CAPITAL STRATEGY REPORT 2019/20
1.0

Introduction

1.1

This capital strategy is a new report for 2019/20, giving a high-level overview of how
capital expenditure, capital financing and treasury management activity contribute to the
provision of local public services together with an overview of how associated risk is
managed and the implications for future financial sustainability.

1.2

Capital expenditure is focussed on the Council’s priorities and is long term investment
to secure long term improvements for the community. It is linked to the Council’s long
term strategies and vision in developing a sustainable future for the Borough. The
Council’s priorities areas are:


Decent and Affordable Housing



Economic Development



The Environment; and



Health and Wellbeing

1.3

Other important areas for capital investment are where there is a Health and Safety
issue identified, or a need to make improvements to the Council’s assets.

2.0

Capital Expenditure and Financing

2.1

Capital expenditure is where the Council spends money on assets, such as property or
equipment, which will be used for more than one year. This includes spending on assets
owned by other bodies, and loans and grants to other bodies enabling them to buy
assets.

2.2

Projects which involve capital expenditure are usually included in the Council’s
Investment Programme which is approved annually as part of the budget process.
Financing costs in the General Fund and Housing Revenue Account budgets reflect the
costs of implementing the Investment Programme.

2.3

It is possible that revenue (operational) budgets could be used for capital purposes
however, there is not sufficient flexibility within service budgets to incur significant capital
spend. The Council’s Investment Programme includes both capital and revenue
projects. Revenue projects such as feasibility studies are shown within the Investment
Programme as they are one-off in nature. There is also often flexibility in timing as
projects may be deferred if funding cannot be secured. Revenue budgets comprise
operational costs and income which is expected to recur each year.

2.4

In 2019/20, the Council is planning Investment Programme expenditure of £404m as
summarised below:

Table 1: Investment Programme February 2019

General Fund
Housing (Including Council
Housing)
TOTAL

2.5

2017/18
Actual
£m
188

2018/19
Forecast
£m
429

2019/20
Budget
£m
304

2020/21
Budget
£m
297

2021/22
Budget
£m
78

2022/23
Budget
£m
21

60

109

100

87

31

142

248

538

404

385

109

163

The main General Fund capital projects in 2019/20 are:


Victoria Square – regeneration project creating new residential properties, hotel
and retail space in Woking Town Centre (£182m)



Poole Road Energy Centre – creating a new energy centre to supply Victoria
Square and other town centre properties (£6.5m)



Victoria Arch and Integrated South Side Works (HIF bid) – highway
improvements and replacement of Victoria Arch unlocking housing sites (£26m)



School Place Provision – project to enable the provision of additional school
places to meet local need (£10m)



Hoe Valley Flood Alleviation and Enhancement Scheme – project to protect
against flooding in the Hoe Valley (£5m)



Victoria Way Car Park Extension – to increase town centre car park capacity
(£10m)



Woking Gymnastics Club – provision of a new facility for the Gym Club (£3m)

2.6

Other significant projects in 2019/20 include enhancements to the public realm at Dukes
Court, development of industrial units at Kestrel Way, Woking cinema improvements,
provision of Fibre Network, redevelopment of the YPod, and CCTV infrastructure
update.

2.7

There is a £25m allowance in 2019/20 for the acquisition of strategic commercial
investments and a £3m budget for ‘Opportunity Purchases’. The Opportunity Purchases
budget enables the acquisition of small sites or properties which are of use to the Council
if they become available. In some instances these assets will be disposed of if the use
is only temporary. Opportunity purchases are reported during the year in the Council’s
monthly performance and financial monitoring (Green Book).

2.8

The Investment Programme includes annual provision for works to the Councils assets
(The Asset Management Plan) and development/replacement of ICT systems.

2.9

The Housing Investment Programme (HIP) sets out the Council’s housing related
projects. Some of these are General Fund housing, for example relating to private sector
housing provision or homelessness. Other expenditure is on the Council’s own housing
stock and is financed through the Housing Revenue Account (HRA). The HRA is a ringfenced account separating the income and expenditure relating to council housing from
other Council activities.

