Capital Strategy 2025-26

Executive Summary

This report sets out the Council’s Capital Strategy for the
year 2025-26. It sets out the Council’s approach to the
deployment of capital resources in meeting the Council’s
overall aims and objectives while providing the strategic
framework for the effective management and monitoring
of the capital programme.

Options considered

This report must be prepared to ensure the Council
complies with the CIPFA Treasury Management and
Prudential Codes.

Consultation(s)

Section 151 Officer

Recommendations

To recommend to Full Council that the Capital Strategy
2025/26 is approved.

Reasons for
recommendations

The Council is required to approve a Capital Strategy to
demonstrate compliance with the Codes and establishes
the strategic framework for the management of the
capital programme.

Background papers

CIPFA Prudential Code (Treasury Management in the Public
Services: Code of Practice 2021 Edition).

CIPFA Prudential Code (Capital Finance in Local
Authorities: Code of Practice 2021 Edition).

Wards affected

All

Cabinet member(s)

Cllr. Lucy Shires

Contact Officer

Daniel King
Assistant Director Finance & Assets
Daniel.king@north-norfolk.gov.uk
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Purpose of the report

The CIPFA Prudential Code for Capital Finance in Local Authorities 2021 and
Treasury Management in the Public Services Code of Practice and Cross-
Sectoral Guidance Notes 2021 Edition require Local Authorities to publish a
Capital Strategy each year. Under the provisions of the Local Government Act
2003, Local Authorities are required to operate within the guidance of the
Prudential Code (the Code) with regard to capital investment decisions.

Introduction & Background

This Capital Strategy sets out the Council’s approach and process to the
deployment of capital resources in meeting the Council’s overall aims and
objectives. It also provides a strategic framework for the effective management
and monitoring of the capital programme, within which the Council will work in
formulating the strategies for individual services. It is a primary document for
all capital decision making, together with the Corporate Plan and other
strategies.

Proposals & Options

Sections 5 — 9 of this report outline the Council’s full Capital Strategy for the
2025/26 financial year.

4 Corporate Priorities

4.1

The Corporate Plan sets out what the Council intends to do between 2023 and
2027. It focuses on five priorities which will influence how we move forward:

. Our Greener Future

. Developing Our Communities

. Meeting Our Housing Needs

. Investing In Our Local Economy & Infrastructure
o A Strong, Responsible & Accountable Council

The Council’s capital works can be used to help deliver these priorities.

5 Capital Expenditure

5.1

All capital projects are considered and prioritised as part of the Council’s overall
budget process, with affordability in relation to the Medium-Term Financial
Strategy (MTFS) being a key consideration. The revenue implications and
funding of any approved bids are included within the Council’s revenue budget
forecasts to identify the resultant effects on future Council Tax levels.



5.2

5.3

5.4

5.5

6.1

6.2

6.3

6.4

The business case and options appraisal methodology are applied to all
significant projects (those with a capital cost of over £50,000). The options
appraisal should be undertaken by the relevant manager (project leader) initially.

The business case considers the full options appraisal as evidence to support
the recommended option as required. The options analysis will cover elements
such as risk, sensitivity and cost benefit analysis and will seek to identify the
option that delivers maximum benefit at the lowest or most appropriate cost.

Projects that generate future income streams for the Council, for example
industrial estates and other Commercialisation projects are also viewed
positively within the evaluation process. The Asset Management Plan framework
helps to identify these assets in order to ensure the revenue implications are
again fully accounted for in the decision-making process for the disposal of
assets.

The Current approved Capital Programme can be found as part of the Council’s
Outturn Report 2023/24 to Cabinet 24 July 2024 (Appendices D & E).

Medium- and Long-Term Funding Strategy

There are a number of sources of funding available to the Council for capital
schemes (capital grants/contributions, capital receipts, borrowing etc). Revenue
funding is also available via a Revenue Contribution to Capital Outlay (RCCO);
however, it should be noted that the scope for using revenue resources for capital
purposes is limited.

The current Capital Programme is funded from grants and contributions, capital
receipts from the disposal of assets and from the Council’'s own reserves, internal
and external borrowing. Whilst capital funding is available to invest in new assets
or in improving existing assets, the impact on the revenue account due to the
loss of investment income is always a key consideration.

The Council has access to short or long-term borrowing if required to finance
capital expenditure. Although business cases for new capital projects are
modelled on the assumption that borrowing will be required (to reflect a ‘worst
case scenario’ in terms of cost), the decision to borrow externally is ultimately a
treasury one and is made closer to the time when expenditure is actually
incurred, taking into account available cash balances, the opportunity cost of
investments, and the exposure to interest rate and credit risks.

