Schedule B

Sources of Capital Investment

Borrowing

The Council is able to borrow money on the money market or from the Public Works Loan
Board (PWLB) to fund capital schemes or, on a short term basis, use its own internal resources
(i.e. cash flow), however for all schemes initially funded from borrowing, the Council will have
to fund the repayment and interest costs and any on-going related revenue support. With the
exception of the Welsh Government’s allocation of Supported Borrowing, all other borrowing
is unsupported i.e. where associated interest and debt repayment costs must be met from
Council Tax, savings or additional income generation.

The Council is only able to borrow for “unsupported borrowing” (also known as Prudential
Borrowing) under the guidance contained in the CIPFA Prudential Code whereby, in summary,
the Council is required to ensure that all borrowing is both prudent and affordable.

All schemes funded from Prudential Borrowing are approved by full Council, and in
accordance with PRINCIPLE 3 must be affordable and sustainable, with payback met from
Directorate or Council revenue budgets over a period no longer than the life of the asset.
Projects requiring funding through prudential borrowing should submit a robust business case
to include forward predictions of affordability, with the aim that projects should be self-funding
(i.e. create a revenue stream so that the cost of borrowing is cost neutral on Council Tax).

The potential for Prudential Borrowing is not unlimited and must be considered within the
Council’s overall borrowing limits. Whenever Prudential Borrowing is under consideration, the
means of payment must be clearly identified. Typically this can be from:

¢ Income or savings generated by the investment;
¢ Budget reductions made elsewhere in the Directorate to compensate;
e Additional recurrent funding approved by Council as part of the budget setting process.

There may be the need for borrowing where there is no identifiable future revenue stream, for
example, to repair or construct infrastructure assets. This may be to support Corporate
Priorities. The cost of such borrowing falls on the council tax payer through payments of debt
interest on the Council's revenue account and repayment of debt over a specified period of
time. This is known as the Minimum Revenue Provision (MRP). There may still be a need for
such borrowing but each proposal should be reviewed on a case by case basis with the project
evaluation clearly stating how the borrowing is to be afforded. Given the significant ongoing
financial challenges facing this Council, it is likely that such schemes will be an “exception”.

External Grants

The Council receives annual capital grant funding from Welsh Government and is able to bid
for grant funding direct to other government departments or from other grant awarding bodies.

The annual funding from Welsh Government is not ring-fenced so the Council has flexibility in
in how it allocates this funding. It is proposed that this is earmarked in the first instance to
works deemed to be of a mandatory nature e.g. health and safety, or towards corporate
priorities.

Any additional capital grant funding received from external sources must be managed in line
with the Council’s Grants Policy. Delegated authority is required to bid for and accept any
external funding, and external funding applications should be supported by a strong business
case which demonstrates how the project meets the Council’'s Corporate Priorities and how
any future revenue costs will be met.



Capital Receipts

The Council generates capital receipts from the sale of surplus assets. Maximisation of these
receipts will increase the amount that can be spent on capital investment. The Council has a
statutory obligation to deliver best consideration under S123 of the Local Government Act
1972 and will seek to obtain market value in its disposals. However, there are exceptions and
there will sometimes be a balance to strike where disposals can achieve social, economic or
environmental policy objectives which contribute towards the Corporate Plan. In such
instances, consideration will be given to Value for Money this represents. The Council has
also introduced a Community Asset Transfer Strategy, where it will transfer assets to third
party groups at less than best consideration in accordance with the objectives. A key principle
of the Council’s Capital Strategy, PRINCIPLE 4, is that, unless specifically agreed by Cabinet
for exceptional circumstances, all capital receipts will be treated as general capital funding
and allocated according to determined priorities. This supports the “One Council” approach.
However, this does not negate the need for Council to approve any proposed schemes from
that receipt. One example of where the Council has departed from the principle is with regards
to school disposals and the ring fencing of those capital receipts to fund the Schools
Modernisation Programme. There may potentially be other schemes where the Council
decides to set aside receipts in this way and these will be approved within the reporting of the
Capital Programme.

Asset Disposals

The Council will aim to maximise its capital receipts, where possible, by enhancing the land
prior to disposal. In relation to development sites it will produce a technical pack which will
include site investigations, planning briefs, utilities and drainage information, as relevant. The
Council will consider the most appropriate method of disposal by way of private treaty, tender
or by public auction. Generally it will dispose of assets on the open market, in order to robustly
demonstrate that it has delivered best consideration. However, there will be occasions when
it will sell off market to a single bidder. In these instances it will seek an independent valuation
to assess the capital receipt and to affirm that best consideration has been delivered.

In considering asset disposals, the Council also needs to take into account the guidelines on
Community Asset Transfers where the Council will consider, on a case by case basis, the
potential transfer of assets to an alternative provider after a full assessment of the long term
(full life) risks and rewards of the transfer, including the achievement of best value including
potential market value, linked to the Council’s aims and objectives.

Where the Council proposes to dispose of, or grant a long lease, at nil consideration or at a
value below market value, a valuation will be undertaken to ensure that the Council is fully
aware of the receipt which it is foregoing, as a result of the Community Asset Transfer.

S106 contributions

S106 monies come from developer contributions through the planning system. Unless there
are service specific conditions on the use of the S106 (which generally there are), the monies
should be used to support existing Council priorities and commitments rather than be allocated
to new schemes. Any S106 monies received without a service or scheme specific allocation
within the planning agreement will be allocated in line with Council’s capital scheme priorities.

Revenue and Reserves

The Council is able to use revenue funding and reserves for capital schemes. However, as a
result of competing revenue budget pressures and the continued reduction in government
funding for revenue expenditure, the Council’s policy is generally not to budget to use revenue
or reserve funds to directly fund capital projects, unless funding has already been set aside.



