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APPENDIX 4
Annual MRP Statement 2021-2022
Minimum Revenue Provision – an introduction
1.

What is Minimum Revenue Provision?

Capital expenditure is generally expenditure on assets which have a life expectancy of more
than one year e.g. buildings, vehicles, machinery etc. In accordance with proper practice, the
financing of such expenditure is spread over several years in order to try to match the years
over which such assets benefit the local community through their useful life. The manner of
spreading these costs is through an annual charge known as Minimum Revenue Provision
(MRP), which is determined by the Council under guidance.

2.

Statutory duty

The Local Authorities (Capital Finance and Accounting) (England) Regulations 2003 (as
amended by Statutory Instrument 2008 no. 414 s4) lay down that:
“A local authority shall determine for the current financial year an amount of minimum
revenue provision that it considers to be prudent.”

3.

Government guidance

Along with the above duty, the Government issued guidance which came into force on 31
March 2008 which requires that a Statement on the Council’s policy for its annual MRP
should be submitted to the Full Council for approval before the start of the financial year to
which the provision will relate. On 2 February 2018 the Ministry of Housing, Communities &
Local Government (MHCLG) issued its new Statutory Guidance on Minimum Revenue
Provision which is effective from 1 April 2019, except for the elements ‘Changing Methods for
Calculating MRP’ which applied from 1 April 2018. This new guidance supersedes the
previous versions. The main changes of the guidance are the introduction of a maximum
useful economic life which should normally not exceed 50 years, MRP to be charged for all
borrowings and defining what can be classed as an ‘overpayment’ thereby removing the
option to retrospectively change the method of calculating MRP in prior years.
The Council is legally obliged to “have regard” to the guidance, which is intended to enable a
more flexible approach to assessing the amount of annual provision than was required under
the previous statutory requirements. Although it is up to each Council to determine for itself
how to calculate its MRP, the guidance suggests four methodologies, 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. The requirement to ‘have regard’ to the guidance therefore
means that:
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1.

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.

2.

It is the responsibility of each authority to decide upon the most appropriate method of
making a prudent provision, after having had regard to the guidance.

4.

Timing

This statement shall take effect from 1 April 2020, unless an alternative date is stated below,
and shall take precedence over any statements previously approved.

5.

Calculation

MRP shall be calculated by adding together the amount calculated using the method as
stated below.

Method
To be used for all capital expenditure taking into account only capital expenditure and
financing decisions, and the classification of fixed assets, reflected in the Council’s accounts
for the preceding year.
With the variations set out below, MRP will be calculated, on an individual fixed asset basis
(unless they are land or community assets (no depreciation), where it is capitalised under
statute/direction (equal pay, REFCUS etc.) or when one grouped “asset” is created for MRP
calculation purposes for each category for individual years), in accordance with the annuity
method whereby MRP for each year will be the amount presumed to be the principal element
of the equal amounts that would be payable each year in respect of a loan at the specified
rate of interest that would reduce the outstanding principal amount to zero at the end of the
estimated useful life.
The specified rate of interest will be the average interest rate of the Council’s debt as at the
end of the year preceding the first year in which the annuity rate is to be applied. Where the
interest rate on debt is variable the rate to be used in calculating the average shall be the
interest rate on the debt at 31 March of the year for which the average is being calculated.
MRP will thus be calculated in accordance with the following formula:
PPMT (A, B, C, D - E) + F
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Where
PPMT is the PPMT financial function in Microsoft Excel 2010
A is the specified interest rate
B is the number of years (including the current year) for which MRP has been charged
on an annuity basis
C is the useful economic life (UEL) of the asset as at the start of the year for which
MRP is first charged on an annuity basis. C shall be equal to the useful life of the fixed
asset in question, as estimated by the Council but in accordance with the new
maximum UEL in the Guidance. C shall not be varied for changes in the useful life of
the asset unless the Council considers that special circumstances apply that would
mean that a change would result in MRP being more reasonably calculated on a
prudent basis; for example the useful life of a particular asset (as assessed for
depreciation purposes) could change so dramatically that continued use of the option
would no longer be supportable as prudent. For example, a property could be sold
only a short time into its originally estimated useful life.
D is the total need to borrow for capital purposes (resulting from capital expenditure).
E is the aggregate value of any anticipated future capital receipts that are an integral
part of the capital scheme in question. E shall be reviewed each year on performing
the calculation, and amended if necessary.
F is an amount determined by the Section 151 Officer. The cumulative total of F, taken
across all past and current years, shall never be less than zero. The choice to make
an overpayment of MRP requires a separate disclosure in the MRP Statement
presented to full Council detailing the in year and cumulative amount. Subsequently,
any offsetting of an overpayment also requires disclosure in the MRP Statement along
with any remaining cumulative amount to full Council.

The Method shall be varied in the following circumstances:
1.

Where an asset is under construction, the method above will commence once the
asset becomes operational.

2.

For historical Magistrates’ Courts Loan Charges, 4% charge will be made.

3.

With regard to PFI and leases the MRP will be charged in accordance with the
financial model imbedded in the legal agreements.
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4.

For capitalised expenditure, the variable “C” should be given the maximum values as
set out below in accordance with the Guidance. This is based on the principle that
where the capitalised expenditure can be indirectly linked to an asset the estimated
UEL should be used, however, where this is not the case a default of 25 years will
apply.
Expenditure type

Maximum value of "C" in initial year

Expenditure capitalised by virtue of a direction under s.16(2)(b)
Regulation 25(1)(a)
Expenditure on computer programmes
Regulation 25(1)(b)
Loans and grants towards capital expenditure by third parties
Regulation 25(1)(c)
Repayment of grants and loans for capital expenditure
Regulation 25(1)(d)
Acquisition of share capital
Regulation 25(1)(e)
Expenditure on works to assets not owned by the authority

"C" equals 20 years.
"C" equals the shorter of the UEL of the hardware or
the length of the software license.
"C" equals the UEL of the assets for in relation to which
the third party expenditure is incurred.
"C" equals 25 years or the period of the loan if longer.

Regulation 25(1)(ea)
Expenditure on assets for use by others.
Regulation 25(1)(f)
Payment of levy on large scale voluntary transfers (LSVT) of dwellings

"C" equals UEL of the assets.

"C" equals 20 years.
"C" equals UEL of the assets.

"C" equals 25 years.

In the event that the Council has an opinion from an appropriately qualified
professional advisor that an asset will deliver service functionality for more than 50
years, it will use the life suggested by the professional advisor.
5.

For capital expenditure on acquisition of share capital, where the equity is for a fixed
term the following will apply instead of the table in paragraph 4:

Terms of equity

Annual assessment of
security required

Equity repayments annually or
more frequently

No.

Equity with no repayment in a
financial year

Yes, secure.

Yes, risk of non-repayment.

Amount of MRP to be charged
Nil, the capital receipt equity repayments will
be used to reduce the capital financing
requirement (CFR).
Nil, the future capital receipt equity
repayment will be used to reduce the CFR
when received.
If there is a reasonable risk, MRP will
commence on the amount at risk in
accordance with the capitalised expenditure
table above.

