CABINET

Flexible Use of Capital Receipts Strategy 2026-27
10 February 2026

Report of Chief Finance Officer

PURPOSE OF REPORT

Statutory guidance from the Department for Levelling Up, Homes and Communities (DLUHC)
and the Chartered Institute of Public Finance and Accountancy (CIPFA) enables local authorities
to make flexible use of capital receipts to fund projects which are likely to generate savings to
the authority and / or other public bodies.

To make use of this provision, authorities must submit to the Secretary of State a Flexible Use
of Capital Receipts Strategy setting out how the provision will be applied in the next financial
year.

This report proposes a Flexible Use of Capital Receipts Strategy for 2026-27 to complement the
ongoing Council’'s commitment to financial sustainability.

This report is public.

RECOMMENDATION OF COUNCILLOR HAMILTON-COX

(1) That Cabinet recommends the approval by Full Council on 25 February 2026 of the Flexible
Use of Capital Receipts Strategy 2026/27 set out in this report, in accordance with the
relevant statutory guidance.

1.0 INTRODUCTION

1.1  All Councils are limited in their ability to utilise capital receipts, usually arising from the disposal
proceeds from the sale of fixed assets. Statutory guidance issued under section 15(1) of the
Local Government Act 2003 by the Ministry of Housing, Communities and Local Government
(as amended) generally precludes capital receipts being used to fund revenue expenditure
and requires them to be applied to either fund capital expenditure or repay debt. The Act also
requires local authorities to have regard to other guidance as issued or directed by the
Secretary of State — this currently includes the following guidance issued by the Chartered
Institute of Public Finance and Accountancy [CIPFA]:

* The Prudential Code for Capital Finance in Local Authorities; and
» The Code of Practice on Local Authority Accounting.

1.2 The Government’s Spending Review 2015 included a relaxation of these regulations allowing
the use of capital receipts for a limited period, between 2016/17 and 2018/19, to fund revenue
expenditure “that is designed to generate ongoing revenue savings in the delivery of
public services and/or transform service delivery to reduce costs or improve the
guality-of-service delivery in future years”. This announcement was implemented by the
issuing of regulations in March 2016. The period over which these amended regulations
applied has continued to be extended.
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This was extended in an amended direction in December 2017 by a further three years up to
and including 2021/22 to allow the continued flexible use of capital receipts for the above
purposes. Updated statutory guidance was issued by DLUHC (now MHCLG) in August 2022
which extended the scheme for the financial years 2022/23, 2023/24 and 2024/25.

In November 2024, the Local Government Finance Policy Statement announced the extension
of flexible use of capital receipts to 2030, to give local authorities the continued freedom to
use capital receipts from the sale of their own assets to help fund the revenue costs of
transformation projects and release savings. Further updated statutory guidance was issued
by MHCLG in May 2025 which extended the scheme for the financial years 2025/26, 2026/27,
2027/28, 2028/29 and 2029/30.

THE GUIDANCE / DIRECTIVE

The guidance on the use of capital receipts flexibility was issued by the Secretary of State
under section 15(1) of the Local Government Act 2003, and authorities are therefore required
to have regard to it. The Guidance specified that:

e Local authorities will only be able to use capital receipts from the sale of property, plant
and equipment received in the years in which this flexibility is offered. They may not use
their existing stock of capital receipts to finance the revenue costs of reform.

e Local authorities cannot borrow to finance the revenue costs of the service reforms.

e ltis a condition of the Secretary of State’s direction that the flexible use of capital receipts
in accordance with the direction only applies to capital receipts which have been received
in the years to which the direction applies.

e The expenditure for which the flexibility can be applied should be the up-front (set up or
implementation) costs that will generate future ongoing savings and/or transform service
delivery to reduce costs or to improve the quality-of-service delivery in future years. The
ongoing revenue costs of the new processes or arrangements cannot be classified as
gualifying expenditure.

e The key determining criteria to use when deciding whether expenditure can be funded by
the new capital receipts flexibility is that it is forecast to generate ongoing savings to an
authority’s, or several authorities,” and/or to another public sector body’s net service
expenditure net service expenditure.

e In using the flexibility, the Council will have due regard to the requirements of the
Prudential Code, the CIPFA Local Authority Accounting Code of Practice and the current
edition of the Treasury Management in Public Services Code of Practice.

REQUIREMENTS FOR THE STRATEGY

The guidance requires that authorities wishing to make use of this provision must submit their
Strategy to the Secretary of State ahead of each financial year in which the provision is to be
used; but that no approval or response is required from the Secretary of State for the Strategy
to be implemented. Should Full Council approve the proposed Strategy, it will be submitted to
the Secretary of State via the DELTA system.

