
       
REPORT TO CABINET

20 November 2018

Title of report: Capital Strategy 2018/19 to 2023/24

Report of:           Darren Collins – Strategic Director, Corporate Resources  

Purpose of the Report

1. Cabinet is asked to recommend that Council approve the attached Capital Strategy for 
2018/19 to 2023/24 to support the framework used to set and monitor the Capital Programme

Background

2. In December 2017 the Chartered Institute of Public Finance (CIPFA) revised the Prudential 
Code for Capital and the Code of Practice on Treasury Management to align these documents 
to the revised MHCLG Guidance on Local Government Investments. 

3. The revised guidance emphasises the need to ensure capital expenditure is prudent, affordable 
and sustainable, with greater emphasis placed on the assessment and management of the long-
term implications of capital expenditure on the revenue budget and the delivery of the Council’s 
policy objectives.

 
4. All Councils are required to have a Capital Strategy in place which is approved by full Council. 

This supports decision making and ensures Councils have a robust approval, reporting and 
monitoring framework in place which clearly links capital expenditure to the wider Council 
objectives and impact on the revenue budget. 

Proposals

5. Cabinet is asked to recommend that Council approve the Capital Strategy attached at 
Appendix 2, to ensure that the Council fully complies with the requirements of good financial 
practice in capital accounting.

Recommendation

6. Cabinet is asked to agree the Capital Strategy as attached at Appendix 2 and recommend the 
Strategy for approval to Council. 

CONTACT:   Jane Wright, ext. 3617



Appendix 1
Policy Context

1. The proposals in this report are consistent with the Council’s Thrive Agenda and the Medium 
Term Financial Strategy, in particular they ensure that effective use is made of the Council’s 
resources to ensure a sustainable financial position. 

Background

2. Part 1 of the Local Government Act 2003 specifies the powers of a local authority to borrow for 
any purpose relevant to its functions under any enactment or for the purposes of the prudent 
management of its financial affairs. Borrowing is linked to the CIPFA Prudential Code for 
Capital which sets out a range of prudential and treasury indicators that must be calculated to 
ensure borrowing is affordable, prudent and sustainable. 

3. In addition, the revised Prudential Code requires all Councils to have in place a Capital 
Strategy which has been approved by full Council. To ensure Councils have a robust, 
approval, reporting and monitoring framework in place which clearly links capital expenditure 
to the wider Council objectives and impact on the revenue budget all Council are required to 
have a Capital Strategy in place which is approved by full Council. 

4. The Prudential Code also refers to the need for a clear and integrated treasury strategy which, 
by the application of set prudential and treasury management financial indicators enables the 
Council to assess and monitor the prudence, affordability and sustainability of the capital 
programme.

 
5. CIPFA has produced the Prudential Code, which represents best practice, adopting the 

attached Capital Strategy will ensure the Council fully complies with the Code and this 
contributes towards achieving good practice.

Capital Strategy

6. The Capital Strategy for 2018/19 to 2023/24 is attached at Appendix 2.  This covers the 
specific capital investment activities included with the 2018/19 – 2022/23 Capital Programme 
and the framework in place for the annual review of the five-year rolling programme. 

7. The Capital Strategy ensures all decisions on capital investment support the Council Thrive 
Agenda and one of the four financial principles included within the Medium Term Financial 
Strategy (MTFS) and sets out the decision-making, monitoring and reporting framework for 
capital expenditure.

8. In compliance with the Prudential Code, the Capital Strategy also sets out the Council’s 
approach to the following areas:

 Use of the capitalisation flexibility
 The impact of the ongoing costs of capital expenditure on the revenue budget and if 

any reliance is place on investment returns to balance the revenue budget
 Assessment of risks associated with the Capital Programme
 Any restriction around borrowing
 Long term projections around borrowing and the repayment of debt
 The Council’s approach to commercial investments
 Use of independent external advice to support decision-making
 How other long-term liabilities, such as equity investments and financial guarantees are 

identified and monitored.



 The level of knowledge and skills available within the Council to support informed 
decision-making.

Consultation

9. The Leader of the Council has been consulted on this report.

Alternative Options

10. There are no alternative options, as the Capital Strategy reports recommended for approval 
are required in order to comply with CIPFA’s Prudential Code for Capital. 

Implications of recommended options

11. Resources:

a) Financial Implications - The Strategic Director, Corporate Resources confirms that there 
are no additional financial implications associated with this report.

b) Human Resources Implications - There are no human resources implications arising from 
this report.

c) Property Implications – There are no property implications arising from this report.

12. Risk Management Implications

There are no risk management implications arising from this report.

13. Equality and Diversity Implications

There are no equality and diversity implications arising from this report.

14. Crime and Disorder Implications

There are no crime and disorder implications arising from this report.

15. Sustainability Implications

There are no sustainability implications arising from this report.

16. Human Rights Implications

There are no human rights implications arising from this report.

17. Area and Ward Implications

There are no direct area and ward implications arising from this report.

