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THE PRUDENTIAL CODE FOR CAPITAL FINANCE IN LOCAL AUTHORITIES

REPORT OF THE TREASURER 

PURPOSE OF THE REPORT

1. 
To inform Police Authority members of the impact of the 
implementation of the Prudential Code for Capital Finance upon the 
Authority.

BACKGROUND

2. 
The CIPFA Prudential Code (“The Code”) is a professional code of 
practice to support local authorities in taking decisions relating to 
capital investment in fixed assets.

3. 
Local Authorities (including Police and Fire Authorities) are required to 
have regard to The Code under Part 1 of the Local Government Act 
2003. This replaces the existing regime of capital finance, as set out in 
Part IV of the Local Government and Housing Act 1989.

THE PRUDENTIAL CODE

4. 
The basic principle of the new system is that local authorities will be 
free to invest so long as their capital spending plans are affordable, 
sustainable and prudent. It is intended that the current system of basic 
and supplementary borrowing approvals will be discontinued with effect 
from 1st April 2004.

5. 
The key objectives of The Code are:

· To ensure that the capital investment plans of local authorities are affordable, prudent and sustainable.

· To ensure that treasury management decisions are taken in accordance with good professional practice and in a manner that supports prudence, affordability and sustainability.

· To support local strategic planning, local asset management planning and proper option appraisal.

6. 
An important aspect of The Code is the development of 3-year rolling 
forecasts for both revenue and capital budgets. This is intended to 
ensure that authorities take a medium term view of all resources 
available to them when making decisions on capital investment.

7. 
In order to demonstrate that they have fulfilled the objectives of the 
Code authorities must produce a range of key Prudential Indicators. 
The Code does not suggest indicative limits or ratios for these 
indicators, which are designed to support and record local decision 
making, and are not intended to be used for comparative purposes.

8. 
These key indicators can be split into 2 broad categories: Affordability 
indicators and prudence indicators. Affordability indicators concentrate 
upon the level of capital expenditure and its impact upon levels of 
Council Tax. Prudence indicators concentrate on the level and 
composition of external debt, and are therefore very closely linked to 
the Authority’s treasury management strategy.

9. 
The Code stipulates that there must be a formal process for setting and 
revising key Prudential Indicators, and that this should be done by the 
same processes which have been established for setting and revising 
the Authority’s budget. Indicators for the forthcoming and following 
years must be set before the beginning of the forthcoming year. 
Additionally, current year indicators must be reviewed when the 
indicators for the following year are set.

10. 
In practical terms, this means that the key Prudential Indicators should 
be set for the forthcoming financial year at the same time as the Police 
Authority sets the budget. Similarly, revisions to indicators must be 
carried out as part of the budget revision process.

CONCLUSION

11. 
The Prudential Code recognises that in making its capital investment 
decisions, an authority must demonstrate adherence to best practice 
with regard to option appraisal, asset management planning, strategic 
planning and achievability of the forward plan. The Code does not 
attempt to duplicate or recreate this guidance, but instead concentrates 
on Prudential Indicators as the means by which an authority can 
demonstrate that its proposals are affordable, prudent and sustainable.

12. 
The Prudential Code is integrated into the wider statutory and 
management processes of local government and key elements of the 
system continue to be determined through legislation – particularly the 
amount and method of Central Government support for capital 
investment. However, the Code is deliberately structured so that 
decisions relating to affordable and sustainable capital investment can 
be made at a local level.

FINANCIAL IMPLICATIONS
13. 
The Treasurer confirms that there are no financial implications arising 
directly from the contents of this report.

HUMAN RIGHTS IMPLICATIONS

14. 
Nil

EQUAL OPPORTUNITIES IMPLICATIONS
15. 
Nil

RECOMMENDATIONS 

16. 
The Authority is recommended to:-

(i) Note the contents of this report.

(ii) Agree to adoption of setting indicative 3-year revenue and capital budgets and key prudential indicators as part of the budget setting process.


