BOROUGH
COUNCIL
Dacorum Borough \

Councill
Capital Strategy

2022/23




1 Introduction

1.1 Requirements of a Capital Strategy

The Prudential Code requires all local authorities to produce a Capital Strategy. The
purpose of the Capital Strategy is to tell a story that gives a clear and concise view of
how the Council determines it priorities for capital investment, decides how much
borrowing is affordable and its risk appetite and the governance arrangements in place
to manage those risks.

The Capital Strategy is required to set out the long-term context in which capital
expenditure and investment decisions are made and gives due consideration to the
risk, reward and impact on the achievement of outcomes.

The Council Strategy should demonstrate that capital expenditure and investment
decisions are in line with service objectives and properly take into account stewardship,
value for money, prudence, sustainabililty and affordability.

The Capital Strategy should cover:

J Capital Expenditure

o Debt, Borrowing and Treasury Management

o Commerical Activity

o Other long-term Liabilities and Non-Treasury Investments and Debtors.
o Knowledge and Skills.

2 Capital Expenditure

2.1 Overview of the Asset Management Strategy

The Asset management strategy sets out how the Council intends to use its property
portfolio to support the priorities identified in its Corporate Plan, and how it plans to
improve the performance of its assets. The Council’'s Asset Management Strategy can
be found on the Council's website.The strategy informs and supports the Council’s
Medium Term Financial Strategy. The strategy will be updated following the finalisation
of the Council's Commercial Strategy, and the review of the commercial assets service
which is underway at the time of publication of this document (Feburary 2022).

The Council has a significant and varied portfolio of assets, some of which provide an
income stream, which is crucial to the funding/delivery of the overall Council objectives. The
strategy provides a structure to asset governance and performance management which in
turn helps improve Council’s decision making and enhance income streams.

The strategy details the Council’s focus on reducing its long-term asset maintenance costs
through proactive maintenance scheduling and better cost recovery. This reduces the risk
that under-investment will lead to a spike in maintenance costs or a loss of income should



http://www.dacorum.gov.uk/docs/default-source/business/2016-asset-management-strategy-final-17-2-16.pdf?sfvrsn=0

the assets no longer be deemed fit for purpose. Annual maintenance and refurbishment
budgets are set as part of the Council's budget setting process.

The Council aims to act as a catalyst for growth by maximising the use of its own assets
and stimulating growth. This approach can improve the Council’s revenue streams as
aresult of increased business rate retention and council tax base growth. The Council
weighs up the risk and benefits carefully where new projects potentially risk the loss of
current income. Getting the balance right between future economic growth and the
protection and enhancement of revenue income is a key issue for asset management
planning. Changes in demand for assets as a result of the pandemic will no doubt drive
future planning.

The Asset Management Strategy includes the Council's disposals strategy. To ensure
continuing efficient operation of the Council’s assets, decisions on disposals of assets
deemed surplus to requirements is recommended by the Corporate Growth and
Infrastructure Board. This decision will then be referred to the Senior Leadership Team
for review and confirmation and ultimately Members in line with Financial Regulations.
Assets under consideration for disposal at this time are investment sites and selected
garages.

The Council’s social housing stock is covered separately under the Housing 30 year
Busienss Plan 2021 and the Housing Asset Management Strategy 2016-2020. The
strategy outlines the Council's approach to managing demand and supply and the
sustainability and condtion of its 10,100 housing properties whilst delievering value for
money. The strategy sets out plans to increase the stock to meet continuing need for
quality, affordable homes in Dacorum. The Council’'s Housing Asset Management Strategy
can be found on the Council's website. The Councils housing stock is currently undergoing
a stock condition survey including a report from the energy savings trust, these will inform
a refresh of the Housing asset Management Strategy in 2022/23.

2.2 The Council’s policies on Capitalisation

The Council capitalises expenditure on property, plant, equipment and software, when
it brings economic benefit or service potential to the Council for longer than 1 year and
spend is greater than £10,000 per scheme.The Council does not capitalise borrowing
costs incurred whilst assets are under construction. Further details of the Council’'s
capitalisation policy can be found in the Council’'s Statement of Accounts, notes to the
Core Financial Statements section: http://www.dacorum.gov.uk/home/council-
democracy/finance/annual-statement-of-accounts.

2.3 Flexible Use of Capital Receipts

The Council has a Flexible Use of Capital Receipts Strategy. Qualifying expenditure
for the flexible use of capital receipts is ‘expenditure on any project is designed to
generate ongoing revenue savings in the delivery of public services and/ or transform
service delivery to reduce costs and/ or transform service delivery in a way that reduces
costs or demands for services in future years for any of the public sector delivery
partners.