18. Background Information:

The following documents have been used in preparation of the report:
 Local Government Act 2003
 CLG Guidance on Local Government Investments
 CIPFA’s Prudential Code for Capital
 CIPFA’s Code of Practice on Treasury Management



Appendix 2

Capital Strategy 

2018/19 – 2023/24



1. Introduction  

1.1 The Capital Strategy outlines the principles and framework that shape the Council’s capital 
programme. The aim is to deliver an affordable, sustainable and prudent capital programme 
which contributes to the achievement of the Council’s strategic approach to making 
Gateshead a place where everyone thrives.

2. Objectives of the Capital Strategy

2.1 Capital expenditure represents significant investment of the Council’s finance, £307m in the 
five years between 2018/19 – 2022/23, in either new assets or the enhancement of existing 
assets to support the provision and development of Council services or the wider economic 
and housing regeneration within the borough.  

2.2 The efficient and effective use of capital resources, including sound asset management 
supports the Council in the achievement of its medium and long-term aims and objectives. 
The Capital Strategy together with the Medium Term Financial Strategy (MTFS), Corporate 
Asset Strategy and Management Plan and Treasury Management Strategy will ensure 
efficient and effective capital planning and management of capital resources.

2.3 The Capital Strategy determines the Council’s approach to capital investment, to:
 Ensure efficient use of limited resources and assets which are directed towards the 

Council’s priority areas to support the achievement of the Council’s strategic approach of 
making Gateshead a place where everyone thrives; and

 Provide a framework to support capital decision making and the management and 
monitoring of the capital programme to ensure the capital programme remains affordable, 
sustainable and prudent over the long term.

3. The Capital Planning Framework

3.1 Financial Planning

3.1.1 Investments within the capital programme are aligned to the Council’s strategic approach of 
Making Gateshead a Place Where Everyone Thrives:
 Put people and families at the heart of everything we do
 Tackle inequality so people have a fair chance
 Support our communities to support themselves and each other
 Invest in our economy to provide sustainable opportunities for employment, innovation and 

growth across the borough
 Work together and fight for a better future for Gateshead

3.1.2 In addition to supporting the Council’s Thrive agenda investment within the 2019/20 – 2023/24 
capital programme will be aligned to the four key financial themes specified in the Council’s 
MTFS:
 Maximising economic growth;
 Driving income generation; 
 Reduces demand for services; and 
 Driving efficiencies and savings.

3.1.3 The development of the capital programme has clear links to the Council’s MTFS and the 
revenue budget. To ensure the capital programme is affordable, sustainable and prudent over 
the long term, the whole life capital and revenue implications of each capital project is 
considered when the capital bid is being assessed to ensure the impact is incorporated into 



the Council’s financial plans. The revenue implications, including the long term running costs 
associated with the assets and any additional income or revenue savings generated by the 
asset.

3.1.4 To ensure the financial implications of the capital programme are considered as part of the 
wider financial context of the Council the capital programme is set for five years and the all 
costs, income and savings linked to the capital programme are incorporated within the five-
year MTFS. The MTFS is reviewed and updated annually to ensure the estimates and 
assumptions remain up to date, relevant and reflect any changes that have occurred in the 
preceding year. All changes within the capital programme are factored into the annual review.

3.2 Supporting Plans 

3.2.1 A number of statutory plans and other strategies are prepared to inform service delivery 
arrangements and identify the Council’s priorities. These complement the Capital Strategy by 
reflecting the importance of capital investment within different policy contexts and provide a 
guide as to the areas where capital expenditure may be required. These include:

 The Medium Term Financial Strategy (MTFS) – which is a key part of the Council’s 
Policy, service Planning and Performance Management framework and aims to endure all 
revenue recourses are directed towards the achievement of Vision 2030.

 The Corporate Asset Strategy and Management Plan - which details existing asset 
management arrangements and outcomes and planned action to improve asset use. 

 The Schools Asset Management Plan - which contains key data to enable investment 
appraisals, and the approach to balancing initial capital investments against running costs, 
to enable the most appropriate decisions to be taken when evaluating identified problems 
and establishing long-term strategies. 

 The Local Transport Plan - which reflects a joint approach to transport needs in Tyne 
and Wear.  It also addresses needs specific to Gateshead. Capital needs and the 
approach to investment are shaped by an indicative breakdown between maintenance and 
integrated transport themes.

 The Highways Asset Management Plan – which aims to facilitate the development and 
improvement of the way in which highway maintenance and management functions are 
carried out. This will assist in the optimal allocation of resources.

 The Housing Strategy – which sets out the long-term vision for housing. The aim of the 
strategy is to ensure Gateshead continues to provide good quality affordable homes and 
housing services that meet the needs and aspirations of the local people.

 The Housing Revenue Account (HRA) – which includes a 30-year business plan as part 
of self-financing which considers the required capital investment to maintain decency in 
the Council’s housing stock. With the lifting of the debt cap greater investment in Council 
Housing may be possible, providing the business models are financial viable and 
affordable within the HRA.

 The Local Plan - which sets out the spatial planning framework to deliver economic 
prosperity and healthy, sustainable communities through economic and housing 
regeneration and new developments.

