
 

 
 

Report to: Policy and Resources Committee, 23rd March 2021 
 

Report of: Corporate Director, Finance and Resources 
 

 
Subject: CAPITAL AND INVESTMENT STRATEGIES 2021/22 – 2023/24 

 
1. Recommendations 
 

1.1 That the Committee recommends to Council that: 
 

i. the Capital Strategy and Investment Strategy for 2021/22 – 2023/24 as set 
out in Appendices 1 and 2 be adopted; and 

 
ii. the Authorised Limit and Operational Boundary for external debt be revised 

in accordance with the proposals set out in the report. 

 
2. Background 

 
2.1 The Chartered Institute of Public Finance and Accountancy (CIPFA) has statutory 

responsibility for publishing guidance on local authority finance and accountancy. As 

part of the revised Prudential Code on Capital Accounting 2017 (published February 
2018) CIPFA requires local authorities to publish a Capital Strategy which sets out 

the proposed approach to managing for capital expenditure in the next financial year 
and as part of medium-term financial planning. 

2.2 The Capital Strategy must be reviewed annually and approved by Full Council before 

the start of the financial year. Its purpose is to give a high-level overview of how 
capital expenditure, capital financing and treasury management activity contribute to 

the provision of the Council’s services along with an overview of how associated risk 
is managed and the implications for future financial sustainability. Its purpose is to 
ensure that Members are fully informed of the plans and proposals with regard to 

capital spending, capital investments and the decisions taken in respect of them. 

2.3 The Ministry for Communities and Local Government (MHCLG) has published 

guidance relating to capital investment strategies being followed by local authorities. 
This was prompted by concerns within central government regarding the extent to 
which local authorities are engaging in commercial investments, are using low-cost 

PWLB financing to generate a commercial return and are relying in such income to 
support services.  

2.4 The guidance was issued under section 15(1)(a) of the Local Government Act 2003 
and is effective for financial years commencing on or after 1 April 2018. It requires 
local authorities to publish an Investment Strategy alongside, or as part of, the 

Capital Strategy as soon as possible within the financial year 2018/19 and to review 
these annually.   

2.5 It should be noted, in particular, that the capital spend and income plans and the 
associated Prudential Indicators are based on known commitments. Proposals which 



 

may arise from the Development Fund agreed by the Policy and Resources 
Committee in July 2018 are included in these indicators where purchases have been 

approved. Separate reports relating to future proposals will be presented to 
Committee and, where necessary, Full Council, in due course, and the relevant 
reports will provide updates of the Prudential Indicators so that the impact of 

decisions can be assessed in the light of the Capital Strategy before they are taken.  

2.6 Proposals that are currently under consideration will potentially need to be included 

in the capital programme as current and planned capital expenditure and may 
therefore be funded in part or whole form borrowing. In line with the Commercial 
Strategy, these investments will be for the purposes of supporting development 

within the City boundary or improving the well-being of Worcester’s communities, 
while providing a return sufficient to cover financing costs.  

2.7 To date two properties have been secured under the Development Fund. The 
restrictions adopted by the PWLB on not being able to borrow purely for the 

purposes of generating a profit from an investment have curtailed the investment 
opportunities. The Council’s focus has therefore moved to investment in property 
where regeneration is the primary aim. This is currently through the Future High 

Streets Fund, although the Development Fund approach remains in place as a means 
of assessing the value of investments and tracking overall capital commitments. 

2.8 Under the Prudential Code, the Council is required to set an affordable borrowing 
limit (also termed the authorised limit for external debt). In line with statutory 
guidance, a lower “operational boundary” is also set as a warning level should debt 

approach the limit. To provide sufficient headroom for the proposals outlined above, 
the Capital Strategy indicates that the Operational Boundary and Upper Limit for 

borrowing need to be revised in accordance with the table below. 

2.9 The Council revised the Operational Boundary and Authorised Limit in October 2018 
as part of the establishment of the Development Fund and further reviewed these 

alongside the budget report at its meeting of February 2019. However, the limits 
must be reviewed annually as part of the prudential regime. The proposed limits set 

out in in the table below allow sufficient capacity to borrow to meet existing 
borrowing requirements based on the Capital Financing Requirement (CFR) 2021/22, 
allowing for in year seasonal fluctuations in cashflow and the anticipated financing 

needs in the subsequent two years.  

 2019/20 

limit 
£m 

2020/21 

limit 
£m 

2021/22 

limit 
£m 

2022/23 

limit 
£m 

Authorised limit  45.7 110.8 49.0 51.9 

Operational boundary  39.2 103.1 43.5 46.3 

 
3. Preferred Option  

 
3.1 To approve the Capital Strategy for 2021/22 – 2023/24 and Investment Strategy for 

2021/22 – 2023/24 and revised Operational Boundary and Authorised Limit for 
external debt. 

4. Alternative Options Considered 

 
4.1 The Capital Strategy and Investment Strategy required under statutory guidance 

published by CIPFA and MHCLG. Alternative approaches to defined policies included 



 

in the strategies, such the level of capital expenditure to be incurred are considered 
as part of the individual reports for the relevant schemes.  

5. Implications 
 
5.1 Financial and Budgetary Implications 

There are no direct financial implications arising from the strategies themselves, 
which set out the principles governing proposed capital expenditure and capital 

investment, other than those set out in this covering report. Any proposals for 
capital spending or investments in third parties, will be subject to separate reports. 
Such reports will meet the criteria for clarity of purpose, risk assessment and formal 

financial evaluation as stated in the strategies. 
 

5.2 Legal and Governance Implications 
The Capital Strategy meets the Council’s statutory obligations arising from the CIPFA 

Prudential Code on Capital Accounting 2017 and is subject to Full Council approval. 
The Investment Strategy meets the statutory guidance issued under section 
15(1)(a) of the Local Government Act 2003. 

 
5.3 Risk Implications 

The Corporate Risk Register includes two relevant risks relating to the Council’s 
overall finances: 
 

 CRK-002  City Plan Priorities – Resources 
 CRK-005  Local Government Funding. 

 
The Commercial Strategy and Development Fund report highlighted the fact that the 
funding position for the Council is shifting from one based on central government 

funding to one based on income generated through local taxation and through fees 
and charges for services and investments. Relying on income from local sources is 

inherently riskier than relying on income from pre-determined government grants. 
The Capital and Investment Strategies are designed to ensure that these risks are 
fully considered and Full Council has full sight of those considerations. 

 
A further corporate risk relates to the portfolio of ‘commercial’ investments that the 

Council holds: 
 

 CRK-006 Investment Portfolio 

 
This addresses the question of macro-economic changes, such as a recession, 

affecting the income levels generated by the portfolio. Some of the indicators in the 
strategies, particularly those showing the extent to which the Council is reliant on 
such income to support services, are designed to enable this risk to be assessed 

continuously and changes in the risk profile reported to Members regularly.     
 

