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2019/20 CAPITAL STRATEGY 
 
 
1. EXECUTIVE SUMMARY 
 
1.1 The Government has introduced a new requirement for the Council to 

produce a Capital Strategy.  The aim of this requirement is to explain 
how the Council’s capital expenditure, capital financing, and treasury 
management activity contribute to the provision of local public services. 

 
1.2 The overall Capital Strategy has to include the following components:- 
 

a) A Capital Strategy report (i.e. this report); 
b) The Capital Programme (reported elsewhere on this agenda); 
c) The Treasury Management Strategy (reported to the 

Governance and Audit Committee on 4 February 2019); and, 
d) The Investment Strategy (attached at Appendix A to this report). 

 
1.3 This Capital Strategy report provides a high-level overview of the other 

components which are reported in detail elsewhere.  Each of these 
components will be reported together for consideration by the Council 
at its meeting on 6 March 2019. 

 
1.4 The Government’s intention is for this report to be presented in an 

accessible style in order to enhance Members’ understanding of these 
sometimes technical areas.  The report must also explain the Council’s 
governance arrangements for making decisions relating to the Capital 
Strategy. 

 
  



1.5 The Council’s Investment Strategy explains the Council’s approach to 
making investments.  In addition to investments made for treasury 
management income purposes, the Council may also make 
investments for service purposes or commercial purposes.  The 
Council may make service investments to support the provision of 
services, including making loans to local businesses to promote 
economic growth.  The Investment Strategy explains that, due to the 
additional social and/or regenerative benefits, the Council may be 
willing to take more risk with these investments than it would with 
treasury management investments, but it still plans for such 
investments to generate a return.  The Council also ensures that plans 
are in place to minimise the risk of service investments to make sure 
that no money is lost. 

 
1.6 The Council may also invest in commercial property for an element of 

financial gain.  The Investment Strategy explains the Council’s 
approach, and the current level and return on such investments.  The 
Council ensures that any associated risks are minimised by completing 
appropriate due diligence checks before entering into any such 
commercial activities. 

 
 
2. RECOMMENDATIONS 
 

Members of the Cabinet are recommended to note the report and 
request the Council to approve the 2019/20 Capital Strategy and its 
associated reports. 

 
 
3. CAPITAL STRATEGY 
 
3.1 Under the Prudential Code for Capital Finance in Local Authorities 

(revised in 2017), the Government has introduced a new requirement 
for the Council to approve a Capital Strategy.  This is aimed at 
explaining how the Council’s capital expenditure, capital financing, and 
treasury management activity contribute to the provision of local public 
services, and how any associated risk is managed. 

 
3.2 The overall Capital Strategy has to include the following components:- 
 

a) A Capital Strategy report (i.e. this report); 
b) The Capital Programme (reported elsewhere on this agenda); 
c) The Treasury Management Strategy (reported to the 

Governance and Audit Committee on 4 February 2019); and, 
d) The Investment Strategy (attached at Appendix A to this report). 

 
3.3 This Capital Strategy report provides a high-level overview of the other 

components which are reported in detail elsewhere.  Each of these 
components will be reported together for consideration by the Council 
at its meeting on 6 March 2019.  



3.4 The Government’s intention is for this report to be presented in an 
accessible style in order to enhance Members’ understanding of these 
sometimes technical areas.  The Government has emphasised the 
need for the Capital Strategy to explain how the Council ensures that 
good governance is achieved when making borrowing, investment and 
capital decisions.  The Council’s approach to governance is therefore 
set out in each of the sections below. 

 
3.5 The Government also requires the Council to present a range of 

indicators to accompany the Capital Strategy and that these indicators 
should reflect the Council’s exposure to borrowing, investment, and 
capital decisions.  These indicators are therefore shown in each of the 
tables included in the report below. 

 
 
4. THE CAPITAL PROGRAMME 
 
4.1 Capital Expenditure 
 
4.1.1 Capital expenditure is the Council’s spending on assets (such as 

property or vehicles) which will be used for more than one year.  In 
local government, this often includes spending on assets owned by 
other bodies, and also any loans and grants which the Council makes 
to other bodies to enable them to buy assets.  Capital expenditure also 
includes money spent by the Council on capital investments, such as 
loans to other organisations for service purposes. 

