
Appendix D

Review of Policy for Minimum Revenue Provision 
Purpose

1. This report reviews the Council’s General Fund minimum revenue provision (“MRP”) 
policy and sets out the proposed change.

Statutory basis of MRP

2. Regulations 27 and 28 of the Local Authorities (Capital Finance and Accounting) 
(England) Regulations 2003 (as amended) require that a local authority “shall determine 
for the current financial year an amount of minimum revenue provision which it considers 
to be prudent”. MRP is a charge to the revenue account in relation to capital expenditure 
financed from borrowing or credit arrangements, often referred as a provision for the 
repayment of debt.

3. The Secretary of State has issued statutory Guidance on determining the “prudent” level 
of MRP, to which authorities are required to have regard.  The Guidance is supported by 
an “informal commentary” from the Department of Communities and Local Government.  
The Guidance further clarifies that MRP policy should be set by the authority’s Full 
Council (or closest equivalent).

Link to Informal commentary – 
https://www.gov.uk/government/publications/capital-finance-guidance-on-minimum-
revenue-provision-third-edition

4. Prior to 2007 the Government statutory arrangements for determining debt repayment 
were prescriptive.  In 2007, this was replaced by a system of self-regulation that aligns 
with the prudential code and accounting codes to allow authorities local discretion based 
on their own judgement as to what is prudent.

The City Council’s objectives in reviewing its MRP Policy

5. The Council’s MRP policy was created in 2007 and has been in place for 9 years.  
Therefore the Council recognises the need to review the policy to ensure it remains 
prudent and provide a stable and deliverable financial position going forwards ensuring 
the prudent management of the Council’s finances generally (not just MRP).

 Principles of MRP: the meaning of “prudent provision”

6. Regulations do not define the meaning of the term “prudent provision”. The Guidance 
states that “the broad aim of prudent provision is to ensure that debt is repaid over a 
period that is either reasonably commensurate with that over which the capital 
expenditure provides benefits, or, in the case of borrowing supported by Government 
Revenue Support Grant, reasonably commensurate with the period implicit in the 
determination of that grant”. This general aim does not stipulate a minimum amount of 
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provision to be made in any particular year, providing that the broad aims above are met. 
The guidance provides four different annual repayment profiles and encourages 
authorities to consider their own repayment profiles.

7. The Commentary explains this more fully:

“Four ready-made options are included in the Guidance (and there are two alternatives 
under Option 3). The options are those likely to be most relevant for the majority of 
authorities but other approaches are not meant to be ruled out, provided they are fully 
consistent with the statutory duty to make prudent provision.  Authorities must always 
have regard to the Guidance, but having done so, may in some cases consider that a 
more individually designed MRP approach is justified. That could involve taking account 
of detailed local circumstances, including specific project timetables and revenue-earning 
profiles. Authorities may wish to consult their legal advisers and external auditors about 
their approach to MRP if it involves a significant departure from the Guidance or relates 
to any large, complex or novel schemes. However, the decision on what is prudent is for 
the authority and it is not for the DCLG to say in particular cases whether any proposed 
arrangement is consistent with the statutory duty”.

This makes it clear that the four MRP options are by no means prescriptive, providing the 
authority has regard to the Guidance and complies with the statutory duty to make 
prudent provision.

8. There is freedom for authorities to consider an annual profiling of MRP which best fits the 
prudent management of their own financial circumstances, providing that they meet the 
basic test of “prudence” which is to repay debt over the life of the benefit or the period 
implied by the associated grant.

The proposed change to the Council’s MRP policy is described below, and the financial 
implications are set out in Appendix B.  A revised MRP policy Statement is attached at 
Appendix C.

Proposed Change 

Adapting the “CFR Method”

9. The “CFR Method” is one of the four MRP options and this method is relevant to 
providing for repayment of debt outstanding prior to 1 April 2007 and that the borrowing 
supported by Government Revenue Support Grant be repaid over a period “reasonably 
commensurate with the period implicit in the determination of that grant”.   This method 
continues the arrangements set out in former Regulations, under which non-housing 
debt was repaid at 4% of the balance outstanding at each year end.