5.4 Corporate/Policy Implications 
The Capital Strategy draws together the objectives and policy proposals set out in 
the Commercial Strategy, The Development Fund report, The Capital and Asset 

Management Framework and the Income Generation Strategy which were all 
published during 2018. These support the Council’s objectives, set out in the budget 

report of October 2016, to increase income to mitigate the loss of central 
government funding though the revenue Support Grant. The Investment Strategy, 

similarly, is designed to work within the framework set out in these documents and 
under the strategic aims of the Capital Strategy.  



 

5.5 Equality Implications 
There are no direct equalities implications arising from the strategies. Any 

implications arising from specific proposals will be addressed in the relevant reports. 
 

5.6 Human Resources Implications 

There are no direct equalities implications arising from the strategies. Any 
implications arising from specific proposals will be addressed in the relevant reports. 

 
5.7 Health and Safety Implications 

There are no direct equalities implications arising from the strategies. Any 

implications arising from specific proposals will be addressed in the relevant reports. 
 

5.8 Social, Environmental and Economic Implications 

Capital investment provides opportunities for the Council to provide assets, improve 
infrastructure and facilities and support the development of services for the benefit 
of local residents, local businesses and local service users, including tourists. The 

Development Fund report makes clear that such investments must balance both the 
need to generate income with the opportunity to improve wellbeing for local people 

or enhance the local area. The Capital Strategy and Investment Strategy seek to 
implement this approach by demonstrating how the net financial benefits will be 
deployed to support services. 

 
The Prudential Indicators included in the strategies enable Members to reach fully-

informed judgements regarding the success of this approach and the risks associated 
with it and support effective decision-making. Individual reports regarding 
investment proposals will set out the benefits expected to arise from the investment 

of capital funds, including external borrowing. Each proposal must take into account 
two overarching criteria set out in the Commercial Strategy: 

 
 Does the proposal include opportunities for local regeneration or enhanced 

services for target areas? 

 
 Does the project generate secondary income for Worcester, such as business 

rates?  

Successful implementation of the strategies will be measured by how far these 

overarching objectives are achieved as well as by how far the Council’s financial 
stability is secured.  

 
 
Ward(s):   All wards 

Contact Officer: Shane Flynn, Corporate Director Finance and Resources. 
Tel: 01905 722536; email: shane.flynn@worcester.gov.uk 

Background Papers: None  
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Introduction 
 

This document sets out Worcester City Council’s Capital Strategy. It gives 
residents and other stakeholders an overview of why, where and how we intend 

to spend money to provide services and meet some of the Council’s wider 
strategic aims. Supported by other documents including the Asset Management, 
Treasury Management and Investment Strategies, it spells out our approach in 

the short, medium and long-term. 
 

In particular, this document demonstrates how our Capital Strategy will help to 
deliver the five themes of the City Plan by: 
 

• investing in infrastructure and strengthening the Council’s role in making 
our communities stronger and more connected 

• delivering the Masterplan and regenerating High Streets to help secure a 
prosperous city 

• supporting partners to develop facilities to help people become more 

healthy and active 
• securing the heritage of the city for future generations 

• acquiring and investing in Council assets to support service delivery.    
 

How capital expenditure is defined 
 
Capital expenditure is money used by the Council to acquire, upgrade, and 

maintain physical assets such as property, operational buildings and equipment. 
Capital expenditure can include everything from replacing a roof or purchasing a 

piece of equipment to buying an old building or constructing a brand new one. 
Capital expenditure is different to revenue expenditure, which is the money used 
by the Council for the day-to-day delivery of services, staffing and supplies. 

 
 

Capital Strategy 
 
In summary, our aim is to use the total capital resources available to create the 

best arrangements for meeting the aims of the City Plan. This means: 

 
 

 
 

 
 

 
 

 

Planning: Following the publication of the City Plan in 2016 which set out our 

ambitions for the city, we have published a MasterPlan which details how we 

want to help shape Worcester for the future. We have also published our South 

Worcestershire Development Plan for consultation and identified sites in the 

city that can be brought forward for development. In 2020 we published a 

Future High Streets Fund proposal to develop a specific area of the City and in 

Planning Investing Delivering 
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January 2021 we published a Town Investment Plan to invest up to £28m to 

support a range of initiatives. 

 

Investing: we are targeting investment at strategic sites and looking to 

purchase properties such as that will support engagement with partners and 

developers, give the Council a stronger stake in the city, and support further 

infrastructure and service development through income streams. This includes 

acquisition of 8 Angel Place and other proposed acquisitions to support the 

Future High Streets Fund. 

 

Delivering: we are working with partners to create new facilities such as a 

brand new Hockey Centre and the new Football Association headquarters at 

Claines Lane; helping to address housing need through use of temporary 

accommodation at Oldbury Road and Bromyard Road and a new residential 

development at Sansome Walk; supporting businesses and communities 

through the Arches Worcester and the Accelerated Towns Fund 

programme.  

 

 Our Capital Strategy will also help us meet our need to upgrade and maintain: 
 

• Operational buildings 
• Community facilities 

• Our vehicle fleet 
• Our ICT infrastructure. 

 

To ensure that capital assets continue to be of long-term use, the Council has 
established a Capital and Asset Management Framework. This requires all assets 

to be subject to a five year ‘fit for purpose’ assessment which will determine 
whether the asset continues to meet the Council’s needs and whether it should 
be retained or disposed of. Assets that are retained will have a detailed forward 

maintenance programme. A detailed Asset Management Plan was published in 
July 2020, which sets out these arrangements. The decision to acquire new 

assets, including property investments, will include assessment of revenue costs 
of maintaining the asset over its expected life.   
 

Our duty to look after public money 
 

As a Council, we have a duty to look after the public purse, and residents, 
businesses and the Government expect us to do so in a sensible and rational 
way. This Capital Strategy will demonstrate how we: 

 
• Spend wisely and safely, especially in relation to the acquisition of 

property assets 
 

• Finance our spending through prudent borrowing or use of reserves 

(called capital financing) within the upper level of our borrowing (called 
the external debt boundary) set by Council 
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• Manage risk and make decisions, ensuring we have the appropriate skills 
and expertise, and taking a measured approach to investment 

 
• Ensure we have enough in reserves to keep services running and deal 

with any shocks to the system 
 

• Maximise our returns on monetary investments, as set out in our 

Investment and Treasury Management strategies. 
 

Underpinning the Capital Strategy is the need to ensure that the Council is 
financially sustainable in the future and able to meet forthcoming expected 
challenges to its Medium Term Financial Plan. 

