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APPENDIX A
to Paper No 19-81

WANDSWORTH BOROUGH COUNCIL

THE COUNCIL’S CAPITAL STRATEGY 2019/20

1. This capital strategy is in response to changes in CIPFA’s Prudential Code 
and Treasury Management Code and sets out the long-term context within 
which capital expenditure, borrowing and investment decisions are made. It is 
to be approved by full Council. The overall aim of the framework is to 
demonstrate that such decisions properly take account of stewardship, 
prudence, value for money, sustainability and affordability.   

2. Capital Expenditure – General Fund Capital Programme 

Overview of Governance Process

2.1 The General Fund (non-HRA) capital programme is one of the Council’s four 
financial frameworks, as detailed in the Council’s Medium-Term Financial 
Strategy. It is based upon the approved capital schemes, Treasury 
Management Strategy, Asset Management strategy, capital resources 
projections and an annual process for prioritising additions which recognises 
cost in use and sustainability issues.

2.2 It contains currently approved spending and sets the financial parameters 
within which the Executive may add to commitments in the context of reserves 
and resources anticipated in the medium-term outlook. 

 
2.3 The overall programme is reviewed and approved by the Full Council in 

September and then again in January after additions are made to the 
programme. Individual schemes may be approved and added to the 
programme during other committee cycles.

2.4 Capital spend and the availability of resources to finance that spend are 
monitored by the Director of Resources on a monthly basis.

Long-term view of capital spending plans 

2.5 The General Fund capital programme considers the programme and available 
resources for the current year and four subsequent years. The Council’s 
ability to finance capital spending is restricted only by its own view on 
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affordability, subject to the Government’s possible imposition of limits on local 
authority borrowing for macro-economic reasons.

2.6 Due to the current pressures on the Council’s finances and council tax, 
potential capital schemes are considered in the context of whether any 
specific capital resources will be available to contribute towards the funding of
the scheme and the revenue impact of the scheme. General assumptions are 
as follows:

a) expenditure for repairs and new pupil places will normally be limited to 
that funded from either Government grant or from directly linked site 
sales.

b) For non-housing and non-school related Council operational property, 
schemes are restricted to those that will either provide future revenue 
savings, are essential to deliver the Council’s priorities, are critical to 
keeping a property in use, or will facilitate the Council’s regeneration 
schemes. Schemes that are critical to keeping a property in use are 
selected based upon the current condition information and 
maintenance forecast.

c) Schemes to be funded from Section 106 or Community Infrastructure 
Levy (CIL) are assessed on their merits and the actual resources 
available and any restrictions within specific development agreements 
on the funding’s use.

d) Highways type schemes and other areas where there is a regular 
annual budget are considered in the light of available resources 
including possible grant contributions.
    

2.7     The potential sources of finance for the General Fund capital programme 
are:
a) Grants – either earmarked for specific schemes or services, or available 

for any scheme. There is no revenue effect, provided that the receipt of 
grant is not significantly delayed.

b) CIL and Section 106 – can be used to finance capital infrastructure works. 
There is no revenue effect. 

c) Borrowing – this is currently not used other than in the limited 
circumstances of internal borrowing for a school spend- to- save scheme. 
Borrowing is financially disadvantageous compared to other sources of 
finance. No external borrowing is currently carried out.

d) Revenue and Renewals Fund – other than specific schemes from the 
Renewals Fund this is rarely used because of the impact upon council tax.

e) Capital Receipts freely available to the General Fund – these are used 
where resources from the above four categories are not available. There is 
a loss of investment interest associated with their use. The Council has an 
active policy of rationalising and disposing of under-utilised assets and has 
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used the proceeds extensively over time to support the capital programme.  
The framework takes account of the forecast availability of capital receipts 
in determining the size of the capital programme that is affordable and 
does not permit the forecast level to fall below a specified minimum level. 
To further mitigate any risk of resources falling below a prudent level, the 
estimates of capital receipts are reduced by 20% before determining the 
minimum level of receipts in the framework. There is also the possibility of 
capital receipts being used for revenue spend in limited circumstances 
under the Government’s “flexible use of receipts” initiative. This could 
contribute to alleviating the pressure on revenue resources but would 
reduce the availability of resources for capital spending. 