 
4.1.2 A full update on the Capital Programme is reported in detail elsewhere 

on this agenda.  That report details the Council’s planned capital 
expenditure as summarised below:- 

 

 2017/18 
Actual 

£m 

2018/19 
Forecast 

£m 

2019/20 
Forecast 

£m 

2020/21 
Forecast 

£m 

Capital Programme 20.881 21.039 29.286 37.479 

Service Investments - 4.005 - - 

TOTAL 20.881 25.044 29.286 37.479 

 
4.1.3 The most significant single item in the Capital Programme is the 

Shakespeare North Playhouse project (£24.8m).  A full update on this 
project is reported elsewhere on this agenda.  The Council’s spending 
on service investments is explained in section 6 of this report. 

 
  



4.2 Capital Financing 
 
4.2.1 All capital expenditure must be financed from either:- 
 

- 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). 

 
4.2.2 The planned financing of the Council’s capital expenditure programme 

is set out below:- 
 

 2017/18 
Actual 

£m 

2018/19 
Forecast 

£m 

2019/20 
Forecast 

£m 

2020/21 
Forecast 

£m 

External Sources 8.881 12.218 14.455 11.998 

Own Resources 10.788 12.680 13.265 23.836 

Debt 1.212 0.146 1.566 1.645 

TOTAL 20.881 25.044 29.286 37.479 

 
4.2.3 Debt is only a temporary source of finance, since loans and leases 

must be repaid.  This is therefore repaid over time by other sources of 
financing (usually from revenue resources).  The minimum amount of 
money which the law requires the Council to set aside each year to 
repay debt is known as the “Minimum Revenue Provision”. 

 
4.2.4 Each year, the Council’s approach to setting the Minimum Revenue 

Provision is explained in the annual Treasury Management Strategy.  
Based on the current approach, the planned Minimum Revenue 
Provision payments are set out below:- 

 

 2017/18 
Actual 

£m 

2018/19 
Forecast 

£m 

2019/20 
Forecast 

£m 

2020/21 
Forecast 

£m 

Minimum Revenue 
Provision 

5.465 5.719 5.820 5.998 

 
  



4.2.5 The total amount of borrowing required to finance historical debt (which 
also includes borrowing, liabilities under Private Finance Initiative 
schemes, leases and transfers from local government reorganisation) 
and the current Capital Programme is measured by the “Capital 
Financing Requirement”.  This increases with any new debt-financed 
capital expenditure, and reduces as Minimum Revenue Provision 
payments are made or as capital receipts are used to replace debt.  
Based on the current Capital Programme, the Council’s estimated 
Capital Financing Requirement is expected to reduce over the coming 
years as shown below:- 

 

 31/03/2018 
Actual 

£m 

31/03/2019 
Forecast 

£m 

31/03/2020 
Forecast 

£m 

31/03/2021 
Forecast 

£m 

Capital Financing 
Requirement 

275.444 269.841 265.617 261.265 

 
4.2.6 An alternative to borrowing is the use of capital receipts, which can be 

generated by:- 
 

a) selling capital assets which are no longer needed; and/or, 
b) repaying capital grants, loans and investments. 

 
4.2.7 Capital receipts can either be spent on new assets or used to repay 

debt.  The Council does not usually use capital receipts to repay debt 
and instead uses them to fund future expenditure on new assets.  The 
Government has recently allowed local authorities also to spend capital 
receipts on service transformation projects, and this will remain 
possible until 2021/22. 

 
4.2.8 Forecast capital receipts are reported in the Capital Programme report 

elsewhere on this agenda.  That report also confirms that these 
receipts are already fully allocated.  The Council expects to generate 
capital receipts in the coming years as follows:- 

 

 2017/18 
Actual 

£m 

2018/19 
Forecast 

£m 

2019/20 
Forecast 

£m 

2020/21 
Forecast 

£m 

Asset Sales 9.169 2.810 5.454 12.265 

Loans Repaid - - 4.005 - 

TOTAL 9.169 2.810 9.459 12.265 

 
  



4.3 Capital Programme Governance 
 
4.3.1 The Council’s Capital Programme is approved and monitored by the 

Cabinet.  During the year, Executive Directors in consultation with 
individual Cabinet Members may approve new capital schemes and 
are then able to spend money on these schemes in line with the 
Council’s Accountability Framework and Scheme of Delegation.  
Capital schemes in excess of £1m and schemes which require the use 
of capital receipts or prudential borrowing are considered by the 
Cabinet before being included in the Council’s Capital Programme. 