The Strategy must as a minimum set out the projects which plan to make use of the provision,
along with their projected savings and / or service transformation and a summary of the impact
on the authority’s Prudential Indicators for the forthcoming year and subsequent years. This
information is set out in in sections 7 and 8.

The Strategy should also review use of any provision in previous years and report on the
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savings and / or transformation achieved through use of the provision so far. Any benefits
arising from this Strategy will be reported in subsequent years, this is set out in section 9.

The Strategy can be updated at any time during the financial year and re-submitted to the
Secretary of State. Authorities must not exceed the amounts stated in their Strategy without
first submitting an updated Strategy to the Secretary of State.

The Strategy must be made available to the public free of charge. This report, which is public,
sets out Lancaster City Council’s Flexible Use of Capital Receipts Strategy for 2026-27 in
fulfilment of the above requirements.

MONITORING AND UPDATING THE STRATEGY

It is intended that the flexibility will be used to support the actions arising from the Outcomes-
Based Resourcing/ Fit for the Future process. The legitimacy of the use of capital receipts will
be determined by the Section 151 Officer to ensure eligibility and compliance with the
requirements set out by the Secretary of State. Progress on delivery of the programme,
including financial implications and the realisation of benefits, will be reported through
Delivering Our Priorities quarterly monitoring via Cabinet and Budget & Performance Panel.

The Strategy may be updated within the financial year. Any updates will be proposed to
Cabinet and then Council via a report, which subject to approval would then be submitted to
the Secretary of State.

Adoption of the Strategy does not necessarily oblige the Council to utilise capital receipts and
initiatives may still be financed in whole or in part from other sources, e.g., revenue budgets.
This recognises that not all capital receipts may be realised and that decisions need to be
taken in the context of the Council’s overall revenue and capital financing position.

Inclusion in the Strategy also does not constitute approval to progress a project.

WHICH CAPITAL RECEIPTS ARE ELIGIBLE?
The guidance sets out the criteria by which capital receipts are eligible for flexible use,
summarised in the below excerpt from the guidance:

“...a qualifying disposal is an asset sale made within the period for which the direction applies,
by the local authority to an entity outside the local authority’s group structure...

The intent of this condition is that capital receipts which are to be used by authorities under
the flexibilities afforded by the direction should be from genuine disposals of assets by the
authority. Where an authority retains some control of the assets, directly or indirectly, and
retains exposure to the risks and rewards from those assets, the disposal does not give rise
to a capital receipt that can be used in accordance with the direction.”

It should be noted that the flexibility excludes Right-To-Buy capital receipts. It should also be
noted that the Council’s budget process has assumed that forecast capital receipts have not
been relied upon to fund any future expenditure.

Forecast capital receipts from 2026/27 onwards have not been factored into the Council’s
Capital Financing Requirement (CFR) by way of either reducing debt or financing capital
expenditure. The use of these receipts under this flexibility will, therefore, have no effect on
the Council’s Prudential Indicators.

WHICH EXPENDITURE IS ELIGIBLE?
The guidance also sets out the criteria by which expenditure would be considered eligible for
flexible use of capital receipts. The guidance summarises as follows:
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“Qualifying expenditure is expenditure on any project that 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 demand for services in
future years for any of the public sector delivery partners.

Set up and implementation costs of any new processes or arrangements can be classified as
qualifying expenditure. The ongoing revenue costs of the new processes or arrangements
cannot be classified as qualifying expenditure. In addition, one off costs, such as banking
savings against temporary increases in costs/pay cannot be classified as qualifying
expenditure.”

The guidance provides a range of examples of expenditure which could be considered eligible,
although the list is intended to be neither prescriptive nor exhaustive; based on the principles
above, it is intended for each individual authority to consider whether a project should be
eligible under the provision. The examples from the guidance are summarised below:

e Sharing back-office and administrative services with one or more other council or public
sector bodies.

e Investment in service reform feasibility work, e.g., setting up pilot schemes.

e Collaboration between local authorities and central government departments to free up
land for economic use.

e Funding the cost-of-service reconfiguration, restructuring or rationalisation where this
leads to ongoing efficiency savings or service transformation.

e Driving a digital approach to the delivery of more efficient public services and how the
public interacts with constituent authorities where possible.

e Aggregating procurement on common goods and services where possible, either as part
of local arrangements or using Crown Commercial Services or regional procurement hubs
or Professional Buying Organisations.

e Improving systems and processes to tackle fraud and corruption in line with the Local
Government Fraud and Corruption Strategy — this could include an element of staff
training.

e Setting up commercial or alternative delivery models to deliver services more efficiently
and bring in revenue (for example, through selling services to others); and

e Integrating public facing services across two or more public sector bodies (for example
children’s social care or trading standards) to generate savings or to transform service
delivery.