 
 

Planned capital spending 

Our aim is to: spend wisely and safely, especially in relation to the 

acquisition of property assets 

 

Acquisition and development 
 

In 2021/22, the Council is planning capital expenditure of £24.952m as 
summarised below: 

 

Table 1: Prudential Indicator: Estimates of Capital Expenditure 

 2019/20 

Actual 
£m 

2020/21 

Forecast 
£m 

2021/22 

Budget 
£m 

2022/23 

Budget 
£m 

2023/24 

Budget 
£m 

General Fund 
services 

3.985 6.620 8.132 2.664 1.963 

Future High 

Streets Fund 

0 1.065 16.820 7.596 3.089 

Property 

Development Fund 

10.209 5.777 0 0 0 

TOTAL 14.194 13.462 24.952 10.260 5.052 

 
The main General Fund capital projects in the Budget include: 

 
• Development of the Arches Worcester following a £3m grant from the Arts 

Council’s Community Development Fund  

• Clearance and preparation of the Sansome Walk site for housing 
development: £2.2m 

• Housing Adaptations funded from Disabled Facilities Grants: £2.064m 
• Full renewal of Council-owned vehicles £2.305m 

• Loans to sports bodies for development of new facilities £2.200m 
 
Capital Investments include property acquisitions, 8 Angel Place in 2020/21 and 

one further proposed acquisition for which the price is agreed but which is still 
subject to completion. Both investments form part of the proposed 
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redevelopment of Angel Street and the surrounding area as set out in the Future 
High Streets Fund (FHSF) proposal. The proposal includes plans to invest 

£29.091m over six years, beginning in 2020/21 and focuses on a major 
transformation of several buildings in the area. Acquisition of properties is the 

first stage, which will be followed by development and either release in order to 
realise capital receipts or held for ongoing revenue. Of the total investment 
proposed, £17.939m is to be funded from the FHSF, with the Council planning to 

invest £11.152m.     
 

The projected cost of the Arches Worcester project is £4.7m, of which £2.7m is 
capital spending. This is for the development of 6 railway arches between The 
Hive and Farrier Street and will include opening up the walkway from Foregate 

Street down to the riverside. The Council has made a contribution of £310k from 
its reserves to help finance this important development, which forms one of the 

key sites in the Masterplan. The Department for Culture, Media and Sport 
(DCMS) is contributing £1.733m of the capital funding through its Cultural 
Development Fund. 

 
The estimated preparation costs for the Sansome Walk site were set at £1.7m in 

line with advice received in relation to the likely costs of demolition. This was 
reported to Full Council at its meeting of 17 July 2018. Following a procurement 

exercise the demolition costs have been set at £1.4m. However, a further 
£0.65m is required for remediation of the site before it can be released to a 
developer. It is proposed that the site is sold once remediation is complete, so 

no further capital costs are envisaged.      
 

Prudent capital financing 

Our aim is to: Finance our spending through prudent borrowing or use 
of reserves within the upper level of our borrowing set by Council 

All capital expenditure must be financed, either from external sources 
(government grants and other contributions), the Council’s own resources 

(revenues, reserves and capital receipts) or debt (borrowing, leasing and Private 
Finance Initiative). The planned financing of the above expenditure is as follows: 

 
Table 2: Capital financing  

 2019/20 

Actual 
£m 

2020/21 

Forecast 
£m 

2021/22 

Budget 
£m 

2022/23 

Budget 
£m 

2023/24 

Budget 
£m 

External sources 0.953 3.890 11.783 6.164 3.186 

Own resources 2.370 2.156 2.806 0.305 0.250 

Debt 10.871 7.416 10.363 3.791 1.616 

TOTAL 14.194 13.462 24.952 10.260 5.052 

 

Asset disposals 
 
When a capital asset is no longer needed, it may be sold so that the proceeds 

can be spent on new assets or to repay debt. Councils are currently also 
permitted to spend capital receipts on service transformation projects until 

2021/22, but no projects are currently identified for capitalising in this way. 
Repayments of capital grants, loans and investments also generate capital 
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receipts. The Council plans to receive capital receipts in the coming financial 
years as follows: 

 
Table 3: Estimated capital receipts  

 2019/20 
Actual 

£m 

2020/21 
Forecast 

£m 

2021/22 
Budget 

£m 

2022/23 
Budget 

£m 

2023/24 
Budget 

£m 

Asset sales 0.179 2.660 0.100 0.225 0.100 

Loans repaid 0 0 0 0 0 

TOTAL 0.179 2.660 0.100 0.225 0.100 

 
Asset sales are estimates only based on average sales in prior years and include 

the re-sale value of assets (such as vehicles and equipment) no longer required 
or replaced. Potential disposals will be notified to Policy and Resources 

Committee as and when identified. 
 
Debt is only a temporary source of finance, since loans and leases must be 

repaid, and this is therefore replaced over time by other financing, usually from 
revenue which is known as minimum revenue provision (MRP). Alternatively, 

proceeds from selling capital assets (known as capital receipts) may be used to 
replace debt finance. Planned MRP and use of capital receipts are as follows: 

 
Table 4: Replacement of debt finance  

 2019/20 
Actual 

£m 

2020/21 
Forecast 

£m 

2021/22 
Budget 

£m 

2022/23 
Budget 

£m 

2023/24 
Budget 

£m 

Own resources 0.459 0.643 0.863 0.885 1.083 

 
The Council’s full minimum revenue provision statement is available at 
Appendix A. 

 
The amount that the Council needs to borrow to fund the planned capital 

programme is measured by the capital financing requirement (CFR). This 
increases with new debt-financed capital expenditure and reduces with MRP and 
capital receipts used to replace debt. The CFR is expected to increase by £9.5 

million during 2021/22 as MRP applied will be exceeded by new debt financing. 
Based on the above figures for expenditure and financing, the Council’s 

estimated CFR is as follows: 
 
Table 5: Prudential Indicator: Estimates of Capital Financing 

Requirement 

 31.03.20 

Actual 
£m 

31.03.21 

Forecast 
£m 

31.03.22 

Budget 
£m 

31.03.23 

Budget 
£m 

31.03.24 

Budget 
£m 

General Fund 
services 

21.642 28.412 37.899 40.764 41.255 
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Affordable borrowing limit 
  

Under the Prudential Code, the Council is required to set an affordable borrowing 
limit (also termed the authorised limit for external debt). In line with statutory 

guidance, a lower “operational boundary” is also set as a warning level should 
debt approach the limit. 
 

The Council revised the Operational Boundary and Authorised Limit in October 
2018 as part of the establishment of the Development Fund. However, the limits 

must be reviewed annually as part of the Prudential regime.  
 
The report of October 2018 set a limit on the Development Fund of £20m on the 

previously agreed requirement to generate income of £200k per year from such 
investments. However, the Development Fund proposals themselves take into 

account changes in the approach to such schemes, including the need to focus 
on local development rather than purely income generation. Therefore, the 
scope of the Fund was broadened to increase the opportunities that were then 

available, rather than setting a limit based solely on the level of revenue income 
to be generated by the schemes. Accordingly, the limit on the fund was 

increased to £30m by the Committee at its meeting of 26 February 2019. 
 