3.3 Qualifying Capital Expenditure

3.3.1 The definition of capital expenditure under the Local Government Act 2003 is 

‘expenditure that results in the acquisition of, or construction of, or the addition of subsequent 
costs to assets (tangible or intangible) in accordance with proper practices’



3.3.2 To meet the definition of capital, expenditure will only be classified as capital expenditure if the 
expenditure is directly attributable to an asset and:
 Results in the acquisition, construction or improvement of an asset;
 Is separately identified and measurable; and
 Results in a measurable benefit to the Council for a period in access of 12 months.

3.3.3 In addition, the Local Government Act 2003 allows the following type of expenditure to be 
classified as capital expenditure:
 
‘the giving of a loan, grant or other financial assistance to any person, whether for us by that 
person or by a third party, towards expenditure which would, if incurred by the authority be 
capital expenditure’

3.4.4 Therefore a loan to a third party for a specific scheme which would result in capital 
expenditure if incurred by the Council will be classified as capital expenditure and assessed 
alongside other capital bids for inclusion within the capital programme. 

3.4.5 The Council’s Capitalisation Policy is audited annual as part of the Final Accounts process 
and the most recent audited Capitalisation Policy is attached as Appendix 1.

3.4.6 Any loans, grants or other financial assistance to third parties will not be classified as capital 
expenditure if the investment is entered into primarily to generate a yield for the Council and 
fails to meet the criteria detailed above. Transactions entered into solely for financial benefit 
will be treated as a financial investment and will be assessed using the investment framework 
included in the Treasury Management Strategy and will be funded from the Council cash 
balances rather than through capital financing arrangements. 

3.5 Investment for Commercial Return

3.5.1 To date the Council have not entered any non-treasury financial investments which are purely 
to generate a commercial return. The Council owns a portfolio of tenanted non-residential 
properties (TNRP), which generate a revenue return to the Council however, these proprieties 
have been held for a significant number of years and support wider corporate priorities. 

3.5.2 In 2018/19 the Council is entering into a Limited Liability Partnership (LLP) with Public Sector 
plc (PSP) to operate the TNRP portfolio for 10 years. This will generate a guaranteed rental 
income and minimise the risk of market fluctuations in rental income to the Council. Any 
Council investment in the partnership will be assessed on a case by case basis in line with all 
other proposed capital investment. The performance of the partnership will be monitored using 
Key Performance Indicators set by the Council and reported to Cabinet annually.

3.5.3 There are currently no plans to consider entering into a non-treasury financial investment 
solely or primarily to obtain a revenue return, however if an opportunity to do so arose the long 
term financial impact and the risks inherent to the scheme would be assessed as part of the 
due diligence process. Where the size of the investment or the risk of the investment required 
external advice, this will be obtained. Any potential investment entered into for a commercial 
return will require prior Cabinet approval.

3.6 Other Long-Term Liabilities

3.6.1 The Council has entered a number of other long-term liabilities, including the investment in 
Newcastle Airport. A register of investments is maintained by the Treasury Management Team 
and will be reported to Cabinet with the Treasury Policy report in February. An annual review 
of the value of these long-term liabilities is undertaken and any changes in value will be 
incorporated into future financial planning.



3.7 Risk Management

3.7.1 Risk management is a key feature in the management of the Council’s capital programme 
from the initial planning stage through to project delivery. The opportunities and the risks 
which could impact on the Council’s plans and performance are considered when each capital 
bid is consider for inclusion in the Capital Programme. 

3.7.2 The overall impact of the capital programme is assessed, monitored and restricted by both the 
long-term affordability and sustainability of revenue implications arising from the capital 
programme and the prudent provision of borrowing to fund the capital programme as 
assessed and monitored using the prudential indicators as approved by Council as part of the 
revenue budget process.

3.7.3 In addition, the key risks of the capital programme are identified and included within the 
Revenue Budget and MTFS alongside other financial risks to the Council. 

4. Setting the Capital Programme

4.1 Annual Review

4.1.1 The capital programme is set for five years and reviewed annually alongside the revenue 
budget to ensure existing schemes are still required and continue to meet the agreed capital 
programme priorities and to allow for new schemes to be incorporated into the programme. 
Additional schemes are added to the programme in the event that additional resources are 
confirmed, such as capital receipts or additional external funding, and when it can be 
demonstrated that the scheme is a high priority for the Council.

4.1.2 Depending on the type of scheme being proposed, it may also be appropriate to consider 
alternative methods of delivering the project and achieving the desired outcomes rather than 
using the resources outlined above. This may include exploring the opportunities to work in 
partnership with other stakeholders to deliver capital schemes.

4.1.3 The Council operate a two-stage bidding process for new capital schemes. The first outline bid 
includes a summary of the scheme, indicative costs, timing and outcomes and which of the 
Council priorities it meets. 

4.1.4 During the second stage of the process project managers are required a complete a more 
detailed business case which includes a full business model, working with their Business 
Partners, including total projected costs and income over the life of the scheme.

4.1.5 Once the second stage bids are received they are assessed for inclusion within the capital 
programme. This assessment will review:
 whole life costs of the scheme;
 project timescales and estimated cashflows;
 projected outcomes, both financial and non-financial; and 
 achievement of corporate priorities.

4.1.6 The potential costs associated with the new schemes and any changes to existing schemes 
are factored into the revised Capital Financing Requirement to assess the impact on the 
revenue budget and to inform decision making.