It is a requirement of the CIPFA code that the Council considers alternative
means of financing if required. The Council is aware of the opportunities that may
be realisable through a Private Finance Initiative (PFI). The Procurement
Strategy includes guidance on appraising Private Public Partnerships in the
context of service delivery and emphasises that obtaining ‘value for money’
means choosing the optimum combination of whole life costs and benefits to
meet the customer’s requirements. This is not necessarily the lowest initial price
option and requires an assessment of the ongoing revenue/resource implications
as well as initial capital investment.
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7.1

7.2

7.3

7.4

7.5

7.6

7.7

7.8

The Council recognises the importance of attracting ‘new money’ into the district
and wherever possible supports match funding requests. When identifying and
planning new schemes, the Council will try to maximise all external sources of
finance without reducing the effectiveness of the scheme.

Asset Management and Commercial Activities

The Council has a diverse range of land and property held to meet its Corporate
Objectives and values as outlined in the Council’s Corporate Plan. Land and
property assets can play a key role in reducing Council budget deficits and
generating both capital and revenue income. The Council can use its assets
more effectively to meet tough financial targets both through reducing costs and
generating income.

In the main the Council will adopt a “buy and hold” strategy for property
investments. This is where the Council purchases an asset and lets it to generate
revenue income, whilst retaining it for the long term. A long-term investment is
considered to be of 10 years and over. Whilst it cannot be guaranteed, in the
long term a good overall rate of return is anticipated allowing for a cyclical
property market.

In terms of development opportunities, the Council may seek to “buy and hold”
assets for the medium term where it sees a strategic advantage of doing so, for
example land assembly for town center regeneration or acquiring land to develop
in a phased approach to minimise risk of oversupply and for cash flow purposes.

The Council may also seek to “buy and sell on” an asset in the short to medium
term of between 1 — 5 years. For example, where there is opportunity to secure
good terms or a low price enabling a surplus to be made from a sale or
redevelopment.

Further information can be found in the Council’s Land and Property Acquisition
Policy.

The Council seeks to achieve a spread of risk across a greater number of assets
and by acquiring properties across the range of commercial property types,
including: retail, leisure/tourism, office, and industrial assets.

The Council has a small portfolio of commercial assets to rent within the district.
These are identified within the Asset Management Plan as being held by the
Council primarily for the purpose of generating income to support the Councils,
revenue, and capital budgets. Whilst generating income, returns and financial
independence to support the delivery of services, there are a number of benefits
to the Council, the community, tourist, and business sector from the Council
commercial portfolio including promoting strategic regeneration, increasing
business rate and council tax income, and supporting tourism.

Where assets are identified as being surplus to requirements and not achieving
required financial or service delivery performance targets, they can be



7.9

considered for disposal to provide useable capital receipts, which can then be
redirected to achieve the Council’s objectives. Further information can be found
in the Council’s Disposal Policy.

The Council’'s Property Services Team has historically managed the Council
property portfolio with support of the Finance team, Eastlaw and Economic
Development. Different types of commercial property require different levels of
resource to manage effectively. Business Centres with easy in and out terms,
tend to be more management intensive due to the relatively high turnover of
tenants, in comparison to the longer leases of industrial units, where typically
tenants have responsibility for full maintenance/repairs and insuring.

7.10 Asset management undertaken includes:

Rent collection and rent arrears management

Service charge reviews and collection

Building and grounds maintenance, testing of appliances and monitoring
Tenant liaison

Marketing and re-letting empty units

Negotiating terms of rent reviews and new leases

Expiry of leases, lease renewals and terminations

Dilapidations

An increase to the portfolio will require additional resource to manage effectively
which could be achieved by additional staff for internal management or
appointing experienced commercial agents for external management. Assets
held outside of the district would require external resource to manage the assets
effectively. In the coming months, the Council will be undertaking surveys across
its asset portfolio in order to identify areas for investment in terms of repairs and
ongoing maintenance. This will inform future year’s Revenue budgets and ensure
the ongoing viability of the asset portfolio.

7.11 Successful delivery of the Council’s vision for Capital investment relies on the

8.1

skills and culture of the organisation being appropriate. Members, Statutory
Officers, and those with decision making powers keep their relevant knowledge
up to date through CPD schemes, workshops with treasury advisers and other
relevant bodies and networking with other authorities to share best practice.
Information is disseminated between parties within the organisation when
appropriate.

