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Appendix 7 
COUNCIL 
5th MARCH 2019 
 
CAPITAL STRATEGY 2019/20 to 2021/22 
 
Report submitted by: David Lilly, Head of Financial Services 
Report Written by: Sara Dickinson, Lead Finance Officer – Capital,    
         Suzanne Williams, Group Finance Officer-Corporate 

   

1. Area Affected 

  
1.1 County Borough wide 
  
2. Purpose of Report 
  
2.1 This report presents the Council’s Capital Strategy. It is intended to provide a high 

level overview of how capital expenditure, capital financing and treasury 
management activities are recognised within the Council’s medium term financial 
plan. 

  
2.2 
 
 
 

The report also fulfils the requirements of the CIPFA Code of Practice on Treasury 
Management and the CIPFA Prudential Code for Capital Finance in Local 
Authorities, by way of appendices: 

(i) The reporting of the Prudential Indicators for 2019/20 to 2021/22. 
(ii) The reporting of the Treasury Management Strategy (Appendix A), 

which includes the Council’s Investment Strategy and Minimum 
Revenue Provision Statement. 

  
3. Background 
  
3.1 There are many aspects of Council activity that influence our capital strategy: 

 

 
 

3.2 The Council’s third Corporate Plan (CP3) is the key strategic document that guides 
how Torfaen Council delivers its services. It runs from 2016 to 2021 and has three 
main priorities: 

o A clean and green Torfaen 
o Raising educational attainment 
o Support for Torfaen’s most vulnerable residents 

  

          Corporate Plan                      T22                      Prudential Code and 
Indicators                    

  
  
  
  

Legislation                                                                                 Medium Term Financial 
Plan  

  
  
  
  
  
Treasury Management Strategy                      Asset Management Plan   

  CAPITAL             

STRATEGY   
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3.3 The Corporate Plan is supported by a number of strategies / policies, that assist 
in the delivery of the Council’s priorities, and in respect of asset utilisation the 
following are considered the most relevant: 

  

 The Asset Management Plan which details how the Council will manage its 
assets over a period of time, and also reviews assets to see where investment 
is required. 

 

 Medium Term Financial Plan. The capital programme is an integral part of our 
financial, service planning and budget setting process, playing an important 
role in delivering long term priorities. 

 

 The Treasury Management Strategy ensures the Council can fund its capital 
programme by managing its cashflow effectively or by putting in place 
appropriate borrowing facilities. 

 

 Legislation – The Local Government Act 2003 sets the legal framework within 
which local government may undertake capital expenditure. The use of capital 
receipts and borrowing arrangements are also prescribed by legislation.  

  
3.4 The key aims of the Capital Strategy are to: 

 Link investment decisions to the priorities of the Council’s Corporate Plan; 

 Ensure that the Authority’s capital resources are used effectively and in 
accordance with proper professional practice; 

 Ensure alignment with the Council’s Asset Management Plan; 

 Ensure alignment with the Council’s Treasury Management Strategy: 

 To ensure external funding opportunities available to the Council are 
maximised and are relevant to the Council’s Corporate Plan priorities. 

  
4. Governance of the Capital Programme 
  
4.1 The multi-year Capital Programme is approved annually by Council along with the 

revenue budget and the Medium Term Financial Plan, this process recognises the 
limiting situation that arises through the annual capital funding allocation 
announcements from Welsh Government, and the risks that this presents in the 
compilation of a medium term asset management strategy.  

  
4.2 The financial aspects of the capital programme are monitored on a monthly basis 

to ensure that spend is progressing in line with the anticipated profile.  
 
The corporate group within the Council, overseeing capital investments, is the 
Capital Programme Review Board. Within the overriding policy direction of the 
Council, the Board explores capital proposals and funding options to develop a 
capital programme which delivers on the corporate plan priorities and our asset 
management requirements. 