4.2 Timetable and approvals



4.2.1 The capital programme is reviewed and approved annually and follows the timetable set out 
below:

September First stage Capital Programme project proposals invited for 
any potential capital scheme for the next five year period.

October Receipt of completed templates for assessment for 
inclusion in the second stage of the application process. 

November Completed stage two application returned for assessment 
and inclusion in the draft five-year capital programme for 
consultation

December - January Consultation with Officers and Councillors on the draft 
capital programme

February Five-year capital programme taken to Council for approval.

4.2.1 During the year additional capital schemes may be brought to Cabinet for approval, either as a 
separate Cabinet report or as part of the quarterly capital report depending on the value of the 
scheme, in line with approved delegations. For all additional schemes, the same assessment 
will be undertaken as capital scheme incorporated into the Capital Programme as part of the 
annual review.

5. Capital Financing

5.1 Funding Sources

5.1.1 Capital expenditure can be funded from a number of different sources, but the sources of 
capital funding primarily available to the Council are: 
 Prudential borrowing;
 External grants or contributions;
 Capital receipts arising from the sale of assets; and
 Contribution from revenue resources.

5.2 Prudential Borrowing

5.2.1 The Prudential System of Local Government Capital Finance has operated since April 2004, 
which allows local authorities to invest as long as their capital spending plans are affordable, 
prudent and sustainable. The Code of Practice was refreshed in 2017 and places greater 
emphasis on assessment of the long-term impact of the capital programme on the wider 
financial context and the approach to the risk management of the capital programme. 

5.2.2 The level of prudential borrowing which can be supported is dependent on the availability of 
revenue resources required to fund the associated costs of borrowing. The affordability issue 
is addressed in the principles underpinning the Council’s MTFS and is controlled through 
Prudential Indicators agreed annually by Council as part of the revenue budget process. 
These indicators are monitored and reported monthly to Treasury Management Strategy 
Group and quarterly to Cabinet and Council to ensure the capital programme remains 
affordable and within the levels agreed. Any breaches of the indicators must be reported to 
Cabinet at the first opportunity and the report must include reasons for the breach and the 
actions that have been taken to correct the breach.

5.2.3 In order for borrowing to be considered prudent, affordable and sustainable there must be an 
identifiable, long-term source of revenue funding to meet the costs of borrowing. Ideally this 
will come from revenue savings or from additional income generated directly from the capital 
project. 



5.2.4 Where capital expenditure relates to a loan to a third party the loan repayments are linked to 
the Council’s underlying borrowing requirement. Loan repayments are monitored to ensure 
payments remain in line with the loan agreement.

5.2.5 The Council is required to make provision each year for the principal repayment of borrowing, 
known as Minimum Revenue Provision (MRP). The annual MRP charge to revenue is 
calculated by aligning the repayment of debt to the useful life of the asset to which it relates. 
The MRP Policy forms part of the revenue budget report approved by Cabinet and Council 
annually and the current policy is attached as Appendix 2 for information

5.3 External Funding

5.3.1 The reduction of Government grants to support the capital programme has resulted in the 
increased reliance on borrowing to fund the capital programme in recent years. To reduce the 
level of prudential borrowing it is essential that external funding possibilities are explored when 
developing capital project proposals. It is important that financial implications are considered 
throughout the bidding process in order to ensure that the potential benefits and risks to the 
Council are fully understood prior to accepting any external funding.

5.3.2 The Council will need to take an increasingly proactive approach to applying for capital grants. 
The optimisation of funding from external sources will be essential if the Council is to deliver in 
its objective to support and accelerate economic growth with the borough.

5.4 Capital Receipts

5.4.1 In general, capital receipts from the sale of Council assets are treated corporately, although 
there may be circumstances where a capital receipt must be used to fund a specific scheme, 
for example capital receipts from the sale of HRA assets. 

5.4.2 It is estimated that there is the potential to generate c.£18m in capital receipt over the MTFS 
period. As uncertainty remains around the level of capital receipts which will be achieved and 
to ensure a prudent approach to the calculations of the funding requirement of the capital 
programme a total of £6m capital receipts are included within the MTFS estimates, with this 
figure subject to ongoing review. 

5.4.3 Capital receipts can be used to:
 Finance in-year capital expenditure;
 Repay borrowing entered into to fund capital expenditure; and
 Until 31 March 2022 fund the up-front revenue costs of service reform and transformation 

which generates ongoing revenue savings through budget flexibility.

5.4.4 Any proposed used of capital receipts to support budget flexibility will be reported as part of 
the revenue and capital budget reports with any in-year amendments reported to full Council 
during the year. Where capital receipts are used to fund budget flexibility the Capital Financing 
Requirements and associated prudential indicators will be updated to reflect the impact of this 
decision on the revenue budget and the MTFS.

5.5 Contribution from Revenue Resources

5.5.1 The use of revenue contributions towards the funding of the capital programme is an 
alternative source of funding, however due to the pressure on the Council’s revenue budget the 
availability of revenue funding for capital expenditure purposes is limited. Capital expenditure relating 
to the HRA is currently support by a revenue contribution; this is assessed annually to ensure it 
remains affordable and is unlikely to be available over the longer term.