2.8 The table below compares the current estimated capital resources with the 
capital payments to be financed and shows a reduction in the available usable 
capital receipts over the five- year period, with £10.5 million expected to be 
available at the end of the five years. 

2018/19 2019/20 2020/21 2021/22 2022/23

£’000 £’000 £’000 £’000 £’000

Usable Capital Receipts at start 
of year

36,978 34,281 23,987 25,375 20,535

Add: Grants and reimbursements 53,747 65,368 62,692 15,566 -

Add: Renewals Fund - - - - -

Add: New capital receipts 15,169 5,645 6,400 4,800 -

Less: Total General Capital 
Payments (after slippage) (71,613) (81,307) (67,344) (25,566) (10,000)

Usable Capital Receipts at end 
of year

34,281 23,987 25,735 20,535 10,535

3. Capital Expenditure – Housing Revenue Account (HRA) Capital 
Programme

Overview of Governance Process

3.1      The HRA Budget Framework is another of the Council’s four financial 
frameworks as detailed in the Council’s Medium Term Financial Strategy. It is 
based upon the 30- year HRA business plan that models the cycles of work 
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necessary to maintain the housing stock to decent homes standard. The 
framework plots both projected capital and revenue resources. It is reset 
annually in January by the Executive, monitored throughout the year by the 
Director of Resources and the Overview and Scrutiny Committee, and 
generally reviewed in September or November by the Executive. When setting 
rents for the Council’s housing stock, regard is given to the overriding 
objective of keeping the HRA business plan in balance. It is also the subject of 
specific risk management reports by the Assistant Director of Resources 
(Revenues).

3.2 The HRA business plan is also the basis for the four- year budget framework 
that sets parameters within which the Executive may commit HRA resources 
under the Council’s constitution. 

3.3 The HRA capital programme element of the business plan follows a similar 
approach to the General Fund capital programme in that it is reviewed in 
September or November by the Executive, additions are approved in January 
and schemes can be approved and added to the programme during other 
committee cycles.

Long-term view of capital spending plans

3.4 In addition to the four- year budget framework of spend and resources the 
HRA capital programme considers estimated spend and affordable resources 
over the 30 years of the Business Plan. 

3.5 The potential sources of finance for the capital programme are in some cases 
similar to those for the General Fund programme but with other notable 
differences: -

a) Grants and reimbursements – Section 106 grants, other capital grants 
and reimbursements, in particular from leaseholders. 

b) Right to Buy capital receipts – the receipts from Right to Buy (RTB) 
sales that are to be used for one-to-one replacement build

c) Non-RTB capital receipts – receipts arising from disposals of HRA sites 
or from vacant property sales.

d) Borrowing – this currently represents internal borrowing for one-for-one 
replacement build. The government restricts the use of one-for-one 
receipts to a maximum of 30% of the cost of the replacement build, and 
this generally represents the other 70% of the scheme costs. Currently 
there is no new external borrowing. HRA borrowing, whether internal or 
external, increases HRA debt. HRA debt in Wandsworth is currently 
£297 million. The Council’s planned significant regeneration and self- 
build schemes will lead to an increase in HRA borrowing.    
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e) Major Repairs Reserve – this is used where resources from the above 
four categories are not available. Any amount used must be affordable 
within the 30- year business plan.  

3.6 The overriding aim of the HRA capital programme is to maintain an 
investment level consistent with that assumed in the stock condition survey in 
order to keep, as a minimum standard, the housing stock decent. The risk of 
changes to the assumptions used in the business plan and the effect on 
reserves are considered.

