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	CAPITAL STRATEGY 2019/2020 - 2039/2040


1.
SUMMARY

1.1
This report sets out the Council’s proposed Capital Strategy for 2019/2020 to 2039/2040.

2.
RECOMMENDATION

To be recommended to Council
(i) That the proposed Capital Strategy be approved for 2019/2020.
3.
BACKGROUND
3.1.1
The Capital Strategy in this report is a new requirement for Council’s to produce from April 2019 following the publication of the revised Prudential Code for Capital Finance in Local Authorities 2017.
3.1.2
The Capital Strategy is intended to give a high level overview of how capital expenditure, capital financing and treasury management activity contribute to the provision of services along with an overview of how associated risk is managed and the implications for future financial sustainability.  The Capital Strategy is a forward looking document that focuses on the core principles that underpin the Council’s long term capital expenditure and investment decisions.
3.1.3
The Strategy maintains a strong and current link to the Council’s priorities and to its key strategy documents notably the Treasury Management Strategy Statement, Property Investment Strategy, Long Term Financial Strategy, Transformation Strategy, Use of Flexible Capital Receipts Strategy and the Corporate Plan.

3.1.4
The Capital Strategy covers the following areas:

· Governance Processes
· Capital Programme
· Asset Management Planning

· Debt and Borrowing and Treasury Management

· Non Treasury Investments Strategy

· Knowledge and Skills
3.2
Governance Processes
3.2.1
Capital Strategy and Capital Programme - The overarching Capital Strategy is required to be approved by the Full Council.  A four year capital programme is approved annually by the Full Council as part of the budget setting process. 

3.2.2
Appraisal – As part of the budget setting process requests are made by Service Directors for schemes to be included in the Capital Programme.  For each scheme a Capital Project Mandate will be completed by the project officer which details the costs and benefits of the scheme including any on-going revenue costs. Project mandates require approval at Head of Service level or above.  

3.2.3
Approval – In accordance with the Council’s constitution, Capital schemes require approval prior to being included on the capital programme.  The following levels of approval apply for additions and increases to the capital programme:
	Approval by:
	Method
	Approval Limit from /to

	Executive Member
	Delegated Decision
	Up to £50,000 

	Full Council
	Full Council decision
	Over £50,000


3.2.4 
Monitoring – Expenditure and progress of individual schemes are monitored against the approved individual capital scheme budget by the Capital and Housing Accountant and the Capital Programme Board.  Meetings are held between the Capital and Housing Accountant and project officers.  Reports are presented to the Overview and Scrutiny Committee (Finance) during the financial year together with an out-turn report being produced at the year end.
3.2.5
Virements - Where there is a need to increase a capital scheme budget by utilising an unspent budget a virement will be agreed between the Head of Finance and the relevant director. Approval of such virements shall be subject to the following financial limits:
	Approval by:
	Method
	Approval Limit from /to

	Head of Finance
	Virement Form 
	Up to £10,000

	Portfolio Holder for Resources 
	Virement Form
	£10,001 to £49,999

	Executive
	Delegated Decision
	£50,000 to £250,000

	Full Council
	Full Council decision
	Over £250,000 


3.3
Capital Programme
3.3.1
The General Fund and Housing Revenue Account Capital Programme for 2018/19 to 2022/23 are set out in the Consolidated Capital Programme report.  The priorities of the current capital programme and the capital programme for the next four years are as follows:

General Fund

· Purchase further investment properties

· Refurbishment of Walkden Street Car Park
· Continuous replacement of the vehicle fleet

Housing Revenue Account

· Maintain the Decency of the Council’s Housing Stock


· New Build Properties
3.3.2
The table below provides a summary of the Council’s capital expenditure plans for the next four years:
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Actual  Estimate Estimate Estimate Estimate Estimate

(£000) (£000) (£000) (£000) (£000) (£000)

