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SOURCES OF FINANCING FOR THE CAPITAL PROGRAMME

Sources of Capital Finance

Decisions on capital spending are made against the background of diminishing
resources. The main sources of capital finance available to the Council are:

Capital Grants and Contributions
Grants are generally awarded to finance specific projects. Grants may be received from

central government or other organisations. Some grants come with the expectation of
“match funding” from the Council.

The Council will continue to bid for capital grants when the opportunity arises

Developer contributions, usually derived from Section 106 agreements, are awarded to
mitigate the impact of developments on communities. These contributions are usually
earmarked for specific purposes in planning agreements and often relate to
infrastructure projects or affordable housing schemes.

The Council will continue to seek section 106 contributions when appropriate.

Another type of developer contribution is the Community Infrastructure Levy. The
Community Infrastructure Levy is a planning charge, introduced by the Planning Act
2008 as a tool for local authorities in England and Wales to help deliver infrastructure to
support the development of their area. Development may be liable for a charge under
the Community Infrastructure Levy (CIL) if the local planning authority has chosen to set
a charge in its area. Derbyshire Dales District Council has not set a Community
Infrastructure Levy. Instead, a Developer Contributions Supplementary Planning
Document (SPD) has been adopted by the Council.
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Officers will periodically monitor the financial viability of development across the
District and the Developer Contributions SPD.

The Council is committed to working with partners (e.g. housing associations) to provide
assets. Various mechanisms provide opportunities to enhance the Council’s investment
potential with support and contributions from other organisations and partners. These
may be through match funding, joint funding etc.

A report to Council in December 2018 pointed out that the funding environment is
changing dramatically and new approaches need to be explored

The Council will continue to seek private sector investment. Should opportunities
arise, officers will explore new approaches for capital contributions, such as joint
ventures, and will prepare reports for Members’ consideration.

Capital Receipts

Capital receipts are derived from the sales of assets. At Derbyshire Dales District
Council this includes a share of receipts from the sale of former council houses,
negotiated as part of the stock transfer in 2002, known as the Right to Buy Sharing
Agreement. As the Council reviewed its assets some years ago, and disposed of surplus
assets at that time, the scope for future capital receipts, other than those under the Right
to Buy Sharing Agreement, is limited.

Sometimes a third party will approach the Council with a request to purchase a particular
asset, usually land. Each of these opportunities will be explored to identify whether it is
in the Council’s best interests to agree to a disposal, which would generate a capital
receipt.

Subject to Members’ approval, the Council will dispose of surplus capital assets to
generate capital receipts where there is a sound business case taking into account
issues such as financial implications (revenue and capital) and service delivery.

Prudential Borrowing

The Council’s capital investment falls within, and needs to comply with, the “Prudential
Code for Capital Finance in Local Authorities” (The Code). Under the Code local
authorities are allowed to set their own limits on the amount that may be borrowed to
finance capital expenditure, provided that it is, and can be shown to be, prudent,
affordable and sustainable. This method of financing capital expenditure is called
“prudential borrowing”.

In order for borrowing to be prudent, affordable and sustainable, there must be an
identifiable, long-term source of revenue funding for the associated revenue (debt
financing) costs. In some cases this will come from revenue savings or additional income
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arising directly from the capital scheme. For example, building a new car park could
generate income through charges. In other cases, there will be no direct additional
income or cost saving (but the scheme meets a corporate priority) so the Council will
need to ensure that the cost of borrowing will be affordable to the Council’s revenue
account in the long term.

There could be circumstances where the Council will consider borrowing to then provide
loans to other organisations, such as for economic development. This is treated as
capital expenditure and funded through borrowing. Officers will explore such schemes
and seek Council approval.

The Council is required to make provision for the principal repayment of borrowing; this
is known as a Minimum Revenue Provision (MRP). The Council has to prepare an
annual statement of its policy on making MRP, and this is reported to Council for
approval (elsewhere on the agenda for this meeting).

In future years, new borrowing could be a realistic way of funding capital expenditure.
However, in order to meet the Prudential Code, the Council would have to identify
sustainable income streams or re-examine its revenue spending priorities in order to
generate sufficient revenue capacity to make new borrowing affordable.

