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1. Executive Summary

1.1. The Capital Strategy sets out the over-arching principles and processes 
by which the capital and investment decisions set out in the Capital 
Programme will be prioritised against the key aims of the Mayoral 
Inclusive Growth Plan.  The Capital Strategy considers the funding 
implications of the Capital Programme and where borrowing is required, 
the Treasury Management Strategy sets out the City Council’s 
borrowing strategy for the year along with its policy for managing 
investments.  The Treasury Management Strategy incorporates the 
statutory prudential indicators along with the Minimum Revenue 
Provision Policy to be adopted for 2019/20.

1.2. The Capital Strategy also provides an overview of the governance 
arrangements for capital investment decisions and outlines the City 
Council’s arrangements for managing risk. 



2. Background 

2.1. The Capital Strategy is a requirement for authorities following the 
publication of the revised Prudential Code for Capital Finance in Local 
Authorities in 2017.  Although the City Council has produced such a 
statement for a number of years as part of its financial planning 
framework, the revised Code provides clarity about what the Capital 
Strategy should contain and its purpose.  This Capital Strategy has been 
produced in full accordance with the latest Guidance. 

  
2.2. The Capital Strategy provides:

 A high level overview of how capital expenditure, capital financing 
and treasury management activity supports the provision of 
services. 

 An overview of how associated risk is managed. 
 The implications for future years budgets and financial sustainability. 

2.3. Consequently, the Capital Strategy maintains a strong link to the aims in 
the Mayoral Inclusive Growth Plan (MIGP) which are:

 Investing in our children and young people - All our children and 
young people enjoy the best possible quality of life and are able to 
reach their full potential.

 People who live well and age well - Improve health and wellbeing for 
all, prevent ill health, promote independence and provide quality 
personalised care and support for those who need it.

 Quality Homes in thriving neighbourhoods - All residents have 
access to quality housing and feel a sense of belonging and 
wellbeing living in a safe and sustainable neighbourhood.

 A strong and inclusive economy - Growing an increasingly modern, 
productive, and fair economy where the benefits of growth are more 
equitably shared amongst all citizens.

 A connected and accessible city with quality infrastructure - Smart, 
clean, accessible and integrated infrastructure that meets the needs 
of a modern and productive city and its residents.

 Liverpool – the most exciting city in the UK - Growing Liverpool’s 
reputation as a cultural and sporting capital and the most exciting 
city in the UK in which to live, visit, work, study and invest.

The Capital Strategy covers the following key topics:  

 Governance, reporting and scrutiny arrangements
 The Capital Programme 
 Asset Management
 The extent of commercial activity 
 The approach to borrowing and investments as set out in the 

Treasury Management Strategy
 The policy for setting aside amounts to repay debt as set out in the 



Minimum Revenue Provision Policy
 The financial indicators required by the Prudential Code
 The approach to risk 
 The extent of other long-term liabilities
 Current knowledge and skills to deliver the Capital Strategy

3. Governance Framework

3.1. The City Council’s Capital Programme involves the expenditure and 
financing of £885.1M of capital schemes over the period 2019/20 to 
2023/24.  It is important therefore given the risks surrounding capital 
projects that appropriate governance arrangements are in place. For the 
City Council these governance arrangements encompass:

 The Capital Strategy Statement itself which is approved annually at 
Full Council.

 The Cabinet which approves all capital schemes. 
 The Audit and Governance Select Committee which is responsible 

for scrutinising the Capital Programme and relevant Cabinet 
Reports.

 The Senior Management Team (SMT) which has overall 
responsibility for the management and monitoring of the Capital 
Programme.

 Directorate Management Teams which oversee and agree business 
cases for capital schemes prior to submission to SMT and Cabinet.

 The Constitution (including Financial Regulations, the Scheme of 
Delegation and Contract Standing Orders) which sets out the 
powers of the Executive and senior officers with regard to capital 
expenditure.

 Each month the Cabinet receives and approves a capital monitoring 
report which identifies any variation to the approved programme 
arising either from the re-phasing of schemes, changes in resource 
availability and requirements and new capital schemes.

