
 
 
Accounting for Infrastructure Projects within Enterprise Zones (EZ) and Tax Increment 
Financing (TIF) Funded Programmes.  
 
Background 
 

1 A number of initiatives are under way that involve local authorities investing in infrastructure and other 
development projects on the basis that the investment will result in an increased business rates yield that 
can be applied to finance the cost.  Tax increment financing (TIF) brings several new challenges to local 
government, particularly in relation to the risk that projections of incremental income might not be made 
with absolute confidence.  There are also substantial accounting issues that can impact on financing 
decisions and determine whether a project is viable. 

Outline of the Accounting and Financing Issues 
 

2 Involvement in a TIF programme will bring a number of accounting challenges.  These will include: 

 Determining the extent to which the authority is a principal or an agent for other parties in the 
transactions for which it has responsibility under the programme (see paragraphs 8 to 13 below). 

 Determining the accounting implications for the various vehicles in which the authority might have 
an interest – programme working can involve joint committees, partnerships, minority and majority 
stakes in companies, etc, that will need to be accounted for in the authority’s single entity financial 
statements and (possibly) in group accounts. 

The requirements for group accounts are set out in Chapter 9 of the Code of Practice on Local 
Authority Accounting in the United Kingdom (the Accounting Code), with guidance on the application 
of the Code’s provisions available in CIPFA’s Group Accounts in Local Authorities – Practitioners’ 
Workbook. 

3 However, the accounting issue with the greatest potential to have a practical impact on a programme, 
potentially threatening its viability, will be the likelihood that an authority will experience a revenue deficit 
in the early part of the programme as costs are incurred in advance of new income being receivable.  Before 
a new income stream is realised, such as retained business rates, an authority may be exposed to a number 
of costs chargeable to revenue: 

 Administrative costs of setting up the programme 

 Preparatory costs for capital schemes 

 Borrowing costs 

 Lost income through the demolition or closure of existing facilities 

4 The following diagram shows a typical projected surplus/deficit over the life of a rates retention 
programme: 



 

(temporary diagram for review draft only) 

5 In the commercial world, such a projection would not be problematic where it shows that the organisation 
will at least break even in the long-term.  However, local authorities are required to budget to break even 
each financial year through the process for setting council tax.  Unless the early deficit for a programme can 
be supported from accumulated balances then it must be met from council tax increases or budget 
reductions if the programme is to proceed.  Managing the early deficit can therefore be a substantial 
challenge for an authority. 

Strategies for Managing the Early Deficit 

6 There are a number of opportunities for managing the effect of the “early deficit” issue: 

 exporting costs to another entity, such as a joint venture – revenue budgets could be relieved by 
arranging for other parties to bear the early costs of a programme (but without creating a liability 
for the authority) – however, as this is a legal or administrative it is not addressed in the 
remainder of this particular paper 

 making an accurate assessment as to whether the authority is acting as a principal or an agent for a 
grant paying body and thus whether it needs to account for expenditure as a result of the flow of 
funds 

 reviewing opportunities for the capitalisation of borrowing costs – those incurred both directly by 
the authority and indirectly by other parties 

 maximising capitalisation of preparatory and administrative costs under the relevant statutory 
provisions 

 profiling the impact of MRP most effectively within the relevant statutory provisions 

7 These opportunities are considered in turn in the following sections. 

Agent v Principal Considerations 

8 An authority taking on accountable body status for a programme will need to consider the implications 
carefully.  Administrative accountability does not necessarily mean that an authority must account for the 
transactions of the scheme as if they were its own.  Instead the accountability provisions will need to be 
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assessed so that it can be determined whether the authority is acting as a principal or agent in carrying out 
its duties under the programme.  Chapter 2.6 of the Accounting Code will be relevant to this assessment. 

9 If an authority decides that it is a principal for all or part of the transactions of the programme, then it will 
account for flows of funding as income and expenditure.  Where it acts as an agent, then flows of funding 
will not be recognised either in the Comprehensive Income and Expenditure Statement or as capital 
expenditure.  The distinction can be significant in that: 

 A principal will need to finance flows of funding from their revenue resources or accommodate 
them within its capital financing plans 

 An agent will not account for flows of funding as expenditure, either capital or revenue 

10 The Accounting Code sets out that an authority is acting as an agent in situations or circumstances “… 
where the authority is acting as an intermediary …”. It is acting as a principal in situations or circumstances 
“… where the authority is acting on its own behalf …” (paragraphs 2.6.2.1 and 2.6.2.2). 

