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1.

1.1.
1.2

1.3.

1.4.

Introduction
The Prudential Code requires the completion of a Capital Strategy that is approved by Full Council.

The Capital Strategy provides a high level overview of how capital expenditure, capital financing and
treasury management activity contribute to the provision of services along with an overview of how
associated risk is managed and the implications for future financial sustainability.

It forms part of the Councils integrated revenue, capital, and balance sheet planning. The Council
already undertakes elements of the requirements although some areas, such as Asset Management
Planning, are subject to ongoing development.

The Prudential Code now requires all this information to be brought together in a single place as
shown below:

J

Partner Led Infrastructure

Infrastructure Delivery Plan, the Infrastructure List and Planning Obligations ]

Capital Strategy




2. The Capital Programme

2.1.  The financial planning process and its Governance is shown below:
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Pink = internal timelines
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2.2.

2.3.

2.4.

2.5.

2.6.

2.7.

The Capital Programme Process

Given our current financial position, our priorities and responsibilities and as Asset Management
Plans are developed, it is probable that capital needs will be identified that exceed resources
available thus necessitating a more transparent and robust process to inform Members during the
development of the MTFS.

The capital bid process has been incorporated into the service and financial planning process to
provide a holistic approach. The capital bid element of the process has been designed to ensure
consistency, objectivity, equity and transparency to the prioritisation and allocation of capital
funding, while ensuring maximum value for money.

A summary of the process is identified below:

e Indicative Business-as-Usual capital investment is included in the Long Term Capital Investment
Plan based on existing levels. These budgets are subject to review based on more up to date
service and financial plans.

e In addition, a service can identify a budget requirement and consults with the Finance and
Commissioning Team.

e Service requests funding by completing and submitting a funding bid form.

e The Finance and Commissioning Team reviews all bids and assessments and requests
clarification where required.

e The Finance and Commissioning Team reviews bids using the assessment criteria and ensure
the bids are included in the relevant service and financial planning submission.

e Leadership Team review all service and financial planning submissions before recommending
the allocation of funding either through a Cabinet Report or through the MTFS.

e Finance and Commissioning monitor funding allocations and spend, reporting to Leadership
Team as part of Money Matters Reports.

o Where the project budget or annual allocation is £500,000 or more, a review of performance is
not already separately monitored, and the service completes the work / project outlined within
the bid, the service will undertake a review (i.e., post-project review) within 6 months of work
being completed, providing this to Finance and Commissioning to include in a report to
Leadership Team.

Planning Obligations - Section 106 and Community Infrastructure Levy (CIL)

As part of the planning process, financial contributions from planning obligations, including the
Community Infrastructure Levy, are received from new developments. The vast majority is spent
directly on infrastructure works or will be spent in line with the Infrastructure Delivery Plan (IDP)
and Infrastructure List (IL).

In some cases, there is an element of discretion on how they are allocated. These contributions
towards social and community facilities are linked to the development proposed.

The Council’s Capital Programme includes projects that are to be funded by Section 106 and CIL;
this is a significant source of funding and there is a significant level of interest from the community
in relation to the allocation of sums to projects.



2.8.

2.9.

The Capital Programme and its funding by Strategic Priority is summarised below:

Capital Programme

2024/25 | 2025/26 | 2026/27 | 2027/28 | 2028/29 Total Corporate
Strategic Priority £'000 £'000 £'000 £'000 £'000 £'000 £'000
Active Communities 5,231 8,001 0 0 0 13,232 375
Confident Communities 4,090 5,649 1,320 1,100 1,100 13,259 1,638
Green Communities 709 10,982 565 590 250 13,096 2,607
Prosperous Communities 6,802 8,492 585 75 0 15,964 5,084
Internal Support Services 542 296 183 405 680 2,096 1,366
Grand Total 17,374 33,420 2,653 2,170 2,030 57,647 11,070