6. Monitoring the Capital Programme

6.1 The 5-year capital rolling programme is approved in February of each year and progress is 
monitored and reported throughout the year with amendments to schemes and new schemes 
added through the formal approval process. 

6.2 Project Management and Monitoring

6.2.1 Project managers are responsible for the proper and effective control and monitoring of their 
projects, including financial monitoring. Project managers must ensure that:
 Only capital expenditure is charged to the capital project;
 Capital expenditure must be properly attributed to the specific project;
 Capital expenditure is within the agreed budget, and approval is sought regarding any 

unavoidable variations;
 Realistic expenditure profiles are determined and regularly reviewed to identify potential 

slippage;
 Project monitoring returns are completed each quarter and submitted to the Capital Team 

within Corporate Finance.
 The projected outcomes of the scheme have been achieved.

6.2.2 For higher risk capital projects, a specific project group will be established to manage the 
delivery of the project. This will be a multi-disciplinary team and will usually include the project 
manager and, as a minimum, representatives from the Capital Team, Property Services and 
Design Services. In these cases, external advice may also be used to ensure all risks have 
been identified, assessed and are at a level that is acceptable to the Council. Monitoring of the 
scheme will continue throughout the project to ensure risk continues to be effectively 
managed.

6.3 Capital Programme Reporting

6.3.1 Each quarterly report will confirm the latest programme, expenditure to date, forecast outturn 
and the projected financing position. The report also outlines any proposed amendments for 
Cabinet to consider and approve, providing reasons for any forecast underspends, 
overspends, potential slippage or new schemes requested for inclusion in the capital 
programme

6.3.2 The Capital Programme position is formally reported to Cabinet and Council each quarter 
throughout the year. In advance of reporting to Cabinet, the Capital Programme is discussed 
by SMG Projects, Corporate Management Team and scheme variances are presented to 
Group Management Teams.

6.3.3 Cabinet may approve changes to the Capital Programme each quarter including the addition 
of new schemes during the year, or amendments to existing schemes. Additional schemes 
may be added when:

 additional external funding is received;
 where there is an urgent health and safety issue has been identified
 where it can be demonstrated that additional capital investment will generate 

significant revenue savings
 Where additional schemes which support the Council’s priorities have been 

identified and require immediate action.

6.3.4 Revisions to existing schemes may become necessary if a scheme becomes materially 
different from the original project proposal. This may be as a result of the need to incur 



additional expenditure to meet unavoidable issues, changes in project delivery timescales, the 
receipt of additional funding or the need to withdraw a scheme.

6.3.5 All variations to the Capital Programme must be approved by Cabinet prior to incurring any 
additional expenditure as it may be necessary to re-prioritise existing schemes within the 
Capital Programme to accommodate variations.

7. Treasury Management, borrowing and debt

7.1 As defined by CIPFA in the Treasury Management Code of Practice, Treasury Management 
is:

‘the management of the organisation’s investments and cash flows, its banking, money market 
and capital market transactions; the effective control of the risks associates with the activities; 
and the pursuit of optimum performance consistent with those risk.’

7.2 The Treasury Management Strategy specifies how the Council manages its treasury 
management activities and includes the Council’s Borrowing and Investments Strategies as 
well as specifying the Council’s risk appetite in relation to borrowing and investments. 

7.3 The Borrowing Strategy outlines the different borrowing options available to fund the capital 
financing requirement and how the risks around borrowing will be managed. The prudential 
framework and indicators, which are set annually, ensure the capital programme remains 
affordable, sustainable and prudent include by setting maximum levels of overall borrowing, 
interest rates exposure and the total borrowing maturity exposure per period. To ensure the 
revenue implications of the capital programme are fully integrated within the Council’s revenue 
budget the Prudential and Treasury Management Indicators are approved as part of the 
revenue budget by Cabinet and Council February each year. The 2018/19 – 2022/23 
prudential and Treasury Management Indicators and are included as Appendix 3 for 
information.

7.4 The Treasury Management Investment Strategy specifies the Council’s approach to specified 
and non-specified treasury management investments and non-treasury financial investments. 
Non-treasury financial investments are investments entered into either directly or through 
investment in a third party primarily to generate a financial yield and are not capital 
expenditure.

8 Knowledge and Skills

8.1 Officers and Councillors involved in the decision-making process are required to have an 
appropriate level of skill and knowledge or access to these to make informed decisions. 

8.2 The officers from Corporate Finance, involved in the day to day management of the Capital 
and Treasury Management Teams are Consultative Committee of Accountancy Bodies 
(CCAB) qualified accountants. Link Asset Services provide external advice and support on 
treasury management issues and are also available to provide advice on capital accounting 
issues.

8.3 For individual capital schemes which are more complex and potentially higher risk, external 
advice will be sought to assist with the due diligence process. Where external advice is taken, 
the outcome of the advice will be included within reports to Senior Officers and Councillors as 
part of the decision-making process.



8.4 Treasury management and capital training is available to Officers and Councillors and can 
include both formal training delivered by external advisor and in-house presentation around 
specific issues.