11 Section F of Module 2 of the Code Guidance Notes provides further background on these definitions.  This 
guidance clarifies that an entity is acting as a principal when it has exposure to the significant risks and 
rewards associated with the sale of goods or the rendering of services.  In relation to the administration of 
programme finance, few of the considerations introduced in the Guidance Notes are relevant as no goods or 
services are being provided: 

 The authority has the primary responsibility for providing the services to the customer or for 
fulfilling the order – in most circumstances the accountable body is administering funds under 
the control of another party.  This would certainly be the case grants are given to the authority 
and it is specified who should be the ultimate recipient of them, either directly or indirectly 
through a set of criteria for distributing the funds that gives the authority no discretion in 
determining who gets the monies and to what value.  It will also be the case where the 
authority’s application of the funds is controlled by a third party, such as a LEP (unless this 
control has been granted under the authority’s discretion). 

 The authority has inventory risk – the only balance of assets held by the accountable body will 
normally be cash awaiting distribution to other parties.  This could be an asset for the authority 
if it has any discretion to hold the funds rather than distribute them and benefit from the 
investment return.  In most instances, funds will be advanced to the authority with performance 
criteria that they be distributed as soon as practicable and/or with provisions that they be ring-
fenced so that any investment return is added to the funds for redistribution rather than being 
revenue for the authority. 

 The entity bears the customer’s credit risk for the amount receivable from the customer – a 
significant part of the accountable body role is customarily to be responsible for repaying funds 
to the grant payer where they are misapplied by other parties.  However, in accounting terms 
this would usually be regarded as a contingent liability.  An accountable body will put controls in 
place to limit misapplication, such that an expense will only fall due when it might become 
probable that a repayment will be necessary. 

12 The Guidance Notes mention a further indicative feature – that an authority is likely to be acting as an 
agent where the amount it earns from the arrangement is predetermined, being either a fixed fee per 
transaction or a stated percentage of the amount billed to the customer.  In most funding arrangements, 
the revenue accruing to the authority is limited to an amount to cover administrative costs, being either a 
fixed amount or a specified percentage of the funds to be advanced. 

13 In summary, it will often be the case that the accountable body is acting as an agent of the grant payer 
because: 



 Either the grant paying body or a third party (such as a LEP) has primary responsibility for 
determining who receives the funds and how much they will receive 

 The authority does not benefit from its holding of cash whilst funds are being distributed 

 Any risk of loss from the misapplication of funds is contingent on other parties failing to meet 
their obligations 

 The authority’s income is limited to a fixed fee to cover administrative expenses 

Capitalisation of Borrowing Costs 

14 Section 4.8 of the Accounting Code permits the capitalisation of borrowing costs that are directly 
attributable to the acquisition, construction or production of a qualifying asset.  Borrowing costs comprise 
interest and other costs that are incurred in connection with the borrowing of funds whilst an asset is under 
construction or otherwise being prepared for use.  Guidance on the definition and resulting accounting 
treatments is provided in Section L of Module 4 of the Code Guidance Notes. 

15 The Code’s permission to capitalise must be applied consistently.  It must be done for all qualifying assets 
or for none of them.  The definition of “qualifying assets” is therefore crucial to the policy.  Paragraph 
4.8.2.3 of the Code refers simply to assets that necessarily take a substantial period of time to get ready for 
their intended use or sale.  Paragraph L6 of the Guidance Notes interprets this to mean that a practical test 
can be applied - if an asset will take such a period of time to get ready that a material balance of borrowing 
costs will accrue, then this period will be substantial. 

16 By this argument, if it would be material for an authority to capitalise borrowing costs, the Code will support 
it.  In practical terms, if capitalisation would be a determining factor whether a programme were affordable, 
then this should not be an obstacle to proceeding.  Problems might only arise if an authority currently has 
no policy for capitalisation or is capitalising at a higher threshold.  Consistency would then expect that the 
capitalisation policy is applied to all schemes as substantial as the new programme. 

