
www.oxford.gov.uk

Supplementary Papers for
Finance Panel 

Wednesday 30 January 2019
5. Capital Strategy 2019/20 - 2023/24  (Pages 3 - 44)

6. Treasury Management Strategy 2019/20  (Pages 45 - 72)



This page is intentionally left blank



.

To: City Executive Board
Date: 12 February 2019
Report of: Head of Financial Services
Title of Report: Capital Strategy 2019/20 – 2023/24

Summary and recommendations
Purpose of report: To present the Capital Strategy for approval.
Key decision: No
Executive Board 
Member:

Councillor Ed Turner

Corporate Priority: Efficient and Effective Council.
Policy Framework: Constitution.

Recommendations:That the City Executive Board resolves to:

Recommend that Council approves: 
The Capital Strategy attached at Appendix A

Appendices
Appendix A Capital Strategy 2019/20 – 2023/24

Introduction and background 
1. Paragraph 18.11 of the Council’s Constitution requires that a Capital Strategy is 

prepared which includes:
a. The principles the Council will follow in its capital planning and management;
b. The methodology for inclusion of schemes within the Capital Programme; 

and
c. The arrangements for the effective management of capital schemes.

2. The CIPFA 2017 Prudential Code introduces a requirement that Councils prepare 
and approve a Capital Strategy.  This requirement includes consideration of non 
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Treasury investments such as Investment Properties and loans to other 
organisations.  The Council’s Capital Strategy has therefore been fully reviewed to 
ensure that the requirements of the CIPFA Prudential Code have been taken into 
account.

3. There is a link between the Capital Strategy and the Treasury Strategy through 
cashflow implications and borrowing strategies.  To aid clarity the Treasury 
Strategy includes all Treasury implications including the Minimum Revenue 
Provision policy and the Capital Strategy is restricted to non-Treasury Management 
matters where possible.

4. The Council continues to have a significant capital investment programme and 
established a methodology for identifying, selecting and monitoring capital projects 
a few years ago.  This methodology has recently been reviewed and is still being 
refined.  An outline of the methodology can be found in the Capital Strategy.

5. The Council believes that capital programme delivery is essential to support the 
services that the Council provides to its customers.  To this end a new Project 
Management Office and associated Project Development Team have been 
constituted and resourced.  The Project and Gateway Process has subsequently 
been fully reviewed and revised.

6. All capital schemes and major projects are assessed and filtered by the Project 
Management Office prior to being passed through to the Operational Delivery 
Group or the Development Board and then through to Corporate Management 
Team.  

7. The Council’s updated Capital Strategy, which is attached at Appendix A, sets out 
the approval process for schemes getting into the Programme as well as the 
governance arrangements in place to manage delivery.  The revised processes (as 
detailed in the Strategy) set out a clearer path for approving a scheme for inclusion 
in the capital programme.  Its aim is to ensure greater clarity about schemes in the 
programme and stronger monitoring, in order to improve delivery and assist in 
prioritisation.

8. The Strategy also sets out the various funding sources available for capital projects 
and how these might change over time.  It also aims to set out the issues the 
Council needs to consider over the medium to long term.

Financial implications
9. The Capital Strategy provides a rationale for evaluating, managing and monitoring 

the Council’s Capital Programme in order to secure delivery of the Programme and 
its objectives in the most cost effective manner.

Legal issues
10. There are no legal implications directly arising from this report.

Level of risk
11. There are not risks directly arising from this report.  Risks to delivery of individual 

projects are identified and monitored as part of the capital scheme approval and 
monitoring process.

Equalities impact 
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12. The procurement of capital works will be undertaken in line with the Council’s 
policies to support the payment of a living wage and making apprenticeship and 
training opportunities available to local people.  Many of the facilities funded out of 
the Capital Programme – such as community centres and social housing – will 
facilitate the narrowing of inequality in Oxford.  There is no requirement to provide 
an Equalities Impact Assessment for this report.

Report author Bill Lewis

Job title Financial Accounting Manager
Service area or department Financial Services
Telephone 01865 252607  
e-mail blewis@oxford.gov.uk

Background Papers: None
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Capital Strategy
1. Purpose

1.1.The Council’s Constitution requires the Head of Financial Services to 
prepare a Capital Strategy which:

a. Sets out the principles the Council will follow in its capital planning.
b. Outlines the methodology for inclusion of schemes within the 

Capital Programme.
c. Sets out the arrangement for management of capital schemes.
d. Identifies the capital schemes to be undertaken over the following 

four financial years and how those schemes will be funded.

1.2.The Chartered Institute of Public Finance and Accountancy (CIPFA) 
Prudential code also requires local authorities to produce a capital 
strategy from 2019/20 onwards.  The strategy demonstrates how the 
Council ensures that capital expenditure decisions are taken in line with 
desired outcomes and consider stewardship, value for money, prudence, 
sustainability and affordability.

1.3.The Capital Strategy document is a key document for the Council and 
forms part of the Council’s integrated revenue, capital, treasury and 
balance sheet planning.  It is a high level document that provides an 
overview of how capital expenditure and capital financing contribute 
towards the delivery of desired outcomes.  To facilitate this it summarises 
the Council’s approach to capital investment and lays out the means by 
which capital schemes are prepared, evaluated and monitored and the 
governance processes around this.  It also includes a narrative of how 
risks associated with capital expenditure are managed.

2. Scope

2.1 The Capital Strategy covers all capital expenditure and capital investment 
decisions for the Council and also those entered into under Group 
arrangements.  The Capital Strategy specifically excludes all investments 
that are entered into under Treasury Management powers; these are 
covered in the Treasury Management Strategy.  The Treasury 
Management Strategy also includes the policy around borrowing to 
finance capital expenditure.

3. Capital Expenditure and Investment

3.1Capital expenditure and investment seeks to provide long-term solutions to 
Council priorities and operational requirements. Expenditure for capital 
purposes therefore gives rise to new assets, increases the value and/or 
useful life of existing assets or, generates an income stream to the Council 
via non treasury investments.
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3.2The following principles have been adopted which are in accordance with 
CIPFA’s new Treasury Management Code of Practice:
 The Council recognises that capital investment in other financial assets 

and property primarily for financial return and not treasury management 
purposes, e.g. loans to companies in support of service outcomes and 
investment property portfolios require careful management and 
monitoring

 The Council ensures that all of its non-treasury investments are 
covered by its Capital Strategy, and sets out, where relevant, the 
Council’s risk appetite and specific policies and arrangements for its 
non-treasury investments.  The risk appetite for these activities may 
differ from that for treasury management

 The Council has compiled a schedule setting out a summary of its 
existing material investments and liabilities including financial 
guarantees together with the Council’s associated risk exposure

4. Links to Other Corporate Strategies and Plans

4.1 The Council has an overarching view of its future direction, Oxford2050, 
which was extensively consulted upon prior to being finalised.  This vision 
can be found on the website:

https://oxford2050.com/

4.2 The Vision has 5 overarching themes:
 Work and learning
 People and communities
 Built and natural environment
 Transport and connectivity
 Culture and leisure

4.3 Supplementing this, the Council has a Corporate Plan which sets out the 
Council’s vision and priorities for the City.

Oxford City Council Corporate Plan, 2016–2020

4.4 The Council’s Corporate Plan 2016-2020 sets out the following five 
strategic priorities:

 A Vibrant and Sustainable Economy
A smart and entrepreneurial city with a thriving local economy 
supported by improved infrastructure, training and skills.

 Meeting Housing Needs
Improving Oxford residents’ access to affordable and high-quality 
homes in good environments that are close to jobs and facilities.

 Strong, Active Communities
Socially cohesive and safe communities

 Clean and Green Oxford
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An attractive and clean city that minimises its environmental impact 
by cutting carbon waste and pollution

 Efficient, Effective Council
A customer focused organisation delivering efficient high quality 
services that meet people’s needs

4.5 An annual statement is then produced:

Oxford City Council Corporate Plan Annual Statement 2017/18

The annual statement describes the achievements of the past year in each 
of the Corporate Plan areas and identifies where the Council will focus its 
priorities in the remaining period of the Corporate Plan (i.e. 2018–2020).

4.6 Aligned to the Corporate Plan are a number of subsidiary and 
complementary plans and strategies. Examples include:

 Medium Term Financial Plan
 Asset Management Plan
 Regeneration Framework
 Treasury Management Strategy
 Oxford Transport strategy
 Housing Strategies
 Green Spaces Strategy
 Community Centres Strategy
 Culture Strategy
 Digital Strategy
 Customer Contact Strategy
 Service Plans

4.7 The operation of all of these strategies and plans is underpinned by the 
Council’s Constitution, in particular the Contract Procedure Rules and the 
Financial Regulations.  Capital resources are directed to those projects 
that optimise the achievement of the overall outcomes as set out in these 
strategies and plans.  The processes adopted are designed to ensure that 
this happens.

5. External Drivers

5.1 In addition to the Council’s own priorities external influence may impact on 
capital decisions, for example central government, Growth Board and 
local enterprise partnership (LEP) priorities and funding requirements and 
the influence of demographic and legislative changes.

6. Setting the Capital Budget

6.1 Identifying Capital Expenditure / Investment Need

The need for a capital project may be identified through one or more of 
the following processes:
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 Service areas prepare plans for the delivery and improvement of their 
services which align with the overall desired outcomes of the Council; 
these may identify any capital investment needed to meet future 
service outcomes;

 The Asset Management Plan and associated property management 
processes highlight deficiencies in the condition, suitability and 
sufficiency of the Council’s existing property portfolio and identify future 
areas of need;

 Housing Management highlight deficiencies in the condition, suitability 
and sufficiency of the Council’s existing housing stock and identifies 
future areas of need;

 The need to respond to Government initiatives and new laws and 
regulations;

 The need to generate a revenue income to contribute to the delivery of 
desired outcomes.

6.2 Assessing Capital Expenditure / Investment Need

6.2.1 Due to competing demands for limited resources, the Council 
prioritises capital investment based on a number of different factors 
such as:
 Its contribution to corporate priorities
 Necessity both in terms of physical Health and Safety and also 

software security
 The extent to which it facilitates delivery of statutory or non-

statutory services
 The ability of the project to leverage additional funding, or secure a 

future income stream
 The affordability of the revenue implications of the project 
 The risk of undertaking / not undertaking the capital expenditure

6.2.2 For capital expenditure in relation to loans to companies and 
investment in property funds these are assessed on the ability to 
provide an income return to the Council.  This is assessed on a risk 
based approach compared to financial return.

6.3 Environmental Considerations in Capital Decision Making

6.3.1 There are many benefits to including sustainability or environmental 
criteria in the decision-making process when it comes to allocating 
capital resources.

6.3.2 “Green” or sustainable procurement can help to develop markets for 
environmentally sound products and services, thereby encouraging the 
market to develop a more sustainable approach which should 
encourage the further development of sustainable products and 
services.

6.3.3 One of our key priorities already demands a reduction of up to 5% 
carbon emissions’ on installed measures. Project Managers are 
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encouraged to consider the installation of measures which are both 
energy efficient and low on carbon emissions in the capital projects for 
which they are responsible.

6.3.4 In making loans to companies in which it has an interest, the Council 
will seek to use its influence to ensure that appropriate environmental 
considerations are reflected in the entities it is lending to.

6.4 Key Questions

6.4.1 The Prudential Code asks three key questions of any investment 
decision: 
 is it prudent;
 is the scheme affordable; and
 will it prove to be sustainable?

Prudence
6.4.2 Prudence is a difficult concept to define. In deciding whether an 

investment decision is prudent there should as a minimum be an initial 
consideration of the relationship between:
 the capital cost and
 the business cost (being the revenue costs associated with the use 

of the asset).

6.4.3 The authority needs to consider whether this choice represents the 
best use of resources having looked at all available options: will buying 
the cheapest now prove to be a false economy?  Above all, the 
authority should be confident that the preferred option is the best value 
for money, and the quality is sufficient to meet the Council’s needs.

6.4.4 Prudence and value for money are also key considerations when 
deciding whether to loan monies to new companies, this will include 
security of the loan and the likely pay back period and length of the 
loan.

6.4.5 Investments in property funds are seen as medium to long term 
investments therefore the value for money is assessed on this basis to 
ensure that over a longer period of time the investment is value for 
money and provides a return to the Council.

Affordability
6.4.6 The question of affordability in relation to capital projects is easier to 

address as the list of cost components is easier to define. Whilst the list 
is not exhaustive it will typically include: 

Capital Costs Revenue costs
Feasibility costs Ongoing rental charges
Initial build/purchase Ongoing facilities 

management charges
Disposal/demolitions/de- Utilities costs
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6.4.7

Feasibility costs may be capitalised provided the scheme leads to the 
eventual construction of an asset, if not, any such costs incurred must 
be charged to revenue. 

6.4.8 Affordability in respect of investments in property funds wil be a 
judgement as to whether the return after taking account of the cost of 
capital is sufficient.

6.4.9 Affordability in respect of investments in companies will need to 
consider the contribution towards the Councils Corporate Objectives as 
well as the financial return and potential dividend.

Sustainability
6.4.10 The third question the Code poses relates to sustainability. In 

assessing whether an investment is sustainable, the authority should 
consider:
 how it fits into any future policy or environmental framework
 the future availability of resources to implement and continue to 

maintain any capital asset arising
 the potential for changes in the need for the asset, e.g.  

demographic developments
 the potential for changes in the nature of the driver, problem, or 

policy the capital expenditure is seeking to address.
 The security on loans made
 The liquidity of investments
 The whole life costs of the project

6.5 Assessing the Impact of Capital Investment on Overall Finances

6.5.1 The assessment of schemes will ensure that the relationship between 
capital accounting, capital and revenue expenditure and treasury 
management are considered by identifying the impact that capital 
investment decisions have on the finances of the authority overall and 
the relative impact on the General Fund and Housing Revenue 
Accounts.

