
Public Works Loan Board: Future lending terms

Draft consultation response: Worcester City Council

General comments

Worcester City Council welcomes the opportunity to comment in the draft proposals 
regarding the PWLB’s future lending terms published by HM Treasury on 11 March 2020. 

As acknowledged in the consultation paper, this Council, like all others, has long owned 
buildings that could serve a commercial purpose, and has used commercial structures, such as 
partnership arrangements, to advance its core role in delivering public services, housing, and 
regeneration to the benefit of citizens and taxpayers. The statement that ‘the government is 
committed to continuing to support this valuable investment’ is very welcome, as is the 
declared intention to ‘cut the interest on all new loans from the PWLB, subject to market 
conditions, following the development and implementation of a robust lending framework co-
designed with the sector through this consultation.’  

The consultation paper states that a recent report by the National Audit Office (NAO) highlights 
how a minority of local authorities have started using low-cost loans from the Public Works Loan 
Board to buy investment property primarily for rental income. However, the consultation paper 
does not put forward any argument as to why this is not appropriate, especially in the light of 
the acknowledgement that local authorities have held ‘commercial properties’ for many years, 
other than that it ‘introduces risks.’ We would address these as follows: 

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

This risk already exists and cannot be said to be introduced. Local authorities have considerable 
experience in managing such risks and have been encouraged by successive Governments to 
take an entrepreneurial approach to improving their finances.  It is highly likely that many local 
authorities would have issued Section 114 notices within the past five years if this approach had 
not been adopted due to the impact of austerity measures. It is acknowledged that there is an 
issue of scale, however, which proper use of the Prudential Regime should be used to mitigate. 

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



On the contrary such investment increases cashflow to support local services and provides 
significant returns to the Treasury through PWLB interest payments which can be invested in 
other services. The Prudential Regime was introduced to enable local decision-making because 
the previous framework of national and local borrowing limits (Basic and Supplementary Credit 
Approvals) was seen to be stifling investment and entrepreneurial approaches.  It has been 
demonstrated in recent weeks that Government can quickly reset overall borrowing targets 
when it becomes appropriate to do so to help address challenging economic circumstances. 

3. 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.

In a depressed market, purchasing a business ‘as a going concern’ stimulates trade and helps to 
maintain a viable local economy. Such investment will be particularly important in the process 
of supporting local economies as they attempt to recover from the economic shock of the 
Covid-19 lockdown.

While these are perceived risks, we recognise that there may be actual risks related to the 
increase in the use of PWLB borrowing to invest in income generating assets, particularly when 
this activity is of considerable scale.  We 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.

In our view the consultation paper fails to recognise that local property acquisition always has a 
dual benefit of generating income to spend on local services and supporting the local economy. 
Every such procurement needs to generate a sufficient return to justify the spending and allow 
for some element of risk and so will be ‘income generating.’ However, there will always be a 
local value in stimulating trade, securing the local high street and enabling the authority to carry 
out its local ‘place-shaping’ role. This may be a far-reaching strategy which could take many 
years to come to fruition but where property needs to be held as income generating until the 
point is reached when large scale development can take place. One option to help address this 
is to restrict such procurement to each authority’s local economic area. 



There is no reason put forward, therefore, why HM Treasury objects in principle to the ‘debt-
for-yield’ approach. This is clear from the statement that ‘LAs 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.’ The only substantive argument put 
forward for the proposed intervention is that:

‘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.’ 

Overall borrowing by Government or Local government would not necessarily be reduced by the 
proposed restrictions on PWLB loans. The alternative would be a return to nationally-prescribed 
borrowing limits. However, to retain the principle of local decision-making, these limits could be 
set by local authorities themselves under the prudential regime within an overall national limit.

Specific questions 

The primary purpose of the PWLB is to support the construction and maintenance of capital 
assets, but it has other effects and uses. 
Q1: Do you use the PWLB to support treasury management, for example by refinancing existing 
debt, or to externalise internal borrowing? 

Not until very recently, as a result of increased external pressures which have reduced cash 
holdings. This is normal treasury management which is not addressed by these proposals.
Q2: How far do the lending terms of the PWLB affect the terms offered by private lenders? 

There is no evidence that PWLB terms affect the terms of other lenders.  
Q3: Are there any other effects or uses of the PWLB beyond those described here?

No. 

Q4: Do you think the proposal described in paragraphs 1.24 to 1.28 would be effective in 
achieving the aim set out in paragraph 1.22? 

Paragraph 1.22 states that the aim of the consultation is to develop a proportionate and 
equitable way to prevent local authorities from using PWLB loans to buy commercial assets 
primarily for yield, without impeding their ability to pursue service delivery, housing, and 
regeneration under the prudential regime as they do now. 