3.7 Work is currently ongoing on large scale projects on the regeneration of 
Winstanley/York Road estates and the Roehampton area. Spend currently 
within the approved framework can be financed from available resources but 
this excludes some projected spend modelled in the 30-year business plan 
and is likely to necessitate some external borrowing.

3.8 The following table shows the estimated HRA capital spend and its financing 
as in the currently approved framework.

4. Investment  

4.1 The underlying objectives of the Council’s Investment Policy are security of 
the capital sums invested and liquidity to ensure the funds invested are 
available for expenditure when needed. Once proper levels of security and 
liquidity are determined, it is then reasonable to consider what yield can be 
obtained consistent with these priorities. The Council’s Investment activities 
are conducted in a manner that regards the successful identification, 
monitoring and control of risk as of prime importance and accordingly the 
analysis and reporting includes a substantial focus on the risk implications. 

2018/19 2019/20 2020/21 2021/22

£’000 £’000 £’000 £’000

Total Expenditure 115,426 167,199 143,847 25,864
Financed By:
Capital Receipts 22,776 3,000 2,500 1,000
Capital Grants & Reimbursements 20,441 20,227 14,812 6,863
Leaseholder Major Works Charges 2,200 6,383 6,949 7,134
Borrowing 19,311 4,667 63,500 0
Major Repairs Reserve 50,698 132,922 56,086 10,867

Total Financing 115,426 167,199 143,847 25,864
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Treasury Management Investments

4.2 These are investments that arise from the Council’s cash flows and ultimately 
represent balances which need to be invested until the cash is required for 
use in the course of business. 

4.3 The Council’s policy on Treasury Management Investments is submitted to 
the Finance and Corporate Resources Overview and Scrutiny Committee, the 
Executive and approved by the full Council. The overall arrangements and 
strategy for the ensuing financial year are reviewed and approved in the 
Treasury Policy Statement in February or March, an Annual Report after the 
end of the financial year in June and a mid-year review report in November. 
From time to time the Director of Resources may submit additional reports 
recommending changes in Policy for approval if circumstances require.

4.4 The Director of Resources’ responsibilities for Treasury Management are 
prescribed in the Council’s Financial Regulations. Treasury Management 
activities and issues are reviewed at least monthly by a Treasury meeting 
within the Resources Directorate and chaired by the Director of Resources. 
Day to day Treasury Management activities are handled by the Financial 
Management Division of the Resources Directorate in accordance with a 
Treasury Systems Document. Treasury Management staff attend training 
courses to ensure they maintain sufficient knowledge and keep up to date with 
current developments.

4.5 Treasury Management advisers are appointed at least once within the lifetime 
of each Council to carry out an independent review of the Council’s Treasury 
Management activities.   

4.6 The Council’s detailed investment policy is contained within the Treasury 
Policy Statement. Its overriding purpose is the control of risk.  It specifies the 
types of investments that may be used and the limits of their use. These limits 
relate to the maximum time period for each investment type and to the 
maximum amount that may be held at any one time. The choice of limits is 
governed by the requirement to safeguard the security of the Council’s 
portfolio and to spread risk through suitable diversification. The Council uses 
credit rating information from the three main credit rating agencies (Fitch, 
Moody’s and Standard and Poor’s) and this data is supplemented by other 
available information where appropriate. The limits also consider liquidity 
requirements and finally the yield that may be obtained.

4.7 The Council held investments of £598 million at 31st December 2018 at an 
average rate of 1.04% for the year. The Council is expected to begin 2019/20 
with investments of around £540 million and the estimated movements for the 
following two years based upon current cash flows show that investments are 
likely to reduce as the HRA Regeneration schemes progress and other 
balances fall.
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Investments that are not part of Treasury Management Activity

4.8 The Council may invest in other financial assets and property primarily for 
financial return that are not part of Treasury Management activity. These 
activities are subject to similar assessments of risk as for Treasury 
Management investments. They are approved as part of the capital 
programme as described in Sections 2 or 3 of this Capital Strategy. 