 All capital expenditure is guided by the City Council’s financial 
accounting framework which ensures that only expenditure that 
properly falls as capital expenditure in accordance with accounting 
convention and / or statutory guidance is capitalised.

 The Capital Programme is subject to both internal and external audit 
scrutiny. 

4. Capital Programme  2019/20 to 2023/24 

4.1. The City Council’s 2019/20 to 2023/24 Capital Programme is set out in 
detail in Appendix 1.  In summary, the City Council is proposing to 
spend £885.1M over the next 5 years and this is shown in the table 
below along with the associated financing.



Table 1: Capital Programme and Financing 2019/20 to 2023/24

Capital 
Programme 

2019/20 2020/21 2021/22 2022/23 2023/24 Total

Estimate Estimate Estimate Estimate Estimate Estimate
£M £M £M £M £M £M

Capital 
Expenditure

353.9 227.8 120.8 117.9 64.7 885.1

Capital Financing:
 Specific and 
general grants

71.7 44.9 23.7 23.9 23.7 187.9

 Private 
contributions

2.1 0 0 0 0 2.1

 Capital Receipts 16.7 11.3 0.1 0.4 0.4 28.9
 Revenue 
contributions

3.1 0 0 0 0 3.1

 Borrowing 260.3 171.6 97.0 93.6 40.6 663.1
Total Financing 353.9 227.8 120.8 117.9 64.7 885.1

4.2. The majority of the Capital Programme incorporates previous investment 
decisions made by Cabinet and the City Council.  New projects will be 
incorporated within the Programme based on the core principles outlined 
in the Capital Strategy.

4.3. The Capital Programme is subject to regular review with monitoring 
reports submitted to Cabinet monthly.  Estimates of capital grant 
allocations are known to be subject to future variations.  This includes 
the confirmed or indicative capital grant allocations for 2019/20 and 
future years.  Any changes to capital grant allocations will be reflected in 
the grant income budgets.

5. Capital Appraisal Process

5.1. All new capital schemes are subject to a rigorous approval process. A 
strategic business case is required for all capital projects which:

 Sets out the schemes contribution to delivering the aims of the 
MIGP.

 Identifies the amount and source of any required funding.
 Is based on full lifetime costing including capital financing costs 

where relevant. 
 Sets out the planned outcomes to be delivered.
 Includes a risk assessment.
 Incorporates appropriate due diligence in the form of financial and 

legal scrutiny (including external support when appropriate). 
 Considers the revenue impact and financial affordability of schemes. 

5.2. Subject to delegated limits, all new capital schemes will require Cabinet 
approval before they can progress.  When the Cabinet approves a new 
scheme it will be added to the approved Capital Programme. The 



approved programme is monitored on a continuous basis and 
performance reported at regularly to Cabinet and the Audit and 
Governance Committee.   

6. Investments and Loans

6.1. The City Council may acquire assets in the form of freehold and 
leasehold properties or make loans where the primary purpose is the 
pursuit of regeneration or place-shaping priorities and not necessarily to 
generate a return over debt costs.

Loans

6.2. The City Council may provide short-term cash flow support or longer 
term assistance to third parties via loans, with interest rates being 
determined through independent appraisal and having regard to state 
aid legislation.  To manage risk the City Council will seek to ensure 
security through the application of charges on assets or appropriate 
director guarantees.  The credit risk of the loan portfolio will be 
measured using the “expected credit loss” model as required under 
accounting standards introduced for local authorities in 2018/19.

6.3. Loans provided for a capital purpose are classed as capital expenditure 
under statutory regulations. Therefore, all such loans (including those to 
City Council companies) will require Cabinet approval and the type and 
value of loan will form a part of the Capital Programme to be approved 
as part of the budget setting process.  Subsequent variation to the 
approved amounts will require approval by Cabinet.  

