
 

Amendments to the Prudential Code 

Further to the consultation carried out in early 2012 the following changes have 
been made to the Prudential Code1.  The prudential indicator for prudence, “net 

debt and the capital financing requirement” has been changed to “gross debt 
and the capital financing requirement”. 
 

The following paragraphs have been amended. 
 

Paragraph 44 
Gross Net debt and the capital financing requirement 
In order to ensure that over the medium term debt will only be for a capital 

purpose, the local authority should ensure that debt does not, except in the 
short term, exceed the total of capital financing requirement in the preceding 

year plus the estimates of any additional capital financing requirement for the 
current and next two financial years.  If in any of these years there is a 
reduction in the capital financing requirement, this reduction is ignored in 

estimating the cumulative increase in the capital financing requirement which is 
used for comparison with gross net external debt.  This is a key indicator of 

prudence.  This prudential indicator will be referred to as gross debt and the 
capital financing requirement.  Where there is a significant difference between 

the net and the gross borrowing position the risks and benefits associated with 
this strategy the gross debt is greater than the capital financing requirement the 
reasons for this should be clearly stated in the annual treasury management 

strategy. 
 

Paragraph E19 
In order to ensure that over the medium term debt will only be for a capital 
purpose, the local authority should ensure that external debt does not, except in 

the short term, exceed the total of the capital financing requirement in the 
preceding year plus the estimates of any additional capital financing requirement 

for the current and next two financial years.  This is a key indicator of prudence.  
Where there is a significant difference between the net and the gross borrowing 
position the risks and benefits associated with this strategy the gross debt is 

greater than the capital financing requirement the reasons for this should be 
clearly stated in the annual treasury management strategy. 

 
Paragraph 29 
The chief finance officer should make arrangements for monitoring with respect 

to netgross debt and the capital financing requirement such that any deviation 
from the requirement in paragraph 44 is reported to him or her, since any such 

deviation may be significant and should lead to further investigation and action 
as appropriate. 
 

                                                           
1
 Prudential Code for Capital Finance in Local Authorities 



 

Paragraph 68 Definition for Debt 

For the purposes of the Prudential Code, debt or gross debt refers to the sum of 

borrowing (see paragraph 65) and other long-term liabilities (see paragraph 73).  

It should be noted for authorities in England, Wales and Northern Ireland that 

the Local Government Act 2003 and the Local Government Finance (Northern 

Ireland) Act 2011 require credit arrangements to be treated as the borrowing of 

money for the purposes of determining the affordable borrowing limit and the 

imposition of borrowing limits.  In Scotland credit arrangements are not treated 

as the borrowing of money but are recognised as an outstanding liability on the 

balance sheet and are considered to be a debt associated with capital financing.  

Within the Prudential Code borrowing is distinguished from other long-term 

liabilities in order to relate the prudential indicators directly to the balance sheet. 

Net debt is debt which is net of investments (see paragraph 70). 

 
Paragraph 75 Definition for Transferred Debt 

Some local authorities are managing debt that was transferred to them on 

reorganisation and which relates to a number of other organisations as well as 

themselves.  While such arrangements continue, such local authorities (ie those 

managing the transferred debt/borrowing to on-lend) should include these 

amounts in their prudential indicators, except only that:  

  (a) These amounts should be netted off when calculating net gross debt 

for the purposes of paragraph 44 of this Prudential Code. 
… 
 

 
Local Authority Treasury Management Code Guidance Notes2 

 
As a consequence of these changes the Treasury indicator Gross and net debt on 
page 13 is withdrawn. 

 
 

Timescales 
 
Local authorities are expected to have implemented these changes for the 

2013/14 prudential indicators. 
 

 
 
Date: November 2012 
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