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Capital Strategy Report 2019/20

Dartford Borough Council

Introduction

This capital strategy is a new report for 2019/20, bringing together information previously published 
elsewhere. The strategy gives a high-level overview of how capital expenditure, capital financing and 
treasury management activity contribute to the provision of local public services along with an overview 
of how associated risk is managed and the implications for future financial sustainability. It has been 
written in an accessible style to enhance members’ understanding of these sometimes technical areas.

Capital Expenditure and Financing

Capital expenditure is where the Council spends money on assets, such as property or vehicles that 
will be used for more than one year. In local government this includes spending on assets owned by 
other bodies, and loans and grants to other bodies enabling them to buy assets. The Council has some 
limited discretion on what counts as capital expenditure, for example assets costing below £10,000 are 
not capitalised and are charged to revenue in year.

 For details of the Council’s policy on capitalisation, see the policy as outlined in the most recent 
statement of accounts: [link]

In 2019/20, the Council is planning capital expenditure of £29.5m as summarised below:

Table 1: Prudential Indicator: Estimates of Capital Expenditure in £ millions

2017/18 
actual

2018/19 
forecast

2019/20 
budget

2020/21 
budget

2021/22 
budget

General Fund services 2.676 5.228 18.836 5.524 3.545

Council housing (HRA) 8.972 12.658 11.882 9.943 7.076

TOTAL 11.648 17.886 30.268 15.466 10.621

The main General Fund capital projects include building a new community facility at Stone Lodge and, 
works to the Acacia Hall site and Town Centre Improvement works.

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 the building of several new homes over the forecast period. There is 
also a significant budget to refurbish existing housing stock.

Governance: Service managers bid to include projects in the Council’s capital programme. Bids are 
collated by Financial Services and added to continuing projects. Each Strategic Director reviews the 
bids and puts them forward to be assessed by the Managing Director who assesses all bids based on 
a comparison of priorities against available finances/financing costs in consultation with the Leader of 
the Council. Recommendations to the Council are then made under delegated authority or via Cabinet. 
The final capital programme is then presented to Council in February each year for total budget 
approvals.

 For full details of the Council’s capital programme are available elsewhere in the Budget report.

https://www.dartford.gov.uk/by-category/council-and-democracy2/council-budgets-and-spending/statement-of-accounts
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All capital expenditure must be financed, either from external sources (government grants and other 
contributions), the Council’s own resources (revenue, reserves and capital receipts) or debt (borrowing, 
leasing and Private Finance Initiative). The planned financing of the above expenditure is as follows:

Table 2: Capital financing in £ millions

2017/18 
actual

2018/19 
forecast

2019/20 
budget

2020/21 
budget

2021/22 
budget

External sources 0.598 1.080 9.595 5.083 3.155

Contribution From 
Revenue/Reserves 8.061 8.240 9.798 7.839 6.333

Capital Receipts 2.989 5.885 10.875 2.544 1.113

Debt/Capital Financing 
Requirement 0 2.681 0 0 0

TOTAL 11.648 17.886 30.268 15.466 10.621

Debt is only a temporary source of finance, since loans and leases must be repaid, and so is therefore 
replaced over time by other financing, usually from revenue which is known as minimum revenue 
provision (MRP). Alternatively, proceeds from selling capital assets (known as capital receipts) may be 
used to replace debt finance. In 2018/19 it is now planned to use capacity within the HRA Capital 
Financing Requirement (CFR) to fund £2.681m of capital expenditure. This will result in matching the 
HRA CFR to the outstanding debt and will improve the business plan position so that the maturity loan 
of £5m payable in 2022 is funded and new build expenditure can continue. 

Planned MRP (voluntary MRP) and use of capital receipts are as follows:

Table 3: Replacement of debt finance in £ millions

2017/18 
actual

2018/19 
forecast

2019/20 
budget

2020/21 
budget

2021/22 
budget

Own resources 4.443 8,273 4,443 4,443 9,443

 The Council’s full minimum revenue provision statement is appendix A to this report

The Council’s cumulative outstanding amount of debt finance is measured by the capital financing 
requirement (CFR). This increases with new debt-financed capital expenditure and reduces with MRP 
and capital receipts used to replace debt. The CFR is expected to decrease by £4.443m during 2019/20. 
Based on the above figures for expenditure and financing, the Council’s estimated CFR is as follows:

Table 4: Prudential Indicator: Estimates of Capital Financing Requirement in £ millions

31.3.2018 
actual

31.3.2019 
forecast

31.3.2020 
forecast

31.3.2021 
forecast

31.3.2022 
forecast

General Fund services 3,830 0 0 0 0

Council housing (HRA) 57.614 55,852 51,409 46,966 37,523

Capital investments 0 0 0 0 0

TOTAL CFR 61.444 55,852 51,409 46,966 37,523
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Asset management: The way in which the Council uses and manages its physical land and buildings’ 
asset base is central to its ability to support best value service delivery and to sustain and support its 
corporate objectives as set out in the Corporate Plan and other strategies. To ensure that capital assets 
continue to be of long-term use, the Council is developing a revised asset management strategy which 
will state and provide a level of detail of the main asset management aims. Currently, the headline 
strategical intent  by the different classes of asset held are as follows:

Operational Estate

The operational estate strategy is to maintain the current operational estate whilst making the most of 
opportunities to rationalise use of space and to generate income. Development or changes to assets 
will also be considered in respect of these and other corporate objectives. Any potential longer-term 
relocation of the Civic Centre and the options available to the Council will be considered in the light of 
accessibility, ease of access and location.

Investment Properties

The Council has relatively few investment properties, whose value at 31st March 2018 was £13.8m. 
These are discussed in the investment strategy in appendix D (iv).   These are non-residential property 
assets, which the Council has held for several years, from which the Council derives revenue income 
in the form of rent or is  holding the asset with a view to future capital appreciation. The Council’s 
strategy in relation to these properties will be one that seeks to maximise rental income/yield wherever 
possible, whilst balancing the Council’s desire to support community uses. As a general principle, the 
Council wishes to maintain and enhance the generation of long term revenue streams and where 
appropriate, by retaining freeholds and the income generating property portfolio.

Sports and Leisure Facilities (leased to third parties) 

Part of the Council’s Strategy for sports and leisure activities is based on the ethos of providing an 
environment conducive to physical activity centred on leisure centres, wide ranging leisure facilities and 
parks/open spaces which seek to encourage participation from people of all ages.

Community Property 

The Council’s strategic approach to its community property portfolio is:

 To generate a commercial yield on its commercial property portfolio but this may be subsidised 
where an organisation is clearly supporting the Council’s objectives or assisting with service 
delivery;

 To prioritise utilisation of buildings and identifying opportunities for organisations to share or 
co-locate;

 To explore through the ‘community right to nominate/bid’ procedure, how community assets 
can be used as a tool for encouraging community engagement.  

Green/Open Spaces Property 

The Council has made significant investments in parks and open spaces, in particular Central Park and 
will be making further significant investments in opening up areas such as Acacia Hall and land at Stone 
Lodge. There is currently a general policy of maintaining parks and open spaces and protecting public 
open space.

Housing 

The Council has focussed its housing strategy agenda at a strategic level on the Three Strands 
Approach, which seeks to protect and enhance the Borough whilst recognising the need to 
accommodate growth where appropriate, particularly as a means of improving less successful parts of 
the Borough. 
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The Council’s property portfolio can play a role in achieving the Core Strategy’s priorities by creating 
opportunities to develop new housing supply of all tenures, making land available for the construction 
of new homes and by using an understanding of the Borough to improve the way service delivery 
connects with communities at a local level. 

The Housing stock also generates significant rental income which is reinvested into the stock to ensure 
that the quality of accommodation offered  is of a high standard and meets the needs of the tenants 
and contributes  towards the Council’s wider strategic objectives around health and well-being.

Asset disposals: 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. The Council is currently also permitted 
to spend capital receipts on service transformation projects until 2021/22. Repayments of capital grants, 
loans and investments also generate capital receipts. The Council anticipates to receive £2.5m of net 
capital receipts in the coming financial year as follows:

Table 5: Capital receipts in £ millions

2017/18 
actual

2018/19 
forecast

2019/20 
budget

2020/21 
budget

2021/22 
budget

Asset sales 2.25 0.81 0.30 0.30 0.30

Asset Sales (restricted 
for 141 Sales) 

1.60 0.50 0.50 0.50 0.50

Discounted Sales 
Scheme

2.82 2.50 1.70 0.70 0.70

TOTAL 6.67 4.11 2.50 1.50 1.50

 There are no planned disposals as such included in the figures above, however the sale of a 
section of Stone Lodge is expected to progress subject to conditions precedent. The Council 
also sells council houses under right to buy and considers selling minor land strips when 
approached to do so. 

