
Report to: Policy and Resources Committee, 26th May 2020

Report of: Corporate Director, Finance and Resources

Subject: PUBLIC WORKS LOAN BOARD: FUTURE LENDING TERMS - 
CONSULTATION RESPONSE

1. Recommendation

1.1 That the Committee approve the response to the consultation for 
submission to HM Treasury.

2. Background

2.1 On 11 March 2020, alongside the budget papers, HM Treasury issued a consultation 
paper on proposed regulations concerning the use by local authorities of PWLB loans 
to purchase income-generating assets.

2.2 The proposal is that the Public Works Loan Board (PWLB) should be empowered to 
decline loans where the acquisition is primarily for income-generating purposes but 
to approve them where there is a genuine aim to develop a site, particularly where 
this is part of a wider regeneration scheme, or where there is an apparent failure in 
the market which can be resolved by local authority intervention. Loans for social 
housing and for high value local infrastructure projects will still be provided and 
would, following the development of the new approach, be at a lower interest rate to 
encourage and help to enable such development.

2.3 Councils that wish to buy investment assets primarily for yield would remain free to 
do so but would not be able to take out new loans from the PWLB in the year in 
which they have bought the asset. Any loans taken out under the old system would 
not be affected by this change.

2.4 The consultation closes on 4 June, although the timetable may shift as some of the 
consultation was intended to be by round-table discussion which is impractical during 
the Covid-19 lockdown. However, the Chartered Institute of Public Finance and 
Accountancy (CIPFA) has issued a statement to Finance Directors that they should 
apply the spirit of the consultation immediately:  

2.5 ‘In relation to the proposals by HM Treasury, CIPFA advises all CFOs to operate these 
new arrangements with immediate effect. When regulations follow consultation, we 
believe that they will apply to both financing and refinancing, and so councils should 
avoid the risks that could result if they borrowed from the PWLB for commercial 
purposes during the transition. Government has acted with clarity on the use of the 
PWLB and this note advises CFOs to maintain professional conduct in the eyes of 
stakeholders and the Institute by acting in the spirit of this.’  



2.6 This advisory note, if implemented fully, would have the immediate effect of 
restricting decision-making regarding the Council’s Development Fund until the 
consultation is concluded and new guidance or regulations put into place. While it 
represents non-statutory guidance by the professional body, CIPFA is also 
responsible for the Prudential Code on Capital Accounting which Local Authorities 
must have regard to, along with related guidance notes, in developing their capital 
plans. 

2.7 The proposed response is provided at Appendix 1, whole the consultation document 
itself is provided at Appendix 2.

3. Consultation proposals

3.1 As noted above, the consultation document does not advance any argument in 
principle against the use of borrowing for the purposes of purchasing assets to 
generate income – referred to as ‘debt-for-yield’ schemes, as local authorities would 
remain free to do so. It proposes to restrict access to PWLB loans for this purpose. 

3.2 PWLB loans are considerably cheaper and easier to access than other forms of 
finance and offer very long-term secure credit as well as short term debt for treasury 
management purposes at two days notice. The Debt Management office, which 
administers PWLB loans, does not ask the purpose of the loan or impose any 
restrictions or conditions other than penalties for early repayment. However, all local 
authority borrowing must be for capital purposes unless specified by the Secretary of 
State under approved schemes.

3.3 The use of PWLB borrowing is therefore the main focus of the consultation paper 
which present here risks associated with using PWLB for ‘debt-for-yield’ schemes:

i. It exposes ratepayers to the risk that income does not materialise

ii. It diverts money from core services such as schools, hospitals and roads 

iii. Because local authorities can often access debt more cheaply than the private 
sector, it becomes hard for businesses to compete. In the wider economy, it 
could crowd out public investment, and risks distorting property markets

3.4 Commentary on each of these identified risks is provided in the draft consultation 
response attached at Appendix A to the report. The consultation document itself only 
elaborates on the second point, highlighting the perceived impact of council 
behaviour on public sector borrowing limits. It is recognised in the paper that a 
minority of local authorities have increased these risks because of the scale of 
borrowing that they have undertaken. Spelthorne Borough Council, for example, has 
raised PWLB loans in excess of £1bn for debt-for-yield schemes. HM Treasury is 
concerned about the macro impact of such activities, particularly if other councils 
followed suite:

‘The rapid increases in PWLB debt that would accompany continued LA investment in 
debt-for-yield schemes could push PWLB lending to a level beyond that which 
Parliament is willing to allow.’ 