Debt Management and MRP Statement

Where a local authority finances capital expenditure by debt, it must put aside
resources to repay that debt in later years. The amount charged to the revenue
budget for the repayment of debt is known as the Minimum Revenue Provision
(MRP). There has been no statutory minimum amount to be applied since 2008,
although the Local Government Act 2003 does require authorities to have regard
to the Department for Communities and Local Government’'s Guidance on
Minimum Revenue Provision (revised April 2024)
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8.3
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9.1

9.2

The Guidance requires that the Council approve an Annual MRP Statement in
advance of each financial year and identifies a number of options for calculation
of a prudent provision for MRP. Whilst there are four alternative methods
available for this calculation, only two apply to new borrowing under the
Prudential system for which no Government support is being given, i.e. borrowing
which is intended to be self-financed.

All Council decisions made in relation to capital expenditure will be reviewed on
their own merits and the most equitable treatment will be introduced in respect
of the financing of these schemes. For the purposes of existing schemes and
those proposed for the coming financial years where borrowing has been
assumed, the Council will be applying the Asset Life Basis (Option 3 under the
MHCLG Guidance). This allows MRP to be charged to the revenue account
across the estimated life of the assets that are being funded, in accordance with
the regulations.

Prudential Indicators

Under the Prudential Code the Council is required to set and approve a range of
performance indicators each year in line with the budget and Treasury
Management Strategy, and to monitor them during the year. Under these
arrangements local authorities are allowed to enter into borrowing to support
capital spending as long as they are able to demonstrate that they can afford to
do so.

Authorised Limit for External Debt

The Council has an integrated Treasury Management Strategy and manages its
treasury position in accordance with its approved strategy and practice. Overall
borrowing will therefore arise as a consequence of all the financial transactions
of the Council, and not just those arising from capital spending reflected in the
CFR. The Council is required to set for the coming year and the following two
financial years an authorised limit for its total gross external debt, separately
identifying borrowing from other long-term liabilities. The Authorised Limit sets
the maximum level of external debt on a gross basis (i.e. excluding investments)
for the Council. It is measured against all external debt items (i.e. long- and
short-term borrowing, overdrawn bank balances and long-term liabilities). The
indicator separately identifies borrowing from other long-term liabilities such as
finance leases. It is consistent with the Council’s existing commitments, its
proposals for capital expenditure and financing and its approved Treasury
Management policy statement and practices. The Authorised Limit is the
statutory limit determined under Section 3(1) of the Local Government Act 2003
(referred to in the legislation as the Affordable Limit).

2024/25 | 2025/26 | 2026/27 | 2027/28
£m £m £m £m
Authorised limit for borrowing 25.000 40.000 40.000 40.000
Aut_h_o_rlsed limit for other long-term 0.000 3.000 3.000 3.000
liabilities




9.3

9.4

9.5

| Authorised limit for external debt | 25.000 | 40.000 | 40.000 | 40.000 |

Operational Boundary for External Debt

The Council is required to set for the forthcoming financial year and the following
two financial years an operational boundary for its total external debt, excluding
investments, separately identifying borrowing from other long-term liabilities. The
Operational Boundary is based on the same estimates as the Authorised Limit
reflecting the most likely, prudent but not worst-case scenario, and without the
additional headroom included within the Authorised Limit for unusual cash
movements.

2024/25 2025/26 | 2026/27 | 2027/28
£m £m £m £m
Operational boundary for borrowing 15.000 30.000 30.000 30.000
Operational boundary for other long- 0.000 0.000 0.000 0.000
term liabilities
Operational boundary for external 15.000 30.000 30.000 30.000
debt

Capital Expenditure

Local Authorities are required by the Prudential Code to ensure that the level of
proposed capital expenditure remains within sustainable limits and, in particular,
to consider the impact on Council Tax. The Council is required to make
reasonable estimates of the total capital expenditure that it plans to incur during
the forthcoming year and at least the following two financial years. Below
includes the breakdown of the approved capital programme and the capital bids
to be reviewed as part of the current year cycle.

2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28
Actual | Estimate | Estimate | Estimate | Estimate
Approved Capital 13.766 37.723 16.721 8.518 1.700
Programme
Capital Bids to be - - 2.151 0.343 -
Reviewed
Total 13.766 37.723 18.872 8.861 1.700

Please note that in the following section (9.5 — 9.6) it has been assumed the
capital bids are to be taken for the purposes of the representation of the capital
financing requirement, and the proportion of financing costs to net revenue
stream.