APPENDIX 1

GATESHEAD COUNCIL - CAPITALISATION POLICY 

All capital expenditure on the acquisition, creation or enhancement of a non current asset is capitalised on an 
accruals basis.

Expenditure on the acquisition of a non current asset, or expenditure that adds to, and not merely maintains, 
the value of a non current asset is capitalised and classed as a non current asset.  However, this is provided 
that the non current asset yields benefits to the Council and the services it provides for a period of more than 
one year.

Expenditure that should be capitalised will include expenditure on the:
 Acquisition, reclamation, enhancement or laying out of land;
 Acquisition, construction, preparation, enhancement or replacement of roads, buildings and other 

structures;
 Acquisition, installation or replacement of plant, machinery and vehicles;
 Replacement of a component of a non current asset that has been treated separately for depreciation 

purposes and depreciated over its individual useful life.

In this context, enhancement means the carrying out of works that are intended to:
 Lengthen substantially the useful life of the asset; or
 Increase substantially the open market value of the asset;
 Increase substantially the extent to which the asset can or will be used for the purposes of the Council.

The Council capitalises expenditure on developing and implementing computer software and licenses as an 
intangible asset, provided that the expected life exceeds one year. 

The Council also capitalises Project Management costs where this is directly linked to the delivery of a major 
project included within the Capital Programme.

All capital expenditure creating or enhancing a non current asset (see definitions above) will be recorded in the 
Council’s Asset Register where the asset can be identified. Some expenditure may also relate to assets owned 
by a third party rather than the Council and this is capitalised as Revenue Funded from Capital under Statute 
(REFCUS) in accordance with accounting regulations.

The Council’s de-minimis level for valuation purposes is £40,000 and £10,000 for individual items of capital 
expenditure, with the exception of certain external funding regimes where different levels of capitalisation are 
specified.

All expenditure is capitalised through the capital accounts and financed at the year-end, as long as the scheme 
has been approved through the Council’s capital programme. This includes programmes of spending such as 
purchase of fleet vehicles, ICT equipment, strategic maintenance or health and safety schemes, where 
individual project spend could be less than the current de-minimis level. 



APPENDIX 2

MINIMUM REVENUE PROVISION (MRP) STATEMENT 2018/19

The Minimum Revenue Provision (MRP) is the charge made to the revenue account to reflect the 
repayment of borrowing where the Council has a positive Capital Financing Requirement (CFR). This 
is the mechanism by which council tax payers fund capital expenditure that has been supported by 
borrowing.

In accordance with regulations and statutory guidance issued by the Secretary of State under section 
21 (1A) of the Local Government Act 2003, the Council is required to calculate an amount of MRP 
each year which is considered to be prudent. The guidance includes four options with the broad aim 
of a prudent provision being to ensure that debt is repaid over a period that is reasonably 
commensurate with the period where the capital expenditure is expected to provide benefits.

The legislation requires the Council to prepare a statement of its policy on making MRP before the 
start of each financial year.

Supported Borrowing MRP

From 2017/18 MRP relating to capital expenditure financed from borrowing taken before 1 April 2008 
is calculated at a fixed 2% of the opening CFR relating to capital expenditure incurred prior to 1 April 
2008. This will make provision to fully repay the borrowing over a 50 year term.

Unsupported or Prudential Borrowing MRP

MRP relating to capital expenditure financed from borrowing taken after 1 April 2008 will be 
calculated using the Asset Life method. This makes provision over the estimated life of the asset for 
which the borrowing is undertaken. 

The MRP will normally commence in the financial year following the one in which the expenditure is 
incurred, but in accordance with the guidance an additional MRP holiday can be taken until the 
period in which the asset becomes operational, particularly in the case of complex major projects. 

The estimated useful life is aligned to the Council’s asset register where possible, however the 
Council does have the flexibility to assign an alternative life to capital expenditure, provided this 
satisfies the requirement to make a prudent provision and is considered to reasonably reflect the 
anticipated period of the benefits arising from the investment.

If no life can reasonably be attributed to an asset, such as freehold land, the life is taken to be a 
maximum of 50 years. However, in the case of freehold land on which a building or other structure is 
constructed, the life of the land may be treated as equal to that of the structure where this exceeds 
50 years. The estimated life of the asset is determined in the year that MRP commences and is not 
usually subject to further revision.

Where borrowing is used to meet expenditure which is treated as capital expenditure by virtue of a 
capitalisation direction, the life is set at a maximum of 20 years in accordance with the statutory 
guidance.

For assets with an expected life of less than 25 years, MRP is calculated using the Equal Instalment 
method. This makes a fixed provision each year over the life of the asset.

For assets with an expected life in excess of 25 years, primarily major projects and construction 
works to significant value assets, MRP is calculated using the Annuity method. This approach is used 
where the flow of benefits from an asset is expected to increase over time, as the MRP is lower in 



earlier years and increases over the lifetime of the asset. The MRP is the principal element for the 
year of the annuity required to repay the capital investment in the asset that has been funded using 
borrowing.