Capital Programme

2024/25 | 2025/26 | 2026/27 | 2027/28 | 2028/29 Total
Funding Source £'000 £'000 £'000 £'000 £'000 £'000
Capital Receipts 1,412 394 0 4,936 500 7,242
Capital Receipts - Housing 1,189 409 0 0 0 1,598
Revenue - Corporate 870 565 183 612 0 2,230
Corporate Council Funding 3,471 1,368 183 5,548 500 11,070
Grant 3,512 6,699 1,300 1,100 1,100 13,711
Section 106 1,760 65 0 0 0 1,825
CIL 327 3,046 0 0 0 3,373
Reserves 8,077 3,920 520 308 780 13,605
Revenue - Existing Budgets 202 150 150 150 150 802
Sinking Fund 25 0 0 0 0 25
Leases 0 6,000 0 0 0 6,000
Internal Borrowing 0 12,172 500 (4,936) (500) 7,236
Total 17,374 33,420 2,653 2,170 2,030 57,647
External Borrowing 0 0 0 0 0 0
Grand Total 17,374 33,420 2,653 2,170 2,030 57,647

The Revenue implications of the Capital Programme are shown below:
Revenue Implications 2024/25 | 2025/26 | 2026/27 | 2027/28 | 2028/29
£000 £000 £000 £000 £000

Friary Grange - Refurbishment 135 0 0 0 0
New Leisure Centre Capital Financing 0 0 373 366 359
New Leisure Centre Operating Costs 0 0 39 (35) (85)
New Leisure Centre Sinking Fund 0 0 0 50 100
Savings Reinvested (100) (100) (100) (100) (100)
Community Infrastructure Levy 2022 (173) (100) (100) (100) (100)
New Leisure Centre & CIL Risk 273 608 (7) (6) (3)
A Cinema for Lichfield District - Income 0 (600) (600) (600) (600)
Cinema - Sinking Fund 0 254 254 254 254
Cinema - Expenditure/Uncertainty 0 346 346 346 346
Revenue Budget - Bin Replacement 202 150 150 150 0
Revenue Budget - Corporate 870 565 183 612 0
Sub Total - Approved Budget 1,207 1,123 538 937 172
Revenue - 3 year forward funding 0 228 222 222 0
Revenue Budget - Earmarked Reserves 0 0 0 0 680
Revenue Budget - Bin Replacement 0 0 0 0 150
Service and Financial Planning 0 228 222 222 830
Capital Programme Total 1,207 1,351 760 1,159 1,002
Revenue - 3 year forward funding Bus 0 0 23 23 23
Housing Minimum Revenue Provision 0 35 35 35 35
Housing Investment Income Foregone 61 61 60 58 57
Housing Income (61) (96) (95) (93) (92)
Revised Capital Programme Total 1,207 1,351 783 1,182 1,025




2.10. Projected Capital Receipts are shown in the table below:

2024/25 | 2025/26 | 2026/27 | 2027/28 | 2028/29 Total

Capital Receipts £'000 £'000 £'000 £'000 £'000 £'000
Opening Balance (706) (465) (102) (135) (163) (706)
Asset Sale - Venture House + Levetts Field (1,140) 0 0 0 0 (1,140)
Asset Sale - Birmingham Road 0 0 0 (4,936) (500) (5,436)
Other Receipts (31) (31) (33) (28) 0 (123)
Utilised in Year 1,412 394 0 4,936 500 7,242
Closing Balance (465) (102) (135) (163) (163) (163)
Housing Receipts

Opening Balance (1,506) (409) 0 0 0 (1,506)
Right to Buy Receipts (92) (92)
Utilised in Year 1,189 409 0 0 0 1,598
Closing Balance (409) 0 0 0 0 0
City Centre Sinking Fund

Opening Balance (25) 0 0 0 0 (25)
Utilised in Year 25 0 0 0 0 25
Closing Balance 0 0 0 0 0 0

3. The Balance Sheet (in £000s)

3.1. The Revenue Budget, Capital Programme and its funding will impact on the Council’s Balance Sheet:

Change 01/04/24 to 31/03/29 (£000)

I_ Reduction in Usable Reserves

_ Increase in Unusable Reserves

T Increase in the Pension Fund Obligation

Increase in Borrowing & Leases

Reduction in Long Term Debtors, Investments and
Working Capital

Decrease in Assets Held for Sale

Increase in Non Current Assets

(£30,000) (£20,000) (£10,000) £0 £10,000 £20,000 £30,000

3.2.  This chart illustrates the impact on the Council’s Balance Sheet of capital investment in the new
leisure centre, Cinema for Lichfield District, and a replacement waste fleet with funding from a lease
type arrangement and internal borrowing/usable reserves leading to a reduction in investments.