  
4.3 The Board undertakes all programme monitoring tasks, examining new project 

expressions from a financial, service delivery and corporate plan perspective, 
whilst also overseeing asset management planning and considering wider funding 
issues and opportunities. 
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5. Asset Management Plan 
  
5.1 Alongside the Corporate Plan the Asset Management Plan (AMP) is a pivotal 

strategic document in the construction of the Capital Strategy. The AMP sets the 
direction for managing our assets over the medium term, ensuring that our 
property portfolio is optimised to meet corporate and service needs. 

  
5.2 
 
 
 

The overarching asset management policy was originally agreed by Cabinet in 
February 2009, and the following succinct narrative is still considered relevant: 
 
‘The Council will only require or retain properties that are sufficient, suitable and 
sustainable in the delivery of its corporate plan priorities and will prioritise the use 
of its capital and revenue budgets accordingly. Property resources that are surplus 
to, unsuitable or unsustainable in the delivery of Corporate Plan priorities will be 
considered for disposal at best consideration.’ 

  
5.3 The Council’s AMP for 2015/16 to 2018/19 was approved by Council 1 March 2016 

and updated in February 2017. It is intended that an updated AMP will be 
presented to the March 2019 Council meeting.  

  
6. Capital Expenditure and Financing 
  
6.1 Capital expenditure is money that is spent on assets, such as property and 

vehicles, which will be used for more than one year. Through legislation the 
Council has limited discretion on what counts as capital expenditure. Our policy is 
that individual assets costing below £10,000 are not capitalised and are charged 
to revenue in year. 

  
6.2 In constructing the capital programme for 2019/20 to 2021/22 the priorities of the 

Corporate Plan have continued to be applied within the constraints of the annual 
funding allocated by the Welsh Government.  
 
It is pleasing to note that as part of the final 2019/20 Local Government settlement 
announced in December 2018 the Welsh Government increased the amount of 
general capital resource available to local authorities, with this Council’s allocation 
increasing from its £4.4 million provisional value to £5.3 million at final. 
 
As part of the Welsh Government draft Budget for 2019/20 the Cabinet Secretary 
for Finance also announced, in November 2018, proposals for an extra £100 
million of capital funding to be made available to local authorities over 3 years - 
50% in 2018/19, 30% in 2019/20 and 20% in 2020/21. The 2019/20 allocation was 
included in the Final Settlement above, whilst in January 2019 the Welsh 
Government released details of the 2018/19 position. This additional resource of 
£2.4 million for 2018/19 and 2019/20 has been included in the available resources 
supporting the capital programme detailed in Table 1 below. Details of the 2020/21 
resource has yet to be received from Welsh Government and as such has not 
been included within this programme.  

  
  



 

Page 4 of 11 

 

6.3 Using this level of confirmed funding the current forecast of the 2019/20 to 2021/22 
capital programme is summarised in Table 1 below. Further details of the projects 
included can be found in Appendix B to this report. 
 
Table 1: Estimated spend on capital projects 
 2018/19 

Revised 
£m 

2019/20 
Estimate 

£m 

2020/21 
Estimate 

£m 

2021/22 
Estimate 

£m 

Education 26.17 24.97 3.97 0.07 
Social Care & Housing 1.60 1.10 1.10 1.10 
Neighbourhood Services 5.47 4.60 2.60 0.89 
Corporate 1.73 0.71 0.71 0.88 
Resources to be allocated 2.13 1.02 2.03 2.03 

General Fund 37.10 32.40 10.41 4.97 
 

  
6.4 
 

The main areas of expenditure in the table above are: 

 Education - dominating the expenditure in this area over the next few years is 
the conclusion of Band A of 21st Century schools programme. 
 

 Social Care and Housing’s major expenditure is on Disabled Facilities Grants. 
 

 Neighbourhood Services main expenditure is on highways and asset 
management, where there are annual allocations from the Council’s core 
capital budget. This allocation is supplemented by annually allocated grants for 
local transport schemes including Safe Routes in the Community and also 
specific hypothecated grant funded regeneration schemes from funders such 
as the National Lottery. 
 

 Corporate expenditure is mainly on capital programme fees and corporate 
accommodation, and the Council’s agreed contribution to the City Deal 
programme.  