2.10 The main HIP projects in 2019/20 are:


Provision of new homes by Thameswey Housing Ltd (£38m)



Sheerwater Regeneration scheme – project which will improve the Sheerwater
area with new housing and leisure facilities (£27m)



Provision of new HRA properties using retained Right to Buy receipts (£23m)



Improvement works to existing HRA properties (£6m)

2.11 Other areas of HIP spend include Disabled Facilities grants, provision of a new hostel
and support for the development of residential units by other housing providers.
2.12 Projects may be initiated by Service managers, Councillors, Corporate Management
Group (CMG) or be the result of an external source or opportunity. A project manager
is appointed and will prepare a short summary of the project for consideration by CMG.
If CMG are supportive, the project manager will complete a more detailed workbook
which covers the objectives of the project, the costs, funding and risks. If necessary a
report will be presented to the Executive or Council to approve use of resources.
2.13 Project progress reports are prepared for the Executive and highlight any issues relating
to the timescale or budget of a project as well as providing a high level update.
Variations to project timescales or budgets are submitted to CMG to be considered. If
necessary these will be reported to the Executive.
2.14 Some projects, due to their scale and importance to the Council, will have specific project
governance assigned. For example there are Officer and Member working groups for
the Sheerwater regeneration project, and a Member Oversight panel for the Victoria
Square development. Projects which have been subject to detailed consideration by the
Executive or Council may not also follow the project management mandate and
workbook process if the relevant information has been reported and approved by
Committee. Progress reporting in these cases will be as deemed appropriate for the
individual project.
2.15 Projects are consolidated into the Investment Programme on an annual basis and
presented to the Executive/Council in budget papers. Where relevant the debt financing
and repayment costs of the Investment Programme are incorporated into the General
Fund and Housing Revenue Account budgets, and reflected in the Prudential Indicators
approved by Council. New projects may be approved during the year subject to the
impact on the revenue budget being assessed and affordable.
2.16 The Investment Programme approved in February 2019 can be found here: [LINK]
2.17 All projects within the Investment Programme are financed either from grants or
contributions (external sources), reserves or capital receipts (internal sources) or
borrowing (including leasing/Private Finance Initiative). Table 2 shows the financing of
the February 2019 Investment Programme.
Table 2: Investment Programme Funding February 2019

Borrowing
Grants & Contributions
Reserves & Capital Receipts
TOTAL

2017/18
Actual
£m
201
23
24
248

2018/19
Forecast
£m
507
19
11
538

2019/20
Budget
£m
344
40
21
404

2020/21
Budget
£m
332
40
13
385

2021/22
Budget
£m
67
34
8
109

2022/23
Budget
£m
154
1
7
163

2.18 The Council must make provision for the repayment of any borrowing used to finance
capital expenditure. This is normally through the annual charge to the revenue budget
known as the ‘minimum revenue provision’ (MRP). The Council has a policy for the
calculation of MRP which can be found at Appendix A.
2.19 Where borrowing has been used to advance loans, the loan repayments are set aside
as MRP for the future repayment of the underlying borrowing. If borrowing has been
used as a temporary funding source, capital receipts, developer contributions or grant
may be applied to reduce the outstanding debt. For property acquisitions funded by
borrowing, the MRP is charged on an annuity basis comparable to the principle
repayments on an underlying annuity loan.
2.20 Planned set aside for the repayment of underlying Council borrowing (MRP) is shown in
Table 3 below.
Table 3: MRP

2017/18 Actual
2018/19 Forecast
2019/20 Budget
2020/21 Budget
2021/22 Budget
2022/23 Budget

MRP
(excluding loan
repayments)
£'000
4,062
3,523
6,601
7,204
8,708
8,936

Loan
repayments
set aside
£'000
1,843
1,528
1,705
1,814
4,924
2,041

Total MRP
£'000
5,905
5,050
8,306
9,018
13,633
10,977

2.21 The Council’s cumulative outstanding amount of debt finance is measured by the capital
financing requirement (CFR). This increases with new debt-financed capital expenditure
and reduces as funds are set aside to repay debt. The CFR is expected to increase by
£336 during 2019/20. Based on the Council’s Investment Programme the estimated
CFR is as shown in Table 4 below:
Table 4: Estimate of Capital Financing Requirement (CFR)