7. Regeneration  

7.1. Where the City Council acquires assets or uses its own assets as part of 
its wider regeneration priorities then it will seek to ensure that projects 
deliver longer term economic and financial benefits and where possible 
cover the capital financing costs.  With regard to the acquisition of 
tenanted property the City Council will seek to ensure that: 

 Assets are located in Liverpool or closely associated with city-based 
priorities.

 Assets are of suitable specification and will not incur excessive 
repairs and maintenance charges (which in some instances may not 
be able to be passed on to tenants).

 Tenants are of sound covenant and are able to pay rent on time and 
in full.

 That the remaining lease period or the time to any break period is of 
sufficient length to ensure that the revenue stream from rentals is 
protected.

 That the rate of return is at least equal to or better than the cost of 
financing the asset.

 That the lease terms include full repairing and insuring provision and 



that rent review clauses are upward only.
 That properties include opportunities for future growth or 

regeneration.

8. Capital Financing

8.1. Wherever possible the Capital Programme will utilise and maximise 
external funding provided either by central government capital grant or 
other third party contributors (e.g. developers or other public sector 
agencies such as the Combined Authority).  Whilst grants and other 
contributions will reflect government and partner-led priorities they will 
nevertheless be deployed to address priority needs in the City. 

8.2. The programme is also reliant on internal or locally generated funding in 
the form of capital receipts from asset sales, direct revenue funding and 
prudential borrowing.  In more recent years and as a result of central 
government cuts to grant funding, capital investment plans have 
become increasingly reliant on capital receipts and prudential borrowing. 

8.3. The City Council has a substantial land and property estate. Where 
assets are identified as surplus to operational requirements they may be 
disposed of, resulting in a capital receipt.  Capital receipts are generally 
not ring-fenced and will be used in such ways as to maximise the 
achievement of corporate priorities (including revenue efficiencies 
arising from capital receipts flexibilities) or to finance capital schemes. 
Capital receipts may also be used to repay amounts borrowed when 
there are clear benefits from doing so and this is set out further in the 
Minimum Revenue Provision Policy. 

8.4. The Capital Programme is reliant on prudential borrowing totalling 
£663.1M between 2019/20 and 2023/24.  This method of financing 
involves the City Council borrowing from external sources and results in 
additional revenue costs of interest on the external borrowing plus a 
statutory charge known as the Minimum Revenue Provision.  All 
prudential borrowing is undertaken in full compliance with the CIPFA’s 
Prudential Code which requires authorities to approve their own 
borrowing limits for the year with indicators to measure the affordability 
and sustainability of the Capital Programme.

8.5. Whenever possible, capital schemes financed from prudential borrowing 
will be along invest to save or invest to earn principles – that is, the 
scheme is required to make a return or generate revenue savings 
sufficient to cover its capital financing costs.  However not all capital 
schemes funded through prudential borrowing will generate such a 
return and in such cases, the resulting capital financing implications are 
a cost to the revenue budget. The revenue implications of capital 
financing decisions are monitored and reported as part of the budget 
monitoring framework. The table below shows the analysis of prudential 
borrowing within the capital programme:



Table 2: Prudential Borrowing Analysis 2019/20 to 2023/24

Prudential 
Borrowing

2019/20 2020/21 2021/22 2022/23 2023/24 Total

Estimate Estimate Estimate Estimate Estimate Estimate
£M £M £M £M £M £M

Invest to save / 
earn

178.5 126.5 50.8 50.4 40.4 446.6

General schemes 81.8 45.1 46.2 43.2 0.2 216.5

Total Prudential 
Borrowing

260.3 171.6 97.0 93.6 40.6 663.1

9. Asset Management Planning 

9.1. The City Council’s property portfolio consists of a mix of property types: 

 Operational – to support service provision
 Investment – to generate a financial return
 Regeneration – to facilitate economic growth and strategic place-

shaping

9.2. The Asset Management Plan detailed in Appendix 2 provides a 
framework through which these assets can be managed.   It identifies 
the maintenance requirements of assets and also those assets which 
may be surplus and which can either be sold and used to fund new 
capital schemes or used as contributions to wider regeneration 
initiatives.  The Asset Management Plan therefore plays a key role in 
shaping the Capital Programme (and also in funding the programme via 
capital receipts) in terms of the investment required to ensure that 
assets contribute to efficient service delivery. 

