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Item 10: FINANCING THE SILL 

1.  Purpose of the Report 
 
1.1  To outline proposals to enable the Authority to manage the cash flow requirements of 

The Sill National Landscape Discovery Centre project. 

2.  Recommendations 

The Authority is recommended to: 
a. Note that The Sill Project Board will regularly review the cash flow 

requirements of The Sill National Landscape Discovery Centre project; 
b. Note that the Finance and Audit Group will regularly review the cash flow 

requirements of the Authority including The Sill Project; 
c. Authorise the Chief Executive, in consultation with the Finance and Audit 

Group, to arrange a loan up to £500,000 in the form of a Public Works Board 
Loan or a bank overdraft facility with one of the Authority’s approved 
banks, if required as detailed in paragraph 5.10 to 5.14; and 

d. Formally record the Authority’s appreciation of the support of 
Northumberland County Council in trying to find a workable solution to the 
provision of an interest free loan. 

 
3.  Implications 
 
 Financial 

3.1 Financial analysis shows that based on current plans the Authority is able to fund the 
working capital requirements of The Sill project. Authority and Sill project cash flow 
projections will be frequently monitored to ensure prudent, cost effective funding 
solutions are put in place in advance of these being required. Funding arrangements 
(loans or bank overdraft) to manage the short term cash requirements of The Sill are 
currently estimated to cost no more than £10,000. 

3.2 Equality: None. 

4. Background  
 

4.1 The Sill National Landscape Discovery Centre (the Sill) initiative is the largest project 
ever undertaken by a UK National Park with support from the Heritage Lottery Fund 
(HLF). The HLF grant supported project lasts for five years with the cash flow needs 
being greatest during the construction and fit out phase from September 2015 to 
June 2017. During this period the Authority will be paying significant invoices to its 
contractors in advance of claiming back grant from the HLF.   Grant claims will be 
made a month in arrears, with HLF payments being made the following month; this 
creates a cash flow issue.   

 
4.2 The HLF retains 10% on grant claims, the 10% being paid as one lump sum at the 

end of the project; this adds an additional short term funding requirement. 
 
4.3 At their Special Authority Meeting on 12 January 2015, the National Park Authority 

agreed to fully underwrite The Sill based on the understanding that Northumberland 
County Council could provide an interest free loan of £1.5m. 

 
4.4 To support the Authority and manage the financial needs of The Sill project 

Northumberland County Council has agreed to provide £500,000 in grant aid which 
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can be claimed in 2015/16. In addition, the Council also offered to provide an interest 
free loan to help the Authority to manage its cash flow requirements during the 
financially demanding construction period. However, legislation which governs loans 
from one public body to another prevents National Park Authorities (like local 
authorities) from offering their land and buildings (capital assets) as security for a 
loan. 

 
4.5 On the other hand, in making loans public bodies have to act in the wider interests of 

their constituents and ensure tax payers money is adequately protected relative to 
the potential rewards. Thus in making a loan, public bodies often require capital 
assets as security. 
 

4.6 The County Council offered an alternative approach of providing an interest-free loan 
by buying Authority properties, renting back at peppercorn rent and selling the 
properties back at the end of the loan period. This offer still stands.  However, the 
Authority’s legal advisers are of the opinion that such a proposal would also fall foul 
of the legislation and as such this is not a proposal officers can recommend to 
Authority members, even though it is generous and would greatly assist The Sill 
project.  

 
4.7 The Authority’s and the Council’s legal advisers have tried to find a way of resolving 

these mutually incompatible legislative and financial requirements and, after 
considering the options, the Authority has been advised that a practical solution 
cannot be found which does not conflict with the legislation. Therefore, members are 
advised that a formal loan with the Council is not feasible. 
 

5. Alternative Solution  
 

5.1 Northumberland National Park Authority is in a strong financial position.  The 
Authority has prepared for the cash flow requirements of The Sill and has practiced 
sound financial management for several years resulting in: 

 

 General Reserves of £2.05m at the start of 2015/16 

 Cash balances of £2.09m at the start of 2015/16 
 

5.2 The current cash flow forecast for The Sill project shows the following position. 
  

Sill Project cash forecast £000’s 2015/16 2016/17 2017/18 2018/19 2019/20 

Total Sill Project Costs (£11,914.1) (2,591.7)  (6,898.2)  (1,389.7)  (566.1)  (468.4)  

Sill Activity Income 34.0  74.2  159.0  234.4  312.3  

Sill Grant Income Confirmed 1,870.3  4,485.9  1,354.9  428.1  774.8  

Sill Grant Income not Confirmed 900.0  1,140.0  146.2  0.0  0.0  

Total Sill Project Income (£11,914.1) 
 

2,804.3 
  

5,700.1  
 

1,660.1  
 

662.5 
  

1,087.1 
  

Sill Operating Cash Flow - - 28.2 48.0 46.5 

Sill Annual Cash Flow In / (Out)  212.6  (1,198.1)  298.6  144.4  665.2  

Sill Cumulative Cash Balance  212.6 (985.5) (686.9) (542.5) 122.7 
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5.3 The Sill cash forecast shows that with the project fully funded there (i.e. all 
unconfirmed Sill grant income achieved) there remains a short term working capital 
funding requirement in three of the five years of the project as a result of the 
expected delay in receiving grant payments. Additional working capital project 
funding of just under £1m would be required to cover the cash shortfall at the end of 
2016/17.   