6.5.2 The process of adhering to a strict option appraisal methodology and 
setting prudential indicators will clearly illustrate the revenue impact of 
capital investment decisions. As well as identify alternative solutions.

6.6 Prioritising Investment

commissioning costs
Project management costs 
internal and external

Maintenance (planned 
and reactive)

Fees: Surveyors,   Clerk of 
works

Financing costs

Loans to companies Staffing  implications
Investments in property 
funds

Business Rates
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6.6.1 The Capital Strategy plays an important role in the Council’s service 
planning and budget process. Capital Expenditure projects are 
prioritised and ranked through a scoring methodology aligned to a 
Capital Gateway framework that ensures capital resources are 
specifically targeted towards schemes that best meet and deliver the 
Council’s corporate objectives.  The process includes the production of 
fully costed business case.  Approved schemes are subsequently 
monitored to ensure delivery is on time, within budget and meets the 
projects objectives.  More detail on this is shown in Section 7.

6.6.2 Capital Investments projects such as Loans to companies and 
Investment in property funds are assessed differently, as these are 
prioritised based on the investment return that will be received back to 
the Council.  When considering loans to companies the Council will 
consider any Business Plans available to ensure that the investment is 
sound and that the Councils money is secure.  When considering a full 
review of the fund is undertaken examining factors such as rate of 
return, size of the fund, type and location of property, investors in the 
fund, the credentials of the fund manager and their view of risk, past 
track record and property void rates.  More detail on this is shown in 
Sections 12 and 13.

6.7 How Schemes Get Included in the Capital Programme

6.7.1 The Council believes that capital programme delivery is essential to 
support the services that the Council provides to its customers.  To this 
end a new Project Management Office and associated Project 
Development Team have been constituted and resourced.  The Project 
and Gateway Process has subsequently been fully reviewed and 
revised.

6.7.2 All capital schemes and major projects are assessed and filtered by the 
Project Management Office prior to being passed through to the 
Operational Delivery Group or the Development Board and then 
through to Corporate Management Team.  The structure of the bodies 
involved in capital scheme appraisal can be seen in diagrammatic form 
in Appendix 1.

6.7.3 Once schemes have been approved through the Project and Gateway 
Process (outlined in Section 8 and shown in more detail in Appendix 2) 
they will be presented to Members for inclusion into the draft capital 
programme which is considered alongside the draft Medium Term 
Financial Plan.  Final approval of the capital programme will be at the 
Council meeting in February of each year.

6.7.4 As part of the process of producing a list of potential schemes for the 
capital programme service managers must complete option appraisals 
to determine the most cost effective way to optimise the desired 
outcomes.
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6.7.5 Capital schemes and adjustments to capital scheme budgets can be 
added to the capital programme during the year, however this will be 
by exception and will still need pre-approval through the Project and 
Gateway Process prior to being submitted to Members.

6.7.6 It is recognised that there needs to be a process whereby the Council’s 
customers can have input into what is needed for the City.  The outline 
of how the Council seeks to accommodate this is shown in Appendix 3.

7. Performance Monitoring

Council in-house Capital Schemes.
7.1 Capital expenditure is reviewed for its legitimacy in meeting the definition 

of a capital purpose and reconciled monthly.  Monthly monitoring 
meetings are held between Responsible Officers allocated to deliver 
capital projects and finance staff. For larger projects this may mean the 
setting up of a Project Board with officers and advisors covering a variety 
of expertise, chaired by a lead officer who is responsible for the delivery of 
the project.

7.2 All responsible officers and project managers can obtain monthly financial 
reports via the Council’s Financial Management System, Agresso, 
advising them of current spend against the profiled budget with variances 
shown.  Officers are responsible for providing an outturn forecast for the 
project and reasons for any variance.

7.3Performance of the Council’s Capital Programme is reported to the City 
Executive Board (CEB) via the Quarterly Integrated Report.  Part of the 
new Capital Gateway Process is that there will be additional, more 
detailed, information provided in the Integrated Reports to CEB.  The 
Board Member for Finance and Corporate Assets will also receive a 
detailed update on scheme progress.  

7.4Development Board also review the Capital Programme in detail on a 
monthly basis, and discuss and approve slippage and underspends of 
each of the current schemes. The Head of Financial Service has authority 
to slip projects into the following year or pull a project forward from a 
proceeding year. In cases where a project is forecasting an overspend of 
£250k or more and cannot be funded from other scheme underspends 
then the overspend must be reported to Council.

Loans to Companies and Investments
7.4 This includes capital expenditure such as loans to Council owned 

companies and investments in property funds and other direct property 
investments that are undertaken purely for generating a financial revenue 
or capital return.

7.5 These schemes are included within the Council’s capital programme and 
as such are reported on in the same way as other capital projects.
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7.6 Loans to Companies and Investments in Property Funds will require the 
monitoring of the operations of the borrower / Fund Manager:

 In the case of loans to companies this will take the form of quarterly 
and annual performance and financial monitoring reports to 
Shareholders. The Shareholder can comment on any issue of concerns 
with a recommendation for corrective action where appropriate, with 
the ultimate sanction of loan call in.

 With respect to investment in property funds the performance of the 
fund and fund manager is tracked at half yearly meetings; the ultimate 
sanction for any issues of concern is to call back the investment.

7.7 Where loans to companies have been financed from borrowing, there will 
be no charge to revenue in respect of the principal element of the loan 
whilst the Council is satisfied that the company business plans support 
repayment in line with the agreed terms.  The receipt from the company of 
principal repayments will then be a capital receipt which will be used to 
reduce the capital financing requirement.  Where the Council has 
uncertainty over the repayment of loans, a charge to revenue will be 
made commensurate with the level of risk.

8. Outline of the Gateway Review Process

8.1 Existing Projects and Capital funding bids will pass through a series of 
governance and assurance gateways unless they are specifically 
exempted from this process (see 8.3). The governance and assurance 
gateways are designed to ensure that the bids and a project’s progress 
are monitored and assessed through a robust process aligned to the 
Capital Strategy.

8.2 The Gateway process will require specific documentation to be completed 
and submitted for review and challenge at various stages. As capital 
funding bids are to be submitted by September of any year, and funding is 
approved, ready for release during the new Financial Year (beginning 
April), the documentation requirement will ensure that capital expenditure 
or capital project details and its associated business case are recorded, in 
a consistent manner, so that any scheme can continue with all parties 
understanding the proposed outcomes and costs.

8.3 Some schemes will not become ‘Gateway projects.’ Though the capital 
expenditure will need to be understood for aspects such as vehicle 
replacement or fencing maintenance, these will not be subject to the 
Gateway Process other than the first stage (Proposal). These aspects will 
be managed within Service Areas and be subject to budget monitoring.

8.4 Once a project has been approved, as well as governance and assurance 
gateways, monitoring reports will be required, for review by the 
Development Board.

8.5 Governance arrangements for a project are to be proposed to the 
Development Board, who will revise or ratify the arrangements and make 
recommendations to the Corporate Management Team (CMT). Should 
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responsibility for the project be delegated by the Development Board, the 
delegated authority (typically the Operational Delivery Group) will be 
responsible for the completion of any governance and assurance. 
Monitoring reports regarding the Capital Bid and Projects will continue to 
be submitted for review by the Development Board irrespective of whether 
authority has been delegated or not.

8.6 The Stages of the process are outlined in Section 9 below and detailed in 
Appendix 2.  The financial appraisal of capital projects, which will be 
summarised within the business case document, is detailed in section 11.

9. Options Appraisals, Feasibility Studies and the Gateway Review 
Process

9.0.1 The overall process is shown in diagrammatic form in Appendix 2 and 
the involvement of customers is shown in Appendix 3.

9.1 Stage 1 – Ideas and Proposals

9.1.1 The purpose of this stage is to:
 Set out what the idea is
 Provide supporting information on why this should be prioritised
 Identify resources needed to take it forward into feasibility or 

delivery (small projects)

9.1.2 Ideas are put forward using a Proposal template.  A proposed scheme 
may require feasibility funding and move to the Feasibility stage or may 
move directly to the Design & Specification stage where feasibility 
funding is not required.

9.1.3 In some instances, the scheme may be rejected outright or may be 
added to the pipeline of ideas for future consideration or deliver

9.2 Stage 2 – Feasibility and Initial Design

9.2.1 This stage will require the consideration of Construction Design and 
Management (CDM) and collaborative working to develop the idea.

9.2.2 Feasibility outputs are described using a Business Case template. 
Supporting feasibility reports and documentation should be submitted 
along with the Business Case.

9.3 Stage 3 – Planning, Final Design & Technical Specification

9.3.1 Design and specification will develop the business case and establish 
the requirements and full costs to enable successful delivery of the 
project.

9.3.2 The full business case will enable the ‘Development Board’ to 
determine whether funding commitment should be recommended and 
contracts awarded or whether the project should be held back in favour 
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of another project that better achieves the organisation’s key priorities. 
Supporting reports and documentation should be submitted along with 
the Business Case.

9.3.3 As part of this stage, projects are assessed against the Business 
Assessment Criteria, including financial analysis and assessment (see 
section 11), and are scored using the Budget Prioritisation Criteria (see 
Appendix 4) prior to being put forward for budget approval.

9.4 Stage 4 – Delivery

9.4.1 The project is delivered against the full business case. Periodic update 
reports will enable the current status, risks, and issues relating to 
delivery to be monitored.  The aim is for all projects to be delivered on 
time and within budget.

9.5 Stage 5 – Closure

9.5.1 On completion a closure report will be produced and using this the 
project will be reviewed to assess what went well, what could have 
been done differently and what the challenges were.  This will capture 
key learning so that lessons learned can result in changes to the 
process for new and existing projects.

9.6 Smaller scale and ICT projects

9.6.1 ICT projects will be undertaken for the following reasons:
 Infrastructure improvement
 Data security improvement
 Audit requirement
 Support service improvement (joint business case from ICT and 

service)

9.6.2 A full business case will be produced to determine whether the project 
should be recommended and contracts awarded or whether the project 
should be held back in favour of another project that better achieves 
the organisation’s key priorities.

10.Capital Funding

10.1 There are a number of sources of funding the Council can use to 
finance its Capital Programme. In the past the Council has relied 
heavily on capital receipts to fund its General Fund Programme but 
with limited property available for sale these are gradually being 
eroded. With continuing budgetary pressures being placed on the 
Council’s General Fund the ability to use direct revenue funding is 
reducing and consequently the Council will need to either find 
alternative sources, use prudential borrowing, or curtail its ambitions for 
capital spend.
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10.2 The Council’s Capital Programme is currently funded from the following 
sources:
 Capital Receipts
 Prudential Borrowing
 Developers Contributions e.g. s106 receipts and Community 

Infrastructure Levy (CIL)
 Revenue Contributions
 External funding – Capital Grants and contributions e.g.

o Disabled Facilities Grant – housing adaptations within the private 
sector

 Housing Revenue Account Financing including the Major Repairs 
Reserve

10.3 Capital Receipts

10.3.1 The Council can recycle capital receipts generated from the disposal of 
assets back to fund both General Fund and HRA capital projects. As at 
the 31 March 2018 the Council had £7.9 million of usable capital 
receipts available to fund future capital spend of which £6.9 million is 
ringfenced to schemes that increase the supply of affordable housing.

10.3.2 The City Council owns many assets including investment properties 
and through the Asset Management Plan the continuation of holding 
such assets is reviewed and decisions are taken on whether to:
 Hold and continue to maintain and refurbish them, or
 Dispose of and generate a capital receipt for funding the Capital 

Programme.
Further information on Investment Properties can be found in Section 
12.

10.3.3 The Council has entered into an agreement with the Department for 
Communities and Local Government in which the authority will recycle 
within a rolling 3 year period Right to Buy (RTB) receipts arising from 
“additional” RTB disposals into new social housing dwellings within the 
City.  There are rules around the sum allowed per new social housing 
build project from funding source. However, the Council currently 
anticipates all receipts will be utilised on eligible schemes as and when 
they arise. As at the 31 March 2018 the Council had £6.9 million of 
these receipts.

10.4 Prudential Borrowing

10.4.1 Under the Prudential Framework local authorities are free to make their 
own judgements as to whether new borrowing is affordable and 
prudent, subject to a duty to follow agreed professional principles, 
which are contained within the Prudential Code.

10.4.2 There is approximately £100 million of Prudential Borrowing included in 
the Council’s MTFP over the next four years.  This is to fund the costs 
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of social housing provision, repairs to investment properties, funding 
loans to Council companies plus some operational capital schemes.

10.4.3 Borrowing under the Prudential Framework can be used to finance 
Spend to Save Schemes where the capital investment achieves either 
revenue savings, or facilitates cost avoidance.  Such schemes include 
Seacourt Park and Ride, Waste Transfer Station and the purchase of 
homes for homeless families.

10.4.4 Prudential borrowing to fund capital projects will likely, depending on 
the nature of the capital investment, bring with it the need to make a 
charge to revenue to reflect the cost of borrowing.  The basis for this 
charge, known as Minimum Revenue Provision (MRP) is set out within 
the Council’s Treasury Management Strategy.  This cost, where it is to 
be incurred, will be included the financial appraisal as part of any 
project’s business case.

10.4.5 Prudential borrowing for property fund investments and the making of 
loans to companies does not require an MRP since the loan can 
ultimately be repaid to the Council.  However the value of the 
investment is reviewed annually and should the value deteriorate then 
impairment would need to be charged to the revenue account. 

10.5 S106 Developer Contributions/Community Infrastructure Levy 
(CIL)

10.5.1 Developer contributions and CIL are sought to mitigate the impact of 
developments and to overcome what would otherwise be a potential 
reason to refuse a planning application. Following the introduction of 
CIL the Council primarily seeks S106 contributions to meet the social 
housing targets within current planning policies.