General Fund

Regeneration  5 2,706 0 0 0 0

Housing Development 2 49 10 0 0 0

Property Services 180 0 0 0 0 0

Design Services 2,239 798 1,419 1,821 1,160 0

Fleet 609 197 437 472 472 472

Leisure 100 635 964 0 0 0

Cemeteries 0 50 1,804 0 0 0

CCTV 28 75 8 0 0 0

Electoral Services 0 0 40 0 0 0

Private Sector Housing 1,239 1,525 107 0 0 0

Transformation 0 0 987 0 0 0

Commercial Activities

540 64,529 1,860 0 0 0

Total General Fund 4,942 70,564 7,636 2,293 1,632 472

Housing Revenue Account

HRA 8,560 7,347 9,450 7,347 11,603 7,667

Total HRA 8,560 7,347 9,450 7,347 11,603 7,667

Total 13,502 77,911 17,086 9,640 13,235 8,139


3.3.3
Further schemes will be added to the Capital Programme to enhance existing assets and to acquire and build new assets where there is a business case.
3.3.4
Assets that have a physical substance and are held for the production or supply of goods or services for rental to others or for administrative purposes and that are expected to be used during more than one financial year are classified as property, plant and equipment. Acquisitions of assets which are less than £10,000 (the Council’s de minimis level) are charged straight to the Comprehensive Income and Expenditure Statement.
3.3.5
Expenditure on the acquisition, creation or enhancement of property, plant and equipment is capitalised, provided that it is probable that the future economic benefits or service potential associated with the item flow to the Council and the cost of the item can be measured reliably. Expenditure that maintains but does not add to an assets potential to deliver future economic benefits (for example, repairs and maintenance) is charged as an expense when it is incurred.
3.3.6
A Flexible Use of Capital Receipts Strategy has been approved for the Financial Years 2018/2019 and 2019/2020.  The Council will use capital receipts flexibility to deliver the Council’s Transformation Strategy where this presents itself as the best option; each case will be considered and assessed on its own merit

3.3.7
This Strategy extends beyond the four year Capital Programme to 2039/2040.  As part of the Council’s Asset Management Planning condition surveys are carried out of the Council’s Operational assets this is likely to identify future schemes for inclusion in the capital programme.  

3.3.8
The Council currently has a Fleet of vehicles which it uses to deliver services. It is expected that the Council will continue to replace older vehicles to minimise the revenue costs of repairs. The capital programme includes a £472,000 each year for vehicle purchases, due to revenue budget pressures it is unlikely that this amount will be able to be increased, therefore alternatives to purchasing vehicles are currently being explored.
3.3.9
The Housing Revenue Account (HRA) Business Plan is currently being revised and will cover the period from 2019/20 to 2049/50.  The plan which replaces the current HRA Business Plan from 2015/16 to 2045/46 includes the estimated future capital resources required to maintain the decency of the Council’s Housing Stock.  The current item 8 determination requires that the HRA Major Repairs Reserve is credited with an amount equal to depreciation each year. It is forecast that should this statutory override remain in place there will be sufficient resources in the MRR to maintain the decency of the housing stock.

3.3.10
The HRA resources are used to fund HRA revenue and capital expenditure.  Should the decision be made to use the HRA capital receipts to finance General Fund capital expenditure then the HRA CFR would be reduced by the equivalent amount.
3.4
Asset Management Planning
3.4.1
The Council has a property portfolio of assets.  This consists of operational property, investment property and property held for specific community or regeneration purposes.  The Council has specific reasons for owning and retaining property which are in line with the Council’s Corporate Priorities:

• Operational Assets – supporting core business and service delivery

• Investment Property – to provide a financial return to the Council

• Community Assets – to provide green spaces for recreation 

• Commercial /Regeneration – supporting small businesses and economic growth
3.4.2
Condition surveys have been carried out of the Council’s operational assets this work has identified Planned Preventative Works (PPW) that are required to be carried out over the next three years. The table below is estimate of the costs of the works that are required:
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2018/20192019/20202020/2021 2021/2022