4.9 Investment Property.  The Council’s Corporate Asset Strategy was approved 
by the Executive in November 2015. One of its aims was to identify 
opportunities to generate General Fund income by acquiring commercial 
property in strategic locations and in some cases transferring surplus 
operational properties to the investment portfolio. Legal advice confirmed that 
it is legal for the Council to invest in property in or out of the Borough; in 
particular Section 12 of the Local Government Act 2003 enables the Council 
to invest “for the purposes of the prudent management of its financial affairs”.    

4.10 All asset strategy schemes are part of the Council’s rigorous value for money 
appraisals and require Executive approval in the same way as other Council 
capital spending proposals. The budget for acquisition of investment 
properties is only added to the General Fund capital programme after 
consideration of affordability in the light of the available capital resources. All 
schemes are financed by capital receipts generally available to support the 
capital programme in the usual way. No borrowing has been taken up to 
facilitate such investments.

4.11 Suitable properties for purchase by the Council are selected after going 
through robust procedures to assess the security of the investment in the 
short, medium and longer term, that the risk of not achieving satisfactory 
rental returns is minimised and that there are the best prospects of future 
rental and capital growth. The Council’s budget for property purchases limits 
acquisitions to small retail, office or industrial units and does not allow for 
investment in large industrial parks or shopping centres. 

4.12 The Council’s valuers are supported through the acquisition process by 
specialist property investment surveyors and legal advisers. The Council may 
contact agents in the market to help identify potential investment properties for 
sale as these are not frequently widely marketed, or commission its specialist 
property advisers to undertake a search for suitable properties. The adviser 
undertakes negotiations with the vendor for the acquisition subject to approval 
by officers. A set of assessment criteria are used in evaluating the suitability of 
properties. These criteria are as follows: -

a) Location
b) Tenancy strength/strength of covenant
c) Length of tenure
d) Occupier’s lease length
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e) Repairing terms/obligations
f) Lot size (value of the investment)

4.13 These criteria are assessed against weighting factors ranging from 2-12 and       
ranging from Excellent to Unacceptable.

4.14 If a property is considered to be acceptable the Council commissions a 
Property Investment Surveyor (not the same one used to identify the property) 
to provide a market report on the property. This report will include 
commentary on the credit worthiness of the tenant, an opinion of value and a 
recommendation in respect of the provisionally agreed acquisition price. This 
is undertaken in accordance with the Royal Institute of Chartered Surveyors 
Red Book. 

4.15 Prior to acquiring any properties, officers also undertake a further due 
diligence exercise including reviewing the leases, commissioning a building 
survey and report, a mechanical and electrical survey, a valuation report, and 
ensuring that there is an Energy Performance Certificate in place with a rating 
of at least D. Solicitors also undertake legal due diligence with a further review 
of the leases, the planning position and a report on title, highlighting any 
potential title defects.  

4.16 All investment properties are revalued annually at fair value as part of the 
Council’s preparation of final accounts and audit process. Consideration is 
given at the end of each financial year as to whether impairment of any 
properties is required. 

4.17 Between 2014/15 and 2017/18 £30 million was added to the capital 
programme for the acquisition of investment properties. The programme has 
not continued into later years. Eight properties were acquired under the policy 
and they are due to generate annual revenue income of £1.4 million per 
annum in 2019/20. The scale of this activity is considered to be proportionate 
in relation to the overall size of the capital programme and has all been 
financed from available resources with no borrowing. The revenue income 
earned is also considered to be proportionate in terms of the overall revenue 
budget of the authority and the authority is not over reliant on this source of 
income. 