General Fund Services
Council Housing (HRA)
Capital Investments
TOTAL CFR

2017/18
Actual
£m
291
123
405
819

2018/19
Forecast
£m
569
128
595
1,292

2019/20
Budget
£m
635
145
848
1,628

2020/21
Budget
£m
730
154
1,067
1,950

2021/22
Budget
£m
762
154
1,088
2,003

2022/23
Budget
£m
769
154
1,224
2,147

Asset Management
2.22 To ensure that capital assets continue to be of long-term use, the Council includes an
annual Asset Management Plan (AMP) allowance in the Investment Programme. This
is used to improve the Council’s existing assets. The planned use of the Asset
Management Plan budget for 2019/20 is shown in an appendix to the Investment
Programme [LINK].
2.23 If improvement works are required which cannot be met by the annual AMP budget a
specific analysis will be prepared in order for the investment to be approved. Revenue

budgets include allowance for day to day repairs and maintenance. Some works on
commercial properties are the responsibility of the tenant. Other works may be
recharged to tenants as part of the service charge either in-year or over a period of time.
Asset Disposals
2.24 If an asset is not needed the Council may sell it generating a capital receipt. The capital
receipt can be used for capital purposes such as to fund alternative capital investment,
or to repay debt (MRP).
2.25 Repayments of capital grants, loans and investments also generate capital receipts.
Where funded by borrowing the Council allocates these repayments as MRP for the
repayment of the underlying debt.
2.26 When council houses are sold under the Right to Buy scheme the Council retains an
element of the sale proceeds to be put towards replacement council housing. These
receipts are held within the Council’s capital receipts reserves but are separately
identified due to the restrictions on use. If not spent within 3 years these receipts must
be returned to the government with interest.
2.27 The Council is not actively holding assets for sale so a significant level of capital receipts
is not expected to be available over the period of the Investment Programme.
Table 5: Capital Receipts

Asset Sales
Right to Buy Sales
Loan Repayments
TOTAL

2017/18
Actual
£m
10.8
4.0
1.8
16.6

2018/19
Forecast
£m
0.0
1.9
1.5
3.4

2019/20
Budget
£m
1.6
1.8
1.7
5.2

2020/21
Budget
£m
0.0
1.8
1.8
3.7

2021/22
Budget
£m
0.0
1.8
4.9
6.8

2022/23
Budget
£m
0.0
1.8
2.0
3.9

3.0

Treasury Management

3.1

The Council’s Treasury Management Strategy sets out how the Council manages cash
balances. Surplus cash may be invested until required, while a shortage of cash will be
met by borrowing.

3.2

Minimal cash balances are held as the balances would earn little return due to the
current low interest rates. The Council’s reserves are instead used to reduce the overall
borrowing undertaken which delays the Council incurring external financing costs for the
capital investment. Each year the annual budget assumes that the Council draws down
the total level of borrowing required to fund the Investment Programme. Any under
borrowing results in a saving against the interest cost budget.

3.3

The Council may take short term borrowing which is currently cheaper than long term
borrowing. This provides a saving in the short term but if the financing is needed for a
long term use, there is a risk that when it is repaid rates for replacement borrowing may
be higher. Borrowing for long term assets is therefore mostly financed through longterm loans, however flexibility is maintained to use short term borrowing to manage short
term cash flows, to manage the timing of long term decisions and to generate in-year
interest savings.

3.4

Borrowing and treasury investments are reported in the Council’s monthly performance
and financial monitoring (Green Book).