17 Paragraphs L9 to L14 of the Guidance Notes set out how eligible borrowing costs should be assessed.  A key 
decision for capitalisation in relation to a programme will be the period over which borrowing costs can be 
accrued: 

 Capitalisation takes place from the point that the authority is first incurring expenditure on an 
asset, is incurring borrowing costs and is undertaking activities necessary to prepare the asset 
for its intended use or sale. 

 Capitalisation ends when all the activities necessary to prepare the asset for its intended use or 
sale are complete. 

18 The eligible period may be difficult to determine where the authority is carrying out a programme with 
multiple elements.  The cut-off point when activities necessary to prepare an asset will depend on exactly 
how the authority determines what the individual asset is.  Where assets are interdependent on each other, 
such as a building and the infrastructure that will allow the building to be used, then a judgement will be 
needed as to when intended use becomes feasible and how the programme might be split into phases 
during which capitalisation will be permissible. 

19 Situations might also arise where an authority can capitalise payments to others where these are 
determined to be in relation to borrowing costs.  Under regulations 25(1)(b) (England) and 20(1)(b) 
(Wales) of the 2003 Capital Finance Regulations1, authorities can treat as capital expenditure financial 
assistance made to another party towards expenditure which would, if incurred by the authority, be capital 
expenditure.  Consequently, provided that financial assistance is positively identified as being towards 

                                                 
1 The Local Authorities (Capital Finance and Accounting)(England) Regulations 2003 (SI 2003 No 3146) 
The Local Authorities (Capital Finance and Accounting)(Wales) Regulations 2003 (SI 2003 No 3239 (W. 319)) 



borrowing costs and the authority has a policy for capitalising such costs if it had incurred them directly, 
then the financial assistance can be capitalised.  This would apply even if the other party did not have a 
policy for capitalising the costs, provided that it can quantify them as if it did. 

Capitalisation of Preparatory and Administrative Costs 

20 A crucial element in managing the revenue impacts of a programme is ensuring that expenditure is 
capitalised when permitted by statutory arrangements and proper accounting practices. 

21 Capitalisation is controlled by the Local Government Act 2003 and the 2003 Capital Finance Regulations.  
However, the statutory provisions place considerable reliance on proper accounting practice, linking 
capitalisation to balance sheet recognition.  Provisions for balance sheet recognition are set out in the 
Accounting Code as follows: 

Asset type Accounting Code reference Guidance Notes reference 

Property, plant and equipment Section 4.1 Module 4 Section B 

Leases and lease type 
arrangements 

Section 4.2 Module 4 Section  

Intangible assets Section 4.5 Module 4 Section 

Revenue expenditure funded from 
revenue under statute 

Section 4.6 Module 4 Section 

Heritage assets Section 4.10 Module 4 Section 

 

22 Practitioners will need to make detailed reference to the guidance material in considering whether a 
particular element of a programme qualifies for capitalisation.  In summary, the greatest opportunities will 
arise in the following instances: 

Instance Examples 

Expenditure is incurred that brings a 
property, plant and equipment asset to the 
location and/or condition necessary for it to 
be capable of operating in the manner 
intended by management 

Preparatory costs for a construction project, such as site 
clearance and the buying out of existing tenancies.  
Demolition can be an eligible cost, provided that it is 
necessary part of constructing a new asset. 

Recovery of land. 

Leases and lease type arrangements The direct costs incurred by the authority in entering into a 
finance lease. 

Intangible assets Rights over property that do not qualify as leases (eg, 
nomination rights, easements) 

Revenue expenditure funded from revenue 
under statute 

Expenditure incurred under regulation 25 (England) and 
regulation 20 (Wales) of the respective 2003 Capital Finance 
Regulations, including: 

 Financial assistance and grants to other parties for 
expenditure that would be capital if incurred directly 
by the authority (not excluding payments to parties in 
which the authority has an interest, such as joint 



ventures) 

 The acquisition of share capital (including 
administrative costs) 

 Expenditure on capital works to land or buildings in 
which the authority does not have an interest  

Heritage assets Acquisition and installation of artworks and other landscaping 
works intended to have cultural significance. 

