributions – restricted to being used to undertake works 

compliant with the S106 agreement. 

• Council’s own reserves and revenue funding 

• Prudential borrowing 

 

11.2 Capital projects that cannot be funded from any other source can be funded from 

Prudential Borrowing.  Services must be able to afford the borrowing repayment and 

interest charges on the loan from revenue budgets.   

 

11.3 At the time of identifying funding requirements, the Council will undertake an 

analysis to determine the most financial advantageous option.  It will consider 

external borrowing alongside any internal borrowing opportunities.  Internal 

borrowing will be considered in the context of the operational boundary as set out 

in the Treasury Management Strategy and the Capital Financing Requirement.  

Borrowing funds from external sources is considered to be necessary given the 

available level of reserves available to fund the Council’s capital ambitions.  

However, there is careful consideration of the financing implications of undertaking 

borrowing in the context of the Medium-Term Financial Plan and the challenging 

financial landscape.  Therefore, careful financial modelling is undertaken to ensure 

that any borrowing can be financially supported over the duration of the loan period. 
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11.4 The Council may enter into finance leasing agreements to fund capital expenditure 

on behalf of services.  A full option appraisal and comparison of other funding 

sources must be made and it must be evidenced that leasing provides the best 

value for money. 

 

11.5 The impact of borrowing is reported in the Treasury Management Strategy 

alongside Prudential Indicators required by CIPFA’s Prudential Code for Capital 

Finance. 

 

12 Minimum Revenue Provision (MRP) 

 

12.1 Local authorities are required to set aside a prudent amount from their revenue 

account each year for the repayment of debt.  The Council’s approach to MRP is 

set out in the Treasury Management Strategy which is reviewed twice each year. 

The Council seek to align the period over which they charge MRP to one that is 

commensurate with the period over which the capital expenditure provides benefits.  

 

12.2 There are a number of methods available for the calculation of MRP and the method 

adopted will be determined on a case by case basis and be in accordance with the 

four options sets out in the statutory guidance. It is expected that the calculation 

method adopted will be the asset life method which allows the MRP provision to be 

based on the estimated useful life of the asset.  

 

12.3 To ensure that the council does not breach the prudential and treasury management 
code no borrowing will be undertaken purely in the interest of profit. 
 

13 Capital Financing Requirement 

 

13.1 The Prudential Code requires local authorities to calculate their Capital Financing 
Requirement (CFR). The CFR represents the Council’s underlying need to borrow 
for capital purposes. 

 
13.2 The Council’s CFR increases with new debt-financed capital expenditure; MRP, 

loan repayments and capital repayments reduce the CFR.  The Council’s CFR is 
expected to increase during 2020/21 based on the agreed 2020/21 capital 
programme. 

 

Estimates of Capital Financing Requirement 

 2019/20 
Forecast 

£m 

2020/21 
Budget 

£m 

2021/22 
Budget 

£m 

2022/23 
Budget 

£m 

General Fund 11.445 11.141 10.844 10.552 

HRA 99.626 96.404 95.182 98.960 

Total CFR 111.071 107.545 106.026 109.512 
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14 Asset Disposals 

 

14.1 When a capital asset is no longer needed it may be sold so that the proceeds, known 
as capital receipts, can be spent on new assets or to repay debt.  Repayment of 
capital grants, loans and investments also generate capital receipts.  The Property 
Asset Management Strategy sets out how assets are identified for disposal and how 
value for money is to be achieved.  

 
14.2 It is recognised that disposal of surplus assets that no longer support service 

delivery or are not defined as investment assets or have come to the end of their 
useful life should be considered for disposal.  In order to consider asset disposal, 
careful consideration of the costs of holding the asset and the alternative use any 
sale receipt should be undertaken on a regular basis.  The proceeds of any disposal 
should be earmarked into a specific reserve for future funding opportunities 
including supporting the financing of asset acquisition.   
 

15 Treasury Management 

 

15.1 Treasury management is concerned with keeping sufficient but not excessive cash 
available to meet the Council’s spending needs, whilst managing the associated 
risks. Surplus cash is invested until required. Loans are raised to fund capital 
expenditure when funding is not available from internal or external funding sources. 

 
15.2 At 31 December 2019 the Council had £97.489m borrowing at an average interest 

rate of 2.35% and £62.746m of treasury investments at an average interest rate of 
1.10%. 