The successful acquisition of two properties under the Development Fund 
supported the twin principles of the strategy: to invest in the City and its assets 
in support of the wider aims of the City Plan and the Masterplan, as well as to 

generate sufficient income to cover costs and deliver the Council’s ambitions. To 
build on this success, the Development Fund was strengthened to build a wider 

portfolio of properties and the Development Fund limit was increased to £80m 
from 2020/21 onwards. The Operational Boundary and Authorised Limit were 
reset accordingly.  

 
During 2020/21 the Treasury issued guidance on PWLB loans that disbar councils 

from using the PWLB to finance acquisitions primarily for the purposes of 
generating an income from them. The guidance, however, does not prevent 
councils from borrowing to acquire properties for the purposes of developing 

them or as part of wider regeneration activities. The Council’s proposals in 
respect of the FHSF and the Town Improvement Plan envisage the acquisition of 

sites in order to deliver regeneration or other improvements for the City and its 
communities. For the purposes of this strategy, these can be treated as 
Development Fund properties. 

 
The proposed limits set out in Table 6 allow sufficient capacity to borrow to meet 

existing borrowing requirements based on the Capital Financing Requirement 
(CFR) 2021/22, allowing for in year seasonal fluctuations in cashflow and the 
anticipated financing needs in the subsequent two years.  

 
This represents a reduction from the limits adopted for 2020/21, which included 

the Property Development Fund up to a maximum of £80m. However, the tighter 
restrictions now adopted by the PWLB have limited the potential investment 
opportunities and the borrowing limits have therefore been scaled back 

accordingly. 
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Table 6: Prudential Indicators: Authorised limit and operational 

boundary for external debt  

 2019/20 

limit 
£m 

2020/21 

limit 
£m 

2021/22 

limit 
£m 

2022/23 

limit 
£m 

Authorised limit  45.7 110.8 49.0 51.9 

Operational boundary  39.2 103.1 43.5 46.3 

 
 

Borrowing strategy 
 

The Council’s main objectives when borrowing are to achieve a low but certain 
cost of finance while retaining flexibility should plans change in future. These 
objectives are often conflicting, and the Council therefore seeks to strike a 

balance between low-cost short-term loans and long-term fixed rate loans where 
the future cost is known but higher. 

 
Projected levels of the Council’s total outstanding debt are shown below, 
compared with the capital financing requirement. 

 
Table 7: Prudential Indicator: Gross Debt and the Capital Financing 

Requirement  

 31.03.20 

Actual 
£m 

31.03.21 

Forecast 
£m 

31.03.22 

Budget 
£m 

31.03.23 

Budget 
£m 

31.03.24 

Budget 
£m 

Debt (incl. 
leases) 

9.252 19.505 31.397 
 

34.017 34.344 

Capital 
Financing 
Requirement 

21.642 28.412 37.899 40.764 41.255 

 
Statutory guidance is that debt should remain below the capital financing 

requirement, except in the short-term, to ensure that the Council is not 
borrowing in excess of its needs. As can be seen from Table 7, the Council 

expects to comply with this in the medium term. Any decisions made with regard 
to borrowing under the Development Fund will need to continue to meet this 
criterion. Therefore, this Prudential Indicator will be revised and reported as 

such proposals are brought forward.  
 

Risk management and commercial investment with appropriate skills 
and knowledge  

Our aim is to: Manage risk and make decisions, ensuring we have the 
appropriate skills and expertise, and taking a measured approach to 

investment. 
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Investments for Service Purposes 
 

The Council may make investments to assist local public services, including 
making grants to local service providers and local small businesses to promote 

economic growth. In light of the public service objective, the Council is willing to 
take more risk than with treasury investments. The details of the Council’s risk 
approach to such investments is set out in the Commercial Strategy, approved 

by the Policy & Resources Committee at its meeting of 17 January 2018. 
 

Decisions on service investments are made by the Corporate Director Finance 
and Resources in accordance with the criteria and limits laid down in the 
Investment Strategy. Most loans and shares are capital expenditure and 

purchases will therefore also be approved as part of the capital programme. 
 

Prudent commercial investment 
 
With central government financial support for local public services declining, the 

Council has had a greater need to ensure that where it invests in property to 
promote economic benefits locally, or outside the Worcester City boundary, 

there is also a sufficient return on that investment. Existing commercial 
investments in 2020/21 are currently valued at £21.701m, providing a gross 

income of £1,261,220 p.a.  
 
In addition, the Council has invested £3m in the CCLA property Investment 

Fund. This is a fund which is based on income returns from a wide range of 
property investments. The returns are pooled and distributed to investors which 

must be Charities, Churches or Local Authorities. Anticipated income from the 
£3m investment in 2020/21 is £113,000 – a return of approximately 3.8%. 
 

Where financial return is a significant objective, the Council accepts a higher 
level of risk on commercial investments than with treasury investments. A report 

on the establishment of the Development Fund approved by the Policy & 
Resources Committee July 2018 provides a maximum investment limit for the 
Fund. This is to ensure that such investments remain proportionate to the 

Council’s size. 
  

Principal risk exposures include: falls in the capital value of investment 
properties; increase in the costs of maintaining properties; void periods and 
other periodic reductions in income. These risks are considered and assessed as 

part of the proposal for each investment. Moreover, a governance framework 
relating to risk has been established through the Council’s Commercial Strategy 

(2018) and the Capital and Asset Management Framework (October 2018). The 
latter summarises the risk arrangements relating to the acquisition of assets: 
 

“The primary objective of strategic capital spending is to acquire and dispose of 
assets and to maintain the value of existing assets, with the best possible 

financial benefit while ensuring the effective management of risk, in accordance 
with the following principles: 

 
• The purchase value of non-financial investment assets will not exceed the 

total value approved for the Development Fund 
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• Borrowing will not be undertaken to finance assets unless other options 
have been exhausted 

 
• Assets will not be acquired unless there is reasonable assurance of 

sufficient revenue capacity to maintain the asset at its expected value 
during its lifetime 

 

• Assets will be retained to the maximum life value and only disposed of 
when they have ceased to be fit for purpose (as opposed to adherence to 

fixed lifecycles) 
 

• Planned and programmed maintenance will be co-ordinated to maintain 

the maximum value of assets over their lifetimes.” 
 

Assessment of ‘reasonable assurance’ will be undertaken in consultation with 
professional experts, including the Council’s Treasury Advisers, estate 
management experts and property professionals. No assets will be acquired 

without full financial assessment and survey of physical conditions, in 
accordance with the Commercial Strategy and the Policy and Resources 

Development Fund statement, July 2018. 
 

Decisions on commercial investments are made by the Corporate Director, 
Finance and Resources in line with the criteria set out above and limits approved 
by the Policy and Resources Committee. Property and most other commercial 

investments are also capital expenditure and purchases will therefore also be 
approved as part of the capital programme. 

 
Further details on commercial investments and limits on their use are provided 
in the Commercial Strategy, Development Fund Statement and Capital and Asset 

Management Framework. 