 
4.3.2 The final Capital Programme is reported to the Cabinet in February 

and agreed by Council in March each year as part of the budget setting 
process. 

 
 
5. THE TREASURY MANAGEMENT STRATEGY 
 
5.1 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 in 
order to avoid excessive credit balances in the Council’s current bank 
account.  Any shortage of cash is met by borrowing in order to avoid 
overdrafts in the account. 

 
5.2 The Council is typically “cash-rich” in the short-term in that revenue 

income is generally received before it is spent, but “cash-poor” in the 
long-term as capital expenditure is incurred before it has been 
financed.  The Council’s revenue cash surpluses are therefore offset 
against capital cash shortfalls to reduce overall borrowing. 

 
5.3 Due to decisions taken in the past, the Council (as at 10 January 2019) 

has:- 
 

- £113.568m of borrowing at an average interest rate of 4.461%; 
and, 

- £62.389m of treasury investments at an average rate of 
1.859%. 

 
5.4 The Council’s Treasury Management Strategy provides the basis for 

any borrowing and investment decisions for treasury management 
purposes.  The full Strategy is reviewed each year by the Governance 
and Audit Committee, prior to consideration by a full meeting of the 
Council. 

 
5.5 A summary of the draft Treasury Management Strategy for 2019/20 is 

set out in sections 5.6 to 5.8 below. 
 
  



5.6 Treasury Management Borrowing 
 
5.6.1 The Council’s main objectives when borrowing are to achieve a low but 

certain cost of finance while retaining flexibility should plans change in 
the future.  These objectives are often conflicting, and the Council 
therefore seeks to strike a balance between cheap short-term loans 
(currently available at around 0.75%) and long-term fixed rate loans 
where the future cost is known but higher (currently 2% -3%). 

 
5.6.2 Projected levels of the Council’s outstanding debt (which also includes 

borrowing, liabilities under Private Finance Initiative schemes, leases 
and transfers from local government reorganisation) are shown below, 
compared with the Council’s capital financing requirement:- 

 

 2017/18 
Actual 

£m 

2018/19 
Forecast 

£m 

2019/20 
Forecast 

£m 

2020/21 
Forecast 

£m 

Total Outstanding Debt 253.477 244.065 239.166 233.869 

Capital Financing 
Requirement 

275.444 269.841 265.617 261.265 

 
5.6.3 Statutory guidance is that debt should remain below the Capital 

Financing Requirement, except in the short-term.  As can be seen from 
the table above, the Council expects to comply with this guidance over 
the coming years. 

 
5.6.4 The Council is also required to compare its actual borrowing against a 

“Liability Benchmark”.  As shown in the table below, this compares 
actual borrowing against a very low risk strategy with much lower 
levels of borrowing and investments:- 

 

 2017/18 
Actual 

£m 

2018/19 
Forecast 

£m 

2019/20 
Forecast 

£m 

2020/21 
Forecast 

£m 

Actual Borrowing 
(excluding Private 
Finance Initiative and 
Lease Liabilities) 

118.572 113.568 113.563 113.558 

Liability Benchmark 75.310 76.532 79.265 81.969 

 
5.6.5 The Council’s borrowing is above its Liability Benchmark because the 

Council has historically taken out loans at times when borrowing was 
the best way to finance capital expenditure.  The Council monitors 
these loans and repays them whenever is it financially beneficial to do 
so.  The Council also often needs to retain cash balances in order to 
avoid being forced to make short-notice borrowing decisions which 
may cost the Council more money than holding the cash. 