 

15.3 Borrowing strategy: The Council’s main objectives when borrowing is to achieve a 
low but certain cost of finance while retaining flexibility should plans change in the 
future. 

 
15.4 Projected levels of the Council’s total outstanding debt are shown below compared 

against the Capital Financing Requirement (see para.13). 
 

Gross Debt and the Capital Financing Requirement 

 2019/20 
forecast 

2020/21 
budget 

2021/22 
budget 

2022/23 
budget 

 £m £m £m £m 

Debt 99.626 96.404 95.182 98.960 

CFR 111.071 107.545 106.026 109.512 

 
15.5 Statutory guidance states that debt should remain below the Capital Financing 

Requirement except in the short-term for cashflow management purposes.  As can 
be seen from the table above, the Council expects to comply with this in the medium 
term. 

 
15.6 Affordable borrowing limit: The Council is legally obliged to set an affordable 

borrowing limit (also called the authorised limit for external debt) each year. In line 
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with statutory guidance, a lower operational boundary is also set as a warning 
indicator should debt approach the authorised limit. 

 

Further details on borrowing can be found in the Treasury Management Strategy 

 

15.7 Investment strategy: Treasury investments arise from receiving cash before it is 
paid out again.  Investments made for service reasons or for pure financial gain are 
not generally considered to be part of treasury management. 
 

15.8 Councils are required to invest funds prudently and to have regard to the security 
and liquidity of its investments before seeking the highest rate of return/yield.  The 
objective when investing money is to strike an appropriate balance between risk 
and return, minimising the risk of incurring losses from defaults as well as the risk 
of receiving unsuitably low investment income. 

 
15.9 The Council aims to maintain the diversity of its investments as a means of limiting 

exposure to credit risk.  For short-term investments, a range of money market funds 
will be primarily utilised.  For longer-term investments, higher yielding options are 
considered, such as fixed term deposits. 

 
15.10 Governance: Decisions on treasury management investment and borrowing are 

made daily and are therefore delegated to the Finance Director and staff, who must 
act in line with the treasury management strategy approved by Council.  Half yearly 
reports on treasury management are presented to Governance and Audit 
Committee who are responsible for scrutinising treasury management decisions.  
 

16 Investments for Service Purposes 

 

16.1 The Council makes investments to assist local public services, including making 
loans to the Council’s subsidiaries, Gravitas Limited and EnvironmentSK Ltd.  In the 
light of the public service objective, the Council is willing to take more risk than with 
treasury investments, however it still plans for such investments to generate an 
income return after all costs. 
 

16.2 Governance: Decisions on service investments are made in accordance with the 
Council’s budget framework.  Most loans and share investments are classified as 
capital expenditure, so any such transactions will therefore also be approved as part 
of the capital programme approval process. 
 
 
 
 
 

Authorised Limit and Operational Boundary for External Debt 

 2019/20 limit 2020/21 limit 2021/22 limit 2022/23 limit 

 £m £m £m £m 

Authorised Limit 156.765 156.765 156.765 156.765 

Operational 
Boundary 

138.765 138.765 138.765 138.765 
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17 Commercial Activities 

 

17.1 With Central Government financial support for local public services declining, 
Councils are looking for more innovative means of securing sustainable income 
sources. 

 
17.2 Where financial return is the main investment objective, the Council may be willing 

to consider higher risks on commercial investment than it would with treasury 
investments with the knowledge that it is underpinned by the ownership of a 
commercial asset that can be disposed of in the event of a poor financial return. 

  
18 Revenue Budget Implications 

 

18.1 Although capital expenditure is not charged directly to the revenue budget, interest 
payable on loans and MRP charges are charged to revenue, offset by any 
investment income receivable.  The net annual financing costs can be compared to 
the net revenue stream i.e. the amount funded from Council Tax, business rates 
and general government grants, to illustrate the proportion of the Council’s 
resources required to cover net financing costs. 

 

Ratio of financing costs to net revenue stream 

 2019/20 
forecast 

2020/21 
budget 

2021/22 
budget 

2022/23 
budget 

General Fund (1.14%) (1.56%) (1.78%) (1.64%) 

HRA 14.50% 14.33% 14.01% 13.94% 

 
18.2 Sustainability: The capital programme requires the Council to enter into long term 

financial commitments in terms of debt financing and additional operational costs.  
These have been fully comprehended within the Council’s Medium-Term Financial 
Plan and are considered prudent and sustainable. 
 