Capital Financing Requirement

The Capital Financing Requirement (CFR) measures the Council’s underlying
need to borrow for a capital purpose. The calculation of the CFR is taken from
the amounts held in the Balance Sheet relating to capital expenditure and
financing. The Council is required to make reasonable estimates of the total
capital financing requirement at the end of the forthcoming financial year and the
following two years as shown in the table below. The total CFR indicated in the



table relates in part to vehicles and equipment used on the Council’s refuse and
car park management contracts. These are recognised under IFRS accounting
regulations which require equipment on an embedded finance lease to be
recognized on the balance sheet. The CFR takes into consideration the Cabinet
decision to provide loan advances to Registered Providers under the Local
Investment Strategy. Although initially this will increase the CFR, the capital
receipts generated by the annual repayments on the loans will be applied to
reduce the CFR across subsequent years. This is a key indicator for prudence.
In order to ensure that over the medium-term debt will only be used for a capital
purpose, the Council should ensure that debt does not, except in the short term,
exceed the total of the capital financing requirement in the preceding year plus
the estimates of any additional capital financing requirement for the current and
next two financial years.

2023/24 2024/25 2025/26 | 2026/27 | 2027/28
Actual Budget Budget | Budget | Budget
Capital Financing 17.474 20.995 23.066 23.293 23.099
Requirement
Minimum Revenue 0.474 0.507 0.527 0.576 0.594
Provision
Financing of Capital 2023/24 2024/25 2025/26 | 2026/27 | 2027/28
Expenditure Actual Budget Budget | Budget | Budget
Capital grants 7.846 25.746 14.373 7.148 1.000
Reserves 1.455 2.427 0.300 0.000 0.000
Revenue Cont“bunon to 0100 0000 0000 0000 0000
Capital Outlay
Borrowing 2.860 4.028 2.598 0.803 0.400
Total 13.766 37.723 18.872 8.861 1.700

9.6 Proportion of Financing Costs to Net Revenue Stream

The Council is required to estimate for the following financial year and the
following two years the proportion of financing costs to net revenue stream. This
is an indicator of affordability and highlights the revenue implications of existing
and proposed capital expenditure by identifying the proportion of the revenue
budget required to meet financing costs. The definition of financing costs is set
out in the Prudential Code and is based on the costs net of investment income.

2023/24 | 2024/25 2025/26 2026/27 | 2027/28
Actual Budget Budget Budget Budget
Financing cost (net) 0.474 0.507 0.527 0.625 0.655
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10.1

10.2

10.3

10.4
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12
12.1

Net Revenue Stream 6.739 7.069 7.310 7.584 7.869

Ratio 7.03% 7.17% 7.21% 8.24% 8.32%

Links to other Strategies and Plans

The Council has fully integrated its Capital Strategy as part of its strategic
financial planning process and this policy influences both the production of the
MTFS and the capital and revenue budget planning process. The Strategy is
also linked to the other main asset related policies, namely the Asset
Management Plan, the Land and Property Acquisition Policy, the Commercial
Property Strategy, the Land and Property Disposals Policy.

The Treasury Management Strategy details the Council’s treasury
management arrangements to manage the Council’s cash flow, including the
anticipated use of reserves, so as to maximise income from investments and
minimise interest payments on borrowing, whilst minimising the risk to the
Council’s assets. This Strategy can influence the potential receipts available
for funding capital and will also directly inform any borrowing decisions for
capital purposes.

The Procurement Strategy seeks to ensure that Value for Money is achieved in
all of the Council’'s procurement decision-making activities and systems. The
guidance should be applied by all Officers in conjunction with the requirements
incorporated within the Council’'s Contract Standing Orders and Financial
Regulations and has great relevance to preparing capital bids.

The Capital Strategy is also aligned with the Risk Management Strategy, and
managers are required to consider risk when completing the standard business
case pro-forma.

Financial and Resource implications

This report is financial in nature and financial implications are included within
the content of the report.

Comments from the S151 Officer:

This report is financial in nature and financial implications are included within
the content of the report.

Legal Implications

None as a direct consequence of this report.

Comments from the Monitoring Officer

Whilst there are no specific legal or governance comments. It is noted that this
is a necessary financial report to comply with the CIPFA Code of Practice.
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Risks

Any financial risks or implications are included within the content of the report.

Net Zero Target
None as a direct consequence of this report.

Equality, Diversity & Inclusion
None as a direct consequence of this report.

Community Safety issues
None as a direct consequence of this report.

Conclusion and Recommendations

It is recommended that Full Council approves the Capital Strategy 2025/26 to ensure
the Council is compliant with the Prudential Codes.