£000 £000 £000 £000 Total

Walkden Street 300 2,350 250 450 3,350

Four Seasons Car Park 30 450 418 270 1,168

Civic Centre 274 484 184 86 1,028

Palace Theatre 0 250 0 0 250

Mansfield Museum 0 150 0 0 150

Old Town Hall 750 0 0 0 750

Community Centres 40 30 0 0 70

Hermitage Lane Depot 18 100 0 0 118

Various works by priority 350 400 400 1,150

Ongoing condition surveys 24 0 24 0 48

Statutory compliance risk 

assessments

40 40 40 40 160

Asset Management system 

administrator post

18 18 18 18 72

Total Planned Expenditue 1,494 4,222 1,334 1,264 8,314


3.4.3
Over the 20 years covered by this Capital Strategy further works will be required to be carried out.  
3.4.4
Leisure Centres - The Council retains responsibility for buildings and major equipment whilst the contractor is responsible for day to day repairs. The current works which have been identified are set out below. A detailed programme now needs to be developed along the same lines as for other operational assets:

Water Meadows

Roof replacement 

Pool plant/ leak flume resolution

Air handling unit 

Window replacement 

Pool plant refurbishment

Rebecca Adlington SC

Wet-side Flooring 

Pool swimming pool tank refurbishment 

Boiler replacement

Air handling units replacement

Oak Tree Leisure Centre

Roof replacement

Boiler replacement

3.4.5
The method of funding this investment is dependent upon the nature and the scale of the work, whether it merely maintains the asset or whether it enhances and lengthens its useful life.

3.4.6
The property portfolio is regularly reviewed to identify assets which have become surplus to the Council’s requirements which could be disposed of to generate a capital receipt and or reduce the Council’s costs. 
3.5
Debt and Borrowing and Treasury Management

3.5.1
Capital expenditure is a key driver of Treasury Management activity. The Treasury Management and Minimum Revenue Provision (MRP) Strategy Statement includes a projection of the level of external and internal borrowing based on the Council’s capital expenditure plans.  

3.5.2
The following table shows the forecast financing for the Capital Programme for the next four years:
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Actual  Estimate Estimate Estimate Estimate Estimate

(£000) (£000) (£000) (£000) (£000) (£000)

General Fund 4,402 6,035 5,776 2,293 1,632 472

Commercial Activities/  Non 

Financial investments 540 64,529 1,860 0 0 0

HRA 8,560 7,347 9,450 7,347 11,603 7,667

Total 13,502 77,911 17,086 9,640 13,235 8,139

Financed by:

General Fund revenue 

contribution 0 0 1,467 472 472

472

Prudential Borrowing General 

Fund 535 63,806 2,879 0 0

0

Capital Receipts General Fund

2,309 445 1,187 1,821 1,160

0

New Homes Bonus General 

Fund 0 1,170 877 0 0

0

Revenue Contribution under 

flexible use of capital receipts 0 0 987 0 0

0

Grants and contributions 

General Fund 1,935 3,374 115 0 0

0

General Fund Reserves

91 1,607 0 0 0

0

Section 106 General Fund

72 162 124 0 0

0

HRA Grants and contributions

32 1,350 0 0 0

0

HRA S106 Contributions

0 160 0 0 0

0

HRA Capital Receipts

4,159 776 20 20 20

20

HRA Revenue Contribution to 

Capital Outlay 0 0 952 745 752

0

HRA Reserves 1,065 108 4,838 162 1,000

0

HRA Major Repairs Reserve 3,304 4,920 3,640 1,267 1,901

2762

HRA Major Repairs Reserve/ 

Borrowing/ Capital Receipts

0 33 0 5,153 7,930

4885

Total 13,502 77,911 17,086 9,640 13,235 8,139


3.5.3
Included in the forecast financing is prudential borrowing totalling £65,666,000 for loans to the Council’s Housing Company and for the purchasing of investment properties.  Any capital expenditure above, which has not immediately been paid for, will increase the Council’s Capital Financing Requirement (CFR).  The CFR is simply the total historic outstanding capital expenditure which has not yet been paid for from either revenue or capital resources.  It is essentially a measure of the Council’s underlying borrowing need. 
3.5.4
At 31 March 2018 the Council’s CFR was £109,437,000, the table below shows that the CFR is forecast to increase in 2018/2019 as a result of an increase in prudential borrowing.  A reduction in CFR is forecast over the next three years due to the General Fund Minimum Revenue Provision (MRP) and voluntary MRP provisions from the HRA:

[image: image4.emf]Capital Expenditure 2017/2018 2018/2019 2019/20202020/20212021/2022

Actual  Estimate Estimate Estimate Estimate

(£000) (£000) (£000) (£000) (£000)

Capital Financing 

Requirement (CFR)

CFR - General Fund  14,872 14,368 13,885 13,421 12,975

CFR - HRA 81,436 79,936 76,436 70,436 65,936

CFR - Commercial activities 

/ non financial investments 13,129 76,930 78,790 78,790 78,790

Total CFR  109,437 171,234 169,111 162,647 157,701

Movement in CFR -3,030 61,797 -2,123 -6,464 -4,946

Movement in CFR represented by

Net financing need for the 

year (above)  500 63,806 2,879 0 0

Less MRP/VRP and other 

financing movements (See  -3,530 -2,009 -3,983 -6,464 -4,946

Movement in CFR  -3,030 61,797 -1,104 -6,464 -4,946


3.5.5
As at 31 March 2018 the Council had £75,687,000 in external debt which is less than the CFR by £33,750,000, therefore the Council is in an under borrowed position.  Due to returns from investments being at a low level since the financial crash of 2008 the Council has used cash balances for capital investment as an alternative to borrowing.  It is now expected that the external debt will be increased from this level as the Council plans to purchase further investment properties and build new houses. 
3.5.6
Under borrowed by £33,750,000 means that the Council has already spent this amount on capital expenditure in previous financial years and has not yet financed the spending from the Council’s resources or taken out external borrowing.  At some point in the future this under borrowing may have to be fully funded by taking out external debt particularly if PWLB interest rates begin to rise.  It is not an amount which the Council could borrow to fund new capital schemes.
3.5.7
The table below is a forecast of the level of the external debt over the next three years.  The debt is expected to increase in 2018/2019 with £40,000,000 in new loans expected to be taken out to meet the Council’s financing requirement: 
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Actual Estimate Estimate Estimate Estimate

(£000) (£000) (£000) (£000) (£000)

External Debt 

Debt at 1 April 

78,744 75,687 114,130 110,573 104,516

Expected Change in debt

-3,057 38,443 -3,557 -6,057 -4,557

Debt at 31 March

75,687 114,130 110,573 104,516 99,959

The Capital Financing 

requirement 

109,437 171,234 169,111 162,647 157,701

Under/ (Over) Borrowing 

33,750 57,104 58,538 58,131 57,742


3.5.8
In line with the Council’s Minimum Revenue Provision Strategy a charge to the General Fund is made each year to reduce the General Fund CFR.  
3.5.9
The Housing Revenue Account (HRA) currently has a Capital Financing Requirement (CFR) of £81,436,000.  This is represented by pooled debts and internal borrowing of £29,263,000 and Self Financing Debt of £52,173,000.  Within the HRA balances £16,074,000 has currently been allocated to meet the debt repayments as these loans mature.  Further contributions are planned to be made over the term of the HRA Business Plan which will make the HRA debt free by 2047/2048.  The table below shows the current long term forecast for the HRA debt level.
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Year