10.5.2 The CIL charging mechanism which largely replaces s106 monies can 
be claimed to fund:
 Community Facilities, 
 Indoor Sports Facilities, 
 Public Open Space, 
 Environmental Improvements, 
 Public Art, 
 Highway measures (inclusive of Park and Ride, Pedestrian 

measures, Cycle Facilities etc.), 
 Education, 
 Libraries, 
 Waste Recycling, 
 Youth Services, 
 Museum Resource Centre and 
 Day Care Provision for Adults.

10.5.3 In order for CIL to work properly strong partnership ties with the 
Council’s public sector colleagues at Oxfordshire County Council, 
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Oxford University, Oxford Brookes University, the Clinical 
Commissioning Group and neighbouring District and Borough Councils.  
Community organisations may need to be established and enhanced 
over time.
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10.6 Revenue Contributions

10.6.1 Revenue funding can be used to directly finance capital expenditure.  
The amount that is available is dependent on other revenue income 
and expenditure and is driven by the Medium Term Financial Plan.  
Revenue Reserves can also be used to supplement the in-year 
funding.  The levels of revenue funding available overall are subject to 
the judgement of the Head of Financial Services (the section 151 
officer) who will assess the necessary levels of general balances and 
earmarked reserves.

10.7 External funding

10.7.1 External funding can be sought to support capital schemes and indeed 
this is to be encouraged since it increases the level of resources 
available to the Council.  However prior to submitting bids for grant 
funding, an assessment of the proposed scheme must be undertaken 
including all revenue implications and conditions of the funding.  The 
Development Board and the Head of Financial Services must agree to 
the capital project and the submission of a funding bid prior to entering 
into any commitment.

10.8 Housing Revenue Account Specific Funding

10.6.1 Capital commitments can be funded from surpluses within the 
Council’s Housing Revenue Account (HRA). The production of a 30 
year HRA Business Plan, which is periodically reviewed, enables the 
funding needs of the Council’s housing stock to be accommodated. 
The amount of surplus is influenced by rents which, for four years from 
1/4/2016, have been limited by Government to a year on year decrease 
of 1%.  This in turn limits the amount of funding available to finance 
capital expenditure

10.6.2 The HRA can utilise prudential borrowing.  The HRA had a debt cap 
from 2012 until recently but this cap has now been abolished by 
Central Government.

10.6.3 The HRA is charged with depreciation which, unlike the General Fund, 
is not reversed out and so is a real charge to the account.  This amount 
is then available through the Major Repairs Reserve for financing new 
capital expenditure.

10.6.4 The resulting HRA Capital Programme provides for renovation and 
improvement of existing housing stock, tower block refurbishment and 
limited estate regeneration. There is limited scope for new housing 
construction.
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11. Financial Assessment of Business Cases

11.1 General

11.1.1 Where proposals are all intrinsically part of the same project, these can 
be combined into one business case.  Where they are distinct i.e. 
benefits will accrue if one part is undertaken but not the other, then 
separate modelling should be undertaken to give the option of taking 
one part without the other.  Where there are potential variations within 
aspects of the project an options appraisal should be undertaken.

11.1.2 For grant funded projects, separate analysis should be undertaken to 
ensure that any benefits outweigh any costs incurred in addition to that 
funded directly by grant.  Grant projects are not risk free and care 
should be taken about the risks fall and the potential impact of those 
risks on the Council or the City.  Projects should be approved prior 
to applying for grant funding.

11.1.3 The purpose of the financial appraisal element of a business case is to:
 identify the financial implications for the project,
 allow comparison of project costs against the forecast benefits,
 ensure the project is affordable; ensure every cost associated with 

the project is considered,
 assess the financial impact of risks associated with the project
 understand the project sensitivities and the potential impact of these
 assess value for money, and
 predict cash flow.

11.2 Financial Analysis

11.2.1 Financial analysis must be undertaken with support from the relevant 
service accountant.  The Financial Analysis must include:
 All marginal Capital and Revenue requirements 
 Impact on the Balance Sheet
 The impact on the Revenue Account
 The impact on cashflows
 Overall affordability and funding

11.2.2 Costs which will no longer be incurred due to the project should be 
included as a benefit and likewise income which will no longer be 
received should be included as a cost.

11.2.3 The Financial Analysis must be undertaken on the basis of a full 
financial cost benefit analysis with all key assumptions identified, 
aiming for as much accuracy as possible.  Costs and benefits should 
exclude VAT where this is recoverable but should include non-
recoverable tax (such as national insurance and corporation tax).  
Financial analysis must be iterative because as the business case is 
developed, earlier work must be revisited to verify the continued 
applicability and valuation of costs and benefits.
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11.2.4 Capital Funding for capital projects must be assumed to be through 
borrowing unless there is specific funding for the project which only 
becomes available to the Council through undertaking the project i.e. 
the construction of a new building which directly frees up another asset 
for sale in which case the capital receipt from that potential sale can be 
used as financing or part-financing.  Where it is proposed to use capital 
funding other than borrowing for financial analysis purposes, this must 
be explicitly agreed by a Finance Manager (the Financial Accounting 
Manager or the Management Accounting Manager).  Where it has been 
agree to use other funding sources in the financial analysis, care must 
be taken over timings and to ensure costs of bridge funding are 
included in the analysis.

11.2.5 The rate of interest to be used for borrowing will be based on PWLB 
rate projections indicated by the life of the asset and the expected 
timing of the funding requirement.  Rates to be used will be set for each 
budget round by the Financial Accounting team.

11.2.6 The period of time each case is assessed over depends on the life of 
the asset / project.  As a guide:
 For capital based projects the assessment should be over the life of 

the asset and should include all costs and benefits for the whole of 
that life;

 For revenue based projects the assessment should be over a 5 
year period.

11.2.7 All costs and benefits must be clearly broken down so that it is clear 
what is included and so that the behaviours of the individual elements 
can be properly assessed and scrutinised.  Costs and benefits with 
different behaviours and / or dependencies should therefore be 
separately identified.  This analysis should be undertaken from both a 
cash and a revenue account perspective.  Detailed workings should be 
available in excel format and all assumptions must be identified.

11.2.8 The overall impact on both the income and expenditure account and 
the impact on the balance sheet should be identified based on the 
analysis.

11.2.9 The following indicators must be provided for the financial cost benefit 
analysis:
 Net Present Value (NPV) 
 Payback period (years)
 Benefit/Cost Ratio
 Internal Rate of Return (IRR)
The NPV, payback period and Benefit / Cost Ratio calculations must 
use a discount rate of 3.5% (as per the Treasury Green Book which is 
the discount rate the Council uses as a standard).  The indicators must 
be calculated using both a cash and a revenue basis.  The payback 
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period should be provided on a discounted and a non-discounted 
basis.
(NB there will be other non-financial costs and benefits and these 
should also be identified in the business case but not as part of the 
financial analysis element.)

11.3 Risk Assessment

A risk assessment should be undertaken using the Council’s standard 
methodology.  The assessment summarises the significant risks 
specifically related to the project and should explain clearly what the 
causes, consequences, controls and mitigations are and how the risks 
are managed.  There are other high level risks inherent in capital 
programmes and these are covered in Section 14.

11.4 Sensitivity Analysis

11.4.1 Sensitivity analysis should be undertaken based on the risks of the 
project and the key assumptions adopted in the financial analysis.  
Sensitivity analysis concerns project risk and looks at alternative 
futures by measuring the impact on project outcomes or assumptions 
of changing values in which there is uncertainty.

11.4.2 The actual sensitivities used may vary from project to project but some 
basic sensitivities should include:
 Costs more than expected by 5%
 Expected savings / income less than expected by 5%
 Costs more than expected by 5% AND expected savings / income 

less than expected by 5%
The NPV and other indicators of each of these scenarios should be 
shown against the baseline case.
Also:

 How much would cost increase / savings need to reduce by to make 
the project unviable

11.5 Business Case Financial Assessment

11.5.1 The key assessment criterion is the NPV measure. IRR can be a useful 
guide but also can be unreliable when comparing projects with different 
cash flows.

11.5.2 The Payback period is useful but normally doesn’t take account of the 
discount factor, hence the need for inclusion of a separate discounted 
payback period.

11.5.3 The sensitivity analysis gives an indication of how the project will fare 
given variations, however judgment will have to be applied on the 
probability of those variations.

11.5.4 Undertaking analysis of the cashflows and revenue impact allows the 
impact on both the profit and the liquidity of the organisation.  It may be 
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that there will be a limit placed on the amount of projects undertaken 
from a strategic perspective based on the cashflow and revenue impact 
and associated risks as well as other non-financial factors (such as 
capacity).

11.6 Standard Models

Standard base models will be developed and revised over time, 
however there can never be a one size fits all approach since all 
projects are different and the assumptions and sensitivities will vary 
from project to project, however some assumptions will be consistent to 
enable comparison between projects.  These standard assumptions will 
be developed and refined over time by the Financial Accounting Team 
within Financial Services and in any case will be reviewed for each 
budget round.  The standard assumptions will include what general 
inflation figures should be used for different types of expenditure and 
income; variations from this can be agreed, however justification for the 
variation would be needed.

11.7 Inclusion of Financial Information in a Business Case Document

Financial analysis of a project is undertaken using excel modelling 
techniques.  It is not appropriate to include this in detail in the Business 
Case for a project.  Instead the key aspects of the financial analysis 
should be summarised, identifying the key factors such as:
 Revenue impact
 Cashflow impact
 Summary of indicators
 Sensitivity impacts

12. Property Investments

12.1 The Council has a substantial portfolio of properties that are held for 
revenue or capital returns and not for service delivery.  The gross book 
value of these properties as at 1st April 2018 was £124.9 million.  Rent 
due to be received in 2018/19 is £9.3 million which is 7.45% of the 
book value.  The risk of voids has been assessed by the property team 
on an individual property basis which gives a total percentage risk of 
future void properties of 19.3% which would amount to £1.8 million.  
The highest impact is from the retail and restaurant sector.  A high level 
summary is shown in Appendix 5.  Future expenditure of £9.5 million 
over 2019/20 to 2020/21 is anticipated to refurbish investment 
properties.

12.2 In recent years the Council has looked to purchase property where 
returns are greater than the capital cost of the original investment. 
Capital spend has focused on:
 Indirect property investments through the fund managers Lothbury 

and CCLA - £10 million
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 Purchase of properties for homeless families via investment fund 
managers Resonance, managed by St Mungos Broadway - £10 
million, with £5 million match funded by Big Society Capital

 Investment and development of its existing commercial property 
portfolio in excess of £10million

12.3 Property Fund Investments are Treasury investments and as such are 
covered by the Treasury Management Strategy.

12.3 In the main capital spend is financed from prudential borrowing with 
borrowing costs falling on the revenue account.  Prudential borrowing 
will generally attract a cost of capital of around 6% inclusive of the 
Minimum Revenue Provision (MRP).  The MRP Policy is contained in 
the Treasury Management Strategy.

13. Loans to Companies

13.1 In response to reducing resources the Council has looked to new 
delivery models to maintain service provision and continue its 
significant capital investment in the City which levers in other partners 
and innovative financing. These new delivery models include:

13.2 Barton LLP

13.2.1 In 2011 the City Council entered into a partnership with the property 
developer Grosvenor to undertake the development of a 94 acre 
residential led scheme to the North East of Oxford, Barton Park.

13.2.2 Planning permission has been secured for 885 homes (354 affordable) 
alongside a primary school, food store, community hub and park.

13.2.3 The authority has contracted to purchase the 354 affordable dwellings 
which it will transfer to its Housing Company.

13.3 Oxford Housing Company Ltd

13.3.1 The City Council approved the establishment of a group of wholly 
owned housing companies in March 2016 and Oxford City Housing 
Limited (OCHL) (The Holding Company), Oxford City Housing 
(Investment) Limited (OCHIL) and Oxford City Housing (Development) 
Limited (OCHDL) were incorporated in 2016.

13.3.2 The Companies’ business plan includes the purchase of the 354 
Barton Park properties. There is the potential to expand this 
programme further to bring forward new sites, subject to additional 
funding capacity and project viability. 

13.4 Oxpens West End Development Company Limited (OxWED)

13.4.1 In January 2016 the Council entered into a joint venture with Nuffield 
College forming OXWED. The company acquired land from London 
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and Continental Railways and following a period of master-planning will 
procure a development partner, complete land assembly, and bring 
forward a scheme of comprehensive development comprising a new 
mixed use neighbourhood with business space and affordable and 
market homes.

13.4.2 The Council has also transferred its own related land holdings into the 
company at market value.

13.5 Oxford Direct Services

13.5.1 In 2017 the Council formed two wholly owned companies:
 Oxford Direct Services Limited, a Teckal company largely providing 

services back to the Council and 
 Oxford Direct Service Trading Limited, a Trading Company which 

initially is limited to commercial waste collection but in future will 
expand to include all external trading activity

13.5.2 The two companies became operational on 1st April 2018.

13.5.3 The Council will remain the owner of all assets that the companies will 
utilise to deliver their services, including vehicles and depots.  These 
assets will be leased to the company at commercial rates over the life 
of the assets.

13.6 Loans to the Companies

13.6.1 As at 1st April 2018 the Council had given the following loans to the 
companies:
 £1.05 million to OCHIL for the purchase of 7 properties from the 

Housing Revenue Account
 £6.50 million to OxWED for the purchase of land from London and 

Continental Railways
 £0.10 million to OxWED for working capital

13.6.2 The Council is due a payment for some land at Barton that it has made 
available to Barton LLP.  This is valued at £1.17 million as at 1st April 
2018 and increases in value at a rate of 5% per annum.

13.6.3 Further loans have been granted during 2018/19:
 £1.23 million to OCHIL for the purchase of Barton properties
 £4.16 million to OxWED for the purchase of land from the Council

13.6.4 There are plans for further loans to the Housing Company to the value 
of £48 million over financial years 2019/20 to 2023/24.