Prudential borrowing will be considered as a method of capital financing
provided that it is, and can be shown to be, prudent, affordable and
sustainable.

Internal (self-funded) borrowing

Internal borrowing is a treasury management practice, whereby an authority delays the
need to borrow externally, by temporarily using cash it holds for other purposes, such
as funds held in earmarked reserves. This allows the authority to avoid paying interest
costs until the original expenditure planned for the ‘borrowed’ cash falls due.

The estimated figure of gross internal borrowing is a cumulative measure of the potential
liabilities from this form of financing at any point in time.

While there is an expectation that internal borrowing needs to be repaid, it does not
represent a formal debt which necessarily needs to be settled in full in the same way as
external borrowing.

Internal borrowing will be considered as a method of capital affordable and
sustainable
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Revenue Contributions to Strategic Reserves

The Council has, in previous years and in the 2022/23 budget, made contributions to
strategic reserves to provide capital funding. Such reserves include the Capital
Programme Reserve, the Vehicle Renewals Reserve and the ICT Reserve. Until
recently, such transfers to reserves have generally taken place when a revenue account
underspend has been identified, rather than as part of a planned financial strategy. The
2021/22 budget includes £150,000 transfer to the Vehicle Renewals Reserve to fund
future vehicle replacements with this increasing to £300,000 per annum thereafter. The
2022/23 budget also includes a contribution of £177,068 to the Capital Programme
Reserve to assist funding future requirements.

In order to provide a source of capital finance, especially for the life cycle (replacement)
costs of certain key assets that have a limited life expectancy (such as vehicles and play
equipment), the Council's Medium Term Financial Strategy includes the following
statements:

i) The MTFP and future revenue budgets should include annual revenue
contributions to capital reserves provided that they are affordable;
ii) Any under-spending on the revenue account will be transferred to strategic

reserves used to finance the Capital Programme or “Invest To Save” Initiatives,
or to mitigate against future funding pressures.

Strategic capital reserves will be used a method of financing, subject to
availability, and (for some reserves) the relevant purpose.

Leasing

With effect from 18t April 2022, there is potentially a change in the accounting standard
for operating leases (IFRS16). Where the Council acts as lessee, both operating and
finance leases will be brought on to the Balance Sheet as ‘a right of use asset’ if the
asset has a lease term of greater than 12 months and is valued at greater than £10,000.

The use of leases will be considered as a source of future capital funding subject to
these being cost-effective when compared to other methods of financing.

Finance leases will be considered as a method of future capital financing where
they can be shown to be cost effective (compared to other methods of finance that
might be available), prudent, affordable and sustainable.

Order for Use of Resources for the Capital Strategy
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The capital funding strategy is intended to set out the order that financing will be
utilised. Financing will be allocated in the following order:

Capital grants and contributions that are linked directly to a specific capital project
e.g. a HCA grant or Disabled Facilities Grants. These will be fully allocated to the
relevant project. Projects funded by external grants and contributions will not
commence until such funding is definitely secured.

Capital receipts that are linked directly to a specific capital project e.g. the
proceeds from the sale of an asset that will be used as financing for its
replacement. Projects funded by capital receipts will not commence until such
funding is definitely secured.

Capital grants and contributions that are not linked to a particular project but are
for a particular purpose e.g. Section 106 agreements for affordable housing -
these will be used as funding for projects that meet the specified purpose ahead
of other funding sources. Schemes funded by external grants and contributions
will not commence until such funding is definitely secured.

Transfers from strategic reserves — these will be used to fund capital expenditure
subject to availability, and (for some reserves) the relevant purpose.

Capital receipts not directly linked to a particular project, where expenditure is
within rules set down by the Government. Schemes funded by capital receipts
will not commence until such funding is definitely secured.

Internal (self-funded borrowing) - where the capital investment itself will produce
revenue savings or additional income, which is sufficient to cover the cost of
borrowing to fund the investment.

Prudential Borrowing will be used to fund capital investment if the cost of the
borrowing is affordable within the overall General Fund revenue projections and
if it complies with the Prudential Code.