 
  



5.6.6 Each year, the Council is legally obliged to set an Affordable Borrowing 
Limit (also known as the Authorised Limit for External Debt) and to 
keep it under review.  In line with statutory guidance, a lower 
“operational boundary” is also set as a warning level should the 
Council’s debt approach the Affordable Limit:- 

 

 2018/19 
Limit 
£m 

2019/20 
Limit 
£m 

2020/21 
Limit 
£m 

2021/22 
Limit 
£m 

Affordable Limit – 
Borrowing 

170.000 180.000 180.000 180.000 

Affordable Limit – Private 
Finance Initiative And 
Leases 

140.000 140.000 140.000 140.000 

Affordable Limit – Total 
External Debt 

310.000 320.000 320.000 320.000 

     

Operational Boundary – 
Borrowing 

150.000 160.000 160.000 160.000 

Operational Boundary – 
Private Finance Initiative 
And Leases 

140.000 140.000 140.000 140.000 

Operational Boundary – 
Total External Debt 

290.000 300.000 300.000 300.000 

 
5.7 Treasury Management Investment 
 
5.7.1 Treasury management investments arise from receiving cash before it 

is paid out again.  Investments made for service reasons or for pure 
commercial gain are not generally considered to be part of treasury 
management, and are explained further in section 6 below. 

 
5.7.2 The Council’s policy on treasury investments is to ensure that high 

interest rates are not secured at the expense of unacceptable risk.  
This approach has become particularly important in the light of the 
volatility of the share prices and stability of many financial institutions, 
as well as other market and creditworthiness indicators.  Cash which 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 which will be held for longer 
terms is invested more widely (including in bonds, shares, and 
property) in order to balance the risk of loss against the risk of 
receiving returns below inflation. 

 
  



5.7.3 The Council’s investment profile is set out in the table below.  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. 

 

 
2017/18 
Actual 

£m 

2018/19 
Forecast 

£m 

2019/20 
Forecast 

£m 

2020/21 
Forecast 

£m 

Short-Term Investments 34.727 18.186 15.449 15.240 

Long-Term Investments 19.984 28.849 28.849 26.349 

TOTAL 54.711 47.035 44.298 41.589 

 
5.8 Treasury Management Governance 
 
5.8.1 Decisions on treasury management investment and borrowing are 

made on a daily basis and are delegated to the Executive Director 
(Resources).  Officers in the Council’s Financial Management Service 
must act in line with the Treasury Management Strategy approved by 
Council. 

 
5.8.2 Regular reports on treasury management activity are presented to the 

Resources Cabinet Member.  The Governance and Audit Committee is 
responsible for scrutinising treasury management decisions. 

 
 
6. COUNCIL INVESTMENT STRATEGY 
 
6.1 The proposed Council Investment Strategy is attached at Appendix A 

and explains the Council’s approach to making investments.  In 
addition to investments made for treasury management purposes, the 
Council may also make investments for service purposes or 
commercial purposes. 

 
6.2 Investments for Service Purposes 
 
6.2.1 The Council makes investments to assist local public services, 

including making loans to local businesses to promote economic 
growth.  In light of the additional social and/or regenerative benefits of 
such activities, the Council is willing to take more risk than with 
treasury investments, but still plans for such investments to generate a 
profit. 

 
6.2.2 The Council’s service investments are currently valued at £4.005m.  

These investments include a loan to Flintrock Limited to enable the 
development of a high bay distribution facility in Knowsley Business 
Park. 

 
  



6.2.3 The Council’s Constitution determines the responsibilities of Elected 
Members and Council officers in delivering the Council’s key priorities.  
In line with the Council’s Scheme of Delegation, an officer making a 
significant decision shall be required to do so in consultation with 
Elected Members, and to consider whether the decision conforms to 
the Council’s policies, practices and procedures.  Officers are only 
empowered to take that decision where it is in accord with such policy, 
practices and procedures.  Decisions on service investments are made 
by the relevant Executive Director in consultation with the relevant 
Cabinet Member(s) and the Executive Director (Resources) and must 
meet the criteria and limits laid down in the Council’s Investment 
Strategy.  Most loans are capital expenditure and purchases will 
therefore also be approved as part of the Capital Programme. 

 
6.3 Investments for Commercial Activities 
 
6.3.1 With central Government funding for local public services continuing to 

decline, the Council may also seek to invest in commercial property in 
order to make a financial gain and thereby protect key public services. 