3.5

Projected levels of the Council’s total outstanding debt (which comprises borrowing, PFI
liabilities, leases are shown below, compared with the capital financing requirement.
Statutory guidance is that debt should remain below the CFR except in the short term.
This demonstrates that borrowing is only being taken to meeting capital financing needs.
Table 6: Gross Debt & Capital Financing Requirement

Debt (including PFI & leases)
Capital Financing Requirement

2017/18
Actual
£m
840
819

2018/19
Forecast
£m
1,285
1,292

2019/20
Budget
£m
1,628
1,628

2020/21
Budget
£m
1,950
1,950

2021/22
Budget
£m
2,003
2,003

2022/23
Budget
£m
2,147
2,147

Authorised and Operational borrowing limits
3.6

The Council is legally obliged to set an affordable borrowing limit known as the
authorised limit each year. External debt must not exceed the authorised limit. A lower
operational limit is also set which acts as a warning and requires a report to Council if
breached.

3.7

The Authorised and Operational limits are set by full Council and reported on the
Treasury pages of the Green Book each month so that actual borrowing can be
assessed in the context of these limits.

3.8

The limits are calculated with reference to the planned Investment Programme, allowing
scope for those projects funded by borrowing to proceed. When the Council approved
the Victoria Square regeneration project the limits were increased to accommodate the
full project cost from project commencement. This enabled flexibility to secure
borrowing in at preferential rates, if available, in advance of cashflows.

3.9

The Treasury Management Strategy sets out the Authorised and Operational borrowing
limits for 2019/20.
Treasury Management Strategy

3.10 Treasury Management is concerned with making investments of surplus cash and
borrowing to manage delay in cash flows. Investments made for service reasons or for
not generally considered to be part of treasury management.
3.11 The Council’s Treasury Management Strategy is to prioritise security and liquidity over
yield for treasury management investments. Cash is invested securely with the
Council’s own bank, in diversified money market funds, or with other local authorities.
The primary focus is on minimising risk rather than maximising returns.
3.12 Decisions on treasury management investment and borrowing are made daily and are
therefore delegated to the Finance Director and finance team who follow the Treasury
Management Strategy approved by the Executive. Treasury Management practices
are in place which provide day to day guidance for treasury officers. The Green Book
monthly monitoring report includes details of all investment and borrowing taken in the
month and shows the overall position at the month end. A Treasury Management report

is presented to the Executive after the end of the year detailing the activity for the year
and the Overview and Scrutiny Committee receives a mid-year report.
4.0

Investments for Service Purposes

4.1

The Council uses different mechanisms and investment structures to secure capital
developments for the Borough. This includes the use of its group companies through
the Thameswey group, and joint ventures for example Victoria Square Woking Ltd, and
enables the Council to take a longer term view than would otherwise be possible.

4.2

Investment in shares and loans to these entities is treated as capital investment and is
financed within the Council’s Investment Programme. Whilst these investments are
made to secure service objectives, not for profit, the Council still plans to at least break
even. The margins on loans made for service purposes have provided an additional
income stream for the Council and have enabled services to continue despite reductions
in government funding.

4.3

The Thameswey group present detailed business plans to the Council for approval
ahead of the start of the group financial year (1 January). A Member briefing is held to
report on the achievements to date and plans for the future. There is monthly reporting
in the Green Book and a set of protocols which govern the practices of the group.
Decision making for other loans and investments follows the processes for the
Investment Programme.

4.4

Investment for service purposes also includes the acquisition of commercial property.
In recent years the income from new property which has a service purpose and strategic
importance to the Council, has supported continued service provision. The strategic
significance of these properties is generally in supporting the economic development
and place making objectives of the Council. They may also protect future service
opportunities and growth while in the short term providing income.

4.5

Commercial properties are not acquired purely for income and are treated as capital
expenditure with the associated financing and capital repayment (MRP) costs included
in the Council’s budgets.

4.6

With the exception of lower value property acquired using the Council’s opportunity
purchases budget, new property acquisitions will be the subject of Executive or Council
approval. As a service investment the decision is not solely based on the income stream
and margin over Council borrowing achieved. Details of the income stream, quality of
tenancies and vacant space is provided, together with the future opportunities the
acquisition of the property will provide for the Council. Reserves are held to mitigate lost
income and to allow the Council time to adjust to a lower income base if an adjustment
is permanent. Performance of strategic property acquired since 2016/17 is reported
monthly in the Green Book.