 
Managing reserves  

Our aim is to: ensure we have enough in reserves to keep services 
running and deal with any shocks to the system 

 
Revenue Budget Implications 

 
To manage the risks relating to long-term investment, the Council needs to think 

about how much it is prepared to spend each year in interest payments and the 
repayment of debt. The amount set aside every year to repay debt is called the 
Minimum Revenue Provision (MRP). 

 
The main overall limit is defined by the Operational Boundary shown in Table 6 

which limits the amount of borrowing, and therefore the level of annual spending 
on interest and loan repayment.  
 

Although capital expenditure is not charged directly to the revenue budget, 
interest payable on loans and MRP are charged to revenue, offset by any 

investment income receivable. This net annual charge is known as financing 
costs. The Council needs to be sure that its reliable sources of income are 
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sufficient to cover these financing costs. The following table shows how the 
proportion of Council Tax, business rates and general government grants is to be 

spent on financing costs in the next three years. 
 

Table 8: Prudential Indicator: Proportion of gross financing costs to net 
revenue stream 

 
2019/20 

Actual 
£m 

2020/21 
Forecast 

£m 

2021/22 
Budget 

£m 

2022/23 
Budget 

£m 

2023/24 
Budget 

£m 

Gross Financing 
costs 

0.795 1.090 1.549 1.534 1.713 

Net Revenue 
Stream 

14.258 10.684 11.975 11.480 11.905 

Proportion of net 
revenue stream 

5.58% 10.20% 12.93% 13.36% 14.39% 

 
 

Table 9: Prudential Indicator: Proportion of net financing costs to net 
revenue stream 

 
2019/20 

Actual 

£m 

2020/21 
Forecast 

£m 

2021/22 
Budget 

£m 

2022/23 
Budget 

£m 

2023/24 
Budget 

£m 

Net Financing costs 
 

0.119 0.064 0.364 0.349 0.528 

Net Revenue 
Stream 

14.258 10.684 11.975 11.480 11.905 

Proportion of net 
revenue stream 

0.83% 0.60% 3.04% 3.04% 4.44% 

 
 

This indicator is subject to change as a result of investments arising from the 
Development Fund proposals. However, the Commercial Strategy requires that 

any proposal must make a positive return over the lifetime of the scheme and a 
positive return over the first five years. 
 

Managing Liabilities 
 

In addition to debt detailed above, the Council is committed to making future 
payments to cover its pension fund deficit. It also maintains a General Fund 
balance to cover unforeseen risks and aims to hold reserves of £0.5m to 

mitigate reductions in planned income from activities and £0.7m to help manage 
reductions in expected business rates. 

 
The Council is also at risk of having to pay for known contingent liabilities, which 

are reported as part of the Statements of Accounts. As at 31 March 2020 five of 
these were identified: 
 

• Liabilities arising from the collapse of Municipal Mutual Insurance (MMI) 
 

• Provisions for business rates appeals 
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• Provisions for personal injury claim pay-outs 

 

• Provision for potential litigation against the Council 
 

• Sansome Walk site demolition costs. 

 
In all cases the actual level of liability cannot be known and therefore specific 
level for any reserve cannot be identified. In addition, the MMI liability may be 

fully paid out (two payments have been made to date totalling £136,170) while 
the provision for business rates appeals is calculated as part of the budget 

estimates. This potential liability is therefore already allowed for.  
 
The Council employs professionally qualified and experienced staff in senior 

positions with responsibility for making capital expenditure, borrowing and 
investment decisions. For example, the Corporate Director Finance and 

Resources is a CIPFA qualified accountant with over 20 years’ experience in 
public finance, the Head of Finance is an ICAEW qualified accountant with a 
similar level of experience in both private and public sector organisations and 

the Head of Property is a Fellow of the Royal Institution of Chartered Surveyors 
and a Register Valuer. The Council pays for junior staff to study towards relevant 

professional qualifications including CIPFA and ACT (treasury). 

 
Where Council staff do not have the knowledge and skills required, use is made 
of external advisers and consultants that are specialists in their field. The Council 
currently employs Arlingclose Limited as treasury management advisers, and 

engages with local property consultants according to the needs of each individual 
proposal. This approach is more cost effective than employing such staff directly 

and ensures that the Council has access to knowledge and skills commensurate 
with its risk appetite. 
 

 
Treasury Management 

 

Our aim is to: maximise our returns on monetary investments, as set out 
in our Investment and Treasury Management strategies. 

 
Treasury management is concerned with keeping sufficient but not excessive 

cash available to meet the Council’s spending needs, while managing the risks 
involved. Surplus cash is invested until required, while a shortage of cash will be 
met by borrowing, to avoid excessive credit balances or overdrafts in the bank 

current account. The Council is typically cash rich in the short-term as revenue 
income is received before it is spent, but cash poor in the long-term as capital 

expenditure is incurred before being financed. Revenue cash surpluses are offset 
against capital cash shortfalls to reduce overall borrowing. 

 
Due to decisions taken in the past, the Council currently has £12.7m borrowing 
at an average interest rate of 3.43% and £17.0m of short-term treasury 

investments at an average rate of 0.07%. 
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Liability benchmark 
 

Under the Council’s Capital and Asset Management Framework, approved by the 
Policy & Resources Committee at its meeting of 29 October 2018, external 

borrowing is only undertaken once all other forms of capital funding have been 
considered. Paragraph 10.4 of the Framework states that: 
 

As the Council’s borrowing limit is related to its revenue streams, and these are 
likely to remain restricted over the lifetime of this Framework, borrowing will be 

used only when other forms of financing are unavailable and principally only 
when financing an asset. Leasing will be considered as an alternative to 
borrowing to purchase in accordance with Strategy 4 but its use remains 

restricted by the same considerations of revenue impact.  
 

The alternative is ‘internal borrowing’ whereby the Council uses cash reserves to 
fund capital expenditure which are then recovered over time through the 
Minimum Revenue Provision. The extent to which the Council is maximising 

opportunities for internal borrowing is considered as part of the Treasury 
Management Strategy Statement 2021/22 included as an appendix to the 

Budget Report. 
 

Investment strategy 
 
Treasury investments are necessary to ensure the prudent management of cash 

balances arising from receiving cash before it is paid out again. Investments 
made for service reasons or purely for financial gain are not generally considered 

to be part of treasury management.  
 
The Council’s policy on treasury investments is to prioritise security and liquidity 

over yield: that is, to focus on minimising risk rather than maximising returns. 
Cash that is likely to be spent in the short term is invested securely, for example 

with the government, other local authorities or selected high-quality banks, to 
minimise the risk of loss. 
 

Money that will be held for longer terms is invested more widely, including in 
bonds, shares and property, to balance the risk of loss against the risk of 

receiving returns below inflation. Both short-term and longer-term investments 
may be held in pooled funds, where an external fund manager makes decisions 
on which particular investments to buy and the Council may request its money 

back at short notice. 
 