13.6.5 The Council either holds the land and property relating to the capital 
loans as collateral or has the ability to place a charge on the property.  
The Council ensures that due diligence is undertaken in all aspects of 
these new service delivery models and any commercial activities.  The 
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business plans of the Companies are monitored and if there is 
uncertainty over the repayment of these loans, the Council will make a 
charge for impairment to its revenue account.  Currently the Council 
does not consider that there is any significant risk of non payment of 
these loans.

13.6.6 Any loan for capital purposes to a company in which the Council has 
an interest is categorised as capital expenditure by the Council.  This 
means that the Council can take out external borrowing to fund the 
loans as necessary.  The Council could fund such loans from many 
sources; however, the majority will be funded from internal and external 
borrowing.  The Council will not make any MRP provision in respect of 
loans to a Company in which it has an interest on the basis that the 
loan will be repaid in full on the agreed terms. The Council will 
undertake these loans under powers other than its Treasury 
Management investment powers.

13.6.7 Interest rates charged on the loans will be set with reference to:
 The level of collateral;
 An assessment of the credit worthiness of the company; and
 State Aid rules

13.6.8 Loan agreements will be put in place for any loans to Companies in 
which it has an interest.  The agreements will detail:
 The general terms under which the loan is advanced;
 Loan repayment requirements;
 What security there is on the loan with reference to collateral; and
 Any loan covenants that must be adhered to.

14.Risk Management

14.1 Risk is the threat that an event or action will adversely affect the 
Council’s ability to achieve its desired outcomes and to execute its 
strategies successfully.

14.2 Risk management is the process of identifying risks, evaluating their 
potential consequences and determining the most effective methods of 
managing them and/or responding to them. It is both a means of 
minimising the costs and disruption to the organisation caused by 
undesired events and of ensuring that staff understand and appreciate 
the element of risk in all their activities.

14.3 The aim is to reduce the frequency of adverse risk events occurring 
(where possible), minimise the severity of their consequences if they 
do occur, or to consider whether risk can be transferred to other 
parties. The corporate risk register sets out the key risks to the 
successful delivery of the Council’s corporate aims and priorities and 
outlines the key controls and actions to mitigate and reduce risks, or 
maximise opportunities.
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14.4 To manage risk effectively, the risks associated with each capital 
project need to be systematically identified, analysed, influenced and 
monitored.

14.5 It is important to identify the appetite for risk by each scheme and for 
the capital programme as a whole, especially when investing in capital 
assets held primarily for financial returns. Under the CIPFA Prudential 
Code these are defined as investments and so the key principle applies 
of control of risk and optimising returns consistent with the level of risk.

14.6 The Council accepts there will be a certain amount of risk inherent in 
delivering the desired outcomes of the Oxford2050 Vision. The Council 
seeks to keep the risk of capital projects to a low level whilst making 
the most of opportunities for improvement. Where greater risks are 
identified as necessary to achieve desired outcomes, the Council 
seeks to mitigate or manage those risks to a tolerable level. All key 
risks identified as part of the capital planning process are considered 
for inclusion in the corporate risk register.

14.7 In producing its capital plans, the Council will ensure that its approach 
to commercial activities is proportional to its overall resources so that 
undue risk is not placed on the Council’s future financial position.

14.8 The Following risks should be included in the Project Risk Assessment:

 Credit Risk
This is the risk that the organisation with which the Council has 
invested capital monies becomes insolvent and cannot pay the 
investment returns or complete the agreed contract. Accordingly, the 
Council will need to ensure that robust due diligence procedures cover 
all external capital investment. Where possible contingency plans will 
be identified at the outset and enacted when appropriate.

 Liquidity Risk
This is the risk that the timing of any cash inflows from a project will be 
delayed, for example if other organisations do not make their 
contributions when agreed.  This also includes the risk that the cash 
inflows will be less than expected.

 Legal and Regulatory Risk
This is the risk that changes in laws or regulation make a capital project 
more expensive or time consuming to complete, make it no longer cost 
effective or make it illegal or not advisable to complete. Before entering 
into capital expenditure or making capital investments, the Council 
must understand the powers under which the investment is made. 
Forthcoming changes to relevant laws and regulations must be kept 
under review and factored into any capital bidding and programme 
monitoring processes.

 Interest Rate Risk
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Interest rate risk must be considered at a project level where there are 
potential project level impacts, for instance through contractual 
conditions or through the effect on expected returns from the project.

 Inflation Risk
Inflation risk must be considered at a project level where there are 
potential project level impacts, for instance through contractual 
conditions or through the effect on expected returns from the project.

 Fraud, Error and Corruption
This is the risk that financial losses will occur due to errors or fraudulent 
or corrupt activities. Officers involved in any of the processes around 
capital expenditure or funding are required to follow the Council’s 
policies and procedures.

14.9 The Following risks are considered at a Corporate level as part of the 
overall capital and revenue budgeting process:

 Interest Rate Risk
This is the risk that interest rates will move in a way that has an 
adverse effect on the value of capital expenditure or the expected 
financial returns from a project.  Interest rates will be reviewed as part 
of the on-going monitoring arrangements to identify such adverse 
effects.  As far as possible exposure to this risk will be mitigated via 
robust contract terms and when necessary contract re-negotiations.

 Exchange Rate Risk
This is the risk that exchange rates will move in a way that has an 
adverse effect on the value of capital expenditure or the expected 
financial returns from a project. Where relevant, exchange rates will be 
reviewed as part of the on-going monitoring arrangements to identify 
such adverse effects. As far as possible exposure to this risk will be 
mitigated via robust contract terms and when necessary contract re-
negotiations.

 Inflation Risk
This is the risk that rates of inflation will move in a way that has an 
adverse effect on the value of capital expenditure or the expected 
financial returns from a project. Rates of inflation will be reviewed as 
part of the on-going monitoring arrangements to identify such adverse 
effects. As far as possible exposure to this risk will be mitigated via 
robust contract terms and when necessary contract re-negotiations.

15. Other Considerations

Capital Schemes must comply with legislation, such as the Disability 
Discrimination Act, the General Data Protection Regulations (GDPR), 
building regulations etc.
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Appendix 1
Capital Scheme and Major Projects Appraisal Structure
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Appendix 2
Capital Scheme and Major Projects Appraisal Process

35



Appendix A

3036



Appendix A

31

Ideas and Proposals
Ideas come from different places – team plans, members, strategies, 
service/action plans, people in the community, reviews and audits
The purpose of this stage is to:

 Set out what the idea is
 Provide supporting information on why this should be prioritised
 Identify resources needed to take it forward into feasibility or delivery 

(small projects)
Ideas are put forward using a Proposal template.
A proposal document will outline the scheme in just enough detail to enable 
the Development Board or Operational Delivery Group (ODG) to make a 
recommendation to the Corporate Management Team (CMT) to make the 
decision to proceed.
A proposed scheme may require feasibility funding (controlled by the 
Development Board) – and move to the Feasibility stage – or may move 
directly to the Design & Specification.stage where feasibility funding is not 
required.
In some instances, the scheme may be rejected outright or may be added to 
the pipeline of ideas for future consideration or deliver

 Note: A Proposal form should be used where 'match funding' financing 
is required. Using this template and submitting the information to the 
Development Board will enable the idea and budget to be considered 
and approved. Where there are short deadlines for funding, rather than 
wait for the next Review Group or Development Board meeting, an 
exceptional meeting would be appropriate.

 Where a project is managed by an external party, e.g. Oxfordshire 
County Council, the project should be described using the Proposal 
template. This should incorporate the City Council's financial 
commitment so that the idea and budget can be considered and 
approved.  A City Council Lead Officer should be appointed, so that the 
project may be tracked in terms of progress and expenditure.

Summary
Output: proposal with funding requirements for feasibility identified as well 

as who will be involved

Support: PMO

Approval route: Development Board or ODG with sign off by CMT

Evaluation: Does the proposed project meet corporate priorities? Is it essential 
work? Will it generate income or lead to service improvement? 
Does it make a difference to local communities?
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Feasibility & Options Appraisal and Design & Specification
This stage is about developing the idea/proposal and identifying any issues 
that need to be overcome or may prevent your project progressing
Large capital projects
Phase 1: Feasibility and initial design
This stage will require the consideration of Construction Design and 
Management (CDM).
Collaborative working to develop the idea (cross-functional teams)
Feasibility outputs are described using a Business Case template. Supporting 
feasibility reports and documentation should be submitted along with the 
Business Case.
Feasibility work undertaken will enable the ‘Development Board’ to 
understand if a project is feasible and viable and whether the project should 
progress into detailed design.
In order to do so may take many weeks or months and may require 
assistance from Oxford Direct Services or externally procured professional 
services.
External funding sources may be identified at this stage
An outline Business Case is to be produced at the end of this stage.
Smartsheet ‘Project Updates’ will be issued during this stage
Summary
Output: Outline Business Case

Support: PMO

Approval route: Development Board with sign off by CMT

Evaluation: Is the proposed project feasible, viable and deliverable? Does the 
proposed project continue to meet corporate priorities? Is it still 
essential work? Will it still generate income or lead to service 
improvement? Does it still look like it will make a difference to local 
communities?
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Phase 2: Planning, final Design & Technical Specification
Design and specification will develop the business case and establish the 
requirements and full costs to enable successful delivery of the project.
The full business case will enable the ‘Development Board’ to determine 
whether funding commitment should be recommended and contracts awarded 
or whether the project should be held back in favour of another project that 
better achieves the organisation’s key priorities. Supporting reports and 
documentation should be submitted along with the Business Case.
A full Business Case is to be produced
Smartsheet ‘Project Updates’ will be issued during this stage
Funding: The Council has a defined process for agreeing the budget for the 
next financial year. 

Summary
Output: Full Business Case

Support: PMO

Approval route: Development Board with sign off by CMT

Evaluation: Is the proposed project still viable and deliverable? Does the 
proposed project continue to meet corporate priorities? Is it still 
essential work? Will it still generate income or lead to service 
improvement? Does it still look like it will make a difference to local 
communities?
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Smaller scale and ICT projects
For ICT projects:

 Infrastructure improvement
 Data security
 Audit requirement
 Support service improvement (joint business case from ICT and 

service)
Design and specification will develop the business case and establish the 
requirements and full costs to enable successful delivery of the project.
The full business case will enable the ‘Operational Delivery Group to 
determine whether funding commitment should be recommended and 
contracts awarded or whether the project should be held back in favour of 
another project that better achieves the organisation’s key priorities.
A full Business Case is to be produced
Smartsheet ‘Project Updates’ will be issued during this stage
Summary
Output: Full Business Case

Support: PMO

Approval route: Operational Delivery Group with sign off by CMT

Evaluation: Is the proposed project viable and deliverable. Does the proposed 
project meet corporate priorities? Is it essential work? Will it 
generate income or lead to service improvement? Does it look like 
it will make a difference to local communities?

Delivery
The project is being delivered against the full business case. Periodic update 
reports will enable the ‘Development Board’, ‘Operational Delivery Group’ and 
‘Corporate Management Team’ to monitor costs, current status, risks, and 
issues relating to delivery.
Using a more agile approach, projects will be delivered on time and within 
budget.
Smartsheet ‘Project Updates’ will be issued during this stage
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Closure
On completion, the project will be reviewed to assess what went well, what we 
could have done differently, what were the challenges and to capture key 
learning.
Lessons learned may result in changes to the process for new and existing 
projects.
A Closure report  is to be produced.
Supporting reports and documentation should be submitted along with the 
Closure Report.
Summary
Output: Closure Report

Support: PMO

Approval route: Development  Board or Operational Delivery Group with sign off by 
CMT

Evaluation: What lessons have we learned and what should we now put in 
place?

All other activity, where capital funding is required, should be described using 
a Project Brief template to enable information to be captured in a consistent 
manner. Capital ‘Gateway projects’ will be required to complete, as a 
minimum, three documents (over the course of the project) that will apply at 
the various stages from concept through to completion. Where external 
procurement is required, a fourth document will be required.
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Appendix 3
Customer Involvement in Capital Schemes and Major Projects
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Appendix 4
Budget Prioritisation – Scoring Guidance for Capital Bids
Criteria

Very High (Major contribution to 2 or more key outcomes
Medium to High (Major contribution to 1 key outcome)
Medium (Some contribution to 2 or more key outcomes
Low to Medium (Some contribution to 1 key outcome
Low (Indirectly supports at least 1 key outcome
None (No contribution to key outcomes)

Essential to councils core business - council cant function without it
Loss of efficiences/revenue or increased costs

Doesn’t effect existing infrastructure of council

Very High Risk (Complete loss of statutory service)
High Risk (Partial loss of statutory service, complete loss of discretionary service)
Medium Risk (Partial loss of discretionary service, worsening statutory service)
Low Risk (Deterioration in services, more complaints)
Very Low Risk (No improvement in customer satisfaction levels)
No Risk (No discernible impact forseen, low levels of complaint continue) 

Priority Level This is the total score across all criteria

Risk Factor

This score adds a weighting to Capital Bids based on a risk assessment of not undertaking the capital 
scheme:

10 =
8 =
6 =
4 =
2 =
0 =

Revenue 
Implications

This score assesses the Capital Bids in regard to whether there are any resulting revenue implications:

 10 Points – Income is generated or revenue savings achieved

 4 Points – There are no additional revenue implications

 2 Points – There are revenue costs but funding is already in place

 0 Points – There are revenue costs with no funding identified

Funding Available

This score adds a weighting for schemes that have earmarked funding available and/or have an ability to attract 
external funding e.g. grant aid or generate capital receipts:

 10 Points -100% external funding is available 

 4 Points – 51% - 99% external funding is available

 2 Points – Up to 50% external funding is available

 0 Points – No funding has been identified

Small Scheme 
Weighting

This score adds weighting to lower value bids:

 4 Points – for schemes under £50,000

 2 Points – for schemes between £50,000 - £99,000

 0 Points – for schemes in excess of £100,000

Maintenance  
existing 
infrastructure in 
terms of security 
and functionality

10
5

0

Statutory / Non-
Statutory/ Health 
and Safety

This score adds a weighting to services/bids which have a statutory element:

     10 Points – Project has a statutory requirement

    5 Points– Services that are based on statutory/health and safety duties but where there is some degree 
of discretion about how the function is carried out

 0 Points – Services where the Council can exercise complete discretion

Scoring Method

Contribution to 
Corporate 
Priorities 
including ICT 
related priorities

Score each one out of 10 based on the contribution made to each of the Council’s corporate objectives, where:
10 =
8 = 
6 = 
4 = 
2 = 
0 = 
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Appendix 5

Investment Properties

Nature of asset Gross 
Book Value

2018/19 
rent

Rent 
as % 

of 
Capital 
Value

Headline 
Risk of 

Void (%)

2018/19 
rent at 

risk

% of 
Total 

annual 
rent at 

risk

 £ £ % % £ %
       
Cultural (hall / cinema / theatre) 3,762,500 314,250 8.35% 30.42% 95,600 1.03%
Farm /Agricultural & Grazing 
Land 1,993,500 16,163 0.81% 4.15% 670 0.01%
Hotels & Hostels 7,727,651 578,650 7.49% 7.38% 42,725 0.46%
Housing Estate Shops 5,375,189 677,810 12.61% 20.32% 137,749 1.48%
Land 10,088,005 288,596 2.86% 4.09% 11,806 0.13%
Market Stalls 8,805,467 1,375,335 15.62% 19.69% 270,776 2.91%
Offices 16,418,147 1,358,876 8.28% 9.63% 130,879 1.41%
Public House 2,320,000 157,875 6.80% 9.95% 15,714 0.17%
Residential Properties 4,269,491 164,120 3.84% 30.19% 49,555 0.53%
Restaurants 21,039,183 1,537,350 7.31% 19.57% 300,865 3.24%
Retail Units 41,549,732 2,715,155 6.53% 24.69% 670,360 7.21%
Warehouse / Workshop 1,554,553 116,000 7.46% 56.29% 65,300 0.70%
       
Total 124,903,419 9,300,179 7.45% 19.27% 1,791,998 19.27%
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.

To: City Executive Board
Date: 12th February 2019
Report of: Head of Financial Services
Title of Report: Treasury Management Strategy 2019/20

Summary and recommendations
Purpose of report: To present the Council’s Treasury Management Strategy 

for 2019/20 together with the Prudential Indicators for 
2019/20 to 2022/23

Key decision: Yes
Executive Board 
Member:

Councillor Ed Turner, (Deputy Leader) Finance and 
Corporate Assets

Corporate Priority: None
Policy Framework:
Recommendations: That the City Executive Board resolves to:

Recommend that Council approves: 
1. The Treasury Management Strategy 2019/20 as set out in paragraphs 15 to 

60 and the Prudential Indicators for 2019/20 – 2022/23 as set out in 
Appendix 2;

2. The Borrowing Strategy at paragraphs 23 to 35;
3. The Minimum Revenue Provision (MRP) Statement at paragraphs 36 to 37 

which sets out the Council’s policy on charging borrowing to the revenue 
account; and

4. The Investment Strategy for 2019/20 and investment criteria as set out in 
paragraphs 38 to 59 and Appendix 1.

Appendices
Appendix 1 Credit and Counterparty Risk Management
Appendix 2 Prudential Indicators 2019/20 – 2023/24
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Summary
1. The Council’s Treasury Management Strategy has been written in accordance with 

the revised CIPFA Prudential Code and the revised CIPFA Treasury Management 
Code of Practice.  

2. The report presents the Council’s prudential indicators for 2019/20 – 2023/2024. 
Notable indicators include capital expenditure and borrowing limits as these are 
areas of significant activity.

3. The average value of investments during the calendar year to 31st December 2018 
was £102.2m.  The actual daily value fluctuated between £78.5m and £120.0m.  
This is an increase on the previous calendar year, when average balances were 
£93.7m and daily values ranged from £72.9m to £106.2m.  

4. All external debt as at 31 March 2018 (£198.5m) relates to the Housing Revenue 
Account self-financing debt taken out in 2012 which is held at fixed rates with 
varying fixed periods to maturity.

5. The Council’s General Fund Capital Programme over the next four years is funded 
from a combination of government grants, capital receipts, revenue, Community 
Infrastructure Levy and prudential borrowing.  However, due to the scale of 
investment over the period to 2023/24, including the loans to the Council’s Housing 
Company (£47.9m), the level of prudential borrowing will increase to over £343.8 
million in 2023/24 from the projected £247.4 million at the end of 2018/19.  
Borrowing from internal resources will be maximised, however much of the 
borrowing will need to be from external resources with anticipated external 
borrowing increasing from £198.5 million to £229.5 million in 2023/24.  The Housing 
Capital Programme is largely funded directly from council house rents.

6. The CIPFA Prudential Code and the CIPFA Treasury Management Code of Practice 
were revised in late 2017 and have to be fully adopted from 2019/20 onwards.  The 
codes include a requirement to produce a Capital Strategy (which the Council 
already did) and included additional requirements for this and also for non-Treasury 
Investments.  In order to maintain the clarity between Treasury and non-Treasury 
Management Activity, all non Treasury Investments are covered by the Capital 
Strategy.

7. All Prudential Indicators continue to be covered together in the Treasury Strategy.  
This will allow the indicators to be seen as a whole and in the context of Treasury 
Management activity to which they are closely related.  There are, however, some 
cross-overs to areas covered by the Capital Strategy. 

8. The Prudential Indicators have been revised in line with the revised Codes of 
Practice.  Additional disclosures are included to cover the Government’s focus on 
“commercial activities” and non-financial investments such as loans to the Council’s 
Companies and expenditure on investment properties.  This focus has occurred due 
to some Councils (which have been featured in the press) incurring substantial 
expenditure buying investment properties to support their revenue budgets.
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9. The MRP Statement has been amended to clarify the position in relation to assets 
leased to Oxford Direct Services Ltd.

10.Revised reporting is required for the 2019/20 reporting cycle due to revisions of the 
MHCLG Investment Guidance, the MHCLG Minimum Revenue Provision (MRP) 
Guidance, the CIPFA Prudential Code and the CIPFA Treasury Management Code 
and to this end amendments have been made to include all of the requirements 
within the Council’s strategies.

Banking and Treasury Management Arrangements in relation to the Companies
11.The Company Boards approved that the bank accounts relating to the Council’s 

wholly owned companies are grouped with the Council’s bank accounts for the 
purposes of cash flow management and investment.  The Boards of the Companies 
adopted Treasury Management principles in line with the Council’s Treasury 
Management Strategy.  This has the following advantages:

 The cashflows of the companies can be managed within the Council’s current 
arrangements for treasury management

 Overdrafts do not need to be arranged and paid for either for the Companies’ 
bank accounts

 Working capital draw down can be minimised based on actual cashflow 
required to balance the accounts to nil (calculated on a notional basis with no 
or limited need for cash transfers)

 Adoption of the Council’s Treasury Management principles, means that the 
Companies can earn interest on any positive balances in line with that 
achieved by the Council (excluding investments in property funds)

 There is no need for the Companies to comply separately with MiFID II to 
undertake investments under a professional status; due to the lack of 
treasury management history and an investment portfolio that does not meet 
the minimum levels, professional status would not be able to be achieved, 
thus limiting investment options

 The Council does not need to apply for Financial Conduct Authority, (FCA) 
registration and therefore does not need to incur the additional costs of doing 
so.  Additional costs would be chargeable to the Companies, but is an 
unnecessary additional expense which has been avoided due to agreement 
being reached on Treasury Management principles and processes.

Loans to the Council’s Companies
12.Over the life of the Council’s Medium Term Financial Strategy it is assumed that the 

Council will give loans to the Council’s Housing Company to the value of around 
£48 million.  Whereas these are not Treasury investments, there is however a 
positive impact on the Council’s net investment income due to a markup being 
charged on the loans of at least 1%.  As at the end of December 2018 the Council 
had loans outstanding to Oxford West End Developments (OxWED) of £10.8 million 
and to the Housing Company of £1.1 million with interest due on these of £740k per 
annum.

Interest and Economic Outlook
13.The future trend is for gilt yields, and consequently PWLB rates, to rise, albeit 

gently.  Rising bond yields in the US have also caused some upward pressure on 
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bond yields in the UK and other developed economies, however, the degree of that 
upward pressure has been dampened by how strong or weak the prospects for 
economic growth and rising inflation are in each country, and on the degree of 
progress towards the reversal of monetary policy away from quantitative easing and 
other credit stimulus measures.  From time to time, gilt yields, and therefore PWLB 
rates, can be subject to exceptional levels of volatility due to geo-political reasons, 
sovereign debt crisis, emerging market developments and sharp changes in 
investor sentiment.  Such volatility could occur at any time during the forecast period 
and as such, given that the Council is projecting a need to borrow over the term of 
the MTFP, PWLB interest rate are closely monitored in case earlier borrowing 
becomes advantageous.  Economic and interest rate forecasting remains difficult 
with so many external influences weighing on the UK.

14. It is unlikely that the Monetary Policy Committee of the Bank of England will 
increase Bank Rate in February 2019 ahead of the deadline in March for the EU 
exit.  The next increase in Bank Rate is therefore being forecast for May 2019 with 
possible further rises in February and November 2020, ending up at 2.0% in 
February 2022.  If there is a disorderly exit from the EU, then it is possible that credit 
rating agencies could downgrade the sovereign rating for the UK from the current 
level of AA.  If this were the case then the likelihood would be that the UK would be 
rated as AA-, although it could go lower.  If there is a disorderly exit then it is 
probable that interest rates will become volatile to react to impacts on the economy, 
whether that be higher to control inflation of lower to reduce the risk of recession.
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Treasury Management Strategy Statement

Background
15.The Council is required to operate a balanced budget, which broadly means that 

cash raised during the year will meet cash expenditure. Part of the treasury 
management operation is to ensure that this cash flow is adequately planned, with 
cash being available when it is needed.  Surplus monies are invested in low risk 
counterparties or instruments commensurate with the Council’s low risk appetite, 
providing adequate liquidity initially before considering investment return.

16.The second main function of the treasury management service is the funding of the 
Council’s capital plans.  These capital plans provide a guide to the borrowing need 
of the Council, essentially the longer-term cash flow planning, to ensure that the 
Council can meet its capital spending obligations. This management of longer-term 
cash may involve arranging long or short-term loans, or using longer-term cash flow 
surpluses. On occasion, when it is prudent and economic, any debt previously 
drawn may be restructured to meet Council risk or cost objectives.

17.The contribution the treasury management function makes to the authority is critical, 
as the balance of debt and investment operations ensure liquidity or the ability to 
meet spending commitments as they fall due, either on day-to-day revenue or for 
larger capital projects.  The treasury operations will see a balance of the interest 
costs of debt and the investment income arising from cash deposits affecting the 
available budget.  Since cash balances generally result from reserves and 
balances, it is paramount to ensure adequate security of the sums invested, as a 
loss of principal will in effect result in a loss to the General Fund Balance.

18.Whilst any commercial initiatives or loans to third parties will impact on the treasury 
function, these activities are generally classed as non-treasury activities, arising 
usually from capital expenditure, and are separate from the day to day treasury 
management activities.

19.CIPFA defines treasury management as:
 “The management of the local authority’s borrowing, investments and cash flows, 
its banking, money market and capital market transactions; the effective control of 
the risks associated with those activities; and the pursuit of optimum performance 
consistent with those risks.”

20.Revised reporting is required for the 2019/20 reporting cycle due to revisions of the 
MHCLG Investment Guidance, the MHCLG Minimum Revenue Provision (MRP) 
Guidance, the CIPFA Prudential Code and the CIPFA Treasury Management Code.  
The reporting changes include the introduction of the requirement to approve a 
capital strategy (which the Council produced in a slightly different form previously), 
to provide a longer-term focus to the capital plans, and greater reporting 
requirements surrounding any commercial activity undertaken under the Localism 
Act 2011.  The capital strategy is being reported separately and includes the 
additional requirements introduced with these changes.
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Treasury Management Advisors
21.Treasury advice and market information is provided by Link Asset Services, formerly 

known as Capita Asset Services.  A procurement exercise was undertaken during 
2018 and the contract was awarded to Link Asset Services in September 2018 for 3 
years with an option to extend for a further 2 years. The information provided by 
Link Asset Services that is used for making investment decisions is outlined further 
on in this report and in associated appendices.

22.The Council recognises that responsibility for treasury management decisions 
remains with the organisation at all times and will ensure that undue reliance is not 
placed upon the services of our external service providers. All decisions will be 
undertaken with regards to all available information, including, but not solely, our 
treasury advisers.

Borrowing and Debt
23.Under the Prudential Code, individual authorities are responsible for deciding their 

level of borrowing.  The system is designed to allow authorities with an affordable 
borrowing requirement, to borrow in order to pay for capital investment.

24.The arrangements also facilitate ‘invest to save’ schemes where they are affordable, 
prudent and sustainable.

25.The parameters for determining the level of prudential borrowing are:
 A balanced revenue budget that includes the revenue consequences of any 

capital financing i.e. interest, debt repayment and  running costs of any new 
project; and 

 That the impact of the Authorised Borrowing Limit on Council Tax or council 
rents is reasonable.

26.The draft Capital Programme for 2019/20 to 2023/24, which appears elsewhere on 
the Agenda; includes the following expenditure which is currently planned to be 
financed by borrowing:
 £47.9 million loans to the Housing Company, primarily to finance the purchase of 

New Build homes for Affordable Housing at Barton and other housing;
 £9.6 million for the acquisition or refurbishment of Investment Properties that will 

generate additional  revenue income; and
 £26.2 million to finance HRA capital expenditure.