 

23 Capitalisation might not be a beneficial option for an authority where it has insufficient resources to cover 
the impact of the capitalisation.  Authorities will need to assess affordability under the CIPFA Prudential 
Code, which may include projections of revenue resources to cover Minimum Revenue Provision (MRP) 
charges.  This may involve the profiling of future levels of retained business rates that are forecast to arise 
from the programme.  There are no specific guidelines in the Prudential Code as to how such an assessment 
should be made, subject to the authority being satisfied that the amounts it is projecting and the periods 
over which they will accrue are prudent. 

24 Although not strictly capitalisations, there are two other strategies that might exempt certain programme 
costs from being a charge against an authority’s revenue budgets: 

 Meeting the costs of or incidental to a disposal of an interest in land (provided for a non-housing 
disposal, that these do not exceed 4% of the capital receipt arising from the disposal) – following 
amendment to the 2003 Capital Finance Regulations2, authorities in England and Wales are allowed 
to meet revenue costs incurred in generating a capital receipt from capital receipts. 

The arrangements in Wales are more restrictive, where the revenue costs have to be met from the 
particular capital receipt.  In England, the costs can be met from capital receipts generally, with the 
eventual capital receipt being a reference point for how much can be financed.  In both cases, 
careful consideration will be needed where revenue costs are incurred substantially in advance of 
the capital receipt being generated.  There is no statutory constraint on the extent to which 
authorities are able to project capital receipts, allowing authorities to carry revenue costs forward 
unfinanced or (in England) to charge them generally against the Capital Receipts Reserve provided 
that it is reasonable and prudent to assume that capital receipts will eventually be generated as a 
result of the activity and that the estimate of their value is supportable. 

 Where works are being carried out to bring assets into existence that will be sold (or otherwise 
disposed of), proper accounting practice would be to accrue the expenditure as inventory type 
costs.  These costs would then normally be released to revenue when the sale takes place, to be 
offset against the disposal proceeds in a gain/loss on sale in the Cost of Services (not as a non-
current asset disposal). 

The opportunities for inventory accounting were limited in England by amendments to the 2003 
Capital Finance Regulations3.  These require that expenditure incurred on the acquisition, 
production or construction of assets for use by, or disposal to, a person other than the authority 
should be treated as capital expenditure, if those assets were acquired, produced or constructed for 
use by the local authority. 

                                                 
2 The Local Authorities (Capital Finance and Accounting) (Amendment) (England) Regulations 2010 (SI 2010 No. 454) 
The Local Authorities (Capital Finance and Accounting) (Wales) (Amendment) Regulations 2010 (SI 2010 No 685 
(W.67))  
 
3 The Local Authorities (Capital Finance and Accounting) (England) (Amendment) Regulations 2012 (SI 2012 No. 265) 



25 Where other options for capitalisation are exhausted, there is a possibility for authorities to make 
applications to the Secretary of State or the Welsh Government for a direction that expenditure that would 
otherwise be revenue can be financed from capital resources.  Applications have to be submitted formally in 
accordance with annual instructions set out on the relevant administration’s website and successful 
application will have to meet specified criteria relating to the affordability of the costs from existing revenue 
resources. 

MRP Profiling 

26 Where capital expenditure is incurred under a programme and there is no current balance of capital receipts 
available, then an authority will need to establish a profile over which to charge the expenditure to revenue 
as Minimum Revenue Provision (MRP).  The particularly crucial elements of this profile will be the year that 
charges commence and the period over which they extend. 

27 Authorities have a general duty under the 2003 Capital Finance Regulations4 to determine (England) or 
calculate (Wales) an amount of MRP each year that it considers to be prudent.  In meeting this duty, 
authorities must have regard to the Statutory Guidance issued by the Department for Communities and 
Local Government and the Welsh Government.  However, the general duty takes precedence and authorities 
are able to override the Statutory Guidance where other arrangements would be equally (or more) prudent. 