2.4 Capital Programme approval process

As part of the annual Medium Term Financial Starategy review and budget setting
process, Senior Officers are invited to submit new Capital bids using a business case
template. The business case template outlines th eproject details including;



https://www.dacorum.gov.uk/docs/default-source/housing/asset-management-strategy-2016-2020.pdf?sfvrsn=8
http://www.dacorum.gov.uk/home/council-democracy/finance/annual-statement-of-accounts
http://www.dacorum.gov.uk/home/council-democracy/finance/annual-statement-of-accounts

e how the project will meet corporate priorities
e Revenue and Capital Requirements
e Proposed funding sources

The Council’s corporate priorities for 2020-2025 are:

A clean, safe and enjoyable environment

Building strong vibrant communities

Ensuring economic growth and prosperity

Providing good quality affordable homes, in particular to those most in need
Climate and ecological emergency

Ensuring efficient, effective and modern service delivery.

All bids are signed off by the relevant Director and Portfolio Holder. The bids are then
scrutinised by the Senior Leadership Team to ensure they are affordable and support
Corporate Priorities. The draft Capital Programme then goes through internal officer
and member scrutiny prior to Overview and Scrutiny and Cabinet for further challenge
and review. The Capital Programme then goes to full Council in February for approval.

2.5 The Capital Programme

The 2021/22-2025/26 Capital Programme is summarised in the table below. The total
Capital Programme for the next 4 years from 1 April 2022 is £307.841m. For 2021/22,
the Capital Programme is £31.876m of which £21.617m is to be spent on the Housing
Revene Account (HRA) and £10.259m is to be spent on General Fund Capital
Schemes. Further details of the Capital Programme can be found in Appendix | of the
Budget Report.

2020/21 | 2021722 | 2022123 | 2023124 | 2024125 | 2025/26
. : E
Capital expenditure Actual (Fgorecast Estimate | Estimate | Estimate | Estimate
£m £m £m £m £m £m
General Fund 0373 | 10259 22854 27.424| 15233 8.122
HRA 17.027 | 21617| 67.920| 65619| 55111| 45558
Total 26400 | 31.876| 90.774| 93.043| 70344| 53.680
Financed by:
Capital grants & S106 1.554 3.602 5.002 5.882 3.313 0.741
Capital receipts & 20184 | 23302| 70925 32.753| 17.134| 18519
reserves
Revenue contribution 4.662 4.972 4.649 4.667 5.915 5.445
to Capital
ESK{;’W‘”Q' General 0.000 0.000 0.000 | 18.115| 14.492 7.381
Borrowing- HRA 0.000 0.000 | 10.199| 31.626| 29.490| 21.594
Netfinancingneedfor | 0 /05| 31876 | 90774 | 93.043| 70344 53680
the year

2.6 Long term view of capital expenditure plans

The Council publishes its capital programme covering a 5- year period, in line with its
Medium Term Financial Strategy (MTFS) and the HRA Business Plan covers 30 years.




The focus for the Council’s General Fund over the medium term is the development of
facilties for the local community, including its flagship project to develop Berkhamsted
Leisure Centre, and the dleivery of additional housing in the borough to provide the
much needed homes for residents. During 2022 the council is committed to assessing
the options open to the Council to enable , build or or purchase to maximise both the
opportunites to devleop homes and commercial opportunities.

In the medium to longer term, the Council is comitted to providing new homes in the
Borough and has a HRA programme of new build housing totalling £174.4m over the
next 5 year period commencing 1 April 2022.

The Council’s capital expenditure programme supports the priorities identified in its
Corporate Plan and delivery of the Council’s services. As a government organisation
governed by a political administration, the Council is subject to changes in government
policy such as the implementaton of mandatory 1% annual rent reductions and the
removal of the HRA borrowing cap in 2018 and also changes in the political direction,
including that arising from local elections held every four years. This has potential
implications for the content and direction of the capital programme.

The Council is mindful of risks to the delivery and financial performance of the capital
programme over the MTFS period. These include, but are not limited to:

o Inflationary changes
o Local and National political considerations
o Legislative changes
. Access to expertise

The Council projects the potential financial impact of these risks over the life of capital
projects where it is possible to do so. Capital schemes are supported by relevant
project boards and their financial performance is monitored on a quarterly basis.