Housing Revenue Account MRP

In managing the HRA debt and considering the HRA business plan there is no mandatory 
requirement to make provision in the HRA for annual MRP payments. The provision to repay debt 
within the HRA is balanced with the need for investment in the stock and any voluntary provision to 
repay debt will be determined when closing the HRA subject to affordability considerations.

PFI Assets and assets held as Finance Leases

For assets accounted for as on-balance sheet relating to PFI contracts and finance leases the MRP 
charge is based upon the annual principal payment specified within the financial model. No additional 
charges are included above those within the contract.

Long-Term Capital Loans

The Council has provided capital loans within the Capital Programme to facilitate additional 
development within Gateshead, particularly relating to affordable housing. The annual repayments of 
the principal amounts are treated as capital receipts and set aside to reduce the Council’s underlying 
need to borrow, rather than making a revenue MRP charge.

Voluntary Provision

In accordance with the guidance, the Strategic Director, Corporate Resources has the discretion to 
make additional voluntary provision, subject to affordability considerations, which can result in 
reductions to the MRP charge for future years.



APPENDIX 3

PRUDENTIAL AND TREASURY INDICATORS

1. The actual capital expenditure that was incurred in 2016/17 and the estimates of capital 
expenditure to be incurred for the current and future years that are recommended for 
approval are: -

2016/17
£000

Actual

2017/18
£000

Estimate

2018/19
£000

Estimate

2019/20
£000

Estimate

2020/21
£000

Estimate

2021/22
£000

Estimate

2022/23
£000

Estimate
Non-HRA 45,914 58,514 75,382 62,427 37,055 27,738 14,325

HRA 19,147 31,352 28,280 15,110 15,590 15,840 15,845

Total 65,061 89,866 103,662 77,537 52,645 43,578 30,170

2. Estimates of the ratio of financing costs to net revenue stream for the current and future 
years, and the actual figures for 2016/17 are: -

2016/17
Actual

2017/18
Estimate

2018/19
Estimate

2019/20
Estimate

2020/21
Estimate

2021/22
Estimate

2022/23
Estimate

Non-HRA 12.82% 14.89% 15.41% 18.57% 19.75% 20.14% 20.58%

HRA 43.44% 42.53% 45.60% 36.35% 34.79% 32.98% 33.95%

The estimates of financing costs include current commitments and the proposals in this budget 
report.

3. The actual Capital Financing Requirement at 31 March 2017and estimates of the end of 
year Capital Financing Requirement (excluding PFI) for the Council for the current and 
future years are: -

31/03/17
£000

Actual

31/03/18
£000

Estimate

31/03/19
£000

Estimate

31/03/20
£000

Estimate

31/03/21
£000

Estimate

31/03/22
£000

Estimate

31/03/23
£000

Estimate
Non-HRA 286,124 301,792 328,351 387,240 418,707 430,427 434,410

HRA 345,505 345,505 345,505 345,505 345,505 345,505 345,505

Total 647,297 673,856 732,745 764,212 775,932 779,915 794,664

4. The Capital Financing Requirement measures the Council’s underlying need to borrow for a 
capital purpose. In accordance with best professional practice, the Council does not 
associate borrowing with particular items or types of expenditure.  The Council has an 
integrated Treasury Management Strategy and has adopted the CIPFA Code of Practice for 
Treasury Management in the Public Services. The Council has, at any point in time, a 
number of cash flows both positive and negative, and manages its treasury position in terms 
of its borrowing and investments in accordance with its approved treasury management 
strategy and practices. In day to day cash management, no distinction can be made between 
revenue cash and capital cash.  External borrowing arises as a consequence of all the 
financial transactions of the Council and not simply those arising from capital spending. In 
contrast, the Capital Financing Requirement reflects the Council’s underlying need to borrow 
for a capital purpose.



5. CIPFA’s Prudential Code for Capital Finance in Local Authorities includes the 
following as a key indicator of prudence: -

“In order to ensure that over the medium-term debt will only be for a capital 
purpose, the local authority should ensure that debt does not, except in the short 
term, exceed the total of Capital Financing Requirement in the preceding year plus 
the estimates of any additional Capital Financing Requirement for the current and 
next two financial years.”

The Strategic Director, Corporate Resources reports that the Council had no 
difficulty meeting this requirement in 2016/17, nor are any difficulties envisaged for 
the current or future years. This view takes into account current commitments, 
existing plans, and the proposals in this budget report.

The following table shows the actual external debt against the underlying capital 
borrowing need (the Capital Financing Requirement), highlighting any over or under 
borrowing.

31/03/17
£000
Actual

31/03/18
£000

Estimate

31/03/19
£000

Estimate

31/03/20
£000

Estimate

31/03/21
£000

Estimate

31/03/22
£000

Estimate

31/03/23
£000

Estimate
eActual gross 

debt at 31 
March

610,189 666,341 725,230 756,697 768,417 772,400 786,917

Capital 
Financing 
Requirement

647,297 673,856 732,745 764,212 775,932 779,915 794,664

Under / 
(over) 
borrowing

37,108 7,515 7,515 7,515 7,515 7,515 7,747

6. In respect of its external debt, it is recommended that the Council approves the 
following Authorised Limits for its total external debt gross of investments for the 
next five financial years, and agrees the continuation of the previously agreed limit 
for the current year since no change to this is necessary. These limits separately 
identify borrowing from other long-term liabilities.  The Council is asked to approve 
these limits and to delegate authority to the Strategic Director, Corporate 
Resources within the total limit for any individual year, to effect movement between 
the separately agreed limits for borrowing and other long-term liabilities, in 
accordance with option appraisal and best value for money for the Council. Any 
such changes made will be reported to the Council at its next meeting following the 
change.