28 The primary objective of the Statutory Guidance is to ensure that MRP is charged over a period that is 
reasonably commensurate with that over which the originating capital expenditure provides benefits.  As a 
result, it contains an Option 3 that: 

 Defers MRP charges until the year after the asset first becomes operational (with a specific 
clarification that investment properties should be regarded as becoming operational when they 
begin to generate revenues) 

 Is based on fixing a useful life for the capital investment and spreading the cost over that life, by 
equal instalments or using an annuity basis 

 Is required to be applied to expenditure that is only capital by virtue of statutory provisions 

29 The need to take into account the period over which benefits will be provided means that MRP profiles 
should be considered carefully for each element of an authority’s programme: 

 The profile of benefits should be as sophisticated as practicable, so as to ensure that council tax is 
raised from tax payers most appropriately in each year of the programme – an authority is not 
limited to straight-line or annuity charges and where benefits are deferred then so too should the 
MRP charge 

 Where a programme has a number of elements, then the MRP profile for the programme may need 
to be phased to recognise that these elements become operational at different times – the same 
considerations will need to be made as for borrowing costs, as set out in paragraph 18 

Implications of Revolving Infrastructure Funds 

30 Revolving infrastructure funds are a regular feature of development projects involving LEPs and EZs.  Their 
common characteristic is a pool of money that is advanced to other parties with the intention that the 
advances will eventually be repaid to the pool and then re-used for new advances. 

                                                 
4 England – regulation 28 as inserted by The Local Authorities (Capital Finance and Accounting) (England) (Amendment) 
Regulations 2008 (SI 2008 No. 414) 
Wales – regulation 22 as inserted by The Local Authorities (Capital Finance and Accounting) (Wales) (Amendment) 
Regulations 2008 (SI 2008 No 588 (W. 59)) 



31 Authorities may be the recipients of funds intended for revolving infrastructure funds and given 
responsibility for administering their cash flows.  In these circumstances, an authority will need to consider 
the agent v principal considerations in paragraphs 8 to 13 to determine whether the fund activity comes 
within the scope of the prudential framework.  In many cases it would be concluded that the authority has 
no effective control over the use of the fund.  For instance, the authority may be required by the donor of 
the money to place it in a fund and then give decision-making powers over the allocation of advances to a 
LEP.  This could even be the case where the authority has a role to enforce the application of advances (eg, 
to ensure that it is spent on capital expenditure), provided that the constraints within which the authority 
operates are imposed by another party. 

32 However, where an authority determines that it is a principal for the fund it is possible that the original 
receipt of the monies will be a capital grant, the advances to other parties will be capital expenditure and 
the repayment of the advances will be capital receipts.  Careful analysis will be needed of the terms the 
authority has agreed for each of these stages in order to settle the capital financing implications. 

33 Careful analysis of terms will also be needed where an authority is the recipient of funds from a revolving 
infrastructure fund.  A primary consideration will be whether the funds represent a grant or a loan: 

 A loan is most likely where there are clear terms for repayment that are unconditional 

 A grant is more likely where specified events have to take place before the authority must repay the 
advance (such as the sale of an asset or the generation of income from the use of an asset) and it is 
not certain that the event will take place. 

34 The implications of such an analysis are that a grant would provide finance for the authority’s capital 
expenditure but a loan would not.  In the latter instance, alternative capital resources would need to be set 
aside (eg, capital receipts or MRP) as the loan would only assist the authority’s cash flows, not its resource 
position.  Repayment of a loan would not have any expenditure consequences.  In contrast, grants can be 
applied to capital financing, but the possibility that a grant might have to be repaid will need to be 
monitored carefully: the repayment of a grant will score as expenditure needing to be financed. 

35 Administering a revolving infrastructure fund might also expose an authority to other losses.  For example, 
the arrangements might entitle the donor of the money to recover amounts from the authority where 
another party has failed to comply with terms but the authority was responsible for overseeing their 
compliance.  Payments of this nature would normally represent penalties for non-performance of the 
authority’s administrative responsibilities and would probably be revenue expenditure unless it can be 
demonstrated that the authority has acquired an asset as a result of its failure (such as taking over an asset 
under construction). 

36 Agreements would normally specify that other miscellaneous gains relating to revolving funds (such a 
interests on unapplied balances) would normally be required to be retained in the fund.  They would not 
then be income for the authority. 