19 Knowledge and Skills 

19.1 The Council employs professionally qualified and experienced staff in senior 
positions with responsibility for making capital expenditure, borrowing and 
investment decisions. For example, the Director of Finance and Head of Finance 
are qualified accountants with significant experience.  The Council invests in 
providing professional training for staff across its service areas. 
 

19.2 Where the Council’s staff do not have the knowledge and skills required, use is 
made of external advisors and consultants that are specialists in their field.  The 
Council currently employs external treasury management advisors and external 
VAT advisors.  This approach ensures the Council has access to specialist expertise 
when needed to support its staff, commensurate with its risk appetite. 
 

20 Non-Treasury Investment Strategy 

20.1 It is recognised that the Council may make investments for policy reasons outside 

of normal treasury management activity.  These may include: 
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• ‘service investments’ held clearly and explicitly in the course of the provision, and 
for purposes of operational services, including regeneration; 
 

• ‘commercial investments’ which are taken for mainly financial reasons.  These 
may include investments arising as part of business structures, such as shares 
and loans in subsidiaries or investments explicitly taken with the aim of making a 
financial surplus for the organisation.  Commercial investments also include non-
financial assets which are held primarily for financial investment, such as 
investment properties. 
 

20.2 Commercial investments for financial benefit rather than service outcomes are 

sometimes entered into outside of normal treasury activity so need more careful 

financial risk assessment.  Where such investments do not give priority for security 

and liquidity over yield, whether because of the nature of the assets themselves or 

for valid service reasons, it is recommended that the decision should be explicit, the 

additional risks set out clearly and the impact on financial sustainability identified 

and reported. 

 

20.3 Due diligence processes need to ensure effective scrutiny of the proposed 

investments, identification of risk to both capital and revenue returns, any external 

underwriting of those risks and the potential impact on the financial sustainability of 

the organisation if those risks occur.  Where necessary independent and expert 

advice will be required to ensure that due diligence is suitably robust. 

 

20.4 A register of investments and financial guarantees will be maintained and regularly 

reviewed as part of performance reporting arrangements, including periodic 

reassessment of the probability of financial guarantees being called upon.  This 

register should be reconciled to the financial instruments disclosures within the 

statement of accounts. 

 

20.5 This Investment Strategy was a new report for 2019-20, meeting the requirements 
of statutory guidance issued by the Government in January 2018, and focuses on 
the Council’s provisions for lending to its own subsidiaries (service investments) and 
commercial property investment income. 
 

21 Service Investments: Loans 

 

21.1 The Council can lend money to its own subsidiaries to support local public services 
and stimulate local economic growth. The Council has provided a loan to Gravitas 
of £1.680m and a loan to EnvironmentSK of £0.571m.   
 

21.2 The Council can also lend up to £5m per investment to Registered Social Landlords 
for the purpose of providing housing within the District with repayment terms of up 
to 10 years offered. These loans would be considered to be a service investment. 

 

21.3 The main risk when making this type of loan is that the borrower will be unable to 
repay the principal lent and/or the interest due. In order to limit this risk and ensure 
that total exposure remains proportionate to the size of the Council, each application 
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will be assessed alongside a robust business case and quarterly financial 
performance reports will be required to be provided. 

 

21.4 Accounting standards require the Council to set aside loss allowance for loans, 
reflecting the likelihood of non-payment. The figures for loans in the Council’s 
statement of accounts from 2018/19 onwards will be shown net of this loss 
allowance. However, the Council has appropriate credit control arrangements in 
place to minimise any loss in overdue repayments. 

 

21.5 Risk assessment: The Council will assess the risk of loss before entering into 
service loans by evaluating the business case submitted with each counterparty’s 
application to determine how resilient the business is and that the provision of the 
loan will enable the business to grow and deliver the objectives set out on the 
business case. The loan will be monitored on a quarterly basis to minimise the risk 
on any potential loss. During the life of the loan any change in original assumptions 
will be monitored. The Council will use external advisors if felt appropriate by the 
Director of Finance. All loans will be subject to contract agreed by Head of Legal 
Services. All loans will be approved by Council or the Committee to which this 
approval has been delegated and will be monitored by the Director of Finance. 
 