Treasury Management

Treasury management is concerned with keeping sufficient but not excessive cash available to meet 
the Council’s spending needs, while managing the risks involved. Surplus cash is invested until 
required, while a shortage of cash will be met by borrowing, to avoid excessive credit balances or 
overdrafts in the bank current account. The Council is typically cash rich in the short-term as revenue 
income is received before it is spent and funding is typically held before capital expenditure with the 
exception of grant funded projects. It is worth noting that some cash held by the Council is due to go to 
third parties such as income held for the Bridge Development and funds for distribution as a result of 
Council Tax or NNDR collection Fund Surplus. This income will be invested in the short term.

Due to decisions taken in the past, as at 31st December 2018 the Council has £58.07m borrowing at an 
average interest rate of 2.46% and £119.37m treasury investments generating an average income to 
31st December 2018 of 2.02% (non annualised).

Borrowing strategy: The Council’s chief objective when borrowing money is to strike an appropriately 
low risk balance between securing low interest costs and achieving certainty of those costs over the 
period for which the funds are required.  The flexibility to renegotiate loans should the Council’s long-
term plans change is a secondary objective.   
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Projected levels of the Council’s total outstanding debt are shown below, compared with the capital 
financing requirement (see above). 

Table 6: Prudential Indicator: Gross Debt and the Capital Financing Requirement in £ millions

31.3.2018 
actual

31.3.2019 
forecast

31.3.2020 
budget

31.3.2021 
budget

31.3.2022 
budget

Debt 60.295 55.852 51,409 46,966 37,523

Capital Financing 
Requirement

61.444 55.852 51,409 46,966 37,523

Statutory guidance is that debt should remain below the capital financing requirement, except in the 
short-term. As can be seen from table 6, the Council expects to comply with this both in the short and 
medium term. 

Affordable borrowing limit: The Council is legally obliged to set an affordable borrowing limit (also 
termed the authorised limit for external debt). In line with statutory guidance, a lower “operational 
boundary” is also set as a warning level should debt approach the limit.

Table 7: Prudential Indicators: Authorised limit and operational boundary for external debt in £m

2018/19 
limit

2019/20 
limit

2020/21 
limit

2021/22 
limit

Authorised limit – borrowing
Authorised limit – PFI and leases
Authorised limit – total external debt

120
0

120

120
20

140

120
20

140

120
20

140

Operational boundary – borrowing
Operational boundary – PFI and leases
Operational boundary – total external debt

100
0

100

100
15

115

100
15

115

100
15

115

 Further details on borrowing are in section 4 of the treasury management strategy in appendix 
D (v)

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. 

The Council’s policy on treasury investments is to prioritise security and liquidity over yield, that is to 
focus on minimising risk rather than maximising returns. Cash that is likely to be spent in the near term 
is invested securely, for example with the government, other local authorities or selected high-quality 
banks, to minimise the risk of loss. Money that will be held for longer terms is invested more widely, 
including in bonds, shares and property, to balance the risk of loss against the risk of receiving returns 
below inflation. Both near-term and longer-term investments may be held in pooled funds, where an 
external fund manager makes decisions on which particular investments to buy and the Council may 
request its money back at short notice.
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Table 8: Treasury management investments in £millions

31.3.2018 
actual

31.3.2019 
forecast

31.3.2020 
forecast

31.3.2021 
forecast

31.3.2022 
forecast

Near-term investments 54.23 39.71 28.15 25.73 20.92

Longer-term investments 43.14 64.66 64.66 64.66 64.66

TOTAL 97.38 104.37 92.81 90.39 85.58

Further details on treasury investments are in the treasury management strategy -see appendix 
D(v)

Governance: Decisions on treasury management investment and borrowing are made daily and are 
therefore delegated to the Managing Director, the Strategic Director (Internal Services) and staff, who 
must act in line with the treasury management strategy approved by Council. Semi-annual reports on 
treasury management activity are presented to Cabinet. The Treasury Management Panel is 
responsible for scrutinising treasury management decisions and meets a minimum of three times per 
year.

Investments for Service Purposes

The Council can make investments to assist local public services. These may generate more risk than 
with treasury investments but such risk may be tolerated due to meeting service objectives. 