Provision 

to be  

Added

Repayments 

Due

Balance 

c/f HRA CFR

£,000 £,000 £,000 £,000

16,074 81,436

2018/19 4,647 -1,500 19,221 79,936

2019/20 3,982 -3,500 19,703 76,436

2020/21 4,051 -6,000 17,754 70,436

2021/22 4,207 -4,500 17,461 65,936

2022/23 4,078 -8,000 13,539 57,936

2023/24 4,289 -7,500 10,328 50,436

2024/25 4,291 -9,700 4,919 40,736

2025/26 4,582 -9,500 1 31,236

2026/27 4,800 -2,000 2,801 29,236

2027/28 4,614 -6,000 1,415 23,236

2028/29 4,759 -6,173 1 17,063

2029/30 1,044 0 1,045 17,063

2030/31 973 -2,000 18 15,063

2031/32 1,030 0 1,048 15,063

2032/33 878 0 1,926 15,063

2033/34 780 0 2,706 15,063

2034/35 780 0 3,486 15,063

2035/36 780 -3,000 1,266 12,063

2036/37 780 0 2,046 12,063

2037/38 886 0 2,932 12,063

2038/39 886 0 3,818 12,063

2039/40 886 0 4,704 12,063

2040/41 886 0 5,590 12,063

2041/42 886 -4,500 1,976 7,563

2042/43 992 0 2,968 7,563

2043/44 1,182 0 4,150 7,563

2044/45 1,182 0 5,332 7,563

2045/46 1,182 0 6,514 7,563

2046/47 893 0 7,407 7,563

2047/48 156 -7,563 0 0


3.5.10
The HRA limit of indebtedness or debt cap was removed by the Government in the October 2018 budget.  The HRA is now allowed to borrow up to a prudent level.  Funding capital expenditure through borrowing is an option the Council may use where the cash inflows from the investment would be sufficient to cover interest and principal repayments.
3.5.11
The Councils operational boundary is the limit beyond which external borrowing is not normally expected to exceed.  In most cases, this would be a similar figure to the Capital Financing Requirement (CFR), but may be lower or higher depending on the levels of actual borrowing.  The operational boundary in the Treasury Management Strategy Statement is as follows:
3.5.12
The Councils Authorised Limit for external borrowing represents the limit beyond which external debt is prohibited, and this limit needs to be set or revised by the full Council.  It reflects the level of external debt which, while not desired, could be afforded in the short term, but is not sustainable in the longer term.  The Council’s Authorised Limit levels for the financial years 2018/2019 to 2021/2022 are shown below:
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Estimate Estimate Estimate Estimate

(£000) (£000) (£000) (£000)

Debt 179,234 177,111 170,647 165,701

Total  179,234 177,111 170,647 165,701

Authorised Limit 


3.5.13
Treasury Management decisions and risks – The Treasury Management Strategy Statement for 2019/2020 is due to be approved by Council in March 2019, this document sets out basis for making decisions and the risks.  The Strategy for 2018/2019 was approved by Council in March 2018.
3.5.14
Scrutiny – The Treasury Management Strategy Statement is scrutinised by the Council’s Audit Committee and is then recommended for approval by full Council.  The Audit Committee receives a half year update and outturn reports on Treasury Management activities.
3.6
Non Treasury Investments Strategy
3.6.1
The Council has invested in non-treasury management investments (investment properties) primarily for financial return.  

3.6.2
Housing Company – During 2017/2018 the Council loaned £525,000 to Mansfield Homes Limited (MHL).  MHL is a 100% owned subsidiary company of the council.  MHL was set up to build and sell houses and to generate  a surplus which could then be paid as a dividend in to the Council’s General Fund.  It is forecast that a further £7,814,000 will be loaned to the Housing Company during 2018/2019 and 2019/2020 to complete the Wildflower Meadow housing scheme.  On the completion of the Wildflower Meadow housing scheme it is expected that the loans will be repaid during 2019/2020.  The housing company is forecast to generate a surplus of £900,000 to the General Fund, should this not be achieved that the Council would have to obtain additional income to balance the revenue budget.
3.6.3
As at 31 March 2018 the Council had purchased five investment properties primarily with a view to generating revenue income from the rents received and capital income from the properties increasing in value over the long term.  The current fair value of these properties at 31 March 2018 was £23,546,000.  During the 2018/2019 financial year the rental income from these properties is forecast to be £1,619,500.  Without the income generated from these Properties the Council would have to obtain additional income to balance the revenue budget.

3.6.4
During 2018/2019 the portfolio was increased by a further four properties purchased at a cost of £38,875,000 to generate a further £1,863,000 in rental income.  The Council has a budget available of £16,600,000 to make further purchases in 2018/2019 with any unspent budget expected to be carried forward in to 2019/2020. 

3.6.5 
Without the income generated from these Properties the Council would have to either find savings or identify new or additional income streams to balance the revenue budget.