 
5.4 The impact of The Sill project on the Authority’s overall cash position is shown below: 
 

NNPA cash forecast (£000’s) 2015/16 2016/17 2017/18 2018/19 2019/20 

Opening Cash Balance 2,086.4  1,704.66  145.2  400.7  497.1  

 
Budget Surplus / (Deficit) (208.1) (30.8) (14.9) - - 

2014 / 15 Budget carry forwards (222.5) - - - - 

Walltown  (46.0) - - - - 

Eastburn new boiler (80.0) - - - - 

Use of legacy funds – already received (37.8) (35.0) - - - 

Sill Cash Flow  212.6  (1,198.1) 270.4  96.4  665.2  

NNPA funding included in Sill cash flow  -  (295.5)  -  - - 

Annual Cash Flow In / (Out) (381.8)  (1,559.4)  255.5  96.4  665.2  

Closing Cash Balance Surplus 1,704.6  145.2  400.7  497.1  1,162.3  

 
5.5 The annual cash forecast shows that the Authority has sufficient cash balances to 

fund the anticipated cash flow requirements of The Sill project based across all five 
years of the project. This is based on the current approved budget expenditure and 
an assumption that the legacy funds received in the past two years will be spent on 
appropriate projects which have yet to be approved.   

 
5.6 The above analysis shows that the lowest cash balance over the five years is 

£145,000 and once the project is complete, the Authority’s cash balances are 
forecast to be £1.16m 

 
5.7 Accurate quarterly cash flows will be prepared for the Special Authority meeting in 

August 2015 once the main construction contract costs are firmed up and the timing 
of the main grants secured are known in more detail. Cash will be actively managed 
on a monthly basis by the Finance Team and The Sill Project Director and regular 
reports will be provided to the Leadership Team, Sill Project Board and the Finance 
and Audit Group. 

  
5.8 Given the scale of The Sill investment and associated cost, income and timing risks it 

would be prudent for the Authority to put in place additional funding facilities to give 
itself the ability to respond to unforeseen events as and when they occur.  Based on 
the above analysis additional facilities of £0.5m have been assumed as a reasonable 
sum for this purpose.     

 
When it comes to arranging additional funding facilities the Authority has considered 
two main options - Option A and Option B. 
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5.10 Option A - Public Works Loan Board (PWLB) 
 The Authority can arrange a loan with the PWLB.  Any PWLB loan must be for a 

minimum period of two years.  The current interest rate on a two year loan is 1.49%; 
a £0.5m loan for two years would cost £9,400 in interest payments, although any 
funds not utilised would be invested on short term deposits to help offset the cost.  
PWLB loans are secured by a charge on the Authority’s income. 
 

5.11 Option B - Bank Overdraft 
 A commercial bank have confirmed in principle that they could provide an unsecured 

overdraft facility of £0.5m.  Unlike the PWLB there is no fixed loan and the Authority 
would utilise the overdraft facility on a daily basis as and when additional funds are 
required. Thus funds would need to be borrowed for only the time required. However, 
the effective borrowing rate (including arrangement fee) is higher at about 4.2%  
 

5.12 In summary the PWLB loan is likely to be cheaper unless the Authority only required 
the overdraft facility for a limited time period. In either event, costs are estimated to 
be less than £10,000. 

 
5.13 The Authority is advised to delegate the financing decision of up to £0.5m to the 

Chief Executive in consultation with the Finance and Audit Group to make the most 
economic decision closer to the time of need. Any final loan or overdraft facility 
proposal would have to be approved in line with the local government Prudential 
Code.  

 
5.14 The current budget plan assumes the current National Park Grant from government 

is increased in line with inflation, the major risk to the above cash flow projections 
would be a cut in National Park Grant below those levels as the government 
develops plans to reduce their overall deficit in line with recent pledges made during 
the election campaign. The implications of this were discussed at the Special 
Authority meeting on 12 January 2015 and will be the subject of more detailed 
scenario playing with members. 

 
6.  Conclusion  

6.1  Northumberland County Council have generously approved a £500,000 capital grant 
for the Sill. In addition, their staff and lead members have worked with the Authority 
to find practical solutions to possible cash flow challenges. Although legislation and 
due diligence requirements have meant than a loan agreement could not be reached, 
members are asked to formally record their appreciation of the support and 
significant effort the Council has gone to in order to try and find a workable solution. 

6.2 In summary, and based on the current projections, the Authority has the resources to 
finance The Sill project; however it would be prudent to start considering short term 
borrowing facilities up to £0.5m with the PWLB or one of the Authority’s approved 
banks to cover unexpected events.  Any agreement up to £0.5m to be authorised by 
the Chief Executive, in consultation with the Finance and Audit Group. 

 
Contact Officer: 
For further information contact Stuart Evans, Head of Corporate Services and 
Monitoring Officer on 01434 611527 or e-mail: stuart.evans@nnpa.org.uk   
Background papers: Item 3 The Sill Update, Northumberland National Park 
Authority meeting papers 18th March 2015 

 