 
6.3.2 With financial return in order to protect key services being the main 

objective, the Council accepts a higher risk on commercial investment 
than it does with treasury management investments.  These risks are 
managed (for example) by ensuring that appropriate due diligence 
checks are carried out on any prospective tenants before entering into 
any leases. 

 
6.3.3 In order for commercial investments to remain proportionate to the size 

of the Authority, the Council ensures that due diligence checks are 
carried out to demonstrate that any prospective investments are 
affordable, sustainable, and secure.  As long as these principles are 
met, the Council does not set a specific maximum limit on the amount 
which it may invest in a scheme. 

 
6.3.4 The Council’s 2017/18 Statement of Accounts shows that commercial 

investments are valued at £34.643m providing a net return after all 
costs of 6%.  These investments include the Council’s shopping 
parades and industrial units. 

 
  



6.3.5 The Council’s Constitution determines the responsibilities of Elected 
Members and Council officers in delivering the Council’s key priorities.  
In line with the Council’s Scheme of Delegation, an officer making a 
significant decision shall be required to do so in consultation with 
Elected Members, and to consider whether the decision conforms to 
the Council’s policies, practices and procedures.  Officers are only 
empowered to take that decision where it is in accord with such policy, 
practices and procedures.  Decisions on service investments are made 
by the relevant Executive Director in consultation with the relevant 
Cabinet Member(s) and the Executive Director (Resources) and must 
meet the criteria and limits laid down in the Council’s Investment 
Strategy.  Most loans are capital expenditure and purchases will 
therefore also be approved as part of the Capital Programme. 

 
 
7. CAPITAL STRATEGY - REVENUE BUDGET IMPLICATIONS 
 
7.1 Although capital expenditure is not charged directly to the Council’s 

revenue budget, interest payable on loans and the Minimum Revenue 
Provision are charged to revenue (offset by any investment income 
received).  The net annual charge is known as the Council’s financing 
costs, and is compared in the table below to the Council’s net revenue 
stream (i.e. the amount funded from Council Tax, Business Rates and 
general Government grants) in order to assess its overall sustainability. 

 

 
2017/18 
Actual 

2018/19 
Forecast 

2019/20 
Forecast 

2020/21 
Forecast 

Financing Costs £20.491m £20.409m £19.655m £19.290m 

Proportion of Net 
Revenue Stream 

13.369% 12.653% 12.150% 12.145% 

 
7.2 Due to the very long-term nature of capital expenditure and financing, 

the revenue budget implications of capital expenditure incurred in the 
next few years will extend for up to 50 years into the future.  Based on 
this and the above indicator, the Executive Director (Resources) is 
satisfied that the proposed Capital Programme is prudent, affordable 
and sustainable. 

 
 
8. RESOURCE IMPLICATIONS 
 
8.1 Financial Resources 
 
8.1.1 The proposed Capital Strategy seeks to ensure that the Members are 

aware of the risks involved in the Council’s investment portfolio and 
that these risks are minimised. 

 
8.1.2 The impact on financial resources of decisions on the Council’s budget 

and Capital Programme is set out in the relevant reports elsewhere on 
this agenda.  



8.2 Other Resources 
 
8.2.1 The Council employs professionally qualified and experienced staff in 

senior positions with responsibility for making capital expenditure, 
borrowing, and investment decisions.  The Council also funds 
appropriate professional training for other employees in order to 
provide for succession planning. 

 
8.2.2 Where Council employees do not have the required specialist 

knowledge and skills, expert external advice is procured.  The Council 
currently employs Arlingclose Limited as treasury management 
advisors.  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. 

 
 
9. EQUALITY AND SOCIAL VALUE IMPACT 
 
9.1 Equality and Diversity 
 

There are no implications arising from the Equality Impact Assessment 
for this report, which is attached at Appendix B. 

 
9.2 Social Value 
 

This report does not give rise to any direct social value implications, 
although decisions regarding service investments may be taken with 
the aim of supporting the community provision of services and 
promoting economic growth. 

 
 
  



10. COMMUNICATION ISSUES 
 

A similar report will be presented to the full meeting of the Council on 6 
March 2019, when Members will be asked to give formal approval to 
the overall Capital Strategy. 