9.3. Despite investing considerably in its property portfolio in terms of 
building and refurbishing new and existing schools and rationalising its 
office accommodation in recent years, the current Asset Management 
Plan identifies a significant maintenance backlog across the City 
Councils property portfolio.  It is estimated that the investment needed 
to bring operational asset stock up to operational standards is £500M. 

9.4. The City Councils policy is to dispose of surplus assets and the current 
Capital Programme is based on achieving £28.9M of capital receipts. 
Disposing of surplus assets will also generate revenue savings 
associated with the cost of maintaining empty or underused properties). 
Decisions to dispose of assets (subject to delegated limits) are taken by 
the Cabinet.  If the capital receipts target is not achieved then projects 
can only proceed by substituting unsupported borrowing. The capital 
receipts forecast underpinning the capital programme is as follows:



Table 3: Capital Receipts Forecast 2019/20 to 2023/24 

Capital Receipts Forecast 2019/20 2020/21 2021/22 2022/23 2023/24
Estimate Estimate Estimate Estimate Estimate

£M £M £M £M £M

Receipts brought forward 0 0 0.9 0.8 0.4
To be generated in the year 16.7 12.2 0 0 0
Used in the year 16.7 11.3 0.1 0.4 0.4

Receipts carried forward 0 0.9 0.8    0.4 0

10. Commercial Investment Property Fund 

10.1. The City Council is currently considering the merits of a stand-alone 
Commercial Property Investment Fund for the acquisition of commercial 
properties with the aim of generating long-term rental income to support 
service delivery. As the details of the proposed Fund are still being 
considered then no budget allocations have been included in the Capital 
Programme to be approved by the City Council.  If the Fund is 
considered financially viable then it is anticipated that a detailed report 
will be brought before Cabinet and City Council early in the 2019/20 
financial year. 

10.2. This report will include how the Fund is to be governed, the process of 
due diligence, the City Council’s approach to risk, and set out the criteria 
for project appraisal including financial return, risk assessment and 
property location.  In addition, the operation of any proposed 
Commercial Investment Fund will have regard to the legal framework 
and regulatory guidance currently in force and be fully compliant in 
terms of accounting and reporting requirements. 

11. Treasury Management 

11.1. The Treasury Management Strategy is detailed in Appendix 3 and is 
produced annually and approved by the City Council as part of the 
budget setting process.

11.2. The Treasury Management Strategy and the Capital Strategy are 
closely linked. The Capital Programme identifies the borrowing needs of 
the City Council over a five year period.  The Treasury Management 
Strategy considers how the City Council will manage these cash 
requirements over both the short and longer term.  This may involve 
arranging loans and taking decisions on whether these loans should be 
short or long term having regard to prevailing and forecast interest rates. 
The Treasury Management Strategy will also consider the City Council’s 
cash surpluses and how these should be managed.  At times it may be 
beneficial to defer borrowing and use these cash surpluses to avoid 
borrowing and thereby save paying interest costs.  The City Council has 
successfully pursued a policy of internal borrowing using its cash 



surpluses over the last few years whilst simultaneously keeping interest 
rates under review for signs that they may increase.  In times of 
increasing interest rates the City Council may borrow early and in these 
instances will invest the surplus cash until it is required to fund capital 
expenditure.

12. Borrowing Limits 

12.1. At the end of 2018/19 it is forecast that the City Council’s external debt 
will be £665M (excluding PFI liabilities) and this is forecast to increase 
to £1,328M by the end of 2023/24 based on the borrowing needs of the 
Capital Programme.

12.2. The Prudential Code requires authorities to set two limits for external 
debt each year, covering the forthcoming financial year and the 
following two financial years:

1) Authorised limit - this represents the maximum limit for external 
debt, including PFI liabilities, taking account of fluctuations in day to 
day cash requirements. 