3.5 To address these perceived risks, the consultation response accepts that there may 
be actual risks related to the increase in the use of PWLB borrowing to invest in 
income generating assets and therefore suggests that sustainable borrowing can be 
used to stimulate local economic development in order to support and not distort the 
market. Risk mitigation can be achieved while retaining local flexibility and 
accountability, as follows:

 HM Treasury could set overall limits on PWLB borrowing by local authorities but 
base these on Authorised Limits set local by Councils as part of the Prudential 
Regime

 Introduce a warning system for local authorities that are perceived to be 
misusing the prudential regime and enforce this with fixed borrowing limits for 
those authorities 

 Restrict access to PWLB loans to investment in assets within the local economic 
area which can be considered in all cases to be an engagement in stimulating the 
local economy by councils as part of their place shaping role.

 Treat schemes with a capital value of less than £5m as de minimis and therefore 
to be disregarded.

3.6 These proposals would be in keeping with the Council’s Commercial Strategy and 
intended use of the Development Fund.

3.7 While the overall purpose of the proposed regulations is to reduce the perceived risks 
associated with debt-for-yield schemes, the mechanisms put forward for controlling 
access to PWLB loans may have the effect of limiting access to such loans to finance 
the capital programme, for whatever purpose.

3.8 It is proposed that the Council’s section 151 Officer is responsible for determining 
whether a scheme is a debt-for-yield scheme. However, the paper proposes that 
enforcement will be required:

‘If an LA borrowed from the PWLB and was subsequently found to have pursued a 
debt-for-yield scheme despite the assurances given through the application process, 
HM Treasury would reserve the right to require loans in that year to be repaid on 
demand, subject to the existing early repayment penalties.’

3.9 This could be very onerous and financially damaging. Section 151 Officers would 
need to understand how this assessment would be undertaken, who by, according to 
what timescale and with what appeal process. The paper is silent on these matters. 
The effect could be to restrict decision making, even for day-to-day treasury 
management, if the Section 151 Officer was concerned that a decision to borrow 
may subsequently be considered unlawful.

3.10 The consultation paper recognises that local authority capital programmes do not 
specifically associate spending on assets with specific types of financing, but finance 
the overall capital programme form a mix of sources, including capital receipts, 
revenue contributions to capital and internal and external borrowing. It is proposes, 
therefore, that the Section 151 Officer submit the capital plan for the coming years 
and identifies whether any schemes within the plan are primarily debt-for-yield:



‘the government does not think it is possible to meaningfully link particular financing 
components to specific projects, on the basis that LAs fund their capital plans as a 
whole rather than on a project-by-project basis. We therefore think that the 
restriction of access to new PWLB loans would have to apply if an LA was planning a 
debt-for-yield scheme anywhere in their capital plan…regardless of whether their 
planned PWLB borrowing is notionally tied to that project or to a different project.’

3.11 While it is the stated intention in the consultation paper not to restrict access to 
PWLB loans for regeneration of local development purposes, this paragraph will place 
such restrictions on all PWLB borrowing, where the Council has declared an intention 
to purchase an asset primarily for income generation, even if it intends to fund that  
purchase from an alternative means (such as the use of capital receipts). 

3.12 The consultation response therefore states that the Council cannot support these 
proposals as set out in the consultation document until these fundamental questions 
are addressed.

4. Impact on the Development Fund 

4.1 The Council’s approach to borrowing to date has been consistent with the Prudential 
code and the related statutory guidance on borrowing and Minimum Revenue 
Provision.

4.2 In February 2018 the Council adopted a Commercial Strategy to support the 
transition from a funding regime based substantially on central government grants to 
one in which the Council is entirely dependent on its own resources. However, the 
strategy also recognises that a commercial approach supports progressive policy-
making. Underpinning the City Plan is a commitment to improving Worcester as a 
destination and as a place to live, work and spend leisure time. By providing services 
that are self-sustaining and by generating income in excess of immediate need, the 
Council can build capacity for regeneration and increase service delivery to target 
groups. 

4.3 As part of this approach the Committee approved the establishment of a 
Development Fund which would support the objective of:

“better utilisation of our asset base either as a stand-alone or through partnership 
working; the development of sites for housing, business opportunities or leisure 
activities to encourage economic growth and a healthy and more active population; 
and the further development of the tourism offer through our heritage assets and 
partnership approach.”