 
Table 10: Treasury management investments  

 
31.3.2020 

Actual 
£m 

31.3.2021 
Forecast 

£m 

31.3.2022 
Budget 

£m 

31.3.2023 
Budget 

£m 

31.3.2024 
Budget 

£m 

Near-term 
investments 

9.0  7.0  7.0  7.0  7.0 

Longer-term 
investments 

3.0   3.0   3.0  3.0  3.0 

TOTAL 12.0 10.0 10.0 10.0 10.0 
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Further details on treasury investments are included in the Treasury 

Management Strategy Statement included as an appendix to the Budget Report. 
 

Decisions on treasury management investment and borrowing are made daily 
and are therefore delegated to the Corporate Director, Finance and Resources 
and staff, who must act in line with the treasury management strategy approved 

by Council. Quarterly reports on treasury management activity are presented to 
the Policy & Resources committee. The Policy & Resources Committee is 

responsible for scrutinising treasury management decisions. 
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Appendix A 
 

Annual Minimum Revenue Provision Statement 2021/22 

Where the Council finances capital expenditure by debt, it must put aside 

resources to repay that debt in later years.  The amount charged to the revenue 
budget for the repayment of debt is known as Minimum Revenue Provision 
(MRP), although there has been no statutory minimum since 2008. The Local 

Government Act 2003 requires the Council to have regard to the Ministry for 
Housing, Communities and Local Government’s Guidance on Minimum Revenue 

Provision (the MHCLG Guidance) most recently issued in 2018. 

The broad aim of the MHCLG Guidance is to ensure that debt is repaid over a 

period that is either reasonably commensurate with that over which the capital 
expenditure provides benefits, or, in the case of borrowing supported by 

Government Revenue Support Grant, reasonably commensurate with the period 

implicit in the determination of that grant. 

The MHCLG Guidance requires the Council to approve an Annual MRP Statement 
each year, and recommends a number of options for calculating a prudent 

amount of MRP. The following statement incorporates options recommended in 

the Guidance as well as locally determined prudent methods. 

The Council is recommended to approve the following MRP Statement: 
 

For capital expenditure incurred before 1 April 2008 the MRP policy will be: 

• A straight line repayment starting from 2016/17 of £114,060 which will 
repay the borrowing in 2047/48; 

From 1 April 2008 for all supported and unsupported borrowing (including PFI 
and finance leases) the MRP policy will be:-  

• Asset life method – MRP will be based on the estimated life of the 
assets, in accordance with the regulations and with effect from 
2016/17 the method of repayment will be through an annuity 

calculation (providing a consistent overall annual borrowing charge). 

 

Capital expenditure incurred during 2021/22 will not be subject to a MRP charge 

until 2022/23. 

Based on the Council’s latest estimate of its Capital Financing Requirement on 

31st March 2021, the budget for MRP has been set as follows: 

 2020-21 
Estimated 

MRP (£m) 

Capital expenditure before 01.04.2008 

 

0.114 

Unsupported capital expenditure after 

31.03.2008 
 

0.529 

Total General Fund 
 

0.643 
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Introduction 
 

This Investment Strategy fulfils the requirement, under statutory guidance 
published by the Ministry for Communities and Local Government (MHCLG) in 

January 2018, to provide an overview of proposed service and commercial 
investments planned to be undertaken from 2021/22. 
 

The Council invests its money for three broad purposes: 

• because it has surplus cash as a result of its day-to-day activities, for 
example when income is received in advance of expenditure (known as 
treasury management investments), 

• to support local public services by lending to or buying shares in other 
organisations (service investments), and  

• to earn investment income (known as commercial investments where 

this is the main purpose). 

This investment strategy focuses on the second and third of these categories. 

Treasury Management Investments 

The Council typically receives its income in cash (e.g. from taxes and grants) 

before it pays for its expenditure in cash (e.g. through payroll and invoices). It 
also holds reserves for future expenditure and collects local taxes on behalf of 
other local authorities and central government. These activities, plus the timing 

of borrowing decisions, lead to a cash surplus which is invested in accordance 
with guidance from the Chartered Institute of Public Finance and Accountancy 

(CIPFA). The balance of treasury management investments is expected to 

fluctuate between £10m and £25m during the 2021/22 financial year.  

The contribution that these investments make to the objectives of the Council is 
to support effective treasury management activities. Full details of the Council’s 

policies and its plan for 2021/22 for treasury management investments are 

covered in a separate document, published as an appendix to the Budget Report. 

Service Investments: Loans  

The Council has the opportunity to lend money to suppliers, local businesses, 

local charities, housing associations, local residents, its employees and its 
subsidiaries (should it have any) to support local public services and stimulate 

local economic growth. During 2020/21 The Council approved loan facilities for 
three community projects in order to unlock developments which might not 

otherwise have been possible. 

• Worcester Citizens Swimming Baths Association - £97,800 to repair and 

improve the facilities at Lower Wick swimming pool 
• Worcestershire football Association – Up to £750,000 for the development 

of the Headquarters and football facility at Claines lane  

• Worcester Hockey and RGS Worcester – Up to £2.1m for the development 

of a new hockey facility to replace current deteriorating facilities  

In each case the intention is to further the aims of the City Plan and use the 
Council’s existing reserves, or its capacity to borrow, to support these 

objectives. In doing so the Council must have regard to regulations, CIPFA 
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guidance, and legislation relating to State Aid. Under these rules the Council 
cannot use public funds above certain financial limits to provide an advantage to 

a commercial entity which would otherwise need to obtain financing at market 

rates. However, there are exemptions to these rules covering: 

• Regional aid 
• aid to SMEs in the form of investment aid, operating aid and SMEs' access 

to finance 
• aid for environmental protection 

• aid for research & development & innovation 
• training aid 
• recruitment and employment aid for disadvantaged workers and workers 

with 
• disabilities 

• aid to make good the damage caused by certain natural disasters 
• social aid for transport for residents for remote regions 
• aid for broadband infrastructures 

• aid for culture and heritage conservation 
• aid for sport and multifunctional recreational infrastructures 

• aid for local infrastructure. 
 
In any event it is essential to meet the terms and maximum aid amounts set out 

in the regulations.  
 

The main risk when making service loans is that the borrower will be unable to 
repay the principal loaned and/or the interest due. In order to limit this risk and 
ensure that total exposure to service loans remains proportionate to the size of 

the Council, upper limits on the outstanding loans to each category of borrower 

need to be set. Table 1 shows upper limits on lending by type of provider.  

Table 1: Loans for service purposes 

Category of borrower Proposed Limit 

2021/22 

 £m 

Local charities 4.0 

Housing associations 3.0 

TOTAL 7.0 

 

Accounting standards require the Council to set aside loss allowance for loans, 
reflecting the likelihood of non-payment. The figures for loans in the Council’s 

statement of accounts from 2021/22 onwards will be shown net of this loss 
allowance in the event that loans are made. However, the Council makes every 
reasonable effort to collect the full sum loaned and has appropriate credit control 

arrangements in place to recover overdue repayments. 