27.The S151 officer has delegated authority to determine the need for external 
borrowing taking into account prevailing interest rates and associated risks.  
Borrowing may be undertaken to fund the approved Capital Programme or to fund 
future debt maturities and a combination of long-term and short-term fixed and 
variable rate borrowing may be considered which may include borrowing in advance 
of future years’ requirements.  In using the delegated authority, the S151 Officer will 
take into account the following factors:

 The on-going revenue liabilities created, and the implications for the future 
plans and budgets;

 The economic and market factors that might influence the manner and timing 
of any decision to borrow;
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 The pros and cons of alternative forms of funding including internal 
borrowing;

 The impact of borrowing in advance on cash balances and the consequent 
increase in counterparty risk.

28.Council officers, in conjunction with the Council’s treasury advisors, Link Asset 
Services, monitor prevailing interest rates and market forecasts, thereby allowing 
the Council to respond to any changes that may impact on the timing and manner of 
borrowing decisions, to ensure these are optimised.

29.The Council currently has £198.5m of external debt held at fixed rates with varying 
maturity terms up to 2057.  This debt relates to the Council’s housing stock within its 
HRA.  The first repayment, of £20 million, is due in 2020/21.  It is currently 
anticipated that debt to the same value will be taken out in order to replace the debt 
repaid. The first repayment of this debt, in the sum of £20 million, will now take 
place in 2025-26.

30.The Council’s Capital Financing Requirement (CFR) is an indication of the Council’s 
underlying need to borrow to fund its capital investments; this borrowing can be 
undertaken internally using available resources or externally by borrowing from a 
financial institution or the Public Works Loans Board (PWLB).  The estimated level 
of CFR for each year can be found in the Prudential Indicators in Appendix 2.

31. In October 2018, a policy change of the abolition of the HRA debt cap was 
announced.  The Chancellor announced in the Budget that the date the debt cap 
was to be removed was 29th October 2018. The Council can now undertake further 
borrowing to finance HRA capital expenditure, provided it is both affordable and 
prudent to do so, in line with the CIPFA Prudential Borrowing Code. The Council is 
considering how it will use these new borrowing powers to increase housing supply.

Borrowing Strategy 2018/19
32.The Council currently has £26.1 million internal borrowing as at 1st April 2018.  This 

means that the capital borrowing need (the Capital Financing Requirement), has not 
been fully funded with loan debt since cash supporting the Council’s reserves, 
balances and cash flow has been used as a temporary funding source.  This 
strategy is prudent as investment returns are low and counterparty risk is still an 
issue that needs to be considered.

33.The Head of Financial Services will continue to monitor interest rates and take a 
pragmatic approach to changing circumstances.  Due to the risks within the 
economic forecast, caution will be adopted with the 2019/20 treasury operations:

 If it is considered that there is a likelihood of a significant fall in long and short 
term rates (e.g. due to a marked increase of risks in respect of recession or 
deflation), then long term borrowing will be postponed, and potential 
rescheduling from fixed rate funding into short term borrowing will be 
considered.

 Alternatively, if it is felt that there is a significant risk of a sharp increase in 
long and short term rates than currently forecast, then external borrowing is 
likely to be taken earlier.
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Borrowing in Advance of Need
34.The Council will not borrow more than or in advance of its needs purely in order to 

profit from the investment of the extra sums borrowed. Any decision to borrow in 
advance will be within forward approved Capital Financing Requirement estimates, 
and will be considered carefully to ensure that value for money can be 
demonstrated and that the Council can ensure the security of such funds.

35.Any decision to borrow in advance will be within approved Capital Financing 
Requirement estimates, and demonstrate value for money.   Prior to borrowing in 
advance the risks and benefits of undertaking the borrowing will be considered. 
Actual borrowing will be subsequently reported through either the mid-year 
performance report or annual report as appropriate.  Due to the amount of 
Prudential Borrowing in the Capital Programme, the potential benefits of borrowing 
in advance will be closely monitored.

Minimum Revenue Provision (MRP) Statement 2019/20
36.Prudential borrowing increases the Council’s Capital Financing Requirement (CFR) 

or underlying need to borrow.  Whether the Council actually borrows to finance 
capital expenditure is a treasury management decision unconnected to the capital 
financing decision.  In practice, the Council is likely to use a combination of internal 
and external borrowing in the medium term to fund the Capital Programme.  The 
amount of external borrowing undertaken will depend on the borrowing requirement 
compared to the projected level of cash balances.  The Council is required to make 
a prudent charge to its revenue account for borrowing.  This charge is known as the 
Minimum Revenue Provision (MRP) and reflects the repayment of principal 
borrowed.

37.Regulations require the Council to approve an MRP policy on an annual basis.  The 
following statement is unchanged from the 2018/19 strategy apart from a minor 
change to point d) to clarify that this point includes the leases to Oxford Direct 
Services.  It is recommended that this statement be used for 2019/20:

a) For capital expenditure incurred before 1 April 2008 or which in the future will 
be Supported Capital Expenditure1, existing practice, outlined in the former 
Department for Communities and Local Government (DCLG) regulations will 
apply.

b) For capital expenditure that relates to the assets transferred from the 
Housing Revenue Account (HRA) to the General Fund (GF) MRP will be 
based on the estimated useful life of the assets, taking into account the 
number of years the assets have been in existence, and previous funding 
allocated to them.

c) For all Unsupported Borrowing2 incurred after 1 April 2008 the MRP policy 
will be the Asset Life Method (with the exception of d) below, i.e. the MRP will 

1 Supported Capital Expenditure means the total amount of capital expenditure which a local authority 
has been notified by Government will be given as part of the grant payment
2 Unsupported borrowing is any borrowing not covered by Government grants.
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be based on the estimated life of the asset and borrowing will be charged to 
the revenue account in equal instalments over the life of the asset.

d) In respect of the Council’s investments in a Directly Managed Property Fund 
or loans or leases to other organisations such as a company in which the 
Council has an interest, under s25(b)/s25(d) of The Local Authorities Capital 
Finance and Accounting (England) Regulations 2003 the Council will make 
no separate MRP provision as it is anticipated the investment will be repaid in 
full and the repayment of the debt will reduce the Capital Financing 
Requirement.  The investment and CFR position will be reviewed on at least 
an annual basis and if there is a likelihood of capital loss, a prudent MRP 
provision will then be made.

Annual Investment Strategy 2019/20
Management of Risk
38.The MHCLG and CIPFA have extended the meaning of ‘investments’ to include 

both financial and non-financial investments.  This report deals solely with financial 
investments, (as managed by the treasury management team).  Non-financial 
investments, essentially the purchase of income yielding assets, are covered in the 
Capital Strategy, (a separate report).

39.The Council’s investment policy has regard to the following: -
 MHCLG’s Guidance on Local Government Investments (“the Guidance”)
 CIPFA Treasury Management in Public Services Code of Practice and Cross 

Sectoral Guidance Notes 2017 (“the Code”) 
 CIPFA Treasury Management Guidance Notes 2018  
The Council’s investment priorities will be security first, portfolio liquidity second and 
then yield, (return).

40.The guidance from the MHCLG and CIPFA place a high priority on the management 
of risk. This authority has adopted a prudent approach to managing risk and defines 
its risk appetite by the following means: -

1. Minimum acceptable credit criteria are applied in order to generate a list of 
highly creditworthy counterparties.  This also enables diversification and thus 
avoidance of concentration risk. The key ratings used to monitor 
counterparties are the short term and long-term ratings.  

2. Other information: ratings will not be the sole determinant of the quality of an 
institution; it is important to continually assess and monitor the financial sector 
on both a micro and macro basis and in relation to the economic and political 
environments in which institutions operate. The assessment will also take 
account of information that reflects the opinion of the markets. To achieve this 
consideration the Council will engage with its advisors to maintain a monitor on 
market pricing such as “credit default swaps” and overlay that information 
on top of the credit ratings. 

3. Other information sources used will include the financial press, share price 
and other such information pertaining to the banking sector in order to 
establish the most robust scrutiny process on the suitability of potential 
investment counterparties.
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4. This authority has defined the list of types of investment instruments that 
the treasury management team are authorised to use. There are two lists in 
appendix 1 under the categories of ‘specified’ and ‘non-specified’ investments. 

 Specified investments are those with a high level of credit quality and 
subject to a maturity limit of one year.

 Non-specified investments are those with less high credit quality, may 
be for periods in excess of one year, and/or are more complex 
instruments which require greater consideration by members and officers 
before being authorised for use.

41.As a result of the change in accounting standards for 2018/19 under IFRS 9, the 
Council will consider the implications of investment instruments which could result in 
an adverse movement in the value of the amount invested and resultant charges at 
the end of the year to the General Fund.  In November 2018, the Ministry of 
Housing, Communities and Local Government concluded a consultation for a 
temporary override to allow English local authorities time to adjust their portfolio of 
all pooled investments by announcing a statutory override to delay implementation 
of IFRS 9 for five years commencing from 1st April 2018.

Interest rates
42.Average cash balances for the year to 31st December 2018 were £102.2m, having 

fluctuated between ££78.5m and £120.0m.

43. In August 2018, base rate increased to 0.75% from 0.50% following a previous rise 
in November 2017. The Council’s target average interest rate return is 0.6% above 
base rate.  Investment returns are likely to remain low during 2019/20 but to be on a 
gently rising trend over the next few years.

44. In the event of an orderly non-agreement exit from the EU, it is likely that the Bank 
of England would take action to cut Bank Rate from 0.75% in order to help 
economic growth deal with the adverse effects of this situation. This is also likely to 
cause short to medium term gilt yields to fall. If there was a disorderly exit, then any 
cut in Bank Rate would be likely to last for a longer period and also depress short 
and medium gilt yields correspondingly. It is also possible that the government 
could act to protect economic growth by implementing fiscal stimulus.

Investment Durations
45.As with the previous financial year, most existing investment deal terms are for 6 

months. However, the Council does have some longer-term investments up to one 
year and durations of future loans are likely to increase in line with the criteria set 
out by the Council’s Treasury advisers. 

46. Investments are made in accordance with the Council’s Treasury Management 
Strategy such that returns are balanced against security of investment and liquidity 
of cash to ensure funding of day to day cash flows and yield.  Consequently, 
procedures are in place to determine the maximum periods that funds may be 
invested for, as well as the nature of those investments.  The Council works to 
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achieve the optimum rate of return on its investments commensurate with proper 
levels of security and liquidity.

Creditworthiness
47. Investment instruments identified for use are listed in Appendix 1 under the 

Specified and Non-specified investment categories.  Counterparty limits are set in 
accordance with the Council’s Treasury Management Practices (TMPs).

48.The Council utilises the creditworthiness services provided by Link Asset Services.  
The model combines the credit ratings, credit watches and credit outlooks provided 
by the credit rating agencies - Fitch, Moody’s and Standard and Poor’s in a 
weighted scoring system which is then combined with an overlay of Credit Default 
Swap3 (CDS) spreads and sovereign ratings.  The end product is a series of colour 
coded bands which indicate the relative creditworthiness of counterparties.  These 
colour codes are used by the Council to determine the duration of investments.  

49.The Council is alerted to changes to ratings  by Link Asset Services’ 
creditworthiness service and takes the following action in respect of updates:

 If a downgrade results in the counterparty/investment scheme no longer 
meeting the Council’s minimum criteria, it is withdrawn immediately from 
further use.

 If a counterparty’s credit rating is placed on negative watch or negative 
outlook, officers carry out a review to determine whether the institution is 
still worthy of inclusion on the counterparty list.  If there is any doubt, the 
counterparty is temporarily suspended pending the credit rating agency’s 
full review.

50.As part of the creditworthiness methodology a minimum sovereign rating of AA- 
from Fitch (or equivalent from other agencies if Fitch does not provide one) has 
been determined.

51. In addition to the recommendations from Link Asset Services, the S151 Officer and 
Treasury Management Team have agreed to limit the amounts invested with any 
one country (excluding the UK) or sector as follows:

 No more than 20% of the previous year’s average investment balance (to 
31st December) with any one counterparty or group or £15 million, 
whichever is the greater

 Maximum of 10% of total investments to be with institutions in other 
countries that meet the required criteria.

52.To ensure that the Strategy is not breached and to also be aware of any new 
opportunities, the Council’s counterparty list is reviewed on a daily basis taking into 
account market information and changes to the methodology used.  The list is 
maintained by the Treasury Management Team, and reported to the S151 Officer 
on a regular basis.

3 A financial swap agreement that the seller of the CDS will compensate the buyer in the event of default
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53.The Investment Strategy provides delegated authority for the S151 Officer to 
determine the most appropriate form of investment dependant on prevailing interest 
rates and counterparty risk at the time.

Specified and Non-Specified investments
54. In approving the Investment Strategy, Members are approving the types of 

investments the Council can undertake.  Investments are classified as either 
Specified or Non-specified and are shown in more detail in Appendix 1.

55.The Strategy defines a Specified Investment as one that is in sterling, no more than 
one year in duration or, if in excess of one year can be repaid earlier on request and 
with counterparties that meet the Council’s credit rating criteria.  Additionally, once 
the duration of a Non-specified Investment falls below 366 days, it also falls into the 
Specified category. 

56.Non-specified investments are any other type of investment including property 
funds.  Whilst generally these investments will earn a higher rate of return they are 
inherently more risky in nature and therefore limited to either a maximum of 25% 
(currently £25.6 million) of the previous full year’s average monthly investment 
balance to 31st December, or £24 million, whichever is the greater. The Council 
currently have £10 million of property investments; £7 million with Lothbury and £3 
million with CCLA Investment Management Ltd. In the Councils Budget Strategy 
provision has been made for further investments of treasury cash in indirect 
property funds in the order of £10 million.

