
 Appendix A1 
The Capital Prudential Indicators 2017/18 – 2019/20 
 
1. Introduction 

1.1 The Council’s capital expenditure plans are the key driver of treasury management activity. 
The output of the capital expenditure plans is reflected in prudential indicators, which are 
designed to assist members’ overview and confirm capital expenditure plans. 

 
2. The Capital Expenditure Plans  

2.1 This Prudential Indicator is a summary of the Council’s capital expenditure plans, both 
those agreed previously, and those forming part of this budget cycle. The estimate of 
capital expenditure to be incurred in 2017/18 – 2019/20 and how it is to be financed is 
detailed in the table below. Any shortfall of resources results in a borrowing need. 

2.2 The financing need excludes other long-term liabilities, such as PFI and leasing 
arrangements which already include borrowing instruments. 

 

Capital Expenditure  2015/16 
Outturn 

2016/17 
Latest 

2017/18 
Estimate 

2018/19 
Estimate 

2019/20 
Estimate 

 £000 £000 £000 £000 £000 

Non-HRA      40,451     34,319     34,494     31,876       9,855  

HRA      13,160     19,684     18,479     13,986     13,804  

Total      53,611     54,003     52,973     45,862     23,659  

Financed by:          

Capital receipts        4,114       2,049          300       1,250             -    

Capital grants      23,828    16,926     13,647     12,543       7,005  

Contributions        4,607       5,636       1,162       2,446             -    

Revenue      14,965     19,249     15,964     14,574     14,154  

Net financing need 
for the year 

       6,097     10,143     21,900     15,049       2,500  

3. The Council’s Borrowing Need (the Capital Financing Requirement) 

3.1 The second prudential indicator is the Council’s Capital Financing Requirement (CFR). The 
CFR is the total outstanding capital expenditure which has not yet been paid for from either 
revenue or capital resources. It is a measure of the Council’s underlying borrowing need. 
Any capital expenditure above which has not immediately been paid for will increase the 
CFR.  

3.2 The CFR does not increase indefinitely, as the minimum revenue provision (MRP) is a 
statutory annual revenue charge, which broadly reduces the borrowing need in line with 
each asset’s life.  

3.3 The CFR includes any other long-term liabilities (e.g. PFI schemes and finance leases). 
Whilst this increases the CFR, and therefore the Council’s borrowing requirement, these 
types of scheme include a borrowing facility and so the Council is not required to separately 
borrow for them. The Council currently has £67.442m of such schemes within the CFR. 

3.4 The Council is asked to approve the CFR projections below: 

£m 2015/16 
Outturn 

2016/17 
Latest 

2017/18 
Estimate 

2018/19 
Estimate 

2019/20 
Estimate 

CFR – Non Housing 153.857 155.893 167.782 176.790 173.207 

CFR - Housing 172.841 175.422 179.544 178.893 177.795 

CFR – Other Long 
Term  Liabilities 

70.803 67.442 63.987 60.672 57.418 

Total CFR 397.501 398.757 411.313 416.355 408.420 

Movement in CFR (1.352) 1.256 12.556 5.042 (7.935) 



Net financing need 
for the year (above) 

6.097 10.143 21.900 15.049 2.500 

Less MRP/VRP and 
other financing 
movements 

(7.449) (8.888) (9.344) (10.007) (10.435) 

Movement in CFR (1.352) 1.255 12.556 5.042 (7.935) 

Note: the MRP/VRP will include PFI / finance lease annual principal payments. 

4. Minimum Revenue Provision (MRP) Policy Statement. 
 

4.1 The Council is required to pay off an element of the accumulated General Fund capital 
spend each year (the CFR) through a revenue charge (the minimum revenue provision - 
MRP), although it is also allowed to undertake additional voluntary payments if required 
(voluntary revenue provision -  VRP).  

4.2 CLG regulations have been issued which require Full Council to approve an ‘MRP 
Statement’ in advance of each year. A variety of options are provided to councils, however, 
these are not compulsory as long as there is a prudent provision.  
 

5. The Council is recommended to approve the following MRP Statement: 
 

5.1 For capital expenditure incurred before 1 April 2008 or which in the future will be Supported 
Capital Expenditure, MRP will be charged on a 2% straight line basis, net of ‘Adjustment A’. 
This ensures that the debt will be repaid within 50 years.  