4.7

Further details on service investments can be found in the Investment Strategy.

5.0

Liabilities

5.1

In addition to the borrowing considered in the sections above, and the Treasury
Management Strategy, the Council is committed to making future payments to cover its
pension fund deficit valued at £62m at 31 March 2018.

5.2

The Council has a Private Finance Initiative (PFI) scheme which provides 224 houses
at social rents for 25 years. The liability associated with the repayment of the liability
through the unitary charge is assessed as £28.6m at 31 March 2018.

5.3

Decisions on incurring new discretional liabilities are taken in the same way as other
Council expenditure and will be the subject of Executive/Council decisions if not covered
by approved budgets.

5.4

Further details on liabilities can be found in of the Council’s statement of accounts
published in draft by 31 May following the end of the financial year, with a full audited
version published by 31 July.

6.0

Revenue Budget Implications

6.1

Capital expenditure is not charged directly to the revenue budget, instead the financing
and capital repayment (MRP) is charged in year. The costs net of investment income
are shown as net financing costs in the table below. The table compares the net
financing costs to the net revenue stream (amount funded by Council Tax, business
rates and RSG).

6.2

This indicator has increased substantially over recent years due to two factors:


Net financing costs do not include the income generated from assets acquired
or developed, for example commercial property, car park provision.



Net revenue stream has steadily reduced through government funding cuts to
government funding and restrictions on Council Tax increases

Table 7: Proportion of Financing Costs to Net Revenue Stream

Financing Costs (£m)
Net Revenue Stream (£m)
Proportion of Net Revenue
Stream

2017/18
Actual
£m
4.6
16.1

2018/19
Forecast
£m
8.1
15.9

2019/20
Budget
£m
17.3
16.1

2020/21
Budget
£m
18.5
15.4

2021/22
Budget
£m
22.5
15.2

2022/23
Budget
£m
23.4
15.1

29%

51%

107%

120%

148%

155%

.
6.3

Due to the very long-term nature of capital expenditure and financing, the revenue
budget implications of expenditure and will extend up to 50 years into the future. The
Council links the use of long term borrowing to capital expenditure where the benefits
are also expected to extend into the long term. In particular spend on the transformation
and regeneration of the town centre will have a long term impact and infrastructure works
are hoped to attract further private investment into the Borough.

6.4

The Finance Director is satisfied that the proposed capital programme is prudent,
affordable and sustainable, and that the revenue impacts of the projects included have
been recognised in the budget for 2019/20. The Medium Term Financial Strategy sets
out the impact and pressures on the Council over the next 4 years and the net cost of
subsequent decisions has been assessed separately and will be consolidated in the
March 2019 update. The 2019/20 budget position is an improvement on the MTFS
assumptions and it is expected that during 2019 future government funding will become
clear. The Council has sufficient reserves to manage either a short term downturn in

income, or to allow time to manage budgets to accommodate a permanent reduction in
resource.
7.0

Knowledge and Skills

7.1

The Council employs professionally qualified and experienced staff in senior positions
with responsibility for making capital expenditure, borrowing and investment decisions.
The Finance Director, Financial Services Manager and senior members of the Finance
team are qualified accountants with many years’ experience. The Council has a
Strategic Asset Manager and Estates Management team with experience in managing
properties, and valuation. The Council also has an in-house legal team led by the Head
of Democratic and Legal Services (Monitoring Officer).

7.2

External advisors and consultants are used where the Council does not have the
technical knowledge, experience or skills required. They are also used to supplement
the internal resource if Council staff do not have the capacity to manage the Council’s
requirements.

7.3

The Council supports training towards professional qualifications and for staff to attend
relevant training courses for continued professional development. A management
training programme is also being completed by senior members of staff. There is a
Members’ development programme and the Council has the Charter mark for Member
Learning and Development. Specific training and briefing sessions are organised on
subjects or projects as needs are identified.

