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Revised CIPFA Codes, Updated PWLB Lending Facility Guidance

In August 2021 HM Treasury significantly revised guidance for the PWLB lending
facility with more detail and 12 examples of permitted and prohibited use of PWLB
loans. Authorities that are purchasing or intending to purchase investment assets
primarily for yield will not be able to access the PWLB except to refinance existing
loans or externalise internal borrowing. Acceptable use of PWLB borrowing includes
service delivery, housing, regeneration, preventative action, refinancing and treasury
management.

CIPFA published its revised Prudential Code for Capital Finance and Treasury
Management Code on 20th December 2021. The key changes in the two codes are
around permitted reasons to borrow, knowledge and skills, and the management of
non-treasury investments.

The principles of the Prudential Code took immediate effect although local authorities
could defer introducing the revised reporting requirements and Lewes District Council
will implement the new Code fully commencing from the 2023/24 financial year. To
comply with the Prudential Code, authorities must not borrow to invest primarily for
financial return. This Code also states that it is not prudent for local authorities to make
investment or spending decision that will increase the CFR unless directly and
primarily related to the functions of the authority. Existing commercial investments are
not required to be sold; however, authorities with existing commercial investments who
expect to need to borrow should review the options for exiting these investments.

Borrowing is permitted for cashflow management, interest rate risk management, to
refinance current borrowing and to adjust levels of internal borrowing. Borrowing to
refinance capital expenditure primarily related to the delivery of a local authority’s
function but where a financial return is also expected is allowed, provided that financial
return is not the primary reason for the expenditure. The changes align the CIPFA
Prudential Code with the PWLB lending rules.

Unlike the Prudential Code, there is no mention of the date of initial application in the
Treasury Management Code. The TM Code now includes extensive additional
requirements for service and commercial investments, far beyond those in the 2017
version.

The Council will follow the same process as the Prudential Code, i.e. delaying changes
in reporting requirements to the 2023/24 strategy year.

Public Works Loan Board (PWLB) — updated guidance for applicants

On 12th May 2022 HM Treasury issued an update to PWLB lending guidance,
addressing lending to authorities where there is more than a negligible risk of non-
repayment. The update states that where HM Treasury considers that a local authority
may be at risk of being unable to repay PWLB lending, it will engage with that local
authority to establish the extent of the risk of non-repayment. Loans will not generally
be advanced where there is a more than negligible risk of non-repayment.
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HM Treasury will generally consider that where a local authority is actively and
constructively engaged with Government on addressing financial risk, that local
authority is sufficiently managing risk of non-repayment. This includes where a local
authority is working with the government as part of ongoing financial support
measures. In such cases, HM Treasury will work with the relevant department to
assess any risks to the PWLB.

The Department for Levelling Up, Housing and Communities (DLUHC) has announced
plans to bring forward measures to provide the government with appropriate powers
to directly address excessive risk arising from local government investing and
borrowing practices. Where DLUHC believes it to be probable that a local authority
would fall within the scope of the powers, it will be engaging with them immediately to
get a better understanding of their risk positions in advance of the powers coming into
force and to reach agreement on any actions needed to address government
concerns.

Levelling Up and Regeneration Bill

The Levelling Up and Regeneration Bill that was included in the Queen’s Speech in
May 2022 proposes to introduce new powers into the Local Government Act 2003 for
capital finance risk management. The proposals would represent an increase in the
Government’s oversight of the Prudential Framework and its ability to intervene.

Under the proposals, the Secretary of State would be able to issue risk mitigating
directions to an authority if a trigger event has occurred. A direction will be able to
place borrowing limits on an authority or require it to take specified action, which could
include disposing of an identified asset.

One such trigger event is if a risk threshold is breached. For the assessment of risk
thresholds, there will be a range of capital risk metrics, whose basis of calculation will
be specified, as will the thresholds against which breaches are to be measured. The
metrics specified in the Bill are:

e the total debt (including credit arrangements) as compared to the financial
resources of the authority

e the proportion of the total capital assets which are investments made, or held,
wholly or mainly to generate financial return

e the proportion of the total debt (including credit arrangements) in relation to
which the counterparty is not central government or a local authority

¢ the amount of minimum revenue provision charged to a revenue account for a
financial year

e any other metric specified by regulations.

The Secretary of State will have the power to appoint an independent expert to review
the level of an authority’s financial risk. Authorities will be required to co-operate with
the expert in any way that they consider necessary or expedient for the purposes of
the conduct of the review, as far as this is practicable.



