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Summary:

This report sets out the proposed Minimum Revenue Provision Strategy for 2008/09 which must be approved by Council.  The duty to prepare such a Strategy was first proposed last autumn as part of a major revision of the rules pertaining to the calculation of the minimum revenue provision.  These rules were issued in draft last November but only confirmed at the end of February 2008 i.e. too late to be accommodated within the 2008/09 budget process.  The report also discusses an option whereby the City Council can mitigate its MRP liability in the short to medium term by making use of an accounting transfer involving its unapplied capital receipts.

Recommendations:

The Executive is asked to: 

(i) Comment on and make recommendations on the MRP Strategy for 2008/09 related to expenditure in 2007/08 based upon Option 2 as discussed in para 2.6 and Appendix A for consideration by the Corporate Resources Overview and Scrutiny Committee before onward transmission to Council on 15 July for final approval;

(ii) Comment on the proposal that in 2008/09 the MRP budget be reduced by approx. £388,000 through the transfer to the Capital Financing Account of the balance of unapplied capital receipts as at 31 March 2008 for consideration by the Corporate Resources Overview and Scrutiny Committee before onward transmission to Council on 15 July for final approval;

(iii) Note that the longer term impact of the new MRP Strategy will be incorporated within the revisions to the MTFP/Capital Strategy documents which are currently being progressed. 

Contact Officer:
David Steele
Ext:
7288

Note: In compliance with section 100d of the Local Government (Access to Information) Act 1985 the report has been prepared in part from the following papers: CIPFA Code of Practice on Treasury Management (2001), the Prudential Code on Capital Borrowing (2003), Sector Treasury Services Balance Sheet Review for Carlisle City Council (2007) and the DCLG Guidance on the Minimum Revenue Provision (2008).
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MINIMUM REVENUE PROVISION STRATEGY 2008/09

1      INTRODUCTION 

1.1
The purpose of this report is twofold.  In the autumn of 2007, the government proposed a wholesale revision to the rules governing the calculation of the annual Minimum Revenue Provision (MRP).  These changes were only confirmed at the end of February 2008.  One of the changes that has now been effected is that authorities will be required to prepare an annual MRP Strategy to be agreed before the start of each financial year.  In future years, this requirement will be accommodated within the Treasury Management and Investment Strategies and the issue has already been referred to within the Treasury Strategy Statement report for this financial year (CORP 84/07) which was approved by Council in February as part of the annual budget process.  For 2008/09, however, the Strategy is being considered separately due to the delayed timescale in confirmation of the new rules.

1.2
The second purpose of the report is to discuss an accounting amendment that if  implemented would bring a substantial short term saving to the authority’s revenue budget.  The authority was first alerted to this option by its treasury consultants (Sector) during the budget process as part of a Balance Sheet Review undertaken by Sector.  Members were alerted (in CORP 84/07)to the issue but it was deemed prudent to await confirmation of the wholesale revision to the MRP rules before finalising the matter for consideration by members. 

2. CONSULTATION

2.1 Consultation to Date

Sector Treasury Services, who are the Council’s Treasury Management Consultants, have been involved in the preparation of this report.

2.2 Consultation Proposed

This report will be considered by CROS on 12 June and the Executive again on 30 June before being referred to Council on 15 July for final approval.

3. MRP STRATEGY STATEMENT

3.1 
The City Council is not expecting to undertake any long term borrowing in 2008/09 to fund elements of its capital programme.  The current presumption is that this situation will pertain at least until 2010/11. 

3.2 Notwithstanding that presumption, the City Council is still obliged to make proper provision for the repayment of its outstanding debt.  This provision is calculated according to regulations that govern the MRP that almost all authorities must make as a part of their annual budgets .  Following a consultation period that began last November, the government has now confirmed proposals for substantially revising the regulations that govern the calculation of the MRP.  As previously intimated to members, these regulations have until now been both very complex and also quite prescriptive in terms of the provision that authorities must make.

3.3 The government has now determined an alternative process that would entail authorities making a ‘prudent’ approach to the making of their MRP while leaving it to authorities themselves to determine what should be a prudent provision.  This provision would in due course have to be one that could be justified to the authority’s council taxpayers and its auditors.  The underlying philosophy behind this proposal is that as with the Prudential Code on local authority borrowing and the Investment Strategy, both of which are governed by guidance rather than prescription, the MRP should also be determined by guidance.  This change is to be welcomed.

3.4 As far as this authority is concerned, its estimated MRP for 2008/09 (£582,200) has been calculated on the basis of a specified proportion (4%) of its Capital Financing Requirement (CFR) which is the same method as was used for 2007/08.  This calculation was in line with the regulations that were pertaining at the time.  The CFR is a broad measure of an authority’s level of indebtedness.  All of this authority’s debt is ‘supported’ i.e. it is broadly matched by an equivalent allowance in the revenue support grant (RSG).  Other authorities may have debt that is ‘unsupported’ i.e. it is not matched by RSG as it has been undertaken as prudential borrowing in the period since 2004 when that regime came into force.

3.5 As part of the consultation process for the MRP, authorities have been given the option of continuing to provide for their MRP as if no change was being made to the regulations. This is the option that has formed the basis of both the current year’s and next year’s estimates and it may be argued that almost by definition, this is a prudent MRP provision as far as this authority is concerned. 

3.6 There are now four options that have been provided for the principles behind the calculation of an authority’s MRP.  Appendix A sets these out in more detail but of the four options, option 2 is the recommended one for the City Council both for 2008/09 and in the future.  Should the City Council need to undertake any unsupported borrowing in future years, then either option 3 or option 4 would need to be considered as these options are based on the premise that unsupported borrowing has been undertaken. 

