
AUDIT AND ASSURANCE COMMITTEE

Meeting date: 5 January 2018

From: Assistant Director – Finance (s151 Officer)  

PROPOSED AMENDMENTS TO THE 2017/18 MINIMUM 
REVENUE PROVISION (MRP) POLICY 

1.0 EXECUTIVE SUMMARY

1.1 This report summarises the proposed amendments to the 2017/18 
Minimum Revenue Provision (MRP) Policy and processes following an 
in depth review undertaken by Officers in conjunction with specialist 
external independent Treasury expert advice.  The Council undertakes 
a regular review to ensure the policy continues to be appropriate, 
prudent, compliant with statutory guidance for MRP and in line with 
best practice.  

1.2 Following the consideration of a number of options, the conclusion of 
the review was that the 2017/18 policy and processes for MRP should 
be updated with the approval of those changes recommended to 
Council in January 2018.  

1.3 The amendments are set out in the recommendations to this report.  As 
the nominated review body for Treasury Management activities in the 
Council, to ensure due consideration and thereby follow best practice 
the Audit and Assurance Committee is asked to review the proposed 
amendments prior to their consideration by full Council later in this 
month. 

1.4 The principal change in relation to the 2017/18 MRP policy for 
supported and pre-2008 borrowing is to change the calculation of MRP 
from a 4% ‘reducing balance’ to 2% ‘straight line’ for the period 1st 
April 2009 to 31st March 2016. 

1.5 The proposed change increases consistency in the calculation of MRP 
as MRP charged on prudential borrowing is also calculated on a 
‘straight line’ basis.  

1.6 If agreed, this would result in an MRP charge which is more aligned 
with the period over which the underlying assets provide benefit. This 
is a sensible amendment which does not affect the total amount of 
MRP the Council will pay in the longer term but results in a prudent re-
profiling of the charge. 



1.7 It results in an overprovision position in the period 1st April 2009 to 
31st March 2016 of £36.8m. This over provision can prudently be 
released as a reduction in the MRP charge to the revenue budget for 
2017/18, 2018/19, 2019/20 and 2020/21 totalling £36.8m. This does not 
affect the total amount of MRP the Council will pay in the long term but 
results in a prudent re-profiling of the annual charge.

1.8 In accordance with Statutory Guidance the Council’s annual MRP 
Policy Statement and any in-year changes to the Statement must be 
approved by full Council.  

2.0 STRATEGIC PLANNING AND EQUALITY IMPLICATIONS

2.1 This report supports the priorities of the Council Plan, as effective 
management of financial resources is a pre-requisite for making 
informed decisions when planning and delivering Council services.

3.0 RECOMMENDATION

3.1 Members are asked to consider and support the following proposed 
amendments to the Council’s 2017/18 MRP Policy and processes, prior 
to their consideration by Council  in January:

a) That the MRP policy for supported and pre 2008 borrowing 
between 2009 and 2016 be changed from 4% reducing balance to 
2% straight line; 

b) That the MRP Policy Statement be reworded to reflect the above 
recommendation; and

c) That the current process for the allocation of financing to capital 
expenditure (for MRP purposes) be reviewed to ensure it is 
optimal.   This can be done within the existing policy.

4.0 BACKGROUND

4.1 Minimum Revenue Provision (MRP) represents the amount which must, by 
law, be charged to the Council’s General Fund each year for financing of 
capital expenditure that was initially funded by borrowing (‘debt’).  This is an 
accounting entry and doesn’t determine what actual borrowing is undertaken 
and the cash flows relating to that borrowing. 

4.2 MRP is calculated from the Council’s Capital Financing Requirement (CFR).  
The CFR is the amount of capital expenditure incurred by the Council which 
hasn’t yet been funded by capital receipts, grants, revenue or MRP – i.e. the 
amount of capital expenditure funded by borrowing.  

4.3 MRP must be prudent. Local Authorities are free to set their own policies for 
MRP, but this must be within the spirit of guidance issued by the Department 
for Communities and Local Government (DCLG).  The broad aim of the 
policy should be to ensure that MRP is charged over a period that is 
reasonably aligned to the period over which the capital expenditure (i.e. the 
asset) provides benefits. 



5.0 CURRENT MRP POLICY: 
5.1 The Council’s current MRP policy (as detailed in Appendix 2) was first set in 

2008/09 in accordance with regulations and statutory guidance and was 
updated by Council in November 2016. The update to the MRP policy during 
2016/17 was reviewed and accepted by the Audit and Assurance Committee 
at its meeting on 9th September 2016. As required by the guidance, the 
Council’s MRP policy is considered and approved at least annually by full 
Council, as part of the budget setting process. 