 
 
 
 
 
 
 

JAMES DUNCAN 
Executive Director (Resources) 

 
 
Contact Officer:- Cathy Cairns  (0151)-443 3361 
 
 
 
Appendices:- 
Appendix A Council Investment Strategy 2019/20 
Appendix B Equality Impact Assessment 
 
 
 
Background Documents:- 
None 
  



APPENDIX A 
 
 

COUNCIL INVESTMENT STRATEGY 2019/20 
 
 
1. INTRODUCTION 
 

The Council invests its money for three broad purposes:- 
 

 because it has surplus cash as a result of its day-to-day 
activities, for example when income is received in advance of 
expenditure (known as treasury management investments); 

 

 to support the provision of local services or the promotion of 
economic growth and regeneration by lending to other 
organisations (service investments); and/or, 

 

 to earn investment income (known as commercial 
investments where this is the main purpose). 

 
This Investment Strategy is a new report for 2019/20, meeting the 
requirements of statutory guidance issued by the Government in 
January 2018, and focuses on the second and third of the above 
categories. 

 
The following paragraphs describe the investments made by the 
Council and explain the contribution which those investments make to 
the delivery of local public services and the Authority’s wider 
objectives. 

 
 
2. TREASURY MANAGEMENT INVESTMENTS 
 

The Authority typically receives its income in cash (e.g. from taxes and 
grants) before it pays for its expenditure in cash (e.g. through payroll 
and invoices).  It also holds reserves for future expenditure.  These 
activities, plus the timing of borrowing decisions, lead to a cash surplus 
which is invested in accordance with guidance from the Chartered 
Institute of Public Finance and Accountancy. 

 
Contribution: The contribution which these investments make to the 
objectives of the Council is to optimise interest earned within an 
acceptable level of risk.  This approach has become particularly 
important given the recent volatility and instability of financial markets 
and institutions.  The Council should continue to minimise its exposure 
to financial risk and ensure that its financial standing is protected by 
using prudent treasury management investment policies. 

  



Further Details: Full details of the Authority’s policies and its plan for 
2019/20 for treasury management investments are covered in a 
separate Treasury Management Strategy. 

 
 
3. SERVICE INVESTMENTS: LOANS 
 

The Council may lend money to local businesses, local charities, 
residents, and its employees to support local public services. 

 
Contribution: These loans may be used to promote regeneration, 
stimulate economic and job growth, and/or generate new Business 
Rates income for the Council. 

 
As an example, on 29 July 2015, the Cabinet agreed to grant a loan up 
to the value of £6m to Flintrock Limited for the development of a high 
bay distribution facility in Knowsley Business Park.  This loan was 
revised to a maximum of £4.005m by the Executive Director (Place) 
and the Executive Director (Resources) in consultation with the 
Regeneration and Economic Development Cabinet Member and the 
Resources Cabinet Member on 18 January 2018, and will stimulate 
economic growth within target economic sectors and thereby enable 
significant new job growth and new Business Rates income for the 
Council.  The investment will also signal the continued physical 
regeneration of Knowsley Business Park, which in turn will impact 
positively in driving forward projects at other development sites within 
the Borough.  This loan facility commenced during 2018/19. 

 
Security: The main risk when making service loans is that the 
borrower will be unable to repay the principal and/or the interest due.  
In order to limit this risk, the Council will ensure that a legal charge 
over an asset is made where appropriate, so that, in the event of a 
default, the Council will still be able to recoup its investment.  To 
ensure that total exposure to service loans remains proportionate, the 
Council ensures that any loans of this nature are subject to appropriate 
due diligence to demonstrate that they are affordable, sustainable, and 
secure.  The Council does not set a specific maximum limit on the 
amount it invests as long as these principles are met. 

 
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.  Nevertheless, the Authority 
makes every reasonable effort to collect the full sum lent and has 
appropriate credit control arrangements in place to recover overdue 
repayments. 

  



Risk Assessment: The Council assesses the potential risk of loss 
associated with service loans.  Before entering into any such loans, the 
Council carries out due diligence checks by examining company 
accounts or requesting “Dun and Bradstreet” reports where 
appropriate.  If any credit ratings for a company are available, the 
Council will also consider these and any impact on State Aid levels will 
also be taken into account.  The Council ensures that commercial 
interest rates are used by liaising with its banking services provider to 
determine an appropriate rate and taking any perceived risks into 
account. 