THE COUNCIL’S PROPOSALS 2026/27

The Council intends to use its capital receipts flexibility to fund or part fund future
transformation costs whilst successfully delivering priority outcomes for the Lancaster district.
Achieving long-term sustainability of finance and resources remains a priority.

Within the revenue budget proposals for 2026/27 there are a number of savings and
workstreams which underpin the corporate programmes listed in table 1 below. These
programmes cover a wide range of areas such as the review of service operating models
exploring opportunities around the increased use digital technologies and income generation.

Table 1: Corporate Proposals for 2026/27
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Estimated Projected
Project Description Investment/ Savings
Cost £'M

Revisions and rationalisation of levels of service offering
efficiency measures, increased commercialisation and TBC TBC
review of income streams

Service Levels &
Efficiency

Improvements to residents access reliable advice,
consistent information, and efficient Council services
Reduce failure demand and help the Council meet high
volume, routine transactions in a cost-effective manner.

Digitialisation Review the functionality and costs of each ICT system TBC TBC

with the objective of maximising the use of the

functionality available and reducing the total number of

systems used.
Alternative Delivery| Shared service savings, opportunities, contract reviews
Models & alternative options for achieving outcomes, including TBC TBC
& Partnerships Local Government Reorganisation

Improved asset management planning, asset usage
Strategic Asset reviews, potential disposals, optimising use of

: TBC TBC

Management operational assets and prospects for energy and carbon

reduction measures.

Whilst these broad proposals are underpinned by a number of individual areas of which many
are in their infancy and yet to be full costed. However, with all change programmes there will
be a need for upfront investment in areas that will deliver capacity and objectivity.

The use of capital receipts to fund local government reorganisation reflects the tension
between short-term transition costs and long-term efficiency gains. While such flexibility can
support structural reform without immediate pressure on revenue budgets, it also raises
concerns about the erosion of public assets and the sustainability of local authority finances.

The government has allowed temporary flexibility to fund transitional costs relating to local
government reorganisation. These costs are not quantifiable at this point in time but as they
become apparent they will be highlighted within future monitoring reports.

As has been noted within both the Council’'s Medium Term Financial Capital Investment
Strategies, the way the Council manages its assets will also play a significant part in not only
delivering its services to its resident but also identify opportunities to fund transformation and
also its wider capital programme.

A significant amount of work has been undertaken by Officers to identify suitable assets and
table 2 provides summary details of the class of assets currently being marketed by the
Council or where a sale is progressing.

Table 2: Assets for Disposal

Expected Capital
Assets Currently Marketed Receipt 2026/27
£'M
Investment Properties 0.000
Other Land & Buildings 0.067
Estimated Value of Applicable Capital Receipts 0.067

It should be noted that whilst no further Capital Receipts are currently expected in 2025/26
there is a sale in progress totalling £0.067M that is expecting to complete after 315 March
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2026. Furthermore, there is a balance of Capital Receipts from 2024/25 of £0.593M and
2025/26 of £0.911M which have not yet been utilised which could be flexibly applied in 2026/27
taking the balance of receipts available up to £1.604M in 2026/27.

IMPACT ON PRUDENTIAL INDICATORS

As referenced in paragraph 5.3, forecast capital receipts from 2026/27 onwards have not been
factored into the Council’'s Capital Financing Requirement (CFR) by way of either reducing
debt or financing capital expenditure. The use of these receipts under this flexibility will,
therefore, have no effect on the Council’s Prudential Indicators.

MONITORING OF THE 2025/26 STRATEGY

The directive requires that progress against the strategy is reported and table 3 below
summaries the level of savings identified as part of the 2025/26 budget process, with
progress reported on a quarterly basis to Cabinet and B&PP as part the standard Delivering
our Priorities quarterly reporting cycle.

Table 3: Savings Monitoring

Estimated Actual Variance
Project Description Savings Savings
£'M £'M £'M

Revisions and rationalisation of levels of
service offered efficiency measures and 0.036 0.024 0.012
review of income streams

Service Levels &
Efficiency

Alternative
Delivery Models
& Partnerships

Shared service savings, opportunities,
contract reviews & alternative options for 0.015 0 0.015
achieving outcomes

Total 0.051 0.024 0.027

To date £0.024M of the £0.051M (47%) of the savings identified within the 2025/26 budget
are expected to be achieved.