4.4 At its meeting of 4 February 2020 the Committee recommended to Council that the 
limit on the Development Fund should be set at £80m and that the Authorised limit 
for external borrowing should be raised to £110.8m to accommodate this. 

4.5 In line with the governance process set out in the Commercial Strategy, a number of 
potential Development Fund proposals were considered by Group Leaders and the 
Chair and Vice Chair of the Income Generation Committee at a meeting of 2 March.  
This resulted in a list of 7 schemes which had outline approval to proceed subject to 



the conduct of negotiations and all due diligence work under the auspices of the 
Income Generation Committee.

4.6 In the light of the consultation document and the directive from CIFA to implement 
its intentions with immediate effect, these schemes have been reviewed and have 
been put on hold until clarity over the proposals has been received. Discussions 
continue with agents as to potential schemes which might fall within the guidelines, 
including schemes that were not on the ‘approved’ list of 2 March, but progress is 
doubly constrained by the impact of the Coivd-19 pandemic, the resultant lockdown 
and the increase in risk that now applies to all economic activity as the country is 
affected by recession.

4.7 It is not proposed therefore to undertake any purchases which could be interpreted 
as debt-for-yield schemes under the Development Fund until at least the third 
quarter of 2020/21.

5. Implications

5.1 Financial and Budgetary Implications

The Council’s Medium Term Financial Plan, approved by the Committee along with 
budget papers on 4 February, identifies a budget gap of £0.858m in 2021/22, rising 
to £1.53m by 2024/25. Part of the strategy for addressing this gap was to use 
income generated by property purchases to further the aims of the City Plan and the 
Development Fund of approximately £500,000 p.a. To support these strategic aims, 
as identified in the report above, the Development fund borrowing limit was 
increased to £80m.

If the proposals set out in the consultation paper are implemented as described, the 
Council’s ability to use income generated by these means may be curtailed unless 
alternative forms of financing can be identified or HM Treasury accepts the argument 
that local investment, in principle, forms part of the Council’s place shaping-role and 
is not, therefore, primarily a debt-for-yield activity.
 

5.2 Legal and Governance Implications

The consultation document is intended to seek views on the proposals and is not a 
statutory document. Until such time as revised guidance and/or regulations are put 
in place the Council remains free to pursue its aims as set out in the Commercial 
Strategy and Development Fund, utilising existing powers to purchase assets in the 
furtherance of these aims.

The CIPFA statement has no statutory force but represents guidance to Section 151 
Officers. Local authorities are required by regulation to have regard to the Prudential 
Code when carrying out their duties under Part 1 of the Local Government Act 2003. 
In financing capital expenditure, local authorities are governed by legislative 
frameworks including the requirement to have regard to CIPFA’s Treasury 
Management in the Public services: Code of Practice and Cross-Sectorial Guidance 
Notes. 



5.3 Risk Implications

The Corporate Risk register includes two relevant risks:

 CRK 002 - Insufficient resources and skills gap to deliver City Plan Priorities
 CRK 006 - Macro-economic financial crisis that impacts on the Council's 

investment portfolio.

CRK 002 recognises that restrictions in funding and other limitations in resources will 
reduce the capacity of the Council to deliver its aims, particularly in respect of its 
place-shaping role within Worcester City and the local economic area. This risk will 
be increased if the proposals in the paper are implemented as outlined under 
Financial Implications above.

CRK 006 reflects the risk that changing economic circumstances reduce the income 
that is to be derived from the commercial portfolio. This risk is not increased as the 
proposals will not be retrospective: no restrictions will be placed on existing PWLB 
loans and the Council will be able to continue to manage its existing commercial 
properties to generate income.
 

5.4 Corporate/Policy Implications

The proposals, if implemented, will require the Commercial Strategy, Development 
Fund and the Capital and Investment Strategies to be revised.

5.5 Equality Implications
The consultation paper asks if local authorities identify any implications for protected 
characteristics arising from the proposals. None are identified.

5.6 Human Resources Implications
None arising directly from this report

5.7 Health and Safety Implications
None arising directly from this report

5.8 Social, Economic and Environmental Implications

The opportunity to invest in commercial property in the city, particularly where that 
is in furtherance of the Council’s broader aims may be restricted by the proposals, if 
they are implemented along the lines set out in the consultation paper. While it is 
not the intention to restrict progressive economic policies by local authorities the 
mechanisms set out in the paper could have this implication unless HM Treasury is 
able to devise a means whereby access to PWLB loans was not affected by the 
decision to purchase debt-for-yield schemes funded from other sources.
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