2) Operational Boundary - this limit is based on the authority’s 
estimate of most likely amount of external debt required (including 
PFI liabilities).  The City Council is currently under-borrowed as a 
result of pursuing an internal borrowing policy for the last few years 
to reduce financing costs.

Based on the forecast Capital Programme and resulting need for 
external borrowing, the limits are proposed to be as follows:

Table 4: Borrowing Limits

2019/20 2020/21 2021/22
£M £M £M

Authorised Limit 1,219 1,368 1,440
Operational Boundary 1,159 1,308 1,380

Any proposed increase in these limits during the financial year will 
require City Council approval.

13. Minimum Revenue Provision

13.1. The City Council has a statutory requirement to set aside a prudent 
amount each year as a provision for the repayment of debt, known as 
the Minimum Revenue Provision (MRP).  The amount charged to the 
General Fund as MRP is governed by statutory guidance, however in 
practice it is left for each authority to determine what a prudent amount 
should be.  The City Council calculates MRP broadly in relation to the 
expected life of the assets being funded from borrowing; the MRP Policy 
sets out the full detail of the policy and can be found in Appendix 3, 



Schedule 1. 

14. Financial (Treasury Management) Investments

14.1. When the City Council has surplus cash this may be invested to earn a 
return. The Treasury Management Strategy sets out how the City 
Council manages risk associated with its investments. Investments are 
anticipated to be approximately £50M at the end of March 2019.  
Beyond this date it is difficult to predict what investments may be held 
as that will depend in large measure upon what happens to the cost of 
borrowing and how the City Council intends to spend its reserves and 
other unallocated funds.

14.2. The City Council may invest in collective investment vehicles such as 
that managed by the Churches, Charities and Local Authority (CCLA) 
Investment Management Ltd.  The investment limits and counterparty 
risk are considered in the Treasury Management Strategy

15. The CIPFA Treasury Management Code

15.1. Treasury management activity is governed by the requirements of the 
CIPFA Treasury Management Code.  The City Council complies with all 
aspects of the Code; an annual strategy statement is approved by Full 
Council as part of the budget setting process, a mid-year update report 
is provided to the Audit and Governance Committee in October and an 
outturn report produced in June.  The Audit and Governance Committee 
is responsible for the oversight and governance of all treasury 
management activity.  The Committee receives annually a Treasury 
Management Practices Report (Schedule 3) which sets out the 
responsibilities for all those involved in treasury management activities.

16. Other Long-term Liabilities - PFI 

16.1. The City Council has 3 PFI contracts; Speke Forward Learning Centre, 
Schools and Central Library. In financial terms PFI’s are regarded as a 
form of debt financing and included within the City Council’s borrowing 
limits.

16.2. Under the terms of the PFI contracts the City Council makes regular 
payments which cover the cost of the asset and the service cost 
associated with facilities management.  The PFI contracts are due to 
end in:

 Speke Forward Learning Centre: 2027/28
 Schools: 2031/32
 Central Library: 2037/38

16.3. The City Council may explore ways in which to refinance PFI projects or 
to repay them in full, however, an early termination may incur a 
substantial penalty clause which will need to be factored into any 



decision.  

17. Approach to Managing Risk 

17.1. Risk is inherent with any investment or commercial activity and whilst it 
cannot be entirely eliminated the City Council will adopt a strategic 
approach to risk management.  The City Council’s approach to 
managing risk is to balance risk and return in pursuit of its corporate 
objectives.  In this way the City Council has an understanding of the 
adverse aspects of risk and can take steps to mitigate it when making 
decisions.

 
17.2. The Capital Strategy sets out an ambitious capital programme to deliver 

the aims of the MIGP including major regeneration schemes and the 
purchase of major new assets which expose the City Council to high 
levels of risk.  To minimise this risk the City Council has robust financial 
management arrangements in place to appraise and monitor schemes. 