5.2 The Council’s current MRP policy takes options 1 & 3 from the guidance.  In 
summary this means that:

For all capital spend incurred before 1 April 2008 and any spend 
financed by “supported” borrowing: MRP is calculated as 2% per annum 
of the outstanding balance (the Capital Financing Requirement or ‘CFR’) at 
31st March 2016, this is charged in equal instalments each year, i.e. it is a 
‘straight-line’ calculation.  

For all capital spend financed by Prudential Borrowing; MRP is charged 
in equal instalments (i.e. straight line) over the estimated useful life of the 
asset.  The estimated useful life of an asset is determined in accordance with 
the Council’s accounting policy on the depreciation of assets. 

6.0 MRP POLICY REVIEW 

6.1 It is good practice to undertake regular reviews of policies to ensure they 
continue to be appropriate, prudent, compliant with statutory guidance for 
MRP and in line with best practice.  In recent years a number of other Local 
Authorities (such as Nottinghamshire County Council, Stoke City Council 
and Solihull MBC) have undertaken in-depth reviews of their MRP policies 
and introduced changes following those reviews. The proposed changes in 
this paper have been delivered by other authorities and viewed positively by 
auditors in their consideration of value for money. 

6.2 In order to capture best practice identified from these reviews by other 
authorities and in light of the significant size (the MRP charge is a material 
item in the accounts and due to the complexity of the figures involved, a 
specialist treasury advisor (Capita Asset Services – now Link Asset 
Services) was procured to undertake an independent review of the policy. 
This initial advice has subsequently been updated as part of the Strategic 
Planning Process for 2018/19 during the autumn and is reflected in the 
amendments for consideration by the Committee today.

Outcome of the review:

6.3 The review identified potential areas of change to the policy and the process 
by which MRP is calculated.  These were considered in detail by officers, 
focussing on the following key factors:  

a) Prudence, i.e. ensuring that MRP is charged over a period that is 
reasonably aligned to the period over which the capital expenditure 
provides benefits;



b) Audit considerations and risk, for example, the proposed change to 
supported and pre 2008 borrowing as detailed at 6.4 a) has been 
adopted by a number of other Local Authorities and accepted by their 
external auditors (e.g. Solihull Metropolitan Borough Council whose 
auditor, Grant Thornton, referenced their change to MRP as a positive 
action in their 2014/15 VfM conclusion); and

c) Budgetary impact, including future budgetary pressures and resourcing 
implications of alternative processes.

6.4 The following three actions were approved by Council in November 2016 
and implemented in 2016/17:

a) That the MRP policy for supported and pre 2008 borrowing be changed 
from 4% reducing balance to 2% straight line with effect from 1st April 
2016.  This reduces the CFR over a fixed life of 50 years (rather than 
400+ year life of the reducing balance policy) and therefore spreads the 
cost more evenly amongst the taxpayers that will benefit from the capital 
expenditure.  This increased consistency in the calculation of MRP as 
MRP charged on prudential borrowing is also calculated on a ‘straight 
line’ basis. 

b) That the MRP Policy Statement be reworded to reflect the above 
recommendations and the latest guidance from the Council’s external 
expert Treasury Management Advisors (Capita Asset Services now Link 
Asset Services); and

c) That the current process for the allocating of financing of capital for 
accounting purposes be reviewed to ensure it is optimal (i.e. applying 
borrowing to longer life assets and other sources of finance to shorter life 
assets).  The benefit of this being that, by applying borrowing to long life 
assets rather than short life assets, the assets on which MRP is being 
charged have a useful life which is more in line with the underlying 
borrowing.

6.5 The above changes did not affect the total amount of MRP the Council pays 
in the long term but resulted in a prudent re-profiling of the annual charge.

6.6 When action (a) above was implemented it was only applied prospectively 
i.e. from 1st April 2016 onwards. Therefore, the annual MRP charge between 
1st April 2009 and 31st March 2015 has still been calculated on the 4% 
reducing balance rather than 2% straight line method. There is no obligation 
to maintain the 4% approach to the earlier debt liability as the Council has 
had the ability to adopt an alternative, prudent approach since 2007. The fact 
that it has not done so has resulted in the present day outstanding capital 
debt liability (i.e. the CFR) being lower than it would have been had it 
adopted the 2% straight line method earlier. 