The Council will assess the risk of loss before entering into, and whilst holding, 
service loans by detailed scrutiny of proposed cashflows of the loanee and by 
annual review of the loan arrangement. Individual reports for each proposal will 

set out overviews of such cashflows and identify potential risks in advance of 
any decision to proceed. All such decisions will be subject to agreement by the 

Policy & Resources Committee.  
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The following principles will form part of this strategy: 

• Independent external advice will be sought and considered prior to 
provision of such loans 

• Credit ratings will be used to assess risk where these are available and 
company financial assessments where appropriate 

• Loans will be secured against appropriate assets and/or subject to 

guarantees in the event of default.  

The statutory guidance requires that the Council set limits on shares and other 
non-specified investments. The Council currently does not hold shares in third 
parties or subsidiaries and has no plans to make such investments, other than 

investment in the CCLA Property Fund. Investment in the fund as at 31 March 
2021 is approved in accordance with the report agreed by the Income 

Generation Sub-committee at its meeting of 16 January 2018 with a maximum 
proposed investment of £5m. The current level of investment is £3m which is 

expected to generate a return of £113,000 (3.8%) in 2020/21. 

Shares are the only investment type that the Council has identified that meets 
the definition of a non-specified investment in the government guidance. The 

limits above on share investments are therefore also the Council’s upper limits 
on non-specified investments. The Council has not adopted any procedures for 

determining further categories of non-specified investment since none are likely 

to meet the definition 

Commercial Investments: Property 

Statutory accounting definitions hold property to be an investment when it is 
held primarily for commercial purposes: i.e. to generate a profit. MHCLG 
guidance defines property to be an investment if it is held primarily or partially 

to generate a profit. 

The Council currently invests in local commercial and residential property for a 
variety of reasons, according to historical decisions. The income derived from 
these sources in 2020/21 is budgeted to be £1.261m as set out in Table 2 

below.   

Table 2: Income from existing ‘commercial’ holdings 

Type of holding Annual income 
(£) 

Industrial Estates 173,350 

Markets 65,000 

Offices 902,870 

CCLA Property Fund 120,000 

Total  1,261,220 

 

Excluding those sites which are purely held for service delivery purposes, the 
book value of the investments defined as ‘commercial investments’ for 
accounting purposes during 2020/21 is £21.701m, providing a gross income of 

£1,261,220 p.a.  
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In accordance with government guidance, the Council considers a property 
investment to be secure if its accounting valuation is at, or higher than, its 

purchase cost including taxes and transaction costs. 

Should the year-end accounts preparation and audit process value such 
properties below their purchase cost, this will be reported as part of the year-
end closure process and the impact detailed as part of the outturn report for that 

year.  

The Council assesses the risk of loss before entering into, and whilst holding, 
property investments by reviewing the expected cash flows for each scheme 
under three scenarios: best, standard and worst case. The Commercial Strategy 

requires that only projects which meet the following criteria will be actively 

considered: 

• The projected cash flows result in a positive outcome over the lifetime of 
the project under all recognised scenarios 

• There is a positive return to the MTFP over the lifetime of the project 
• There is a positive return, including use of contingencies, over the first 

five years. 

These criteria will continue to be used in consideration of the purchase price and 

to inform financial planning.  
 
Non-financial risks will be assessed in accordance with the Council’s risk 

assessment procedures and a risk register compiled for each viable project that 
meets the qualification criteria established above.   

 

Two overarching criteria within the Commercial Strategy continue to apply: 

• Does the proposal include opportunities for local regeneration or enhanced 
services for target areas? 

• Does the project generate secondary income for Worcester, such as 

business rates? 

Compared with other investment types, property is relatively difficult to sell and 
convert to cash at short notice and can take a considerable period to sell in 

certain market conditions. As the Council proposes to undertake such investment 
primarily for regeneration purposes, the option to sell the asset to recover costs 
must be balanced against the need to retain the asset to secure the 

development potential. The resale value is considered as part of the risk 

assessment for each proposal. 

Should the costs of investment properties outweigh the income required to meet 
the financing costs of the investment, the Council will follow the strategic 

approach set out in its Commercial and Asset Management Framework approved 
by the Policy and Resources Committee on 29 October 2018. This requires that 

all assets, including commercial assets, are subject to a cyclical ‘fit for purpose’ 

review that ‘invest or dispose’ decisions are taken in the light of that review. 
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Loan Commitments and Financial Guarantees 

Although not strictly counted as investments, since no money has exchanged 
hands yet, loan commitments and financial guarantees carry similar risks to the 

Council and are included here for completeness. These differ from service loans, 
outlined above, as they do not represent loans by the Council to third parties to 
support service delivery objectives as set out in the City Plan, Masterplan and 

Business Plan but underwriting financial commitments by third parties. 

The Council has no existing contractual commitments to make financial 
guarantees to any organisations and does not propose to make loan 
commitments at this stage. The Council did make guarantee arrangements 

under the Local Council Mortgage Scheme (LAMS) but this scheme has now 

closed and all potential liabilities have ceased. 

Proportionality 

The MTFP approved by Council at its meeting in February 2018 included 
proposals for generating additional income from new sources amounting to 
£200,000 per annum from 2019/20. The Development Fund report set a limit of 

£20m on the Fund as this is sufficient, at 1% return including borrowing costs, 
to generate the required £200,000. This objective has been achieved and the 

Council is dependent on income generating investment activity to achieve a 

balanced revenue budget.  

At its meeting of 26 February 2019 the Committee approved an increase in the 
Development Fund limit to £30m and made a further recommendation to 

increase it to £80m at the Full Council meeting on 18 February 2020.  

Table 3 shows the extent to which the expenditure planned to meet the service 

delivery objectives and/or place making role of the Council is dependent on 
achieving the expected net surplus from current ‘commercial property’ 

investments over the lifecycle of the Medium Term Financial Plan. It can be seen 
from the table that there is currently only a marginal reliance on income from 
these sources. There are no significant plans to acquire further properties for 

this purpose from 2021/22. 

Table 3: Proportionality of existing ‘commercial investments’ 

 2019/20 

Actual 
£'000 

2020/21 

Forecast 
£'000 

2021/22 

Budget 
£'000 

2022/23 

Budget 
£'000 

2023/24 

Budget 
£'000 

Gross service 
expenditure 

25,252 22,486 22,471 22,041 22,889 

Net return 836 739 545 545 545 

Proportion 3.31% 3.29% 2.43% 2.47% 2.38% 
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Borrowing in Advance of Need 

MHCLG guidance is that local authorities must not borrow more than or in 

advance of their needs purely in order to profit from the investment of the extra 
sums borrowed. The Development Fund report makes clear that the Council will 

not borrow purely for the purposes of investing to generate a profit but will seek 
to secure a reasonable return on its strategic investments. Paragraph 3.5 of the 

Development Fund report is as follows: 

To progress its intentions under the October 2016 Cabinet report, therefore, the 

Council will need to ensure that either it invests existing resources in commercial 
activity (i.e. does not enter into borrowing for the purpose) and/or ensures that 
the investment is not solely for the purposes of generating profit. Currently, local 

authorities can purchase land, either within or outside the local authority area, 
‘for the purposes of....the benefit, improvement or development of their area’ 

under Section 120 of the 1972 Local Government Act. The purchase and 
development of both land and building assets ‘to encourage economic growth 
and a healthy and more active population’ can be done under the general power 

of competence as these form part of the stated intentions in the approved City 

Plan. 