 

 Additional resources available for allocation includes both the Council’s 
earmarked funding requirement against Band B of the 21st Century Schools 
programme (until formally approved by Welsh Government) and any excess 
resource that can be used to finance alternative schemes funding corporate 
plan priorities 

  
6.4.1 The 21st Century Schools programme Band A has been active since 2015/16 and 

is due to be completed in 2020/21. The programme is funded 50:50 with the Welsh 
Government and the Council has committed almost £45 million in match funding 
over the 6 years; this investment has contributed to the refurbishment of a 
comprehensive school, the building of 3 new primaries and the extension of 3 
primaries. In addition a comprehensive school and a new 6th form center are under 
construction. 

  
6.4.2 In November 2017 the Welsh Government announced a second tranche of 21st 

Century schools funding – Band B, which is due to commence in 2019/20. The 
Council’s Cabinet has considered proposals to fund projects under Band B, with 
the current programme consisting of supporting the Archdiocese to bring the 
building of a new 3-16 Roman Catholic school to fruition, rebuilding one primary 
school and refurbishing two further primary schools.  
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The current total funding envelope for Band B, is £46 million with a Welsh 
Government intervention rate for LEA sponsored projects being 65:35 (WG to 
Local Government funding), whilst for Faith school projects the intervention rate is 
85:15. These funding interventions produce a Council funding requirement of £7.3 
million over the seven year programme (£2.8million for 2019/20 to 2021/22).  
 
The proposals in relation to Band B have yet to be approved by Council and the 
Welsh Government and as such the external funding associated with the schemes 
has not been included within the programme outlined in Table 1 above, however 
the Council’s total match funding resource of £7.3 million has been included within 
the “to be allocated” resource line. Over the duration of this strategy the match 
funding requirement in relation to Band B is £2.8 million, with the remaining £4.5 
million planned to be spent in 2022/23 and 2024/25 

  
6.4.3 The Welsh Government has announced that £60 million capital will be made 

available over three years to support the fabric of the highways infrastructure. The 
Authority has been allocated £398,943 in 2018/19 and £398,336 in 2019/20, 
2020/21’s allocation has yet to be announced. Because funding for 2018/19 has 
been released very late in the financial year it has been added into Neighbourhood 
Service’s 2019/20 capital programme on the advice from Welsh Government that 
the funding can be carried forward. 

  
6.4.4 Welsh Government allocation has also provided the Council with an in principle 

100% funding allocation of £6 million for the creation of an additional Welsh 
primary school, subject to formal considerations. Discussions continue with Welsh 
Government over the proposal, as this process progresses / finalises the scheme 
will be considered by Cabinet / Council and will, if approved, be included within 
the Education section of the programme.  

  
6.4.5 In relation to the resources available for allocation outlined in Table 1 above this 

budget line represents the amount available to fund the Council’s 21st Century 
schools Band B programme intervention (£2.8million) and to support projects that 
will support the Corporate Plan priorities of the Council.  
 
Table 2: Funding to be allocated 
 2018/19 

Revised 
£m 

2019/20 
Estimate 

£m 

2020/21 
Estimate 

£m 

2021/22 
Estimate 

£m 

Resources to be allocated 2.13 1.02 2.03 2.03 
Less:  
Identified for 21st Century 
Band B match funding 

0 0 (0.80) (2.00) 

Residual available 2.13 1.02 1.23 0.03 

 
At this point in time it is proposed that the residual available funding remains 
uncommitted and that through the emergence of the available resource an 
opportunity exists to develop a member led capital strategy that is not centered on 
schools. To facilitate this a further report will be presented to Council detailing the 
schemes / programs that will be delivered by this resource; however it is 
anticipated that this resource will be used within the umbrella of our Corporate 
Plan priority areas, which by example could include highways, DFGs, SEN 
education schemes.  
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6.4.6 In addition to the programme of investment in the fabric of our assets, the Council 
also routinely refreshes its vehicle fleet. Our fleet currently contains 188 assets 
and is funded by a combination of resources, with the most significant being 
leasing solutions (53% of vehicles are funded in this way). In managing the fleet 
the integrated transport unit undertake regular reviews of the assets to ensure that 
the fleet remains functional and relevant to the needs of the service areas.  