4. MRP 2008/09

4.1 
Notwithstanding this process, the Council also has the option of being able to reduce on a temporary basis its MRP liability in 2008/09 and future years through an accounting adjustment involving the voluntary set aside of its unapplied capital receipts to the CFR.  These receipts, which are currently forecast to stand at £9.7m as at 31 March 2008, are shown in the balance sheet as a part of the Council’s reserves.

4.2 If this transfer were approved, the receipts would still be available to support the Council’s capital programme.  The effect, however, in at least the short and medium term would be to substantially reduce the calculation of the Council’s CFR which governs the calculation of the MRP both now and, it is recommended, in future years.

4.3 It is important to realise, however, that this will only generate a temporary saving as once the capital receipts are spent, the CFR will increase accordingly.  At present i.e. if the receipts are not set aside and the Council were to spend £1m of these receipts, the effect on the revenue budget through the loss of investment interest would be as follows:

£1,000,000 x 5.25% (assumed interest rate)  =  £52,500

Total increase in the revenue budget = £52,500
There is no effect in this instance on the MRP as no borrowing has been 

undertaken and the CFR would not be affected.

If, however, these receipts are set aside in the manner discussed above, using 

them will cause the CFR to increase and this means that the MRP will also increase 

as follows:

£1,000,000 x 5.25% (as above) = £52,500

£1,000,000 x 4% (increase in the CFR x 4%) = £40,000


Total increase in the revenue budget = £92,500

4.4
Report CORP 16/08, elsewhere on the agenda, shows the financial effect in each of the next three years, based upon the Authority’s current capital programme.  The forecast saving equates to over £300,000 p.a. in each year.

4.5      As mentioned above, this option was first put forward to the authority by its treasury consultants who, as a part of their balance sheet review, have similarly advised other authorities.  There appears to be no disadvantage to making this adjustment, which will undoubtedly ease the pressure on the revenue budget in the current financial year.  While the saving will reduce in future years as the receipts are applied, there will always be some advantage to the authority until these authority’s stock of capital receipts is exhausted.  This scenario does not form a part of the current Medium Term Financial Plan.  

4.6 
The estimated saving in 2008/09 is forecast to be £388,000 approx. i.e. 4% x £9.7m.  The actual saving will be dependent upon the final balance of unapplied capital receipts as at 31 March 2008 and this amount will only be known when the authority’s capital financing exercise is completed as part of the closure of accounts process.  

4.7 The projected saving for future years will be included as part of the MTFP/Capital Strategy update which is currently in progress.

5 RECOMMENDATIONS

The Executive is asked to: 

(i) Comment on and make recommendations on the MRP Strategy for 2008/09 related to expenditure in 2007/08 based upon Option 2 as discussed in para 2.6 and Appendix A for consideration by the Corporate Resources Overview and Scrutiny Committee before onward transmission to Council on 15 July for final approval;

(ii) Comment on the proposal that in 2008/09 the MRP budget be reduced by approx. £388,000 through the transfer to the Capital Financing Account of the balance of unapplied capital receipts as at 31 March 2008 for consideration by the Corporate Resources Overview and Scrutiny Committee before onward transmission to Council on 15 July for final approval;

(iii) Note that the longer term impact of the new MRP Strategy will be incorporated within the revisions to the MTFP/Capital Strategy documents which are currently being progressed. 

6.
IMPLICATIONS

· Staffing/Resources – Not applicable.

· Financial – Included within the report.  

· Legal – Not applicable.

· Corporate – Not applicable.

· Risk Management – Management of risk is one of the guiding principles of both the Code of Practice on Treasury Management and the Prudential Code.  Sector Treasury Services have been involved in the principles involved in the preparation of this report.

· Equality Issues – Not applicable.

· Environmental – Not applicable.

· Crime and Disorder – Not applicable.

· Impact on Customers – Not applicable.

ANGELA BROWN

Director of Corporate Services

Contact Officer:
David Steele

 



Ext:
7288

Appendix A

While the authority is obliged to make a proper provision for the MRP as a part of its annual budget, there are now four options available to authorities in calculating its MRP liability.  Within these options, however, there are certain factors which to some extent predetermine the option that authorities may choose.  The four options are:

1. Regulatory Method

This method is based upon the Regulations that were first promulgated in 2003 for the calculation of the MRP.  It is based upon 4% of the authority’s capital financing requirement (CFR).  The CFR is a measure of the authority’s level of outstanding debt.  From this sum, the authority may subtract (if it is a negative figure) a technical adjustment known as ‘Adjustment A’

2. Capital Financing Requirement Method

This is very similar to the regulatory method but it does not take account of Adjustment A.

Option 2 is the one currently used by the City Council as its Adjustment A was a positive figure and it is allowed in such circumstances to disregard Adjustment A.  To use Option 1 would incur an increased MRP liability for the City Council.

Options 1 and 2 can only be used for borrowing incurred before 1 April 2008, whether supported or unsupported, and for supported borrowing after that date.  The Council may therefore use either option 1 or option 2 but because of the ‘Adjustment A’ factor, option 2 is recommended.

3. Asset Life Method

4. Depreciation Method

One of these methods must be used for new schemes that require the Council to undertake unsupported borrowing after 1 April 2008.  They are fairly similar except that option 3 is based upon the estimated life of an asset whilst option 4 assumes that an asset will still be worth something after its useful life has expired.  They can, however, also be used for supported borrowing incurred either before or after that date.

The authority has no plans at present to undertake any borrowing, which is either supported or unsupported.  These options, moreover, are particularly appropriate where assets can be identified that match past borrowing decisions.  This situation does not apply to the City Council.  The matter can be reviewed if in future years the authority does decide to fund part of its future capital spending by unsupported borrowing, in which case the assets which is funded by the borrowing can be identified and an appropriate asset life or depreciation charge determined.