22 Service Investments: Shares 

 

22.1 The Council has purchased £1.12m of equity shares in Gravitas Housing Limited. 
This is the maximum limit that the Council is approved to invest in this type of 
investment. Any further equity investments in subsidiaries of the council will be 
included in a report to Council and the limit amended in the report. 
 

22.2 Security: One of the risks of investing in shares is that they potentially fall in value 
meaning that the initial outlay may not be recovered. To manage this risk upper 
limits on the sums invested in subsidiaries will be set at the lowest investment level 
required to enable the subsidiary to operate. 

 

22.3 Risk Assessment: The Council will assess the risk of loss before entering into and 
whilst holding shares by going through an extensive process of risk analysis. The 
risk analysis will include an assessment of the market that the subsidiary will be 
active in including the nature and level of competition, how the market/customer 
needs will evolve over time, the barriers to entry and exit and any ongoing 
investment requirements. As the Council’s primary reason for investing in shares 
may not be the financial return but for service benefits these will also be included in 
the assessment. This will ensure that the council has a clear understanding of all of 
the benefits as well as the potential risks. The Council will use external advisors as 
thought appropriate by the Director of Finance. 
 

22.4 Liquidity: This type of investment is fundamentally illiquid as the investment will be 
in a council owned subsidiary, in order to limit this the Council will assess the 
maximum level of resources that can prudently be committed and ensure that this 
limit is not exceeded. 

 

22.5 Non-specified Investments: Shares are the only investment type that the Council 
has identified that meets the definition of a non-specified investment in the 
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government guidance. The limits above on share investments are therefore also the 
Council’s required upper limits on non-specified investments. The Council has not 
adopted any procedures for determining further categories of non-specified 
investment since none are likely to meet the definition. 

 
23 Commercial Investments: Property 

23.1 The Council will invest in local commercial property with the intention of generating 
an income that will contribute towards funding the revenue budget. The Council has 
a range of investment properties which it leases to local businesses which in 
2018/19 generated a net income of £319K 
 

23.2 Prior to investing in commercial property due consideration should be given to the 
CIPFA Prudential Investment Property Guidance to ensure that the council does not 
breach the prudential and treasury management code which states that that 
authorities must not borrow more than or in advance of needs purely in the interest 
of profit. 

 

23.3 CIPFA published this paper in response to the increase in commercial property 
investment across local government and concerns about risk to future revenue 
budgets alongside government concerns regarding cheap borrowing potentially 
causing market distortion. 

 

23.4 The table below lists the investment properties by major category and highlights 
whether these have been purchased to provide commercial income to support the 
Council’s budget following a reduction in Central Government support as this is the 
main concern of the new guidance.  All commercial property investments have been 
financed using council resources. 

 

Property Type Value as at 31 March 2019  
£m 

General Fund Investment Property 5.450 

Housing Revenue Account Investment 
Land & Shops 

0.461 

Total 5.911 

 
23.5 Security: In accordance with government guidance, the Council considers a 

property investment to be secure if its accounting valuation is at or higher than its 
purchase cost including taxes and transaction costs. 

 
23.6 Investment properties are revalued each year-end by external valuers, so the 

Council will consider annually whether the underlying assets provide security i.e. 
are not below their purchase cost. Should this be the case the Assistant Director of 
Growth will consider whether holding the assets is appropriate and bring any 
alternative actions to Council in an update to the Property Investment Policy for that 
year. 

 

23.7 Risk Assessment: The Council assesses the risk of loss before entering into and 
whilst holding property investments by:  
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• Assessing the relevant market sector including the level of competition, 

• The barriers to entry and exit and future market prospects; 

• Using advisors if thought appropriate by the Director of Finance Legal & 
Democracy; 

• Continually monitoring risk in the whole portfolio and any specific assets 
 

23.8 Liquidity: Property is relatively difficult to sell and convert to cash at short notice and 
can take a considerable period to sell in certain market conditions. The council takes 
this into consideration when assessing the cash balances that are required to meet 
its liabilities. 
 

24 Proportionality 

 

24.1 The Council receives income from investment properties which contribute towards 
achieving a balanced revenue budget. The table below shows the extent to which 
the expenditure planned to meet the service delivery objectives is dependent on 
achieving the expected income from these properties over the Medium-Term 
Financial Strategy. Should it fail to achieve the expected income, the Council has 
reserves which could cover the loss of income in the short term whilst actions were 
identified to ensure the income shortfall is remedied in the medium term. 