57. Investments may be arranged in advance and there has been a significant rise in 
“forward deals” in recent times. Trades arranged up to four weeks in advance of the 
start date are still classified as Specified Investments provided the duration of the 
investment from the start date to the maturity is no longer than 365 days. Trade 
dates are factored into the duration of the investment if arranged more than four 
weeks in advance because there is an increased risk due to funds being 
contractually committed.

Ethical Investment Policy
58.The Council adopted an ethical investment policy in 2015/16.  No changes are 

proposed to the policy which is set out below:

The Council will not knowingly invest directly in businesses whose activities and 
practices pose a risk of serious harm to individuals or groups, or whose activities 
are inconsistent with the Council’s mission and values.  This would include, inter 
alia, avoiding direct investment in institutions with material links to:

a. Human rights abuse (e.g. child labour, political oppression)
b. Environmentally harmful activities (e.g. pollutants, destruction of habitat, 

fossil fuels)
c. Socially harmful activities (e.g. tobacco, gambling)

59.The Council has been able to take advantage of some green deposit notice 
accounts offered by Barclays Bank who are working in association with 
Sustainanalytics, a leading global provider of environmental, social and corporate 
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governance research and ratings, to achieve a positive environmental impact. Their 
green framework covers the following environmental areas:
 Energy efficiency projects and renewable energy
 Sustainable food agriculture and forestry
 Waste management
 Greenhouse gas emission reduction
 Sustainable water

Prudential Indicators
60.The Council is required to set out a number of indicators, relating to the affordability 

and prudence of its Treasury Strategy.  These indicators are detailed in Appendix 2 
for the period 2018/19 – 2021/22, and will be monitored and reported on an annual 
basis.

Other implications 
61.Environmental Impact – following the inclusion of the Ethical Investment Policy, this 

ensures that through our investments we will not knowingly, directly invest in 
businesses that undertake harmful environmental activities.

Financial implications
62.All financial issues are addressed in the body and appendices of the report.  The 

Council’s assumptions for net investment interest for the General Fund for 2019/20 
to 2023/24 are as follows:

 

2019/20 2020/21 2021/22 2022/23 2023/24
£000's £000's £000's £000's £000's

Net Investment Interest 2,948 3,212 2,869 3,612 3,810
63.This includes the cost of borrowing, interest from companies and interest from 

external investments.

Legal issues
64.This report fulfils four key requirements:

 The reporting of the Prudential Indicators setting out the Council’s expected 
capital activities (as required by the CIPFA Prudential Code for Capital 
Finance in Local Authorities).  

 Agreeing the Council’s Minimum Revenue Provision (MRP) Policy, which 
sets out how the Council will pay for capital assets through revenue each 
year (as required by guidance under the Local Government and Public 
Involvement in Health Act 2007).

 Agreeing the Treasury Management Strategy, which links day to day 
Treasury Management to the Capital Programme and the Treasury 
Management Prudential Indicators.  The key indicator is the Authorised 
Limit, the maximum amount of debt the Council could afford in the short 
term, but which would not be sustainable in the longer term.  This is the 
Affordable Borrowing limit required by S3 of the Local Government Act 
2003. 

57



 Agreeing the Investment Strategy, this sets out the Council’s criteria for 
choosing investment counterparties and limiting exposure to the risk of 
loss.

65.The Local Government Act 2003 and supporting regulations require the Council to 
have regard to the CIPFA Prudential Code and the CIPFA Treasury Management 
Code of Practice to set prudential and treasury indicators to ensure that the 
Council’s capital investment plans are affordable, prudent and sustainable.

66.The Council’s Constitution requires the Strategy to be reported to the City Executive 
Board and Full Council outlining the expected treasury activity for the forthcoming 
four years on an annual basis.

Level of risk
67.Risks are managed as set out in this report and appendices.  The Council is 

intending to invest a further £10 million in property funds during 2019/20.  The use 
of these instruments can be deemed capital expenditure, and as such will require 
the use of capital resources.  This Authority will seek guidance on the status of any 
fund it may consider using. Appropriate due diligence will also be undertaken before 
investment of this type is undertaken.  

68.The value of property funds is reliant on the value of the property held by the funds 
and property values can go down as well as up.  It will be ensured that the Fund(s) 
that the Council uses will hold a broad property portfolio which will mitigate the risk 
of specific sectors suffering a loss in property values.  The regular returns from 
Property Funds are from property rentals so as long as the properties remain 
tenanted there will be a return.  The risk of holding property is also affected by the 
uncertainty over the exit from the EU.

69. Increases and decreases in the value of property funds now have to be charged to 
the revenue account, although there is a statutory mitigation from Government that 
allows these impacts to be reversed out for five years.

Equalities impact 
70.The Council has adopted an ethical investment policy to help reduce the 

environmental, health and wellbeing impacts that could potentially arise from 
investments.  There are no other equalities impacts relating to this report.

Report author Bill Lewis

Job title Financial Accounting Manager
Service area or department Financial Services
Telephone 01865 252607
e-mail blewis@oxford.gov.uk

Background Papers: None
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Appendix 1
Treasury Management Practice (TMP) 1 – Credit and Counterparty 
Risk Management
The Department of Communities and Local Government (CLG) issued Investment 
Guidance in 2010, and this forms the structure of the Council’s policy below.

The key intention of the Guidance is to maintain the current requirement for Councils 
to invest prudently, and that priority is given to security and liquidity before yield.  In 
order to facilitate this objective the guidance requires Councils to have regard to the 
CIPFA publication Treasury Management in the Public Services: Code of Practice 
and Cross-Sectoral Guidance Notes.  This Council has adopted the Code and will 
apply its principles to all investment activity.  In accordance with the Code, the 
Section 151 Officer has produced Treasury Management Practices (TMPs).  This 
part, TMP 1, covering investment counterparty policy requires approval each year.

Oxford City Council regards a key objective of its treasury management activities to 
be the security of the principal sums it invests. Accordingly, it will ensure that robust 
due diligence procedures cover all external investment.  The Council will keep under 
review the sensitivity of its treasury assets and liabilities to inflation, and will seek to 
manage the risk in the context of the whole organisation’s inflation exposure.

Investments that are not part of treasury management activity

The following principles are required to be adopted as part of the Council’s TMP1 in 
accordance with the Treasury Management Code of Practice 2017:

 The Council recognises that investment in other financial assets and property 
primarily for financial return and not treasury management purposes, requires 
careful management and monitoring. Such activity includes loans supporting 
service outcomes, investments in subsidiaries, and investment property 
portfolios.

 The Council has ensured that all of its non treasury investments are covered 
in its Capital Strategy, and has set out, where relevant, the Council’s risk 
appetite and specific policies and arrangements for non-treasury investments.  
It is recognised that the risk appetite for these activities may differ from that 
for treasury management.

 The Council has compiled a schedule setting out a summary of existing 
material investments, subsidiaries, joint ventures and liabilities including 
financial guarantees and the Council’s associated risk exposure.

This has been compiled based on the 2017/18 final accounts.
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Annual Investment Strategy - The key requirements of both the Code and the 
investment guidance are that Councils set an annual Investment Strategy, as part of 
their Treasury Strategy for the following year, covering the identification and approval 
of the following:

 The guidelines for choosing and placing investments, particularly non-specified 
investments.

 The principles to be used to determine the maximum periods for which funds can 
be committed.

 Specified investments the Council will use.  
 Non-specified investments the Council will use, clarifying the greater risk 

implications, and the overall amount of various categories that can be held at any 
time.

Maturity periods are defined as the remaining length of an investment period.  
Arranging a deal in advance by up to four weeks is not considered to add to the 
duration of the investment.

In addition to the investments identified below as Specified and Non-specified 
investments, the Council may provide loans to a company in which it has an interest.  
These loans are outside the limits specified in the tables below and may be matched 
by equivalent external borrowing.  The loans will then be given at a rate that at least 
covers the Council’s costs and that is compliant with State Aid requirements.

Specified Investments – These investments are sterling investments that would not 
be defined as capital expenditure and don’t exceed a maturity period of one year, or 
where the maturity period is longer, the Council has the right to be repaid within 
twelve months if it wishes.  These are considered low risk assets where the 
possibility of loss of principal or investment income is small.  They include 
investments with:
1. The UK Government (such as the Debt Management Account deposit facility, UK 

Treasury Bills or Gilts with less than one year to maturity).
2. Supranational bonds of less than one year’s duration.
3. A Local Authority, Parish Council, Community Council, Fire or Police Authority
4. Pooled investment vehicles that have been awarded a high credit rating by a 

credit rating agency, e.g. money market funds, rated AA by Standard and Poor’s, 
Moody’s or Fitch rating agencies.

5. A body that is considered of a high credit quality (such as a bank or building 
society) meeting the minimum ‘high’ quality criteria where applicable.  

Additionally, and in accordance with the Code, the Council has set duration and 
value limits as follows:  
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Specified Investments - Limits on value and period

Minimum credit 
criteria/colour 

banding

Max % of 
total 

investments
/ £ limit per 
institution

Max maturity 
period

Debt Management Office – UK 
Government

Not applicable 100% 364 days

UK Government Gilts UK Sovereign 
rating

20% 364 days

UK Government Treasury Bills UK Sovereign 
rating

20% 364 days

Bonds issued by multilateral 
development banks

UK Sovereign 
rating

20% 6 months

Money Market Funds AAA £25m Liquid
Local Authorities, Fire and Police 
Authorities 

20% 364 days

Term deposits with banks and 
rated building societies

Blue
Orange
Red
Green

£15m or 
20% of total 
investments 
whichever is 
the greater

Up to 1 year
Up to 1 year
Up to 6 Months
Up to 100 days

Certificate of Deposit or corporate 
bonds  with banks and building 
societies

Blue
Orange
Red
Green

£10m or 
20% of total 
investments
whichever is 
the greater

Up to 1 year
Up to 1 year
Up to 6 Months
Up to 100 days

Enhanced Cash funds 20% 6 months
Corporate bond funds 20% 6 months
Gilt Funds UK sovereign rating 20% 6 months

The colour ratings above for the Term Deposits with banks and rated building 
societies and Certificates of Deposit or Corporate Bonds  with banks and building 
societies link the durations in the right hand column to colour coding used in Link 
Asset Services’s Credit List i.e. blue and orange coloured institutions recommend 
investments of upto a year according to the Link Asset Services Credit List 
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Non-Specified Investments – Non-specified investments are any other type of 
investment not defined as Specified.  The identification and rationale supporting the 
selection of these other investments and the maximum limits to be applied are set 
out below.  Overall Non-specified investments (excluding loans to a company in 
which the Council has an interest) will not exceed more than 25% of the previous 
year’s total investment portfolio or £24 million, whichever is the greater. The level of 
investment in a particular counterparty will be measured based on the amount of the 
initial investment.  Non specified Investments would include any sterling investments 
with:
Non-Specified Investments - Limits on value and period

Minimum Credit 
Criteria

Max % of 
total 

investments/£ 
limit per 

institution

Max maturity 
period

Local Authorities, Fire and Police 
Authorities 

15% of total 
investments

Up to 2 years

Fixed term deposits with variable 
rate and variable maturities

Orange 15% of total 
investments

Up to 1 year

Fixed term deposits with variable 
rate and variable maturities

Yellow
Purple

£10m or 20% 
of total 
investments

Up to 5 years
Up to 2 years

Commercial paper issuance 
covered by a specific UK 
Government (explicit) guarantee

10% of total 
investments

Up to 1 year

Fixed term deposits with unrated 
Building Societies

Asset Base over 
£9bn

£3m – 20% of 
total 
investments

100 days

Commercial paper other 15% of total 
investments

Up to 1 year

Corporate bonds 15% of total 
investments

Up to 1 year

Other debt issuance by UK banks 
covered  by UK Government 
(explicit) guarantee

15% of total 
investments

Up to 1 year

Floating rate notes 15% of total 
investments

Up to 1 year

Indirect Property funds 25% of total 
investments or 
£24 million, 
whichever is 
the greater

Medium to long 
term

The colour ratings above for the Term Deposits with banks and rated building 
societies and Certificates of Deposit or Corporate Bonds  with banks and building 
societies link the durations in the right hand column to colour coding used in Link 
Asset Services’s Credit List i.e. investments with yellow coloured institutions are 
recommended for upto 60 months (5 years) according to the Link Asset Services 
Credit List.
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The durational bands adopted in detail are:
 Yellow 5 years *
 Dark pink 5 years for Ultra-Short Dated Bond Funds with a credit score of 1.25
 Light pink 5 years for Ultra-Short Dated Bond Funds with a credit score of 1.5
 Purple 2 years
 Blue 1 year (only applies to nationalised or semi nationalised UK Banks)
 Orange 1 year
 Red 6 months
 Green 100 days  
 No colour not to be used 

The Link Asset Services’ creditworthiness service uses a wider array of information 
other than just primary ratings. Furthermore, by using a risk weighted scoring 
system, it does not give undue preponderance to just one agency’s ratings.

Typically the minimum credit ratings criteria the Council use will be a Short Term 
rating (Fitch or equivalents) of   F1 and a Long Term rating of A-. There may be 
occasions when the counterparty ratings from one rating agency are marginally 
lower than these ratings but may still be used.  In these instances, consideration will 
be given to the whole range of ratings available, or other topical market information, 
to support their use.

UK banks – ring fencing
The largest UK banks, (those with more than £25bn of retail / Small and Medium-
sized Enterprise (SME) deposits), are required, by UK law, to separate core retail 
banking services from their investment and international banking activities by 1st 
January 2019. This is known as “ring-fencing”. Whilst smaller banks with less than 
£25bn in deposits are exempt, they can choose to opt up. Several banks are very 
close to the threshold already and so may come into scope in the future regardless.