Authorised Limit for External Debt

2018/19
£000

2019/20
£000

2020/21
£000

2021/22
£000

2022/23
£000

Borrowing 875,000 905,000 910,000 910,000 925,000

7. The Strategic Director, Corporate Resources reports that these Authorised 
Limits are consistent with the Council’s current commitments, existing plans and 
the proposals in this budget report for capital expenditure and financing and with 



its approved treasury management policy statement and practices. The 
Strategic Director, Corporate Resources confirms that they are based on the 
estimate of most likely, prudent but not worst-case scenario, with sufficient 
headroom over and above this to allow for operational management, for 
example unusual cash movements. Risk analysis and risk management 
strategies have been taken into account, as have plans for capital expenditure, 
estimates of the Capital Financing Requirement and estimates of cash flow 
requirements for all purposes.  These limits include amounts in relation to The 
Gateshead Housing Company.

8. The Council is also asked to approve the following Operational Boundary for 
external debt for the same time period. The proposed Operational Boundary for 
external debt is based on the same estimates as the Authorised Limit, but 
reflects directly the Strategic Director, Corporate Resources estimate of the most 
likely, prudent but not worst-case scenario, without the additional headroom 
included within the Authorised Limit to allow, for example, for unusual cash 
movements, and equates to the maximum of external debt projected by this 
estimate. The Operational Boundary represents a key management tool for in 
year monitoring by the Strategic Director, Corporate Resources.  Within the 
Operational Boundary, figures for borrowing and other long-term liabilities are 
separately identified. The Council is also asked to delegate authority to the 
Strategic Director, Corporate Resources within the total Operational Boundary 
for any individual year, to effect movement between the separately agreed 
figures for borrowing and other long-term liabilities, in a similar fashion to the 
Authorised Limit. Any such changes will be reported to the Council at its next 
meeting following the change. These limits include amounts in relation to The 
Gateshead Housing Company.

Operational Boundary for External Debt

2018/19
£000

2019/20
£000

2020/21
£000

2021/22
£000

2022/23
£000

Borrowing 850,000 880,000 885,000 885,000 900,000

9. The Council’s actual external debt at 31 March 2017 was £610.189m comprising
£610.189m borrowing and no other long-term liabilities. It should be noted that 
actual external debt is not directly comparable to the Authorised Limit and 
Operational Boundary, since the actual external debt reflects the position at one 
point in time.

10. In taking its decisions on this budget report, the Council is asked to note that the 
Authorised Limit determined for 2018/19 (see paragraph 6 above) will be the 
statutory limit determined under Section 3(1) of the Local Government Act 2003.

11. The Council shall ensure that the revenue implications of capital finance, 
including financing costs, are properly taken into account within option appraisal 
processes, the capital programme and the medium-term forecast. In assessing 
affordability, the Council will consider the council tax implications of its capital 
programme, borrowing and investment decisions.

12. The Council has adopted the CIPFA Code of Practice for Treasury 
Management in the Public Services (2017), which requires key Treasury 



Management indicators.
13. The purpose of these indicators is to contain the activity of the treasury function 

within certain limits, thereby reducing the risk or likelihood of an adverse 
movement in interest rates or borrowing decisions impacting negatively on the 
Council’s overall financial position. However, if these indicators were set to be 
too restrictive, they will impair the opportunities to reduce costs.

14. It is recommended that the Council sets upper and lower limits for the maturity 
structure of its fixed and variable rate borrowings as follows: -

Upper and Lower Limits for the Maturity Structure of Fixed Rate 
Borrowings

Upper 
Limit

Lower 
Limit

Under 12 months 30% 0%
12 months and within 24 months 30% 0%
24 months and within 5 years 40% 0%
5 years and within 10 years 40% 0%
10 years and within 20 years 40% 0%
20 years and within 30 years 40% 0%
30 years and within 40 years 50% 0%
40 years and within 50 years 50% 0%
50 years and above 30% 0%

Upper and Lower Limits for the Maturity Structure of Variable Rate 
Borrowings

Upper 
Limit

Lower 
Limit

Under 12 months 30% 0%
12 months and within 24 months 15% 0%
24 months and within 5 years 15% 0%
5 years and within 10 years 15% 0%
10 years and within 20 years 15% 0%
20 years and within 30 years 15% 0%
30 years and within 40 years 15% 0%
40 years and within 50 years 15% 0%
50 years and above 15% 0%

15. It is recommended that the Council sets an upper limit on its principal sums 
invested for periods longer than 365 days for 2018/19, 2019/20, 
2020/21,2021/22 and 2022/23 as follows: -

Upper Limit on amounts invested beyond 365 days

Investments

2018/19
£000

2019/20
£000

2020/21
£000

2021/22
£000

2022/23
£000


