CHANGES TO THE CAPITAL FINANCE SYSTEM

CAPITAL FINANCE AMENDMENT REGULATIONS

MINIMUM REVENUE PROVISION GUIDANCE

WDA/22/08

Recommendation

1.
That the Authority makes the changes to the Capital Finance System

2. That the Authority approves the annual Minimum Revenue Provision (MRP) statement for 2008/2009

3. That  Members re-approve the Authority’s Prudential Indicators 2007/2008 to 2010/2011.
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Report of the Director of Waste Disposal

1.
Purpose of the Report
The report is produced to identify the impending changes to the Capital Finance System.  It sets out the policy regarding the calculation of the Authority’s Annual Minimum Revenue Provision (MRP) statement and, in view of the changes to the Capital Finance System, the Authority needs to re-approve its Prudential Indicators.
2.
 Changes to the Capital Finance System
The Department of Communities and Local Government is changing the Capital Finance System with effect from the current financial year 2007/2008.The changes are effected through the Local Authorities (Capital Finance and Accounting) (Amendment) (England) Regulations 2008 issued under Section 21 of the Local Government Act 2003, as amended by Section 238(2) of the Local Government and Public Involvement in Health Act 2007.
The changes are:
· Regulation 3 – a sum received in respect of the redemption on maturity of a bond held by it is treated as a capital receipt from 1 April 2008

· Regulation 4(1) – a local authority shall calculate for the current financial year an amount of minimum revenue provision which it considers to be prudent (see Guidance later in the report).
· Regulation 4(2) – past errors in minimum revenue provision (the Authority needs to disclose treatment in its statement of accounts).

· Regulation 5 – amends the existing wording to regulation dealing with Early Repayment of Loans.
· Regulation 6 – changes in the accounting treatment of Loans and Guarantees on those entered into prior to 8th November 2007.
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3.
 Main Effect on the Authority

The most significant change for the Authority is in regard to Regulation 4 above. Local authorities are required to set aside some of their revenue as provision for debt repayment. Previously the scheme used to calculate minimum revenue provision (MRP) was detailed in regulations 27, 28 and 29. 
The detailed rules in regulation 28 are replaced by a simple requirement for prudent provision but with no definition of ‘prudent provision’. However, minimum revenue provision guidance on the interpretation of the term has been provided through the Acts identified above Authorities are legally obliged to ‘have regard’ for any such guidance including, for example, the CIPFA Prudential Code, the CIPFA Treasury Management Code and the CLG Guidance on Investments.
4.
 Meaning of ‘Prudent Provision’

The guidance provided indicates that the broad aim of ‘prudent provision’ is to ensure that debt is repaid over a period reasonably commensurate with that over which the capital expenditure provides benefits. Options of ‘prudent provision’ are provided in the guidance.
5.
 The Authority’s Annual MRP Statement
The Authority is required that before the start of each financial year to prepare a statement of its policy on making minimum revenue provision in respect of that financial year for submission to the full Authority.

It is recommended that the Authority approves the following statement for 2008/2009.
The Authority will use the following policies in determining it’s MRP for 2008/2009:
· The Asset Life Method is selected allowing equal instalments of MRP over the life of the asset.
· MRP commences in the financial year following the one in which the expenditure is incurred.
· The estimated life of the asset should be determined in the year that MRP commences and not subsequently be revised.
· If no life can reasonably be attributed to an asset, such as freehold land, the life should be taken to be a maximum of 50 years. However, in the case of freehold land on which a building or other structure is constructed, the life of the land may be treated as equal to that of the structure, where this would exceed 50 years.

· When borrowing to construct an asset, the Authority will treat the asset life as commencing in the year in which the asset first becomes operational. It will accordingly postpone beginning to make MRP until that year.  ‘Operational’ here has its standard accounting definition. Investment properties shall be regarded as becoming operational when they begin to generate revenues.
6.
Budgetary Provision
The financial implication of restating MRP can be contained within existing budgetary provision.

7.
 Prudential Indicators
The recalculation of MRP affects the Authority’s Prudential Indicators and so the amended Prudential Indicators are submitted at Appendices 1 and 2.  It is recommended that members re-approve the Authority’s Prudential Indicators 2007/2008 to 2010/2011.  It should be noted that the changes to the Prudential Indicators are not significant.
The contact officer for this report is John Webster, MWDA, North House, 17 North John Street, Liverpool, L2 5QY
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