  
6.5 
 
 
 
 
 
 
 
 
 
 
 
  

There are many sources of finance available to the Council to support its capital 
programme including the following: 

 Supported borrowing – Welsh Government financed borrowing which is 
allocated an annual basis 

 Capital receipts – obtained by selling Council owned land and buildings 

 Government grants – via Welsh Government which include hypothecated 
and un-hypothecated grants 

 Other grants and contributions e.g. The National Lottery 

 Loans from Government organisations e.g. the SALIX energy initiative 

 Contributions from developers e.g. Section 106 and CIL 

 Prudential borrowing – borrowing financed through the revenue budget 

 Revenue contributions 

 Leasing facilities. 
  
6.6 The estimated profile of the above funding streams as they support the capital 

programme is outlined in Table 3 below: 
 
Table 3: Capital financing 
 
 

2018/19 
Revised 

£m 

2019/20 
Estimate 

£m 

2020/21 
Estimate 

£m 

2021/22 
Estimate 

£m 

Capital receipts 4.63 4.27 3.09 0.03 
Capital grants 23.67 14.37 2.35 1.67 
Revenue contributions 0.36 3.28 0 0 
Supported borrowing 2.69 2.74 2.74 2.74 
Unsupported borrowing           5.75 7.74 2.23 0.53 

Total funding 37.10 32.40 10.41 4.97 
 

  
6.7 The realisation of capital receipts through the disposal of assets has, and 

continues to, significantly contribute to the funding of the 21st Century Schools 
Programme. As can be seen from the above 14% of our forecasted capital 
programme is funded by capital receipts received from the sale of land and 
buildings. Of the £12 million allocated within this four year period to current capital 
schemes circa £3 million has yet to be realised, however work is continuing to 
progress in relation to the marketing and sale of defined sites and it is anticipated 
that this resource will be realised prior to 2020/21.  Further sites will continue to 
be marketed, and as they, and the underpinning Band B receipts are realised, 
possible uses will be determined in line with corporate plan priorities. 

  
6.8 Where capital expenditure is not paid for immediately by resources such as capital 

receipts, capital grants or other contribution then a notional borrowing need is 
created called the Capital Financing Requirement (CFR). The level of the Council’s 
CFR is shown in the table below.  

  
  



 

Page 7 of 11 

 

 Table 4: Capital financing requirement 
 2018/19 

Revised 
£m 

2019/20 
Estimate 

£m 

2020/21 
Estimate 

£m 

2021/22 
Estimate 

£m 

CFR  135.43 141.19 141.26 139.58 

Movement in CFR         5.76     0.07    (1.68) 
 

Represented by: 

Net financing need for the year    10.48     4.97     3.27 
MRP & other financing 
movement 

  
   (4.72) 

 
   (4.90) 

 
   (4.95) 

Movement in CFR      5.76     0.07    (1.68) 
 

  
6.9 
 
 
 

The Council is required by statute to pay off annually an element of the 
accumulated borrowing (CFR) through a charge to revenue called the Minimum 
Revenue Provision (MRP). In a similar way to the principal repayments of a 
domestic mortgage the annual MRP repayments reduce the amount of notional 
debt in the calculated CFR.  
 
The level of MRP put aside has to be prudent and affordable and as such this 
leads to the following broader considerations of the revenue affordability of the 
capital programme. The MRP Policy Statement is approved by Council each year 
and is included within Appendix A.  

  
6.10 The Council’s cumulative outstanding amount of notional debt finance increases 

with new debt-financed capital expenditure. The CFR is expected to increase by 
£4.15 million over the life of this programme due to supported borrowing of £8.22 
million and unsupported borrowing of £9.39 million in respect of 21st Century 
Schools and £1.11 million in respect of the City Deal which is offset by MRP 
repayments of £14.57 million.  

