1.1

1.2

1.3

2.1

2.2

2.3

Appendix C
Minimum Revenue Provision Policy

Background

The Council is required to pay off an element of the accumulated General Fund
capital spend each year (the capital financing requirement - 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).

MHCLG regulations have been issued 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.

The guidance offers four main options under which MRP could be made, with an
overriding recommendation that the Council should make prudent provision to
redeem its debt liability over a period which is reasonably commensurate with
that over which the capital expenditure is estimated to provide benefits.
Although four main options are recommended in the guidance, there is no
intention to be prescriptive by making these the only methods of charge under
which a local authority may consider its MRP to be prudent.

Four Main Options

Option 1 - Regulatory Method

This option is the old statutory method of 4% of the CFR and which has to be
used in order to calculate MRP on all debt still outstanding at 1°* April 2008. It
can also be used to calculate MRP on debt incurred under the new system but
which is supported through the annual SCE (Supported Capital Expenditure)
allocation from DCLG.

Option 2 - Capital Financing Requirement Method

This is a variation of Option 1 and is based upon 4% of the CFR with certain
changes and is appropriate where the borrowing is not linked to a particular
asset.

Option 3 - Asset Life Method

Under this option, it is intended that MRP should be spread over the useful life
of the asset financed by the borrowing or credit arrangement. In future, where
borrowing is utilised to finance specific assets it is likely that the period of the
loan will match the expected life of the asset and therefore, under this method
the annual charge to the Council’s accounts is directly related to building up the
provision required to pay off the loan when it matures which, under Options 1
and 2, is not possible.

There are 2 methods of calculating the annual charge under this option
a) equal annual instalments or

b) by the annuity method where annual payments gradually increase during
the life of the asset.
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Option 4 - Depreciation Method

This is a variation on option 4 using the method of depreciation attached to the
asset e.g. straight line where depreciation is charged in equal instalments over
the estimated life and the reducing balance method where depreciation is
greater in the early years of an assets life and which is most appropriate for
short lived assets e.g. vehicles. In this Council’s case assets are depreciated
using the straight line method and so option 4 is not materially different from
option 3.

HRA

Under the Self Financing regime, the HRA Business Plan has to provide
resources for the repayment of the £136.157m borrowed from the PWLB on the
28 March 2012. Repayment of this debt is currently provided for commencing
in year 41 (2052/53) and continuing through to year 50 year of the Business
Plan.

Voluntary Revenue Provision (VRP)

MHCLG issued revised MRP guidance in 2018 concerning Voluntary Revenue
Provision. In future any VRP or overpayment of MRP, which has been disclosed
in previous years’ MRP statement, can be reclaimed and credited back to the
General Fund in certain circumstances. An example would be a loan to a third
party where during the duration of the loan MRP or VRP has been made but on
full repayment of the loan the principal has been applied to pay down the
Capital Financing Requirement. In this instance the VRP is no longer required
and can be released back to the General Fund. The Council has instances of
such loans but has elected to not make MRP or VRP on these as they are of
relatively short duration and on repayment the principal repaid will be applied
to pay down the Capital Financing Requirement.

Warwick District Council Policy

It is recommended that for any long term borrowing on the General Fund e.g.
Leisure Centre refurbishments, the following methods of Minimum Revenue
Provision be adopted:

e For borrowing that cannot be linked to a particular asset or capital scheme -
Option 2.

e For borrowing linked to a particular asset or capital scheme - Option 3
based on the annuity method.

For any borrowing incurred through finance leases, the annual principal
repayments in the lease are regarded as MRP.

Although not strictly part of Minimum Revenue Provision requirements, it is also
recommended that for internal borrowing (i.e. capital expenditure financed from
reserves), where appropriate, Option 3 based on the annuity method be
adopted as a means of replenishing those reserves which financed the capital
expenditure

For short duration loans to third parties the Council will not make either MRP or
VRP but instead apply the capital receipt received upon repayment of the loan
to pay down the Capital Financing Requirement.

Item 6 / Page 24



