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Appendix E 

Consultations on revised CIPFA Codes and Department of Levelling Up, 
Housing and Communities (DLUHC - formerly MHCLG) Capital Finance 
Framework 
 

1 Revisions to the CIPFA Codes of Practice 

 
1.1 In February 2021 CIPFA launched two consultations on changes to its Prudential 

Code and Treasury Management Code of Practice. These followed the Public 
Accounts Committee’s recommendation that the prudential framework should be 
further tightened following continued borrowing by some authorities for investment 
purposes.  In June, CIPFA provided feedback from this consultation.  
 

1.2 In September CIPFA issued the revised Codes and Guidance Notes in draft form and 
opened the latest consultation process on their proposed changes. The changes 
include: 

 

• Clarification that (a) local authorities must not borrow to invest primarily for 
financial return (b) it is not prudent for authorities to make any investment or 
spending decision that will increase the Capital Financing Requirement, and so 
may lead to new borrowing, unless directly and primarily related to the functions 
of the authority. 
 

• Categorising investments as those (a) for treasury management purposes, (b) for 
service purposes and (c) for commercial purposes.  

 

• Defining acceptable reasons to borrow money: (i) financing capital expenditure 
primarily related to delivering a local authority’s functions, (ii) temporary 
management of cash flow within the context of a balanced budget, (iii) securing 
affordability by removing exposure to future interest rate rises and (iv) refinancing 
current borrowing, including replacing internal borrowing. 

 

• For service and commercial investments, in addition to assessments of 
affordability and prudence, an assessment of proportionality in respect of the 
authority’s overall financial capacity (i.e. whether plausible losses could be 
absorbed in budgets or reserves without unmanageable detriment to local 
services). 
 

• Prudential Indicators 
 

o New indicator for net income from commercial and service investments to the 
budgeted net revenue stream. 
 

o Inclusion of the liability benchmark as a mandatory treasury management 
prudential indicator. CIPFA recommends this is presented as a chart of four 
balances – existing loan debt outstanding; loans CFR, net loans requirement, 
liability benchmark – over at least 10 years and ideally cover the authority’s 
full debt maturity profile.  
 

o Excluding investment income from the definition of financing costs. 
 

• Incorporating ESG issues as a consideration within TMP 1 Risk Management. 
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• Additional focus on the knowledge and skills of officers and elected members 
involved in decision making. 

 
2 DLUHC Improvements to the Capital Finance Framework 

 
2.1 DLUHC published a brief policy paper in July outlining the ways it feels that the current 

framework is failing and potential changes that could be made. The paper found that 
“while many authorities are compliant with the framework, there remain some 
authorities that continue to engage in practices that push the bounds of compliance 
and expose themselves to excessive risk”.  

 
2.2 The actions announced include greater scrutiny of local authorities and particularly 

those engaged in commercial practices; an assessment of governance and training; 
a consideration of statutory caps on borrowing; further regulations around Minimum 
Revenue Provision (MRP) and ensuring that DLUHC regulations enforce guidance 
from CIPFA and the new PWLB lending arrangements.  

 
2.3 A further consultation on these matters is expected soon. 

 
 
  