Paragraph 1.6 states 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’. This suggests that 
access to PWLB loans would be restricted for all planned capital spending if the forward plan 
included a debt-for-yield scheme. This would impede the Council’s ability to pursue other 
objectives.

Paragraphs 1.4 and 1.5 indicate that the S151 Officer would need to make a declaration that the 



capital plan does not include any spending designed ‘primarily’ to generate income. The S151 
Officer may declare that all proposed spend is for the purposes of inward investment to support 
the local economy in furtherance of the Council’s place-shaping objectives. Income Generation 
would always be a secondary purpose. 

There is no indication in the consultation paper how HM Treasury would determine that a S151 
Office has not made a proper declaration. There would need to be an audit process to 
determine this. If the assessment is retrospective it could be subject to interpretation by 
successive S151 Officers – what is deemed acceptable by one S151 Officer may not be deemed 
so by another. Also auditors may reach different conclusions on similar schemes at different 
authorities.
Q5: Do you agree with the conclusion in paragraph 1.26 that LAs finance their capital 
requirement in the round, and that it is not therefore possible to meaningfully link PWLB 
borrowing to specific spending? 

Yes.
Q6: If you answered ‘no’ to question 5, do you have an alternative suggestion? 

N/A
Q7: Do you agree that the approach set out in paragraph 1.27 is a reasonable approach to the 
situation in which 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? If not, 
how would you recommend that the government addresses this issue? 

Paragraph 1.27 indicates that the Authority could be required to repay the loan by HM Treasury 
on demand, including any penalties for early repayment. Immediate repayment of a loan – 
which may have been deployed very successfully for local benefit – could remove the local 
benefits and cause considerable financial hardship. We would suggest a traffic light system 
whereby initially the authority would receive a warning and be advised to restructure its plans 
accordingly. This could be reinforced with limits imposed on the individual authority’s access to  
PWLB loans.
Q8: Do you think that the proposal set out in paragraphs 1.24 to 1.28 would limit your ability to 
effectively manage your existing investment portfolio in a year in which you still wish to access 
PWLB borrowing for ‘accepted’ purposes? 
 
Yes. Any prosed capital spending on an existing commercial property, designed to increase 
yield on that property, could be defined as a ‘debt-for-yield’ activity. This could extend, for 
example, to adding additional spaces to a car park, refurbishing a property to attract new 
tenants or building on land already owned by the Authority.
Q9: Do you have a view on when in the calendar or financial year this new system should be 
introduced? 

No. In our view is that it should not be introduced.

Q10: Do you agree with the proposal in paragraph 1.29 that these new lending terms should 
apply uniformly to larger LAs in England, Scotland, and Wales? 

No comment.



Q11: Do you agree with the assessment in paragraph 1.30 that it is not necessary to change the 
arrangement for smaller authorities? 

Yes

Q12: The government proposes that you submit your plans for the year or years ahead. Over 
what period could you provide meaningful plans? 

Our capital programme is based on a four-year timescale. However, the opportunity to purchase 
local assets which will yield income but also support the Authority’s inward investment 
objectives may be very short term and may not therefore feature in forward plans. 
Q13: This proposal would also require a short description of the projects in each spending area 
as set out in paragraph 1.34 to improve the government’s understanding of how the PWLB is 
used, but without putting an unreasonable reporting requirement on LAs. What level of 
granularity would give this understanding? For example: projects covering 75% of spending? 
Anything over £5 million per year? etc

Existing capital plans could be used to provide this information. It would be for HM Treasury to 
determine the level of granularity it requires. We suggest that all schemes under £5m are 
regarded as de-minimis for this purpose. 

Q14: Do you agree with the approach in paragraph 1.38 that the section 151 officer of the 
applicant authority should assess if the capital plan is eligible for PWLB access, or would it be 
more suitable for another body to do this? 

The S151 Officer is best placed to make this assessment. However, S151 Officers would need to 
understand in advance the process by which HM Treasury would reach the conclusion covered 
by paragraph 1.27: 

‘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’

Who would undertake this assessment, during what time period, subject to what appeal 
process? 
Q15: Would you as an s151 officer feel confident categorising spending into the categories 
proposed here? If not, what would you propose instead? 

Yes, at first sight, but it would depend on guidance regarding detailed definitions.
Q16: Would these proposals affect the ability of LAs to pursue innovative financing schemes in 
service delivery, housing, or regeneration?

Yes. Any local scheme could be open to interpretation by a third party that it was primarily for 
the purposes of income generation and that regeneration was a secondary objective. The 
overarching purpose of local investment is to help secure and develop the local economy. Local 
decision-making would therefore be hampered and distorted be the concern that the local 
decision of the S151 Officer could be overturned by subsequent review, potentially leading to 



crippling financial penalties. The proposals would seriously undermine local decision-making and 
stifle creative approaches to financial management designed to further the Authority’s core 
aims and ambitions.
Q17: Are there specific examples of out-of-area capital spending for service delivery, housing, or 
regeneration that support policy aims? 