10. The reducing balance formula used by this method has the characteristic that the debt is 
never entirely repaid, because each year repays 4% of the outstanding balance at that 
time.

11. As the local government finance system has evolved it has become increasingly difficult 
to relate the revenue support grant received to any particular level of annual debt 
repayment.  In addition, total grant is controlled nationally which have been reduced 
substantially in recent years, irrespective of the level of “supported” borrowing 
outstanding.



12. It is therefore proposed that it would be appropriate, affordable and reasonable that the 
Council’s MRP policy will adapt the CFR Method by paying a fixed cash amount each 
financial year, calculated at 2% of the balance at 31 March 2016, and not reducing each 
year. This 50 year repayment period is considered a reasonable average assumption as 
this mirrors the asset lives of the Councils operational property portfolio excluding 
Council Dwellings.  In addition it can be considered that the asset lives will exceed this 
for assets that are fully maintained.

13. In the initial years, this element of MRP is lower than the 4% reducing balance 
calculation, but it remains constant and fully repays the remaining balance of pre-07/08 
debt, by 2065/66 the end of 50 years. Under the CFR method, £28m of the pre-07/08 
debt would remain outstanding in 50 years’ time. The Council’s proposed 2% fixed MRP 
helps to address its short term financial transition needs, whilst in the long run its 
complete debt is repaid earlier. A fixed 2% MRP over 50 years arguably significantly 
more prudent than a method which never pays off the whole debt.

14. Although the Council’s proposed 2% fixed method initially has a lower debt repayment 
than the 4% reducing balance method, it is better aligned to the average lives of the 
assets that this borrowing supported and is consistent with the guidance.  It is therefore 
considered that it would be appropriate, affordable and reasonable for the Council to 
move to such a provision for 2016/17 and onwards.

15. Appendix B shows the effect of this proposal, in summary the change to this part of the 
MRP  policy produces a long term re-phasing of the Council’s debt repayment charges 
with MRP lower in the years to 2033/34 and higher thereafter, meaning debt will be 
repaid more slowly but repaid within 50 years aligned to the asset lives that the 
supported borrowing supports.

Conclusions

28. The above proposal is considered to be consistent with the statutory duty on the Council 
to make prudent provision, having regard to the Government Guidance and the advice 
received. They take into account the Council’s strict and cautious approach to MRP to date, 
and the Council’s future financial circumstances.



Revenue impact of the proposed MRP change



Proposed Minimum revenue provision (MRP) policy statement

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 allowed to undertake additional voluntary provision.

2. The Department of Communities and Local Government (CLG) have issued Regulations 
which require the full Council to approve an MRP Statement in advance of each year.  A 
variety of options are provided to councils, so long as there is a prudent provision.  The 
Council is recommended to approve the following MRP Statement, a change from the 
MRP statement approved by Full Council on 16th February 2016:

 For capital expenditure incurred before 1 April 2008 - The MRP policy will be 
based on the pre 2007/08 borrowing at 2% of the balance at 31st March 2016 
fixed at the same cash value so that the whole debt is repaid after 50 years.

 From 1 April 2008 for all unsupported borrowing (including PFI and finance 
leases) - The MRP policy will be the Asset life 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);

This option provides for a reduction in the borrowing need over approximately the 
asset’s life. 

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

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

5. The Council participates in the Local Authority Mortgage Scheme (LAMS) using the cash 
backed option.  The mortgage lenders require a five year cash advance from the local 
authority to match the five year life of the indemnity.  The cash advance placed with the 
mortgage lender provides an integral part of the mortgage lending, and is treated as 
capital expenditure and a loan to a third party.  The Capital Financing Requirement 
(CFR) will increase by the amount of the total indemnity.  The cash advance is due to be 
returned in full at maturity, with interest paid annually.  Once the cash advance matures 
and funds are returned to the local authority, the returned funds are classed as a capital 
receipt, and the CFR will reduce accordingly.  As this is a temporary (five years) 
arrangement and the funds will be returned in full, there is no need to set aside prudent 
provision to repay the debt liability in the interim period, so there is no MRP application.  
The position is reviewed on an annual basis.