4, Asset Management Planning

4.1. The Property Team regularly reviews the need for Property Condition Surveys for Property Assets
owned by the Council. Progress to date is shown below:

Property Condition Surveys by Building Value 30/11/2024

Repair and
Maintenance Liability
not with LDC, £171,588,
0%

Recent Condition
Survey, £19,544,036,
53%

No recent Condition
Survey, £17,258,971,
47%

4.2.  Forfinancial planning purposes, a budget (based on a % of projected asset value) has been included
in the Capital Programme and Longer Term Capital Investment Plan.

4.3. The resources identified for enhancement and maintenance of property assets are:
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4.4. The Asset Management Plans in place for vehicles, plant and equipment assets are:

Breakdown of Assets at Cost Asset Management Plans as at
30/11/2024

IT Equipment,

£228,933,7% || Plantand

Machinery,
£526,939,
15%

No Replacement
Programme,
£1,436,081, 42%

Vehicle,
£469,273,
14%

Other Replacement
Equipment, Programme,
£1,938,855, 57% £1,977,961, 58%

Furniture and
Fittings,
£250,042, 7%

4.5. The resources identified for replacement and maintenance of vehicles, plant and equipment are:

£700,000
£600,830
£600,000 £566,920 £576,760 £572,690
£500,000 - - -
£300,000 -
£368,830
o D
o -4
£0
Vehicles 2024/25 2025/26 2026/27 2027/28 2028/29
Sinking Funds * Revenue Budgets
m Capital - Replacement Bins M Capital - Vehicle Replacement Plan (excluding leases)

4.6. There is also a proposed Capital Programme budget of £6,000,000 in 2025/26 for a new fleet of
waste vehicles assumed to be funded through a lease type arrangement.



5.2.

5.3.

5.4.

5.5.

5.6.

5.7.

Longer Term Capital Investment Planning

The Medium Term Financial Strategy covers a relatively short period of time (current financial year
plus the next four years), and this short horizon is not reflective of the longer term investment needs
associated with asset ownership.

Therefore, it is prudent to also produce financial plans that cover a longer term financial planning
horizon such as 25 years.

The following key assumptions have been utilised in producing the longer term financial plan:

e Annual core inflation of 2.5%.

Population in Lichfield District increases by an annual average of 0.33%.

e The proportion of the population aged 65 and over increases from 25% in 2024/25 to 28%
by 2046/47.

e The value of building assets increases from £42m in 2024/25 to £60m in 2026/27 with the
building of a new Leisure Centre and Cinema.

e An assessment of Property Planned Maintenance budgets at a percentage of building value
or £230,000 per annum has been utilised with annual inflationary increases.

e Anassessment of ICT investment using the average level of investment in the last Capital Bid
submitted of £175,000 from 2025/26 has been utilised with annual inflationary increases.

The longer term capital investment plan in £000s is shown in detail at ANNEX 1 and in the chart
below:
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The difference between capital expenditure and funding would result in an increase in the
cumulative level of borrowing need of £31m (including £5m approved for the new Leisure Centre,
£1.7m for Social Housing (£2m less Uncommitted Housing Capital Receipts) and £0.5m approved
for the Cinema for Lichfield District) that is projected to be £15m after Minimum Revenue Provision
(MRP).

This additional borrowing need would result in additional and increasing capital financing costs in
the revenue budget thereby further increasing the Funding Gap.

However, the borrowing need can be reduced through actions such as the receipt of external
funding or sale of assets.



6.2.

6.3.

6.4.

Current Investment in Property

The Council also owns a number of properties that provide an income return and the composition
of the portfolio as of 31 March 2024 is shown below:

Portfolio by Historic Cost by Class as Portfolio by Net Book Value by Class
at 31 March 2024 as at 31 March 2024
Office, 813,000, Residential,
0% 54,500, 1%

Residential,
887,500, 19%

Commercial,
571,750, 6%

Office,
805,000,
18%

Retail,
2,335,000,
50%

Retail,
7,533,105,
84%

Commercial,
612,500, 13%

The value of these properties over the last three years is shown below:

10,000,000
8,972,355
9,000,000
BOOOROD ]
7,000,000
6,000,000
4,838,000 4,640,000
5,000,000
4,058,000
4,000,000
000,000 _
2,000,000
1,000,000
0
Historic Cost Value at 31/03/2022 Value at 31/03/2023 Value at 31/03/2024
® Retail ™ Commercial Office Residential

The value of these properties (mainly those classed as retail) have reduced because the value
assessed by the external valuer is based on prevailing rental levels.