Our view is that capital spending should be restricted to the local economic area of the 
Authority.
Q18: Would these proposals affect your ability to refinance existing debt? 

Yes, where it was deemed that the PWLB loan was supporting a debt-for-yield scheme or access 
to PWLB loans was restricted due to there being such a scheme in the forward capital plan, even 
where it was intended to finance that scheme in part at least from non-PWLB sources, such as 
internal borrowing.
Q19: Would these proposals affect your ability to undertake normal treasury management 
strategies? If so, how, and how might this be avoided?

Yes, where it was deemed that he PWLB loan was supporting a debt-for-yield scheme or access 
to PWLB loans was restricted due to there being such a scheme in the forward capital plan. The 
impact  on Treasury Management is unavoidable if every decision whether to access PWLB loans 
is dependent upon a statement that the Authority has no intention of seeking that loan for the 
purposes of ‘debt-for-yield’ which could be subsequently deemed to have been a misleading 
statement.
 

Q20: Do you have any views about the implications of these proposed changes for people with 
protected characteristics as defined in section 149 of the Equality Act 2010? What evidence do 
you have on these matters? 

We do not think there will be a direct impact.
Q21: Is there anything that could be done to mitigate any impact identified? 

N/A
Q22: Is there anything else you would like to add on this issue? 

No.

Q23: Why did MRP fall as debt rose? Was the 2018-19 increase a one-off, or do you expect MRP 
to continue growing? 

No comment.
Q24: Why do you think the average loan length is increasing? 

No comment. This Authority has only recently undertaken external borrowing and has borrowed 
shorter than the expected life of the asset.
Q25: What impact would changes to the maximum available length of loan, and/or the existing 
offer of repayment methods, have on your finances? 



Restricting the maximum available length of a loan would reduce flexibility and restrict the 
Authority’s ability to obtain long-term secure financing. This would result in shorter loans 
and increase exposure to interest rate risk unless there were future guarantees of interest 
rates obtainable via PWLB on re-financing.

Q26: What are the benefits of the existing two-day turnaround time for PWLB loans? 

Effective short-term treasury management decision-making. 
The ability to put policy decisions into immediate effect.
Certainty for sellers that payments will be due very shortly after completion but without having to 
hold debt for lengthy periods while the transaction is completed.

Q27: What would the impact be of increasing the time between loan application and advance – for 
example, to three or five working days? 

It would obviate all of the above and result in a greater risk of the Authority placing an application 
for a loan which is subsequently not required due to an unforeseen delay in completing the 
transaction. 
Q28: How long could the turnaround time be for a PWLB loan before the PWLB becomes less 
attractive? 

Any extension to the current arrangement would be less attractive.

Q29: Do you have any PWLB debt that would you like to repay early? If so, what is the total value of 
this debt and at what price/discount would this be viable? 

No
Q30: How much PWLB debt would you transfer to other LAs if you could?

N/A
Q31: If novation were permitted, under what circumstances would you take on debt from another 
LA rather than taking on new borrowing from the PWLB or another source?

N/A 
Q32: Are there any other barriers to discharging unwanted PWLB debt? 

The only significant barrier is penalty charges for early repayment.

Q33: Should HM Treasury introduce a process by which borrowing by an individual authority might 
be slowed or stopped without affecting PWLB access or terms for other LAs? 

The recent intervention whereby HM Treasury increased the PWLB interest rates to slow borrowing 
penalised those authorities that had intended to borrow for the purposes of regeneration or housing 
development. The warning system suggested above in response to Q7 would be one means of 
achieving a more targeted intervention, especially where this is reinforced by imposing limits on 
individual authorities rather than a blanket approach which would penalise good practice elsewhere. 



Q34: Under what circumstances should this process be applied?

Through the audit process which would be necessary to achieve enforcement under 
paragraph 1.27

Q35: Do you use Debt Management Account Deposit Facility currently, and if so, why? 

Yes for high security of deposits and to reduce bank bail out risk, increased usage more recently due 
to holding higher amounts of cash than usual.
Q36: What would make you increase your use of DMADF? 

More competitive rates of return.

Q37: Does your LA actively consider borrowing from alternative lenders to finance capital 
investment? 

Yes
Q38: If you answered ‘yes’ to question 37, what are the reasons that would inform your choice to 
borrow from other providers?
 
Not to over-rely on one particular source of funding in line with the code
Affordability/Rate levels
Economic and market factors
Length of loan required
Structure/conditions of potential borrowing.
Q39: What are the main reasons that you borrow from other LAs and how do these reasons differ to 
borrowing from the PWLB? 

Shorter-term borrowing more readily available at more competitive rates in the LA market.

Q40: Following this, is there a case for changing the name of the PWLB? 

No comment