Where the Council purchases property in order to meet the above objectives it 
must continue to assess the risks from a financial point of view as well as risks 

relating to the objectives of the purchases, such as whether the development 
proposals are achievable. The Council’s policies in investing the money 

borrowed, including management of the risks, for example, of not achieving 

sufficient income to cover borrowing costs: 

• Maintain an overall limit on the Development Fund  

• Budget on the basis of best, standard and worst case scenarios to ensure 

that income continues to exceed costs under all scenarios 

• Undertake ‘fit for purpose’ reviews in line with the Capital and Asset 

Management Framework annually for investment properties 

• Maintain adequate investment and sinking funds for each asset to mitigate 

additional losses 

• Set an appropriate ‘proportionality cap’ to moderate the extent to which 

the Council becomes reliant on such income. It is proposed that this cap 

be retained at 5% for 2021/22 in respect of the ‘proportion’ row identified 

in Table 3.   

Capacity, Skills and Culture 

The decision to acquire land or property must be on the basis that it is a 
sustainable investment and therefore will be capable of generating an annual 

revenue return or a realisable capital receipt at a later date. The Council could 
take the decision to invest in property for the furtherance of the City Plan aims 
without expectation of a financial return but would at least need to realise the 

value of any purchase in its balance sheet. As this will require a clear decision-
making rationale, the Development Fund report set out a two-stage decision-

making process to ensure that those responsible for making the decision had 
sufficient sight of the proposal: 
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• Stage 1: assess the potential of the proposed site both in terms of its 
contribution to the Council’s aims and in terms of its financial return 

and make a conditional offer 
 

• Stage 2: Undertake due diligence work and formally approve/reject 
purchase. 

The Policy & Resources Committee will make the final decision on the basis of 

the above work. All proposals are subject to: 

• Detailed review of proposed cashflows under best, standard and worst 

case scenarios 
• Consideration of independent advice from third party experts on the 

viability of the scheme and the assessment of value 

• Formal asset surveys and legal assessment to identify any risks inherent 
in the scheme. 

The indicators set out in this Strategy and the requirements of reporting in each 

individual proposal will ensure that elected members and statutory officers 

involved in the investments decision-making process have appropriate capacity 

and information to enable them to: 

• take informed decisions as to whether to enter into a specific investment 

• assess individual assessments in the context of the strategic objectives 

and risk profile of the local authority 

• enable them to understand how the quantum of these decisions have 

changed the overall risk exposure of the local authority. 

All decisions will be taken in line with the Development Fund report, the 

Commercial and Income Generation Strategies and the Capital and Asset 

Management Framework to ensure that due regard is made to statutory 

guidance as summarised in these documents, risk management, the possibility 

of financial loss and accountability for decision–making in respect of commercial 

investments. 

Investment Indicators 

It is proposed to set the following quantitative indicators to allow elected 

members and the public to assess the Council’s total risk exposure as a result of 

its investment decisions. Annual reports are proposed but more frequent 

reporting will be considered following regular risk assessment of the investment 

portfolio.   

Total risk exposure: This shows the Council’s total exposure to potential 

investment losses. This includes:  

• amounts the Council is contractually committed to lend but have yet to be 

drawn down  

o Hockey Centre £2.1m, security to be held over the site covering the 

value of the loan. Risk therefore nil. 
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o Worcestershire FA re site at Claines £0.75m, security to be held 

over the site covering the value of the loan. Risk therefore nil. 

 

• the value of loans to be written off if the borrower were to default. This 

would be net of the amount realised from the sale of any land or property 

held as security; 

o Lower Wick swimming pool £0.1m. Risk £0.1m 

 

• any guarantees the Council has issued over third-party loans – none 

 

• loss of rental income if the Council’s tenants were to default and no 

replacement tenant could be found for up 12 months.  

The last of these is now assessed as part of the scenario assessment for each 

Development Fund proposal. Specific risks relating to potential void periods, 

including those in excess of 12 months, are assessed and any proposals which 

do not meet the risk criteria set out in the Commercial Strategy are disregarded. 

To calculate an overall risk for the portfolio, the assessed risks for each proposal 

can be taken in aggregate and then moderated, over time, by past fluctuations 

in income or more detailed knowledge. The following table shows the current 

aggregate estimated risk of commercial property on this basis. 

Table 5: Estimated risk of Commercial Property investments 

Category Annual 
revenue 
2020/21 

£000 

Calculated 
risk 

Potential 
revenue risk 

£000 

Commercial property pre 

2020/21 

238 5% 12 

CCLA Property Fund 120 5% 6 

Development Fund 903 25% 226 

Total risk exposure  1,261  244 

 

How investments are funded: Government guidance is that these indicators 

should include how investments are funded. Since the Council does not normally 

associate particular assets with particular liabilities, this guidance is difficult to 

comply with.  

Since April 2007 the Council has not funded any investments through borrowing. 

Prior to that date, the cumulative figure for the underlying need to borrow does 

not provide granular analysis to identify individual assets.  

During 2019 and 2020 the Council has invested £15.9m as part of the Property 

Development Fund. Analysis of the Council’s Capital Financing Requirements and 

underlying cash balances following these investments resulted in the decision to 
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borrow £6m in April 2020. However, as noted above, this financing decision is 

not directly related to the Development Fund purchases.  

In November 2020, HM Treasury published proposals to limit the use of PWLB 

loans for investment purposes with immediate effect. This ruling means that the 

PWLB will not lend to a local authority that plans to buy investment assets 

primarily for yield in their capital plans, regardless of whether the transaction 

would notionally be financed from a source other than PWLB. This effectively 

disbars the Council from investing in properties for commercial purposes if it 

intends to continue to use PWLB loans where there is any proposal within the 

Medium term Financial Plan. 

The Council will continue to use PWLB financing for properties acquired for 

reasons other than primarily for investment and will therefore continue to report 

on the financing of the capital programme and the impact of property 

acquisitions, for whatever purpose. 

Rate of return received: This indicator shows the investment income received 

less the associated costs, including the cost of borrowing where appropriate, as 

a proportion of the sum initially invested. Note that due to the complex local 

government accounting framework, not all recorded gains and losses affect the 

revenue account in the year they are incurred. All individual proposals to be 

considered under the Development Fund will include this indicator as part of 

decision making, in accordance with the Commercial Strategy and Development 

Fund report. 

• Gross return on current Development Fund properties: 6.40% 

• Net internal rate of return on current Development Fund properties: 1.33% 
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