3.6.6
The Council has internally borrowed £13,400,000 to finance the purchase of the investment properties in 3.6.3, the further purchases will be made using internal borrowing which will increase the Council’s CFR.
3.6.7
An Asset Acquisition Board oversees the Council’s investment decisions and reviews potential purchases.
3.6.8
The Council has employed external advisers to review the current property portfolio and to identify and assist in the acquisition of new properties which fall within the Council’s risk appetite to create a balanced portfolio. An annual fee is paid to the advisers and a finders fee is paid on completion of a purchase or sale of a property. In addition a 1% introduction fee is paid to an external agent on the completion of an acquisition. 
3.6.9
The Council will continually review the portfolio of non treasury investments  to ensure that  it continues to achieve the Council’s objectives and is within the Council’s risk appetite.  The review will include considering the disposal of investment properties where the sale proceeds would exceed the benefits of holding the asset or that the risks of holding the asset no longer sit within the Council’s risk appetite.
3.6.10
The risks with this approach and the mitigating actions being taken are detailed below:

	Trigger
	Risk
	Mitigating Actions

	PWLB interest rate rises sharply
	Borrowing has to be taken out at a higher rate than expected.
	The daily PWLB rate is monitored closely to identify the most efficient time to borrow.

	Tenant leaves the property 
	No income to cover the interest costs.
	Only properties with a long lease would be considered.

	Tenant ceases trading
	No income to cover the interest costs.
	Only properties with a tenant with a good financial rating are considered

	Asset falls in value due to decline in the location, impairment, obsolescence
	Asset worth less than the borrowing.
	Investment Properties are subjected to an annual valuation. 

Location of the property - only good locations considered.

Declining sectors would not be considered.

Condition of the lease to include fully insured and full repair and maintenance.

Prudent Minimum Revenue Provision (MRP) made.


3.7
Knowledge and Skills

3.7.1
The council has professionally qualified staff across a range of disciplines including, finance, legal and property that follow continuous professional development (CPD) and attend courses on an ongoing basis to keep abreast of new developments and skills.
3.7.2
The council establishes project teams from all professional disciplines from across the council as and when required.  External professional advice is taken where required and will always be sought in consideration of any major commercial property investment decision.

3.7.3
Internal and external training is offered to members to ensure they have up to date knowledge and expertise to understand and challenge capital and treasury decisions taken by the Head of Finance.

4.
OPTIONS AVAILABLE

4.1
Capital investment decisions will be made on an individual capital scheme basis in line with the Council’s governance processes.  This Strategy sets out the principles that underpin the Council’s capital programme. 
5
RISK ASSESSMENT OF RECOMMENDATIONS AND OPTIONS 
5.1
The options available other than the recommendation are:

Do not have a Capital Strategy. Not recommended. The Council would not be complying with the Cipfa Prudential Code.  

6.
ALIGNMENT TO COUNCIL PRIORITIES

6.1
The Capital Strategy supports the development and delivery of the Council’s priorities. 
7.
IMPLICATIONS
(a) Relevant Legislation: The Council’s capital programme adheres to the following legislation:

· Local Government Act 1972

· Local Government Finance Act 1972

· Local Government Finance Act 1988

· Local Government and Housing Act 1989

· The Local Authorities (Capital Finance and Accounting)(England) Regulations 2003
(b) Human Rights: No impact.

(c) Equality and Diversity: No impact.

(d) Climate change and environmental sustainability: The capital programme contains schemes which are designed to reduce the Council’s carbon footprint as well as reducing CO2 emissions across the district.  The proposed amendments will not adversely affect the Council’s impact on carbon reduction
(e) Crime and Disorder: No impact.
(f) Budget / Resources: The Council have already identified the resources to finance the existing schemes in the General Fund Capital Programme and Housing Revenue Account Capital Programme. 
8.
COMMENTS OF STATUTORY OFFICERS

Head of Paid Service – No specific comments.
Section 151 Officer – From April 2019, Local Authorities are required to produce an annual Capital Strategy in line with the CIPFA Prudential Code for Capital Finance in Local Authorities 2017.  There are no financial implications arising from this report, as it brings together previous decisions made in relation to the Capital Programme and Treasury Management and Investment Strategy.
Monitoring Officer – No specific comments.
9.
BACKGROUND PAPERS

None
Report author: 
Matthew Hemsley
Position:

Group Accountant Capital and Housing
Telephone:

01623 463312
E-mail:

mhemsley@mansfield.gov.uk