2.7 Cost of Borrowing for Capital Expenditure

Under statute, the Council is required to make a charge to revenue in respect of prior year’'s
expenditure on the General Fund which is funded from borrowing (internal or external) in
order to repay the principal, this is known as the Minimum Revenue Provision (MRP).
External borrowing also incurs interest costs. Based on the current capital programme, the
forecast charge to the General Fund for both MRP and interest on borrowing is:

2021/22 2022/23 2023/24 2024/25 2025/26
£m £m £m £m £m

General Fund 1.037 1.029 1.083 1.083 1.083

There is no requirement for the HRA to make a minimum revenue provision but the
HRA is required to pay interest on the borrowing undertaken to fund the £354m Self
Financing deal. In 2022/23 this is budgeted to be £11.302m.




2.8 Monitoring of Capital Expenditure

To mitigate the risk of overspends on Capital schemes or the Council undertaking
borrowing when not required and incurring interest costs, the Council monitors Capital
Expenditure against the approved budget during the financial year. The Budget
Monitoring Report goes to the Senior Leadership Team, then Overview and Scrutiny
Committee and Cabinet on a quarterly basis. The report provides the latest forecast
position and provides an explanation of reasons for slippage and underspends or
presures on each individual scheme. Cabinet is required to approve any requests for
additonal budget and to approve slippage of projects into future financial years.

To ensure the Council is achieving value for money when awarding tenders for Capital
works, Officers must adhere to the Council's Commissioning and Procurement
Standing Orders. This details the Council’'s procurement thresholds and can be found
on the Council's website.

Post- project implementation reviews are also carried out, where appropriate, to ensure
lessons learnt are taken into consideration for future relevant projects.

3 Debt, Borrowing and Treasury Management

3.1 Overview of Governance Process for Treasury Management

As per the Treasury Management Strategy, Full Council will receive reports on its
treasury management policies, practices and activities, including, as a minimum, a
mid-year review and an annual report after its close. Responsibility is delegated to the
Section 151 Officer for the implementation and regular monitoring of its treasury
management policies and practices, and for the execution and administration of
treasury management decisions. Cabinet is responsible for ensuring effective scrutiny
of the treasury management strategy, policies and monitoring before recommendation
to Full Council.

3.2 Projection of External Debt and Internal Borrowing over the Long
Term

The Council has total external debt of £353.690m at the end of 2020/21 and forecasts
£418.472m at the end of 2024/25.

2020/21 | 2021/22 | 2022/23 | 2023/24 | 2024/25 | 2025/26
Actual | Estimate | Estimate | Estimate | Estimate | Estimate

£m £m £m £m £m £m
External Debt
Debt at 1 April 358.441 | 353502 | 349.680 | 347.974 | 376.962 | 417.284
[E)’é%f‘:ted change in 4.939) | (3.822)| (1.705)| 28988 40.321| 24.198
Other long-term 0.188 0.188 1.188 1.188 1.188 1.188
liabilities
Actual gross debtat | 555 600 | 349868 | 349.162 | 378.150 | 418.472 | 442.669
31 March

The Capital Financing

; 348.873 | 351.051 | 360.537 | 407.627 | 447.584 | 471.143
Requirement

(Under) /over

borrowing 4817 | (1.183)| (11.375)| (29.477)| (29.112) | (28.474)



https://www.dacorum.gov.uk/home/business/procurement

3.3 Limits on overall borrowing

The Treasury Management Strategy sets out the following borrrowing limits:

2021/22 2022/23 | 2023/24
Authorised limit Estimate | Estimate | Estimate
£m £m £m
Debt 400 400 400
Other long term liabilities 10 10 10
Total 410 410 410

3.4 Treasury Management Key Risks and Risk appetite

The Council’'s Treasury Management Strategy 2022/23 sets out in detail the authority’s
risk appetite around its treasury management activities. The Council adopts a prudent
approach to the management of risk, with its investment priorities being first, security,
liqudiity second and then return as detailed in the Treasury Management Strategy. This
includes reducing the Council's exposure to large fixed rate sums falling due for
refinancing at the same time by setting upper and lower limits for the maturity structure
of borrowing.

3.5 Treasury Management Knowledge and Skills available to the
Council

The Council uses Link Group as its external treasury management advisors. The Council
recognises that there is value in employing external providers of treasury management
services in order to acquire access to specialist skills and resources. The Council ensures
knowledge and skills are commensurate with the authority’s risk appetite. Council officers
regularly attend treasury management training provided by Link Group.