4.18 Loans supporting Service Outcomes. The Council may make loans to 
organisations such as Staff Mutuals, other Service Providers, Voluntary 
Organisations or start up loans to Wandsworth based Business Improvement 
Districts. The Council’s Treasury Policy Statement includes the terms under 
which such investments can be made. If the loan is for cash flow or revenue 
purposes it is reported as part of the Council’s treasury investments. Amounts 
invested are small and at the end of 2017/18 only £520,000 was outstanding. 
Loans can also be made for capital purposes, and such loans are approved 
as part of the capital programme. These are also small and at the end of 
2017/18 only £150,000 was outstanding.   
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5 Borrowing

5.1 External Borrowing. The Council’s only external long-term borrowing is the 
Public Works Loan Board (PWLB) debt taken up for the HRA Subsidy Buy-
Out in 2012. This is repayable in equal instalments of principal and is due to 
be fully repaid in 2025. The original loan was for £223 million and currently 
£112 million remains outstanding. The interest due is fully charged to the 
Council’s HRA.  The Council also offers deposit facilities to other bodies such 
as the North East Surrey Crematorium Board and generally has less than £1 
million of temporary debt outstanding. The Council’s General Fund has no 
external debt other than any amounts relating to these deposit facilities. 

5.2 Internal Borrowing. This arises where capital expenditure is neither financed 
by those sources of finance other than borrowing described in paragraphs 2.7 
and 3.5, nor matched by a corresponding increase in external borrowing. In 
recent years the Council has had substantial cash balances, and these have 
been used to support internal borrowing where required as it is cheaper than 
external borrowing. The HRA borrowed £210 million internally for the HRA 
subsidy buy-out in 2012 to supplement the £223 million external borrowing. 
This has been partially repaid and it is anticipated that £124 million will remain 
outstanding at the end of 2018/19. The HRA has also borrowed internally to 
support 70% of the spend for one-for-one replacement as detailed in 3.5 d). 
This borrowing is repaid in the year following its advance. The General Fund 
has not internally borrowed for many years other than for a school spend to 
save scheme as mentioned in 2.7 c). Cash balances for internal borrowing are 
only available to the extent that the Council has reserves that have not yet 
been required for their original purpose and the availability may well reduce 
over the next few years.  

5.3 The following table shows estimates of the Council’s External and Internal 
Borrowing outstanding balances based upon the currently approved capital 
programme.

31.3.19 31.3.20 31.3.21 31.3.22

£’000 £’000 £’000 £’000

External Borrowing 103,711 86,509 69,307 52,105
Internal Borrowing 184,500 158,947 206,860 192,429

288,211 245,456 276,167 244,534
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5.4 Minimum Revenue Provision. Regulations issued under the Local 
Government Act 2003 require local authorities to calculate an annual amount 
of minimum revenue provision (MRP) to be set aside from revenue for the 
repayment of debt that is “prudent”. The MRP should not take account of 
capital expenditure on HRA assets. For Wandsworth a “prudent” MRP has 
been nil reflecting the fact that the Council’s debt relates to the HRA. From 
2017/18 onwards, the Council will have an MRP to repay the internal 
borrowing by the Dedicated Schools Budget (DSB) for a spend- to- save 
scheme as referred to in 2.7c). This was originally to be repaid over nine 
years but has been extended for a further twelve years, will be fully charged to 
the DSB and will more than cover any minimum required under guidance. The 
annual statement on the Council’s MRP policy is contained within the 
Treasury Policy Statement and approved by full Council in February or March.

5.5 Voluntary Revenue Provision. Although the HRA is not required by 
regulation to provide an MRP, an equivalent amount has been prudently 
charged to the HRA on an annual basis as a voluntary revenue provision. For 
the HRA in Wandsworth the policy is to charge an annual amount to reflect 
both the actual repayment of the HRA’s external debt and the repayment of its 
internal borrowing over agreed time periods.     

5.6 Authorised and Operational Borrowing Limits.  Section 3 of Part 1 of the 
Local Government Act 2003 requires local authorities to set a borrowing limit 
and operational boundary each year. This is contained within the Treasury 
Policy Statement and approved by full Council in February or March each 
year. The limit was set at £140 million in February 2018 for 2018/19 and a 
limit of £125 million is proposed for 2019/20.