5.2 From 1 April 2008, for all unsupported borrowing (including PFI and Finance Leases) the 
MRP policy will be the: 

5.3 Asset Life Method - There are 2 methods of calculating the annual charge under this option. 
Firstly, equal annual instalments or secondly by the annuity method where annual 
payments gradually increase during the life of the asset. 

 Equal Instalment Method -   MRP will be based on the estimated life of the assets, in 
accordance with the regulations (this option must be applied for any expenditure 
capitalised under a Capitalisation Direction). MRP in respect of leases brought on 
balance sheet will equal the annual repayment of the deferred liability; and the  

 Annuity Method – MRP is linked to schemes where the flow of benefits is expected to 
increase in later years. It may be particularly attractive in connection with projects 
promoting regeneration. 

5.4 These options provide for a reduction in the borrowing need over the asset’s approximate 
life and each option is used in appropriate circumstances. 

5.5 Regulations allow Authorities to apply an ‘MRP holiday', whereby the MRP charge is 
deferred until a year after the practical completion of the asset. The Authority will apply this 
allowance where appropriate.  

5.6 There is no requirement on the HRA to make a minimum revenue provision but following 
HRA reform, there is a requirement for a charge for depreciation to be made (although 
there are transitional arrangements in place). 

5.7 Repayments included in annual PFI or finance leases are applied as MRP.  

5.8 West Midlands Combined Authority: Collective Investment Fund: 
 

5.9 The agreed Combined Authority Devolution Deal proposes the establishment of a Collective 
Investment Fund to support investment in the region. It is possible that some of this 
investment may be delivered by individual districts, and funded from prudential borrowing. 
Any use of prudential borrowing will require the approval of Full Cabinet.  The Council’s 



MRP Policy therefore needs to reflect the potential for the Council incurring expenditure 
through the Collective Investment Fund, as follows. 
 

5.10 MRP on capitalised loan advances to other organisations or individuals will not be required. 
Instead, the capital receipts arising from the capitalised loan repayments will be used as 
provision to repay debt.  However, revenue MRP contributions would still be required if the 
loan or part of the loan defaulted, equal to the amount of any impairment of the loan 
advanced. 
 

5.11 MRP on investments in Equities will be made on an annuity profile over 20 years, as 

recommended by Government Guidance. 

 

6. Affordability Prudential Indicators 

6.1 Prudential indicators are required to assess the affordability of the capital investment plans. 
These provide an indication of the impact of the capital investment plans on the Council’s 
overall finances. The Council is asked to approve the following indicators: 

 

7. Ratio of financing costs to net revenue stream  
 

7.1 This indicator identifies the trend in the cost of capital (borrowing and other long-term 
obligation costs net of investment income) against the net revenue stream. 

 

% 2015/16 
Outturn 

2016/17 
Latest 

2017/18 
Estimate 

2018/19 
Estimate 

2019/20 
Estimate 

Non-HRA 9.91% 10.87% 12.28% 12.10% 11.90% 

HRA  17.84% 18.16% 18.44% 18.73% 18.82% 

 
7.2 The estimates of financing costs include current commitments and the proposals in this 

report. 
 
8. Estimates of the incremental impact of capital investment decisions on council tax  
 
8.1 This indicator identifies the revenue costs associated with proposed changes to the three-

year capital programme as detailed in 5.16 of Appendix A compared to the Council’s 
existing approved commitments and current plans. The assumptions are based on the 
budget, but will invariably include some estimates, such as the level of Government 
support, which are not published over a three-year period. 

 
Incremental impact of capital investment decisions on the Band D Council Tax 

 

 

                  

 
9. Estimates of the incremental impact of capital investment decisions on housing rent 

levels   
 

9.1 Similar to the Council tax calculation this indicator identifies the trend in the cost of 
proposed changes in the housing capital programme recommended in this budget report 
compared to the Council’s existing commitments and current plans, expressed as a discrete 
impact on weekly rent levels.   

 

 2016/17 
Budget 

2017/18 
Estimate 

2018/19 
Estimate 

2019/20 
Estimate 

Council Tax - Band D 
£7.34 £13.51 £14.89 £5.46 



Incremental impact of capital investment decisions housing rent levels 
 

    
 

2016/17 
Budget 

2017/18 
Estimate 

2018/19 
Estimate 

2019/20 
Estimate 

Weekly Housing 
Rent Levels 

£17.07 £25.06 £1.93 £0.00 

 

9.2 This indicator shows the revenue impact of any newly proposed changes, although any 
discrete impact will be constrained by rent controls.   