6.7 Although this appears to be “looking back” to 2009 in practice the Council is 
considering how it arrived at its present amount of outstanding capital debt 
liability and deciding how it may prudently vary this in the present so that it 
gradually falls in line with an asset’s broad life.



6.8 The table below shows the impact on the supported and pre 2008 borrowing 
MRP of a retrospective change to the MRP policy. 

Year MRP at 4% 
reducing 
balance

£000

MRP at 2% 
straight line

£000

Difference

£000
2009/10 12,244 6,122 (6,122)

2010/11 12,953 6,727 (6,226)

2011/12 13,548 7,275 (6,273)

2012/13 13,011 7,275 (5,736)

2013/14 12,511 7,285 (5,226)

2014/15 12,018 7,289 (4,729)

2015/16 11,538 7,289 (4,249)

2016/17 5,538 7,289 1,751

Total 93,361 56,551 36,810

6.9 If the Council had adopted the 2% straight line approach the total it would 
have paid off in that period (in accounting terms) would have been £57m 
instead of the £93m. This therefore gives an “over provision” of £36.8m. 

6.10 In order to transfer the full debt repayment from 31st March 2009 to a 2% 
straight line basis, no further MRP payment would be required for the four 
financial years 2017/18 to 2020/21, to re-schedule some of that over 
payment. This does not affect the total amount of MRP the Council will pay 
in the long term but results in a prudent re-profiling of the annual charge.

6.11 This is a more prudent approach and provides consistency in the treatment 
of MRP from 2008/9 onwards. It ensures that the historic debt is paid off (in 
Accountancy terms) over a fixed 50 year period. This is reflected in the 
Accounting Policy no. iv (Charges to Revenue for Non-Current Assets) in the 
Annual Statement of Accounts.

6.12 The table below shows the impact on the total MRP charge from 2017/18 to 
2022/23 of the proposed change to the MRP on pre 2008 and supported 
borrowing portion of the charge. 

2017/18 2018/19 2019/20 2020/21 2021/22 2022/23
Current MRP 10,754,036 11,328,893 11,647,001 11,876,526 11,045,001 10,892,529
Proposed 
MRP Charge 754,036 1,328,893 1,647,001 5,076,526 11,781,001 11,628,529

-10,000,000 -10,000,000 -10,000,000 -6,800,000 736,000 736,000



6.13 The graph below shows the effect of the change over the next 60 years for 
MRP.
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6.14 In addition, the amendment to the policy provides the opportunity to realise a 
saving to the revenue budget over a four year period. The Budget 
consultation launched by the Council at the November Cabinet meeting sets 
out a commitment to financial sustainability in the medium term, reflecting 
the reduction in grant funding from central government to local government 
as local government becomes essentially self-financing. The effective 
management of capital financing over the last decade has contributed 
positively to the effective financial management of the Council and it is 
expected that the adjustment to the MRP policy will continue this careful 
approach to ‘managing our money’ and contribute to the delivery of a 
balanced budget proposal for 2018/19.

6.15 The draft revised MRP policy statement reflecting the above proposed 
changes is included as Appendix 1.  Appendix 2 sets out the current MRP 
policy for completeness.

6.16 In November 2017 the Department for Communities and Local Government 
(DCLG) issued a consultation on proposed changes to the prudential 
framework of capital finance which incorporates the Minimum Revenue 
Provision guidance. The consultation closed on 22nd December 2017.

6.17 The MRP guidance was last updated in 2012. DCLG have been monitoring 
practices and principles used by local authorities when deciding how much 
MRP to charge. Furthermore, in 2016 the National Audit Office value for 
money report discussed the impact of debt servicing costs on local 
authorities and the steps being taken to manage costs. 



6.18 The consultation is proposing updating the guidance because of recent 
interest and changes in current practice. There are four main changes 
proposed from the previous guidance. These are set out below and due 
regard has been made to these proposals in preparing the proposed 
amendments to the MRP policy.  

1. Definition

The first change is with regards to the definition of ‘prudent provision’. 
Currently, the MRP Guidance explains that ‘provision for the borrowing 
which financed the acquisition of the asset should be made over a period 
bearing some relation to that over which the asset continues to provide a 
service’. The thinking behind this principle is that MRP is the cost that LAs 
recognise in their accounts instead of depreciation and therefore prudent 
provision should align to depreciation as far as is relevant.’

The consultation suggests that this definition is misleading, given that the 
purpose of MRP is to make prudent provision for debt. Therefore, the 
suggestion is to change the definition of prudent provision to one that 
requires local authorities to set MRP in a way that covers the gap between 
Capital Financing Requirement and the amount of that requirement that is 
funded by grants, income and receipts. This should allow for local authorities 
to better align the period over which they charge MRP to one that is 
commensurate with the period over which their capital expenditure provides 
a benefit.