  
7. Revenue Budget Implications and Affordability 
  
7.1 Capital is not unlimited or “free money”, indeed capital funding decisions can have 

significant revenue implications e.g. if prudential (or unsupported) borrowing is 
used to fund a project, the borrowing costs of every £1 million equates to 
approximately £100,000 in financing costs (revenue) costs each year for 25 years. 
This will be in addition to any ongoing maintenance and running costs associated 
with the investment. 
 
As well as the principal debt repayments (the MRP) the revenue budget must also 
fund the external interest costs related to the debt taken to fund the capital 
programme. These costs are offset by the income received on the Council’s 
financial investments. A key affordability Prudential Indicator is to calculate the 
percentage these estimated net finance costs are of the council’s total revenue 
stream.  
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7.2 Table 5 below shows the impact of the cost of capital as a proportion of the 
Council’s overall projected budget requirement.  
 
Table 5: Proportion of financing costs to net revenue stream 
 
 

2018/19 
Revised 

% 

2019/20 
Estimate 

% 

2020/21 
Estimate 

% 

2021/22 
Estimate 

% 

General Fund         6.2         6.3         6.3          6.2 
 

  
7.3 This ratio assumes a constant level of Welsh Government RSG funding. This 

results in a slight reduction to the ratio in 2021/22 due to an anticipated lower level 
of unsupported borrowing. 

  
8. Treasury Management 
  
8.1 The treasury management function ensures that the Council’s cash is organised 

in accordance with the relevant professional codes, so that sufficient cash is 
available to meet Council spending forecasts arising from revenue and capital 
budget decisions. This involves properly organising the cash flow and appropriate 
borrowing facilities. A key treasury management activity is the successful 
identification, monitoring and control of risk in relation to investment and debt 
portfolios. The full Treasury Management Strategy is found at Appendix A.  
 
The main objectives of the Treasury Management Strategy are to: 

a) Outline an annual investment strategy which attempts to secure the safe return 
of the principle sums it invests by specifying criteria to select appropriate 
counterparties for investment purposes. 

b) Outline a borrowing strategy which maintains maximum control over its 
borrowing activities as well as allowing flexibility on its loan portfolio. 

  
8.2 Borrowing 
  
8.2.1 
 
 
 
 
 
 
 
 
 
 
 
 
 

The Council operates its borrowing activities within clearly defined treasury 
management limits. The Council needs to ensure that its total gross borrowing, 
does not, except in the short term, exceed the total CFR in the preceding year plus 
the estimates of any additional CFR for 2018/19 and the next 3 financial years. 
Through applying this requirement the derived limits on borrowing are outlined in 
Table 6.  
 
Table 6: Limits on borrowing activities 
 2018/19 

Revised 
£m 

2019/20 
Estimate 

£m 

2020/21 
Estimate 

£m 

2021/22 
Estimate 

£m 
Borrowing 134.48 140.04 140.14 138.49 
Other long-term liabilities        0.95       1.15          1.12                         1.09 

Gross Borrowing                         135.43   141.19      141.26   139.58 
 

CFR    135.43    141.19                     141.26                           139.58 
 

  
  



 

Page 9 of 11 

 

8.2.2 The current forecasts of borrowing over the four year period are as follows: 
 
Table 7: Estimate of borrowing position 
 2018/19 

Revised 
£m 

2019/20 
Estimate 

£m 

2020/21 
Estimate 

£m 

2021/22 
Estimate 

£m 

Gross Borrowing                      124.46 135.77 137.91 138.39 
 

 
8.2.3 

 
A further two prudential indicators control or anticipate the overall level of 
borrowing, the authorised limit for external debt and the operational boundary for 
external debt, details of these are found in The Treasury Management Strategy 
(Appendix A). 

  
8.3 Investments 
  
8.3.1 The Council’s policy on treasury investments is to prioritise strictly in order of 

security, liquidity and yield. The primary objectives of the investment strategy are: 

 Safeguarding the repayment of principle and interest of its investments on 
time; 

 Ensuring adequate liquidity of investments; 

 Consideration of the interest rates or yield on investments. 
 