The Council expects to receive £0.911M of associated capital receipts which would be
available to cover any eligible expenditure. Table 4 below summaries the associated eligible
costs, capital receipts received and the overall impact on the Councils General Fund.

Table 4: Eligible Costs and Capital Receipts

Elibible Costs Incurred 2025/26 £'M

Statutory Redundancy 0.000
Pension Strain 0.000
Total Eligible Costs 0.000
Capital Receipts Received April to December 2025/26 £'M

Land at Scotforth 0.030
Grants Clawed Back 0.011
Sale of 4 Dalton Square 0.280
Sale of 67-71 Market Steet / 1-5B King Street 0.590
Expected Capital Receipts Q4 0.000
Total Expected Capital Receipts 0.911
Impact on the Council's General Fund 0.911




9.3 At this juncture, no capital receipts are expected to be utilised within 2025/26 and the full
amount of expected receipts received in 2025/26 will be available for any future utilisation.

10.0 DETAILS OF CONSULTATION

10.1 The Council has undertaken substantial consultation including public briefings and a survey
in establishing its overall budget proposals for 2026-27 onwards. This Strategy contributes to
the delivery of those proposals by making use of the financial flexibility available to the
Council in implementing its future goals.

11.0 OPTIONS AND OPTIONS ANALYSIS (including risk assessment)

Option 1: Adopt the Strategy

Advantages

The Council will be able to make use of the Flexible Capital Receipts provision in delivering
transformation.

Disadvantages
None identified from this report.

Risks
Capital receipts, savings and transformation benefits may not be realised as anticipated in the
Strategy; the associated risks will be mitigated through its delivery of future programmes.

Option 2: Do not adopt the Strategy
Advantages
None identified from this report.

Disadvantages

The Council will be unable to consider funding savings initiatives and service transformation
through use of capital receipts, and may therefore be unable to achieve the savings, outcomes
and benefits anticipated from these projects.

Risks
Not adopting a Flexible Use of Capital Receipts Strategy at this point would severely constrain
the Council’s ability to deliver the transformation challenge ahead.

13.0 OFFICER PREFERRED OPTION

13.1 The officer preferred option is Option 1, to enable the Council to make use of the Flexible
Capital Receipts provision in supporting its savings and service transformation initiatives over
the coming years.

14.0 CONCLUSION

14.1  This report, if approved, will enable the council to use capital receipts to fund savings and
service transformation initiatives. Failure to adopt a Flexible Use of Capital Receipts Strategy
will severely constrain the council’s ability to pursue these initiatives.

RELATIONSHIP TO POLICY FRAMEWORK
If adopted, the Flexible Use of Capital Receipts Strategy would form part of the council’s Policy
Framework. From a strategic perspective, enabling the use of capital receipts to deliver savings

and service transformation initiatives will give the council scope to pursue its wider transformation
challenges with greater flexibility and effectiveness.




CONCLUSION OF IMPACT ASSESSMENT
(including Diversity, Human Rights, Community Safety, Sustainability etc)

No direct impact arising from this report. All initiatives supported by flexible use of capital receipts
will be considered for their impact as appropriate.

FINANCIAL IMPLICATIONS

As outlined in the report, forecast capital receipts generated during the year will be used flexibly
in compliance with the requirements of the Secretary of State to support projected savings
identified. Use will be determined by the s151 officer to ensure both eligibility and the impact on
the Council’s overall revenue and capital financing position.

SECTION 151 OFFICER’S COMMENTS
The s151 Officer has authored this report and his comments are reflected within it.

LEGAL IMPLICATIONS

The Local Government Act 2003 (“the Act”), section 15(1) requires a local authority “... to have
regard (a) to such guidance as the Secretary of State may issue, and (b) to such other guidance
as the Secretary of State may by regulations specify ...

”. Two codes of practice issued by the Chartered Institute of Public Finance and Accountancy
(CIPFA) contain guidance on capital receipts and local authority accounting that complement the
Department for Levelling Up, Housing and Communities (DLUHC) guidance. These publications
are:

¢ The Prudential Code for Capital Finance in Local Authorities
¢ The Code of Practice on Local Authority Accounting

Local authorities are required to have regard to the current edition of The Prudential Code for
Capital Finance in Local Authorities by regulation 2 of the Local Authorities (Capital Finance and
Accounting) (England) Regulations 2003 and to the Local Authority Accounting Code as proper
practices for preparing accounts under section 21(2) of the Act.

MONITORING OFFICER’S COMMENTS
The Monitoring Officer has been consulted and has no further comments to add.

BACKGROUND PAPERS Contact Officer: Paul Thompson
Telephone: 01524 582603
E-mail: pthompson@Iancaster.gov.uk
Ref: N/A