2. Clarifying Charge to the Revenue Account

It is a statutory duty that local authorities make a charge to a revenue 
account. There have been reports of some authorities overpaying, and, as a 
result, have made a credit to the account for MRP. The Government does 
not believe that crediting the revenue account is prudent or ‘in the spirit of 
the approach set out in the Regulations’.  The consultation has put forward 
updating regulations so that a charge to the account should not be a 
negative charge. 

3. Changing methods of calculating MRP

The consultation makes it clear that the Government is supportive of 
allowing local authorities to be flexible and change methods used to 
calculate MRP from ‘time to time’. However, the consultation states a 
concern that authorities have been changing methodologies to reduce their 
annual charge and possibly even defer payments to future years. 

This has led to the suggestion that local authorities should clarify the 
approach when changing methodologies used to calculate MRP. The 
updated code would allow local authorities to offset overpayments of MRP 
against charges in future years, but the revised guidance makes it clear that 
an overpayment cannot be calculated retrospectively. 

4. Maximum Economic Life of Assets

The consultation states concern that some of the local authorities may be 
setting artificially long asset lives to reduce the annual charge for MRP and 
therefore deferring revenue costs into future years.  The Government does 
not believe this to be a prudent approach and, for this reason, has chosen to 



update the Guidance to include maximum useful economic life of 50 years 
for freehold land and 40 years for other assets. 

Finally, the intent is that both updated codes would come into force for the 
2018/19 financial year i.e. with effect from 1st April 2018. 

7.0 OPTIONS

7.1 Audit and Assurance Committee to consider the report and 

a) Support the amendments proposed; or

b) Not support the amendments proposed and requests further 
information.

8.0 CONCLUSION

8.1 In recognition of good practice the Council has undertaken an in-depth 
review of its MRP Policy Statement to ensure it continues to be appropriate, 
prudent, compliant with statutory guidance for MRP and in line with best 
practice.  The review was undertaken by the Council’s specialist treasury 
advisors in conjunction with Officers of the Council. 

8.2 The initial review identified a number of options which then were evaluated 
against four core factors: prudence, risk, audit considerations and budgetary 
impact.   Proposed changes to the 2017/18 MRP are set out in this report.

8.3 The Council’s annual MRP Policy Statement and any in-year changes to the 
Statement must be approved by full Council.  As the body in the Council 
designated to review Treasury Management it is therefore good governance 
that the Audit and Assurance Committee is asked to consider the proposed 
amendments prior to their consideration by full Council later in January.

8.4 The proposed changes do not affect the total amount of MRP the Council will 
pay but instead result in a prudent re-profiling of the charge.

8.5 The re-profiling of the charge would result in an MRP charge which is more 
aligned with the period over which the underlying assets provide benefit. 
Furthermore it increases consistency in the calculation of MRP as MRP 
charged on prudential borrowing is also calculated on a ‘straight line’ basis.  
The proposed policy has been adopted by a number of other Local 
Authorities and viewed positively by auditors in their consideration of value 
for money. 

Julie Crellin
Assistant Director – Finance (s 151 Officer)
19th December  2017

APPENDICES

Appendix 1 – Proposed revised MRP Policy Statement
Appendix 2 – Current MRP Policy Statement



IMPLICATIONS

Staffing: None
Financial: The proposed changes do not affect the total amount of 

MRP the Council will pay over the longer term but result in 
a prudent re-profiling of the charge. This provides some 
medium term savings against the current budget.

Property: None
Electoral Division(s): None

PREVIOUS RELEVANT COUNCIL OR EXECUTIVE DECISIONS

Treasury Management Strategy Statement (including 2017/18 MRP Policy 
Statement): Appendix e of agenda item 87 ‘Revenue Budget 2017/18, Medium 
Term Financial Plan (2017-20) and draft Capital Programme (2017-22) as 
approved at the 16th February 2017 meeting of Council

CONSIDERATION BY OVERVIEW AND SCRUTINY

Not considered by Overview and Scrutiny. The Audit and Assurance 
Committee is the relevant Committee to consider this report before the 
proposal to amend the Minimum Revenue Provision Policy is considered by 
Council.

BACKGROUND PAPERS

No background papers.

Contact:
Pam Duke, Senior Manager – Accountancy and Financial Planning 
pam.duke@cumbria.gov.uk