 
 
4. COMMERCIAL INVESTMENTS: PROPERTY 
 

The Council may also invest in local commercial property as 
summarised in the table below. 

 
Contribution: The intention of these investments is to promote the 
regeneration of the Borough and to generate a profit which will be 
spent on maintaining and delivering local public services.  The Council 
owns a number of shopping parades and industrial units which not only 
provide services to local people but also earn rental income during the 
year, which contributes to the Council’s annual budget. 

 

Property 
Actual as at 31 March 2018 

Gains or (Losses) 
£m 

Value in Accounts 
£m 

Shopping Parades 0.934 7.253 

Industrial Property 4.946 15.961 

Other Miscellaneous Leases 6.829 11.249 

TOTAL 12.709 34.463 

 
The figures in the table above include only those items on the 
Council’s Balance Sheet which are held to earn rental income.  Surplus 
parcels of land which have not yet been sold are excluded. 

 
Security: The Council has held these investments for a long time and 
its intention is to continue to hold them in the long-term as they not 
only provide an income stream, but also provide local facilities and 
employment opportunities for the Borough’s residents.  The Council is 
not proposing to sell these investments and therefore they are 
considered secure.  If the Council needed to raise money quickly, then 
other sources of finance would be considered first. 

 
  



Risk Assessment: The Council assesses the risk of loss before 
entering into (and whilst holding) property investments, for example by 
completing due diligence checks on companies before leases are 
signed.  Although investments in most cases are made for service 
provision and regeneration of the Borough, income generation is also 
an aim and therefore regular monitoring of rental incomes is important.  
There is also a risk that properties will lose value, but the Council’s 
intention is to hold these assets in the long-term so short-term 
fluctuations in value are not a primary concern. 

 
Liquidity: Compared with other investment types, 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’s 
intention is to hold these property assets in the long-term and 
therefore, if short-term cash was needed, other more liquid 
investments would need to be sold. 

 
 
5. PROPORTIONALITY 
 

The Council builds income generated on investment activity into its 
revenue budget each year.  The table below shows the extent to which 
the expenditure planned to meet the service delivery objectives of the 
Council is dependent on achieving the expected net profit from 
investments over the lifecycle of the Medium-Term Financial Plan.  As 
shown, the Council only places minimum reliance on these income 
streams.  Should it fail to achieve the expected net profit in any given 
year, the Council will continue to provide services by using reserves to 
address the shortfall as a temporary measure.  If profits continue to fall 
below expected levels, this will be considered as part of the Council’s 
overall budget strategy:- 

 

 2017/18 
Actual 

2018/19 
Forecast 

2019/20 
Forecast 

2020/21 
Forecast 

Net Service Expenditure £105.523m £107.258m £119.692m £118.715m 

Net Investment Income £2.090m £2.000m £2.000m £2.000m 

Proportion 1.98% 1.86% 1.68% 1.68% 

 
 
6. CAPACITY, SKILLS AND CULTURE 
 

Elected Members and Statutory Officers: The Council’s Constitution 
determines the responsibilities of Elected Members and Council 
officers in delivering the Council’s key priorities.  Full risk assessments 
are carried out for each capital scheme along with business cases and 
equality impact assessments.  Elected Members are advised by 
appropriate officers and all decisions are made and scrutinised in line 
with the Council’s constitution. 

  



Corporate Governance: The Council’s Constitution determines the 
responsibilities of Elected Members and Council officers in making 
decisions.  An officer making a decision shall be required to do so in 
consultation with Elected Members, and to consider whether the 
decision conforms to Council policy practices and procedures.  Officers 
are only empowered to take any such decision where it is in accord 
with such policy, practices, and procedures.  In discharging the 
functions delegated, officers should have due regard to the Procedural 
Rules and protocols contained in the Council’s Constitution, the 
Human Rights Act, and all relevant legislation, and set performance 
targets and formulate plans which aim to achieve continuous 
improvement and secure best value. 