 

Proportionality of 
General Fund 

Investments £m 

2019/20 
Forecast 

2020/21 
Indicative 

Budget 

2021/22 
Indicative 

Budget 

2022/23 
Indicative 

Budget 

Gross service 
expenditure 

34.300 34.163 33.817 33.750 

Investment income (0.332) (0.411) (0.421) (0.421) 

Proportion (0.97%) (1.20%) (1.24%) (1.25%) 

 

Proportionality of 
HRA Investments £m 

2019/20 
Forecast 

2020/21 
Indicative 

Budget 

2021/22 
Indicative 

Budget 

2022/23 
Indicative 

Budget 

Gross service 
expenditure 

17.300 17.619 17.718 18.045 

Investment income (0.016) (0.016) (0.016) (0.016) 

Proportion (0.09%) (0.09%) (0.09%) (0.09%) 

 

25 Capacity and Skills 

 

25.1 Elected Members and statutory officers: The Council recognises that those elected 
Members and statutory officers involved in the investments decision making 
process must have appropriate capacity, skills and information to enable them to: 
 

• Take informed decisions as to whether to enter into a specific investment; 

• Assess individual business cases in the context of the strategic objectives and 
risk profile of the Council; and 

• Enable them to understand how new decisions have changed the overall risk 
exposure of the Council 
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The Council will ensure that the relevant officers and the Governance and Audit 

Committee have appropriate skills, providing training and advisor support where 

there is a skills gap. 

 

25.2 Commercial Deals: The Council will ensure that the Governance and Audit 
Committee Cabinet, and officers negotiating commercial deals are aware of the core 
principles of the prudential framework and of the regulatory regime within which 
local authorities operate. 

 
25.3 Corporate Governance; Any investment decisions will be scrutinised by the 

Corporate Management Team and Cabinet before final approval. The decisions will 
be reported in the mid-year and annual treasury management reports. 
 

26 Investment Indicators 
 

26.1 The Council has set the following quantitative indicators to allow elected Members 
and the public to assess its total risk exposure as a result of its investment decisions. 

 
26.2 Total risk exposure: The first indicator shows the total exposure to potential 

investment losses. 
 

Total Investment Exposure                   
£m 

2019/20 
Forecast 

2020/21 
Forecast 

2021/22 
Forecast 

Treasury Management Investments 49.852 34.156 23.902 

Service Investment – Loans 2.251 2.251 2.251 

Services Investment - Shares 1.120 1.120 1.120 

Commercial Investments – GF 
Property 

10.450 10.450 10.450 

Commercial Investments – HRA 
Property 

0.461 0.461 0.461 

Total Investments 64.134 48.438 38.184 

Commitments to Lend 0 0 0 

Total Exposure 64.134 48.438 38.184 

 
26.3 How investments are funded: Government guidance is that these indicators should 

include how investments are funded. The council has currently funded all 
investments with usable reserves.  
 

26.4 Rate of return received: This indicator shows the investment income received less 
the associated costs, including the cost of borrowing where appropriate, as a 
proportion of the sum initially invested. 
 

Investments net rate of return % 2019/20 
Forecast 

2020/21 
Forecast 

2021/22 
Forecast 

Treasury Management Investments 0.95 1.20 1.45 

Service Investment – Loans 4.0 4.0 4.0 

Services Investment Shares 0.0 2.0 2.0 
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Commercial Investments – GF 
Property 

6.10 3.93 4.02 

Commercial Investments – HRA 
Property 

3.51 3.51 3.51 

All Investments 1.32 1.77 1.63 

 
26.5 The MHCLG guidance lists other indicators and the Council has selected the 

indicators below as appropriate. 
 

Total Investment Exposure                   2019/20 
Forecast 

2020/21 
Forecast 

2021/22 
Forecast 

Commercial income to net service 
expenditure ratio 

1.67% 2.15% 2.27% 

HRA - Commercial income to net 
service expenditure ratio 

(0.20%) (0.20%) (0.18%) 

Net Income Return Target 3-5% 3-5% 3-5% 

Tenant over 5% 2 2 2 

 
 
 

 