Commercial Activities/Direct Commercial Property Investments

There is no proposal for any direct investment in commercial property. Any such opportunities or future 
policies will be recommended to Cabinet or exercised within delegated powers. It is the view of the 
Council that commercial opportunities are best undertaken in synergy with the priorities of the Council. 
Additionally, commercial property investment risks are often best mitigated through a pooled tradable 
investment vehicle. 

Liabilities

In addition to debt of £60m detailed above, the Council is committed to making future payments to cover 
its pension fund deficit (valued at £19.8m on an ongoing funding basis). It has also set aside £6.7m to 
cover the risk of business rate appeals. 

Governance: Decisions on incurring new discretional liabilities are taken at an appropriate level in 
accordance with the relevant delegations. The risk of liabilities crystallising and requiring payment is 
monitored by the Financial Services team and reported to Cabinet alongside financial monitoring as 
necessary.

 Further details on liabilities and guarantees are shown in the statement of accounts [link]

Revenue Budget Implications

Although capital expenditure is not charged directly to the revenue budget, interest payable on loans 
and MRP are charged to revenue, offset by any investment income receivable. The net annual charge 
is known as financing costs; this is compared to the net revenue stream i.e. the amount funded from 
Council Tax, business rates and general government grants.

https://www.dartford.gov.uk/by-category/council-and-democracy2/council-budgets-and-spending/statement-of-accounts
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Table 9: Prudential Indicator: Proportion of financing costs to net revenue stream

Proportion of net 
revenue stream:

2017/18 
actual

2018/19 
forecast

2019/20 
budget

2020/21 
budget

2021/22 
budget

General Fund -11.82% -11.20% -5.55% -5.51% -5.47%

Housing Revenue 
Account 7.29% 6.85% 6.39% 6.00% 5.36%

The General Fund ratio is negative because revenues exceed financing costs

Sustainability: Due to the very long-term nature of capital expenditure and financing, the revenue 
budget implications of expenditure incurred in the next few years will extend for several years into the 
future. The Section 151 Officer is satisfied that the proposed capital programme is prudent, affordable 
and sustainable due to the level of resources identified, current investment income levels and the longer 
term ability to influence income levels. 

Knowledge and Skills

The Council employs professionally qualified and experienced staff in senior positions with 
responsibility for making capital expenditure, borrowing and investment decisions. For example, the 
Managing Director, the Strategic Director (Internal Services) and the Financial Services Manager are 
all qualified accountants with significant experience, The Council also use relevant property and 
commercial expertise as required via its contract with Gen2. The Council  pays for staff to study towards 
relevant professional qualifications including CIPFA and to undertake continuing professional 
development and the Council’s treasury advisors also provide regular updates and courses. 

Where Council staff do not have the knowledge and skills required, use is made of external advisers 
and consultants that are specialists in their field. The Council currently employs Arlingclose Limited as 
treasury management advisers, Gen2 as property consultant, Richard Robson as property valuers and 
other property consultants/project managers. This approach is more cost effective than employing such 
staff directly, and ensures that the Council has access to knowledge and skills commensurate with its 
risk appetite.
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Appendix A – Annual Minimum Revenue Provision Statement 2019/20

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), although there has been no statutory minimum since 2008. The 
Local Government Act 2003 requires the Authority to have regard to the Ministry for Housing, 
Communities and Local Government’s (MHCLG) Guidance on Minimum Revenue Provision most 
recently issued in 2012.

The broad aim of the MHCLG 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 MHCLG 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 

For capital expenditure incurred before 1st April 2008, MRP will be determined as 4% of the Capital 
Financing Requirement in respect of that expenditure.  

For assets acquired by finance leases or the Private Finance Initiative MRP will be determined as being 
equal to the element of the rent or charge that goes to write down the balance sheet liability.

No MRP is chargeable in respect of assets held within the Housing Revenue Account. However 
Voluntary Revenue Provision in respect of the £86.953m payment made in 2012 to exit the Housing 
Revenue Account subsidy system will be determined as being equal to the principal amount repaid on 
the loans borrowed to finance that payment. 

Should the CFR increase, due to the use of internal or external borrowing, the appropriate MRP policy 
will be considered at that time, and it is likely that it will match the asset life. Capital expenditure incurred 
during 2019/20 will not be subject to any MRP charge, if applicable, until 2020/21.