These properties were acquired without the need for borrowing and therefore the loan to value
ratio for the portfolio is 0%.



6.5. The portfolio net return based after taking account of management costs using historic asset cost
and current value is shown in the chart below:

Portfolio Net Return
8%

7%
6%
5%
4%

3%

2021/22 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28 2028/29

Actual Projected

M Net return - historic cost ® Net return - current value

6.6. The net return is further analysed by class of investment within the portfolio:

Class Net Return for 2023/24

12%

10%

8%
()
% v
°
2%
0%
Retail Commercial fi Residential
-2%
-4%

M Historic Cost ™ Current Value




6.7. The proportion of the Revenue Budget supported by income from these properties is shown below:

0,
£350,000 2.29% 2.22% 2.50%
£300,000 f
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m Net Direct Income from Property == Proportion of Approved Net Operating Cost

6.8. The ratio of Treasury Management investments to property asset investments is shown below:
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6.9. The Council has a Local Authority Trading Company Lichfield West Midlands Trading Services
(LWMTS) Limited, which was incorporated in September 2019 with an aim to support local services.

6.10. The Council undertook an equity investment of £225,000 in 2020/21 to support local services.

6.11. In addition, Council has approved a capital loan of £7,488,000 (including client contingency of
£883,000) to the Joint Venture to deliver the Cinema development in Lichfield City and could provide
a loan of up to £2,000,000 to LWMTS for housing purposes.



7.2.

7.3.

7.4.
7.5.

7.6.

7.7.

7.8.

7.9.

Debt Management

The Capital Programme is funded from a variety of sources. A number of these sources such as
capital receipts, the revenue budget, grants, contributions, and reserves utilise resources that are
immediately available or are receivable. However, when capital expenditure is approved, and these
resources are not available, then a Capital Financing Requirement (CFR) or borrowing need results.

The CFR is managed through the approval by Council of the Medium Term Financial Strategy
including the Capital Programme and Prudential Indicators.

The CFR must be financed through borrowing or leases (external debt) or by temporarily utilising
internal resources (internal borrowing).

On 31 March 2024 the Council had a relatively low level of external debt outstanding of £1,005,000.

The new leisure centre, the Cinema for Lichfield District and the renewal of the waste fleet will mean
the CFR is projected to increase to £10,767,000 by 31 March 2029.

The new leisure centre and the Cinema for Lichfield District will initially be funded through Internal
Borrowing and the waste fleet through a contract hire type arrangement which is classified as
external debt.

The projected CFR (the total for each column), external debt (leases and external borrowing) and
internal borrowing is shown below:

£25,000,000

£20,000,000 £19,059,000f  [¢15 474,000

£15,000,000
I £12,419,000 I

l £10,767,000 I
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|£1,749,000]  |£1,705,000] - -
. [—
£0
2023/24 2024/25 2025/26 2026/27 2027/28 2028/29
Finance Leases Need Projected External Borrowing Projected Internal Borrowing

The CFRis related to:
e Historic capital expenditure for the Chasewater Dam and Friary Outer Car Park.

e Planned capital expenditure for the new Leisure Centre, the Cinema for Lichfield District and
the renewal of the waste fleet funded by a lease type arrangement.

The Council manages its external debt through setting Prudential Indicators, related to the statutory
maximum, known as the Authorised Limit and a lower warning level known as the Operational
Boundary.



7.10.

7.11.

7.12.

7.13.

The external debt projections are based on the approved Capital Programme however to manage
unforeseen events, an element of flexibility or ‘headroom’ is included in the Prudential Indicators:

Operational Boundary — flexibility is included to enable internal borrowing to be converted
to external debt or for example, to ensure accounting changes such as those proposed for
all leases to be classed as finance leases, to be incorporated without breaching the limit.

