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Why is this important?

Localauthoriyym em bers are not expected to be financil
experts.H ow ever, capial fnancihg i com pkx and each
yearm an bers are required to gpprove a polcy that charges
capialoosts to revenue: them nin um  revenue provison

M RP).Thisguide isdesined to providem em bersw ith
background nfom aton t© help than m akeam ore

Tform ed decision.

Different types of expenditure

Localgovermm ent hcurs two m ah types of expenditure —
revenue and capial. Tn bcal governm ent, as i other sectors,
there are different rules which govem accounting for
revenue and capial.

¢ Revenue expenditire refers to day-to-day expenses
Thourred 1 ninning services such as saff sabres,
paym ents to contractors. The rules h respect of revenue
expendiure are srathtforw ard . The LocalG overmnm ent
Fhance A ct1992 requires authorites to setababnosd
budget each year, although historic resenvesm ay be ussd
to fnd specific iam s.

¢ Capimlexpenditure refers to the councils expendiure
on bng+em assets such asbuildings, IT systam s,
vehtks and o on.This expendiure & differentbecause
itcan comm it the council to paym entsm any vears i the
future, particularly when the assets are funded by
borrow ng.

Charging for capital expenditure

Why not charge depreciation?
Localauthorites folbw htemational fnancil reportng
stendards (FRS).These setouthow to charge for capial
iem s and ihclude conaspts such as deprecation . H ow ever,
if beal authorites w ere required to m est these TFRS
charges, m any w ould be unabke to bakbnce theirgeneral fiind
w thout maishg sonificant additonal finds from tExpayers.
This Esnot hdiative of poordecisibn-m aking i previous
years: It i a conssquence of accounting charges rebtbing t©
capialprofcts encouraged by central govermm ent in the
past.

A saresul, bealauthorites are required o folow a
regulatory fram ew ork for charging for capial costs. This
m eans thatalthough a bcalauthority hcom e and
expendiure statem ent hcludes accounting entries for item s
such as depreciation, these are rem oved from  resarves and
repload w ith a charge that is determ hed by satute.
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What are the key principles of the local authority
statutory framework for capital financing?

e Capimalgrants and capital receipts cannotbe used
to fund revenue: a bcalauthority cannot, forexam pk,
=1l Bnd t© fund the minning costs of the Town H all.
Localauthortes plce facom e from capialgrants and
recepts o goecific capital reserves thatcan onlybe
ussd o fund capial expendiure.

¢ Localauthortes can spread the funding ofcapial
expenditure overm ore than one year:where a ocal
authority ncurs capial expendiure it finds the costs
from a com bihation of is capial grants, recepts and
reserves and the general find . Tk s alow ed t© goread
this fundig over severalyears teking on board the
In pacton currentand future taxpayers.

* FEach yearm em bersm ustapprove the local
authority's policy on how m uch capital expenditure
to charge to the general fund : tisup t© each bcal
authority to decdehow to find is capial expendiure.
H ow ever, each year itm ust charge an am ountto the
general find that tconstders to be prudent. This i
known as theM finum Revenue Provision ©rM RP).
TheM RP Policym ustbe goproved by fullcouncilor (Gf
an authority doesnothave a council) the nearest
equivaknt.



How might members go about approving a prudent
MRP policy?

e Considerthe CapialF hancing R equirem ent
(CFR) — this sets outhow m uch capial expendiure sHll
neads to be finded by the bcalauthority. A uthorites
mustsetan M RP policy that charges thisbakbnce to
resarves on a prudentbasis.

e Considerthe D epartm ent forC om m unites and
LocalGovernm ent's (D CLG 's) guidance on setting
an M RP policy — bcalauthorites are required to have
regard 'to DCLG sguidanceon M RP.Thism eans that
an authority m ust consterwhat the satutory gudance
says. Ttdoesnotm ean thata ocalauthority is obliged to
folbw the gutdance.H ow ever, if an authority does
decide t© depart from  the guidance, tm ustbe abke to
show good reasons fordoig so.

¢ Apply udgm ent—m an bers are not expected to be
fnanchl experts but they are required to m ake an
hform ed decision as to whethertheM RP polcy &
prudent. n reaching this jidgem entm en bersm ayw ish
to consider the folow hg:

1 DoestheM RP polcy folowsD CLG s sautory
guidance? If nothave officers preparad a report that
explans clarly the basis forany departure from the
guidance?

2 DoestheM RP poliy charge the CFR to the general
find overaprudentperiod? Forexam pk, if the
Jength of tin e s excassive fn ore than 60 years, say)
then the policy sunlkely to be prudent: tex-payers
w illbe findng the costof assets ong after they
have been scrapped.

3 Arethere are anywamig sgns? Forexam pk, has
theM RP polcy changed? If <o, why? Is thispartof
aw elkthoughtout capial fnancihg strategy ora
knee—grk reaction to shortterm financElpressures?
Borow Ing to vest h capialprofcts achistorically
bw nhterestratesm ay very wellbe the roght
goproach for the authority buthas the authority
received advice from external consulants? If o,
have officers critically assessad the advice received
orhave recom m endations been acospted w ithout
scrutiny?
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How we can help?

A s the kading provider of external audit to calauthorites,
we see partof our ok as supporting m em bers to m ake the
best financil decisions on behalf of bcal resdents.N otall
agpects of capial accounting and financing are sim pk, but
this guide shoul have hebead t© explin som e of the
princbks.W ehope this isusefiil form en bers boking to
gain sufficientunderstending to discharge their
regoonsbilitdes.

Who should | contact?

Form ore nform ation aoout bcal govermm ent finances,
contactyourusualG rantThomton contact h the first
hstance or, altematively:

Paul Dossett

Partner

T 020 7728 3180

E paul.dossett@uk.gt.com
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