4 Commercial Activity

4.1 Definition of Commercial Activity

Commercial activity is the investment in assets including loans and property primarily for
financial return which are not part of treasury management activity. Commercial activity can
also include service investments held clearly and explicitly for operational service purposes
such as loans to other organisations for regeneration purposes. Commercial activity within
the Council currently includes the holding of investment properties in the commercial assets
portfolio to generate rental income. The Council’'s approach to commercial activity will be
further developed in its Commercial Strategy 2022.

The purpose of the Council's Commercial Strategy is to seek, where possible to increase
the Council’'s financial operating envelope, developing a programme of activities which
expands its means. This will assist the Council in delivernng its ambitious vision for
Dacorum and deal with the further financial pressures which will inevitably arise in future
years. There is a clear link between the Council’'s Commercial Strategy and this Capital
Strategy. Capital investment decisions will be driven by the Council’'s Commercial Strategy.




4.2 Investment Properties

At the 31% March 2021, the Statement of Accounts showed the Council held £64.982m of
Investment Properties. This was 4.81% of the Council's Long-Term Assets. Investment
Properties include shops, industrial units, storage units, offices, filing stations and nurseries.
Investment Properties in 2021/22 are forecast to generate gross income of £4.8m. The net
income from Investment Properties is £4m, which helps contribute to a lower net
expenditure before Council Tax. For 2021/22 the net expenditure before Council Tax is
£13.405m.

The Commercial Assets and Property Development team manage the Council's
Investment Properties in accordance with the Council's Asset Management Strategy.
Quarterly reports are sent to members using the Council's performance system (InPhase)
on the performance of the Council's investment properties. Key indicators include:

o percentage arrears on Commercial Property rents,
o percentage of Occupation in Commercial Properties,
o Investment Property income year to date budget position

The Council's Commercial Assets and Property Development team includes RICS qualified
professionals to ensure the Council meet legislative requirements whilst also using that
professional knowledge and expertise to maximise the potential income of the portfolio. A
large project for the Commercial asset service in 2022/23 will be the commissioning of
Energy Performance Certificates for the whole portfolio so the service has a better
understanding of the Carbon footprint of the portfolio and the overall energy efficiency, this
will help shape future strategies.

4.3 Approach to risk in commercial activities

The Council holds investment assets which deliver an annual rental stream. These
investment assets help the authority deliver a balanced budget over the MTFS period
as well as supporting the economic objectives that the Council has for the Dacorum
area.

As with its approach to treasury management, the Council adopts a prudent approach
to the management of risk within its commercial activities. The Council engages
professional advice on these activities as required, either from its own staff or via
external advisors. Decisions on commerical activities are made in line with the
Council’s constitution.

The Council monitors the performance of its commerical acitvities via its financial
monitoring process and the use of performance indicators. This process includes both
Officer and Member scrutiny.

As of 2021 there is a specific Commercial Board in place which will play a crucial role
in providing senior officer governance for Dacorum’s commercial activity. It will need
to play akey role in helping to develop a more commercial focus and behaviours across
the authority and, as aresult, its remit will cover a range of activity which will influence
commercial outcomes.

The Commercial Board has set up a clear governance process as outlined below, that
will assist with the development and realization of the commercial strategy in the
Council.




i. Commercial Informal Cabinet, to be convened for all cabinet members on
an informal, and as required, basis to discuss the draft Strategy and
programme, and individual business cases as required.

ii. Finance & Resources Scrutiny, to consider the draft Commercial Strategy
and Programme, and individual business cases as required.

iii. Cabinet, to approve the Commercial Strategy, Programme and business
cases, with appropriate delegations to the Chief Executive and / or Strategic
Director (Corporate and Commercial) for delivery of the programme once
business cases are approved.

iv. Full Council, to approve the resources required for commercial business
cases.

5 Other long-term Liabilities and Non-Treasury Debtors

Any other long-liabilities that the Council undertakes are subject to member scrutiny and
approval.

6 Knowledge and Skills

The Council employs a wide range of qualified professionals with expert knowledge and
skills including legal professionals, RICS property experts and qualified accountants.
Annual appraisals are carried out to identity training needs. The Council ensures
Councillors have the required skills through the Member training programme. Where skills
are not available in house, or in relation to material projects, the Council will draw on
additional professional advisers as necessary, these currently include Link Asset Service
for Treasury Management Services, Brazier Freeth for Commercial Property advice and
various architects.