 
 
7. INVESTMENT INDICATORS 
 

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

 
Total Risk Exposure: The first indicator shows the Council’s total 
exposure to potential investment losses.  This includes amounts which 
the Council is contractually committed to lend but have yet to be drawn 
down.  The table below shows that the Council’s total exposure to 
investment risk is falling:- 

 

Total Investment Exposure 
31 March 2018 

Actual 
£m 

31 March 2019 
Forecast 

£m 

31 March 2020 
Forecast 

£m 

Treasury Management 
Investments 

56.842 47.035 44.298 

Service Investments: Loans - 4.005 - 

Commercial Investments: 
Property 

34.715 35.000 35.000 

Total Investments 91.557 86.040 79.298 

Commitments to Lend 4.005 - - 

Total Exposure 95.562 86.040 79.298 

 
  



How Investments Are Funded: Government guidance is that these 
indicators should include how investments are funded.  Since the 
Council does not normally associate particular assets with particular 
liabilities, it is difficult to comply with this guidance.  However, the 
following investments could be described as being funded by 
borrowing.  The remainder of the Council’s investments are funded by 
usable reserves and income received in advance of expenditure.  The 
table below shows that the amount of investments funded by borrowing 
is forecast to fall.  In the current economic climate, the interest which is 
payable on borrowing is higher than the interest receivable on 
investments, so it is the Council’s policy to prioritise the use of cash 
investments to fund future capital expenditure before considering the 
need to incur any further borrowing:- 

 

Investments funded by 
Borrowing 

31 March 2018 
Actual 

£m 

31 March 2019 
Forecast 

£m 

31 March 2020 
Forecast 

£m 

Treasury Management 
Investments 

48.884 40.450 38.096 

Service Investments: Loans - 3.444 - 

Commercial Investments: 
Property 

29.855 30.100 30.100 

Total funded by Borrowing 78.739 73.994 68.196 

 
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.  Due to the complex local government accounting framework, 
not all recorded gains and losses affect the revenue account in the 
year they are incurred:- 

 

Investments 
Net Rate of Return 

2017/18 
Actual 

2018/19 
Forecast 

2019/20 
Forecast 

Treasury Management 
Investments 

1.979% 1.900% 2.200% 

Service Investments: Loans n/a * * 

Commercial Investments: 
Property 

6.02% 6% 6% 

 
* The details of this loan were reported as an exempt item to the 

Cabinet on 29 July 2015. 
 
  



The Council monitors the following indicators in order to highlight any 
unexpected or significant movement over time in:- 

 
a) the amount of debt compared to the total asset value; and, 
b) the gross and net income received from commercial 

investments. 
 

Indicator 
2017/18 
Actual 

2018/19 
Forecast 

2019/20 
Forecast 

Debt to Asset Value Ratio 39.26% 37.55% 36.79% 

Commercial Investments:- 
- Gross Income 
- Net Income 

 
£2.701m 
£2.090m 

 
£2.600m 
£2.000m 

 
£2.600m 
£2.000m 

 
 



APPENDIX B 
 
 

EQUALITY IMPACT ASSESSMENT 
 
 

Service Area: 
Financial Management Service 

Head of Service: 
Head of Financial Management 

Completed by: 
Cathy Cairns 

Date: 
28 January 2019 

Title: 2019/20 Capital Strategy 

Brief description: The report sets out the Capital and Investment Strategy which provide details of the risks associated 
with non-treasury management investments and the governance arrangements put in place to 
mitigate these risks. 

Give details, with evidence, of the impact of the policy/plan/project on each of the protected characteristics in relation to the general 
duty:- 
 
1. Eliminate discrimination, harassment and victimisation 
2. Advancing equality of opportunity between people who share protected characteristics and those who don’t share it 
3. Foster good relations between people who share a protected characteristic and those who don’t 
 

Does the proposal have a direct impact on 
people? 

No.  The decisions in this report have no direct impact on people. 

If yes, please complete the grid below.  If no, 
consider whether or not an Equality Impact 
Assessment is necessary, if not state why not 
and exit process. 

An equality impact assessment is not necessary in this case as there are no 
outcomes which impact directly on people of different groups and the decisions do 
not discriminate against any particular group of people. 

 