Authorised Limit — this provides additional flexibility to manage unusual cash flows that
necessitate temporary borrowing such as Government Grants not being paid.

The liability benchmark is the lowest risk level of external borrowing by keeping cash and
investments to a minimum of £10m at each year end to maintain liquidity but minimise credit risk.

The projected level of borrowing, external borrowing, Net Loans Requirement together with the
projected Liability Benchmark is shown below:
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The chart above shows:

The projected level of borrowing need (the blue line) —this is capital expenditure (excluding
leases) that is not funded by available resources such as capital receipts, grants, and
revenue.

The projected level of external borrowing (the orange line).

The difference between the blue and orange lines is the projected level of internal
borrowing.

The Net Loans Requirement (the grey line) — this is the Balance Sheet projection of cash
resources.

The Liability Benchmark (the yellow line) — this is the Net Loans Requirement less a
minimum level of investments of £10m.

When the Liability Benchmark is projected to become positive, it would be at this point that
the replacement of internal borrowing by external borrowing would need to be considered.




7.14. The cost of debt servicing includes the cost of finance and Minimum Revenue Provision (MRP). Debt
is only a temporary source of finance since loans and leases must be repaid, and this is therefore
replaced over time by other financing, usually from revenue which is known as MRP:

2023/24 2024/25 2025/26 2026/27 2027/28 2028/29
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7.15. The proportion of the net budget allocated to financing costs is:
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7.16. The Minimum Revenue Provision and therefore the financing costs ratio increases in 2026/27 due
to the inclusion of the debt costs commencing at £200,000 for the new leisure centre, £34,820 for
Social Housing with the £19,800 for the cinema for Lichfield District commencing in 2025/26.



8.2.

8.3.

9.2.

9.3.

9.4.

10.
10.1.

11.
11.1.

11.2.

Financial Guarantees

In addition to the debt projections shown above, in relation to external borrowing and leases, the
Council can also act as a guarantor for an admitted body that delivers services on its behalf.

In the event it is probable that these guarantees will be required a financial provision is created to
mitigate the risk. Any guarantee is assessed throughout the year, in terms of the financial viability
of the organisations for which the guarantee is provided, to determine whether a financial provision
will need to be created.

The Council currently has no financial guarantees in place however the Council is the sole
shareholder of LWMTS.

The Authority’s Risk Appetite, Knowledge, and Skills

The Council’s risk appetite, along with most of Local Government, is increasing due to the need to
offset funding reductions from Central Government with income from alternative sources.

The Council employs professionally qualified and experienced staff in senior positions with
responsibility for making capital expenditure, borrowing and investment decisions. For example,
the Director of Finance, Regulation and Enforcement is a qualified accountant with 30 years’
experience, the Council uses the Property Team that forms part of the services provided by the
Company to the Council to optimise the management of existing property. The Council has paid for
junior staff to study towards relevant professional qualifications including CIPFA and the
Association of Accounting Technicians. Qualified staff as part of their membership of professional
bodies undertake Continuing Professional Development in line with their membership
requirements.

Where Council staff do not have the knowledge and skills required, use is made of external advisers
and consultants that are specialists in their field. The Council currently employs Arlingclose Limited
as treasury management advisers and has access to property professionals through LWMTS. This
approach is more cost effective than employing such staff directly and ensures that the Council has
access to knowledge and skills commensurate with its risk appetite.

The Council plans to utilise where appropriate the flexible use of capital receipts for transformation
projects such as the Being a Better Council Programme.

Prudential and Local Indicators

The Prudential and Local Indicators in relation to the Capital Strategy are included in the Reports to
Audit Committee and Cabinet prior to Council Approval.

Chief Finance Officer Assessment of the Capital Strategy

| have assessed the current overall risk as 25 out of 64 based on the following factors:

Likelihood | Impact | 2025/26 | 2024/25

Minimum 0 0
Slippage Occurs in the Capital Spend 4 2 8 8
Planned Capital Receipts are not received 2 2 4 4
The Capital Programme does include investment to realise all the 3 3 9 9
Council's Strategic aims

Actual Cashflows differ from planned Cashflows 2 2 4 4
Assessed Level of Risk 25 25
Maximum 64 64

Therefore, | believe the level of risk is Tolerable (Green).