Ring-fencing is a regulatory initiative created in response to the global financial 
crisis. It mandates the separation of retail and SME deposits from investment 
banking, in order to improve the resilience and resolvability of banks by changing 
their structure. In general, simpler, activities offered from within a ring-fenced bank, 
(RFB), will be focused on lower risk, day-to-day core transactions, whilst more 
complex and “riskier” activities are required to be housed in a separate entity, a non-
ring-fenced bank, (NRFB). This is intended to ensure that an entity’s core activities 
are not adversely affected by the acts or omissions of other members of its group.

While the structure of the banks included within this process may have changed, the 
fundamentals of credit assessment have not. The Council will continue to assess the 
new-formed entities in the same way that it does others and those with sufficiently 
high ratings, (and any other metrics considered), will be considered for investment 
purposes.

The Monitoring of Investment Counterparties - The Council receives credit rating 
information (changes, rating watches and rating outlooks) from Link Asset Services 
on a weekly basis, and counterparties are checked promptly.  On occasion ratings 
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may be downgraded when an investment has already been made.  The criteria used 
are such that a minor downgrading should not affect the full receipt of the principal 
and interest.  Any counterparty failing to meet the criteria will be removed from the 
list immediately by the Section 151 Officer, and if required new counterparties which 
meet the criteria will be added to the list.  The Council also monitors counterparties 
against the limits specified below:

Duration Limits (based on Fitch 
ratings)
Long Term Short Term Rating 
Rating F1+ F1
AAA 2 years 365 days
AA+ 2 years 365 days
AA 2 years 9 months
AA- 2 years 9 months
A+ 365 days 9 months
A 9 months 6 months
A- 6 months 3 months
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Appendix  2
Prudential Indicators

A. Capital Expenditure Plans 

1. The Council’s capital expenditure plans are the key driver of treasury management activity.  Estimates of capital expenditure for the period 
2018/19 to 2023/24 based on the Council’s draft Capital Programme are summarised below and this forms the first of the prudential 
indicators.  The revenue consequences of associated borrowing and any on-going maintenance costs are accommodated within the 
Council’s revenue budgets.

2. Capital expenditure can be paid for immediately, by applying capital resources such as capital receipts, capital grants, external funding or 
revenue contributions, but if these resources are insufficient any residual expenditure will be covered by Prudential Borrowing and will add to 
the Council’s borrowing need, or Capital Financing Requirement (CFR).

3. The expenditure is split over three areas:

 Commercial Activities / Non-financial investments
 Other General Fund
 HRA

4. Estimates of resources such as capital receipts may be subject to uncertainty i.e. anticipated asset sales may be postponed or reduced due 
to changes in the property market or planning issues.

5. Elsewhere on the agenda the draft Capital Programme is recommended for approval. The table below summarises the proposed expenditure 
and how it will be financed.  Any shortfall of financing results in a borrowing need.
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Table 1:- Capital Expenditure and Financing

2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24
Actuals Estimate Estimate Estimate Estimate Estimate Estimate
£000's £000's £000's £000's £000's £000's £000's

Commercial Activities / 
Non-financial investments 666.6 20,800.1 19,596.4 12,525.0 25,308.0 10,045.0 3,598.0
Other General Fund 18,144.6 20,204.8 32,116.0 20,665.3 10,570.1 9,826.0 2,170.0
HRA 18,899.3 17,441.2 17,769.0 16,803.0 8,263.0 8,721.0 8,221.0

Total expenditure 37,710.5 58,446.1 69,481.4 49,993.3 44,141.1 28,592.0 13,989.0
Financed by:
Developer Contributions 1,370.7 2,460.5 5,593.8 2,260.0 260.0 0.0 0.0
Capital Grants 5,408.4 3,431.5 2,695.7 1,507.7 1,100.0 1,302.0 1,000.0
Capital Receipts 5,947.3 2,288.9 10,868.6 7,289.5 8,506.3 8,081.0 0.0
Revenue 17,591.8 11,434.3 6,774.3 5,795.4 2,676.8 2,294.0 3,868.0
Major Repairs Reserve 7,087.3 16,458.1 7,934.0 12,620.0 0.0 5,317.0 8,221.0
Sub Total 37,405.5 36,073.3 33,866.4 29,472.6 12,543.1 16,994.0 13,089.0
Prudential Borrowing 305.0 22,372.8 35,615.0 20,520.7 31,598.0 11,598.0 900.0
Total funding 37,710.5 58,446.1 69,481.4 49,993.3 44,141.1 28,592.0 13,989.0

6. The following table shows how much of the overall capital funding need relates to “commercial activities” and non-financial investments such 
as loans to the Council’s Companies and expenditure on investment properties.

Table 2:- Commercial Activities and Non-financial investments funding need

Commercial Activities / 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24
Non-financial investments Actuals Estimate Estimate Estimate Estimate Estimate Estimate

Capital Expenditure 
(£000's) 666.6 20,800.1 19,596.4 12,525.0 25,308.0 10,045.0 3,598.0

Percentage of total 
financing need 1.8% 35.6% 28.2% 25.1% 57.3% 35.1% 25.7%
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B. Affordability

7. This indicator represents the estimate of the ratio of financing costs to the net revenue stream for both the HRA and General Fund.  The 
General Fund has net interest income and so the indicator is interpreted such that the larger the negative percentage figure becomes, the 
more reliant the General Fund is on the net interest income.  Note that this includes both investment income and borrowing costs.

8. The HRA has net interest expenditure and this indicator is interpreted such that the larger the positive percentage figure becomes, the more 
HRA resources are used to finance the net debt costs.

Table 3:- Ratio of Financing Costs to Net Revenue Stream

General Fund 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24
Actuals Estimate Estimate Estimate Estimate Estimate Estimate
£000's £000's £000's £000's £000's £000's £000's

Net Interest Income -2,670.33 -2,364.09 -2,948.06 -3,312.41 -3,168.70 -3,612.09 -3,809.62
Revenue stream 22,858.00 23,369.11 24,175.23 23,846.85 24,004.33 24,495.11 24,909.34
Ratio -11.7% -10.1% -12.2% -13.9% -13.2% -14.7% -15.3%

Housing Revenue Account 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24
Actuals Estimate Estimate Estimate Estimate Estimate Estimate
£000's £000's £000's £000's £000's £000's £000's

Item 8 interest 7,701.72 7,701.72 7,701.72 7,701.72 7,701.72 7,701.72 7,701.72
Investment income -128.96 -125.78 -253.80 -284.04 -314.29 -344.54 -344.54
Net financing cost 7,572.76 7,575.94 7,447.92 7,417.68 7,387.43 7,357.18 7,357.18
Revenue stream 45,316.31 43,241.16 43,162.10 43,426.10 44,505.27 45,605.97 46,733.89
Ratio 16.7% 17.5% 17.3% 17.1% 16.6% 16.1% 15.7%

C. The Council’s Borrowing Need (the Capital Financing Requirement)

9. This prudential indicator relates to the Council’s Capital Financing Requirement (CFR).  The CFR is simply the total historic outstanding 
capital expenditure which has not yet been paid for from either revenue or capital resources. It is essentially a measure of the Council’s 
indebtedness and so its underlying borrowing need.  Any capital expenditure above in Table 1, which has not immediately been paid for 
through a revenue or capital resource, will increase the CFR.

10.The CFR does not increase indefinitely, as the minimum revenue provision (MRP), which is a statutory annual revenue charge, reduces the 
indebtedness broadly in line with each assets life, and so charges the economic consumption of capital assets as they are used.
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11.The table shows the amount of the CFR which is needed to finance the “commercial activities” / non-financial investments.

Table 4:- Estimates of capital financing requirement (underlying need to borrow for a capital purpose)

2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24
Actuals Estimate Estimate Estimate Estimate Estimate Estimate
£000's £000's £000's £000's £000's £000's £000's

Commercial Activities / Non-
financial investments 305 19,608 35,403 44,663 67,998 76,192 77,092
Other General Fund 25,328 27,829 37,711 44,065 43,093 42,121 41,149
General Fund 25,633 47,437 73,114 88,728 111,091 118,313 118,241
HRA 199,384 199,916 209,751 213,934 222,197 225,581 225,581

Total CFR 225,017 247,353 282,865 302,662 333,288 343,894 343,822

Movement in CFR 268 22,336 35,512 19,797 30,626 10,606 -72

Movement in the CFR represented by:

Net Financing need for the year 305 22,373 35,615 20,521 31,598 11,578 900
Less MRP -37 -37 -103 -724 -972 -972 -972

Movement in CFR 268 22,336 35,512 19,797 30,626 10,606 -72

D. Core Funds and Expected Investment Balances

12.The application of resources (capital receipts, reserves etc.) to either finance capital expenditure or used on other budget decisions to 
support the revenue budget will have an ongoing impact on investments unless resources are supplemented each year from new sources 
(asset sales etc.).  Detailed below are estimates of the year-end balances for each resource and anticipated day-to-day cash flow balances.
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Table 5:- Core Funds and Expected Investment Balances

Estimated Year End 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24
Resources Actuals Estimate Estimate Estimate Estimate Estimate Estimate

£000's £000's £000's £000's £000's £000's £000's
Fund Balances & Reserves 62,990 61,990 61,990 61,990 61,990 61,990 61,990
Capital Receipts & Grants 20,343 9,233 8,483 8,283 8,283 8,283 8,283
Provisions 6,589 6,589 6,589 6,589 6,589 6,589 6,589
Other -122 -122 -122 -122 -122 -122 -122

Total Core Funds 89,800 77,690 76,940 76,740 76,740 76,740 76,740

Working Capital * 16,572 25,486 26,272 27,072 27,872 28,672 29,472
(Under) / Over Borrowing ** -26,174 -48,510 -55,022 -60,819 -70,445 -74,051 -73,979

Expected Investments *** 80,198 54,666 48,190 42,993 34,167 31,361 32,233

* Working capital balances shown are estimated year-end; these may be higher mid-year
** Under / Over Borrowing is the difference between the Council’s CFR and external borrowing.  The Council maximises use of internl 
balances where possible to reduce borrowing costs.  A level of cash resource must be maintained to ensure that cashflow variations during 
the year can be accommodated.
***This is the level of expected investments at the end of the year; during the year these will often be much higher due to cashflows.

E. External Debt and Treasury Management

13.The Council’s forward projections for borrowing are summarised below. The table shows the anticipated external debt against the underlying 
capital borrowing need, the CFR.  
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Table 6:- Debt against Underlying Borrowing Need

External 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24
Debt Actuals Estimate Estimate Estimate Estimate Estimate Estimate

£000's £000's £000's £000's £000's £000's £000's

Debt at 1st April 198,843 198,843 198,843 227,843 241,843 262,843 269,843
Expected Change in Debt 0 0 29,000 14,000 21,000 7,000 0

Expected Debt at 31 March 198,843 198,843 227,843 241,843 262,843 269,843 269,843

CFR 225,017 247,353 282,865 302,662 333,288 343,894 343,822

Under / (Over) Borrowing 26,174 48,510 55,022 60,819 70,445 74,051 73,979

14.The Council must set an operational boundary which is the limit beyond which external debt is not normally expected to exceed.  This will be 
lower than the CFR where the Council uses internal resources to finance borrowing (i.e.is under borrowed). The authorised limit is a key 
prudential indicator and represents a control on the maximum level of borrowing. This represents a legal limit beyond which external debt is 
prohibited, and this limit needs to be set or revised by the full Council.  It reflects the level of external debt which, while not desired, could be 
afforded in the short term, but is not necessarily sustainable in the longer term.  This is set here at the level of the CFR to allow for flexibility 
depending on what happens with borrowing rates and to allow for borrowing in advance where this is supported by the capital plans or the 
CFR.  The authorised limit is the statutory limit determined under section 3 (1) of the Local Government Act 2003. The Government retains 
an option to control either the total of all councils’ plans, or those of a specific council, although this power has not yet been exercised.

Table 7:- Limits to borrowing activity

2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24
Actuals Estimate Estimate Estimate Estimate Estimate Estimate
£000's £000's £000's £000's £000's £000's £000's

Authorised limit 372,118 372,118 363,894 363,894 363,894 363,894 363,894
Operational boundary 240,000 274,000 302,865 322,662 353,288 363,894 363,822

15.These gross limits are set to reduce the Council’s exposure to large fixed rate sums falling due for refinancing, and are required for upper 
and lower limits.  The purpose of this and the following two prudential indicators is to contain the activity of the treasury function within certain 
limits, thereby managing risk and reducing the impact of an adverse movement in interest rates.

70



Table 8:- Maturity Structure of Borrowing

Estimate Estimate
Upper Lower

% %
< 12 months 30% 0
12 months up to 2 years 30% 0
2 up to 5 years 30% 0
5 up to 10 years 35% 0
10 up to 20 years 100% 0
20 up to 30 years 100% 0
30 up to 40 years 100% 0
40 years + 100% 0

Table 9:- Upper limit on fixed and variable interest rate borrowing and investments

2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24
Actuals Estimate Estimate Estimate Estimate Estimate Estimate

% % % % % % %
Upper limit on fixed rate 
borrowing 100 100 100 100 100 100 100
Upper limit on fixed rate 
investments 100 100 100 100 100 100 100

Upper limit on variable rate 
borrowing 100 100 100 100 100 100 100
Upper limit on variable rate 
investments 100 100 100 100 100 100 100
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16.This following indicator links to the Non Specified investment in Appendix 1

Table 10:- Upper limit for principal sums invested for periods longer than 365 days

2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24
Actuals Estimate Estimate Estimate Estimate Estimate Estimate

Upper limit for investments 
for periods longer than 365 
days

Higher of 
£24m and 

25%

Higher of 
£24m and 

25%

Higher of 
£24m and 

25%

Higher of 
£24m and 

25%

Higher of 
£24m and 

25%

Higher of 
£24m and 

25%

Higher of 
£24m and 

25%
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