17.3. The Treasury Management Strategy sets out the City Councils risk 
exposure in relation to its borrowing and investments including 
counterparty risk and how these are managed

17.4. The risks referred to in the Capital Strategy are only one part of the City 
Council’s overall risk management arrangements and needs to be seen 
in the context of the overall risk management framework, the 
governance arrangements and the monitoring and reporting procedures. 
With regard to general risks the City Council produces a Corporate Risk 
Register and to manage risk has created reserves.  Other key business 
risk alignment processes include the MTFS, internal audit, the budget 
setting and monitoring framework, the treasury management 
arrangements, the performance management framework, the 
governance arrangements for council owned companies, and internal 
and external audit.  

 
18. Knowledge and Skills 

18.1. Both the Capital Programme and the Treasury Management Strategy 
are managed by teams of professionally qualified accountants with 
considerable experience of local government finance.  Officers maintain 
and develop their skills and knowledge through a programme of 
Continuous Professional Development and by attending various courses 
and conferences held by CIPFA and other sector experts on an on-
going basis.

18.2. The Director of Finance and Resources in her capacity as Section 151 
Officer is also a professionally qualified accountant.  The Section 151 
Officer has the overall responsibility for ensuring the proper 
management of the City Council’s capital programme, asset portfolio 
and treasury management activity. 



18.3. The Audit and Governance Committee is the body that scrutinises all 
aspects of the Capital Strategy.  Internal and external training is 
available to members of the committee to ensure that they have the 
skills and understanding required to make capital and treasury 
decisions.

18.4. When required internal skills and knowledge will be supplemented by 
external advisors.  The City Council uses LINK Asset Services to 
provide advice on treasury management issues.

Recommendation:
That Cabinet recommend for approval the Capital Strategy to City Council on 
6 March 2019 incorporating:-

(i) the Capital Programme of £353.9M in 2019/20 and £531.2M for 
2020/21 to 2023/24 attached as Appendix 1 to the report submitted;

(ii) the Asset Management Plan attached as Appendix 2 to the report 
submitted; and 

(iii) the Treasury Management Strategy for 2019/20 attached as Appendix 
3, including the key prudential indicators for the management of debt 
during the year and also the Minimum Revenue Provision Policy for 
2019/20. 

Financial Implications:
The implications of these strategies and programmes have been incorporated 
into the Budget Report and the Medium Term Financial Strategy which will be 
presented for approval at City Council on 6 March 2019.

Impact: 
The documents attached to this report provide a strategic means to manage 
the City Council’s capital, investment and treasury management decisions 
and to ensure that forecasts produced are prudent, robust and sustainable for 
the medium and long term. 

Community Benefit:
The combined strategies, policies and programmes will provide the resources 
to deliver the priorities of the Mayoral Inclusive Growth Plan 



Consultation including consultation with Ward Councillors and 
outcome: 
Any new programme of works, funding mechanisms or changes to the 
Treasury Management Policy will be considered in future reports to Cabinet, 
and / or City Council with scrutiny by the Audit and Governance Select 
Committee.

Legal and Governance Implications:
This report and its annexes fulfils the statutory requirements to have a Capital 
Programme, a Capital Strategy and the necessary prudential indicators to be 
included in a Treasury Management Strategy.

In the capital programme where funding has been provided subject to 
conditions, these must be strictly complied with in order to avoid any risk of 
repayment of the monies. 

Risk and Mitigation:
Each new specific project will be subject to a robust gateway process and will 
encompass its own risk assessment prior to commencement of works.

Reason(s) and Alternate Options Considered:
To enable the attached documents to be approved as part of the wider 
Medium Term Financial Strategy of the Council.

Equality Implications:
The equalities impacts of each project will be considered prior to 
commencement of works. These will be addressed through future Cabinet 
reports on any new schemes.

Key Decision and Notice Requirements (including urgency): 
Key Decision – Yes
28 Days’ Notice – Yes
Urgency – N/A 

Implementation Date:  
1 April 2019.

Contact:
Peter Casterton   Head of Corporate Finance 
Peter.Casterton@liverpool.gov.uk

mailto:Peter.Casterton@liverpool.gov.uk


Background Reports: 
Appendix 1 – Capital Programme
Appendix 2 – Asset Management Plan
Appendix 3 – Treasury Management Strategy 