Further details on the Council’s investment strategy are found in the Treasury 
Management strategy at Appendix A. 

  
8.3.2 The Council’s forecasted year end investment position is summarised below: 

 
Table 8: Anticipated investment position as at 31 March 
 
 

2018/19 
Revised 

£m 

2019/20 
Estimate 

£m 

2020/21 
Estimate 

£m 

2021/22 
Estimate 

£m 
Investments        10         10                       10         10 

Total        10         10         10         10 
 

  
9. Commercial Activities 
  
9.1 The Council owns 289 commercial properties comprising industrial estates, 

neighbourhood retail parades and a handful of individual properties. The 
commercial property estate as at the 31 March 2018 was valued at £14.14 million, 
and generated an annual rental income of £1.67 million and an annual running 
cost of £688,000; this net surplus on the commercial estate supported the revenue 
budget in the delivery of services. 

  
9.2 Recently, there has been publicity around some councils purchasing property and 

other financial assets for the sole purpose of financial return, and as a result 
introducing an element of uncertainty into their financial planning. This council only 
has the historical non-treasury investments as referred to above, and a list of these 
assets is attached as Appendix C in line with best practice. 

  
9.3 The Council is currently working on a business case for the delivery of a solar farm 

in Cwmbran. The scheme was presented to Cabinet in July 2018 and is currently 
being developed into a full business case to see whether the scheme is financially 
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viable prior to consideration for funding of the required capital investment and also 
for the submission of the project for planning approval. 

  
9.4 The Council does have a small shareholding in the Shared Resource Services 

(Business Solutions) Limited. Shares (representing 50% of the Company’s capital) 
are carried at fair value of £40,000, and at such an immaterial level this is not 
considered a risk. 

  
9.5 The Council provides a guarantee to Torfaen Leisure Trust for finance taken in 

2016 relating to capital redevelopment works. As at 31 March 2018 the amount of 
finance outstanding was £1.15 million. The principal risk to the Council is that the 
Trust defaults on its funding agreements, which would activate the guarantee. 
Whilst the risk of this action occurring is outside the direct control of the Council, 
the current risk level is assessed as nil. 

  
10. Skills and Knowledge 
  
10.1 The staff dealing with day to day treasury management and capital expenditure 

are all qualified accounting professionals with many years’ treasury management 
experience. Courses are attended regularly to keep up to date with the latest 
legislation and changes to the Prudential Code. The treasury and capital budgets 
are monitored on a monthly basis and reported to the Head of Financial Services.  

  
10.2 The Assistant Chief Executive (Resources) is responsible for making capital 

expenditure, borrowing and investment decisions in conjunction with the Members 
of the Council. The Council also employs Arlingclose Limited as treasury 
management advisors as they are specialists in their field. 

  
11. Well Being Assessment 
  
11.1 The Well-being of Future Generations (Wales) Act has been considered in 

preparing this report. The proposals and recommendations support the Act, 
particularly in relation to balancing short-term need with the long-term and 
planning for the future. The activity described in the report mainly contributes to 
the goals of a prosperous, resilient and globally responsible Wales by proposing 
the efficient and proportionate use of resources and demonstrating economic 
resilience. 

  
12. Recommendations 
  
12.1 It is recommended that Councils scrutinises and comments upon the Capital 

Strategy and appendices.  
  

Appendices 

A Treasury Management Strategy 2019/20 – 2021/22 

B Detailed Capital Programme 2019/20 to 2021/22 

C Council Non-Treasury Investments 
   

Background 
Papers 

 The Local Government Act 2003; 

 CIPFA Prudential Code; 

 CIPFA's - Treasury Management Guidance Notes; 

 CIPFA's - Treasury Management in the Public Sector, Guidance Notes 
for Local Authorities. 

 Welsh Guidance on Local Government Investments 
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 Treasury Management Practices (TMPs) including the Treasury 
Management Policy Statement 

 

For a copy of the background papers or for further information about this report 
please telephone: David Lilly, Head of Financial Services (01495) 742624 

 


