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Circular LG 01/25

This guidance supersedes the Department’s previous guidance in respect of

capitalisation directions (Circular LG 18/2011 and its subsequent reissue as part of

Circular LG 02/2012) and provides further clarification on, and incorporates some

agreed changes to, the procedures for requesting and considering capitalisation

directions including the role of the Finance Working Group (FWG).

The Department of Finance has agreed to the widening of the criteria for capitalisation

to include statutory redundancy costs and enhanced costs, the lump sum element of

the pension payment arising from compensatory added years, or any payments the

council makes into its pension fund in order to eliminate deficits resulting from

premature retirements.

Any queries on this circular and accompanying guidance note should be directed to
Local Government Finance Branch as follows - LGFinanceBranch@communities-

ni.gov.uk.

N

JEFF GLASS
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CAPITALISATION DIRECTION

A Guidance Note for district councils in Northern Ireland

1. INTRODUCTION

11

12

Capitalisation facilitates a relaxation of the normal accounting principle that long-
term borrowing or capital receipts should only be used to finance capital
expenditure.

Section 19(3) of the Local Government Finance Act (Northern Ireland) 2011
empowers the Department to issue capitalisation directions to councils, which in
turn permit expenditure that would normally be classified as revenue
expenditure to be treated as capital expenditure. Applications for capitalisation
directions will be considered against strict criteria and the Department will

monitor closely and control the use of capitalisation directions.

“CAPITAL EXPENDITURE”
Section 19 of the 2011 Act states —

19(1) Subject to subsection (2) and (3), references in this Part to capital
expenditure, in relation to a council, are to expenditure of the council

which falls to be capitalised in accordance with proper practices.

19(2) Regulations may provide that expenditure of councils shall be treated for

the purposes of this Part as being, or as not being, capital expenditure.
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(3) The Department may by direction provide that expenditure of a particular
council shall be treated for the purposes of this Part as being, or as not

being, capital expenditure.

13 This guidance note sets out the Department’s procedures for considering and
issuing capitalisation directions. It should be noted that the application
process for a capitalisation direction is a separate process from a loan
application process.

BACKGROUND

21 Capitalisation runs counter to the normal principles of prudent financial

management in district councils, since it facilitates practice which breaches HM
Treasury’s rule that long-term borrowing should be used only to finance capital
expenditure. The introduction of the Prudential Code removed the routine need
for councils to seek Departmental approval for borrowing. Instead, councils
must adhere to the principles and rules defined within the Prudential Code. A
successful application to capitalise expenditure which would ordinarily be
treated as revenue expenditure therefore removes the only formal obstacle to
borrowing for revenue purposes. Capitalisation of expenditure that would
ordinarily be treated as revenue expenditure can never permanently solve
financial difficulties arising from the need to fund such expenditure through the
General Fund in the financial year in which the expenditure is incurred.
However, capitalisation of such expenditure and the associated funding thereof
over a period in excess of one year will reduce the financial pressure by simply
extending the period over which the expenditure may be funded. For example,
debt incurred to fund capitalised revenue costs may have to be serviced from
revenue resources over a number of years. Using capital resources to fund
revenue expenditure tends to reduce long-term investment in the capital assets
needed to create and maintain sustainable communities. All of these issues
should be strongly considered by a council before it makes an application for a

capitalisation direction.
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22 Even if a council intends to fund capitalised expenditure out of capital receipts
instead of by new borrowing, there may still be an indirect breach of HM
Treasury’s rule since capital receipts arise from the sale of assets which may
have been bought with borrowed money. Expending capital receipts on
(capitalised) revenue expenditure may mean a council will sooner or later wish
to increase its borrowing to finance capital expenditure which might otherwise

have been paid for with such receipts.

23 It is important that councils are aware of the latest Government Resource and
Budgeting Guidance (RAB) which underlines the fiscal importance of
maintaining capitalisation at manageable levels within the context of the UK
public expenditure framework. The capitalisation limit set by HM Treasury for

councils in Northern Ireland is £3.4m per annum.

3. GENERAL PRINCIPLES

31 Capitalisation directions will normally only be available for either of the purposes

shown below:
(a) To help a council manage exceptional financial difficulties
The following three conditions must be met:
0] The costs which the council seeks to capitalise are unavoidable
(for example, because they relate to statutory duties or
contractual or othercommitments);
(i) The council could not meet the costs out of revenue resources

without there being an unacceptable adverse impact on those

who use or pay for its services; and
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(i There is no alternative affordable way of ensuring that the costs

could be met.

(b) To facilitate the use of cost-cutting measures

The capitalised expenditure must relate to measures with an immediate

and demonstrable cost-cutting effect.

In relation to paragraph 3.1(b) this includes statutory redundancy costs and
enhanced costs, the lump sum element of the pension payment arising from
compensatory added years, or any payments the council makes into its pension

fund in order to eliminate deficits resulting from premature retirements.

Statutory redundancy costs are those costs required and calculated in
accordance with Part 12 of the Employment Rights (Northern Ireland) Order
1996 (see in particular Article 197).

A capitalisation direction will only apply to one financial year therefore it is
important to note that if costs span two financial years, then two separate
applications will be required. A council will only be able to capitalise costs that

have been incurred in the year that the direction applies.

For the avoidance of doubt, it will not be acceptable to include estimates for
applications to the Department for capitalisation directions. Councils are
required to provide detailed supporting information/calculations along with their
application to substantiate the figures. When councils advise the Department
how much of their allocation was used in the previous financial year (see
paragraph 5.2 below), and this is a different amount to that included in the initial
application, councils will receive a new capitalisation direction and will not be
able to capitalise amounts more than that approved in the new capitalisation

direction.
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4. APPLICATION PROCEDURE

41

42

Applications for capitalisation directions should be made by 30 June of the
financial year in which the expenditure is to be incurred. In exceptional
circumstances the Department may allow applications received shortly after 30
June to be processed normally. The Department will acknowledge all
applications within 10 working days ofreceipt.

The Department will provide, insofar as is practicable, if requested, an indication
of whether the application appears to meet the specified criteria. However no
formal capitalisation direction will be given prior to the consideration of all
applications which will take place in consultation with the Finance Working
Group (FWG) after 30 June of the financial year in which the expenditure is to
be incurred. Where an indication is requested, the applicant council is required
to advise the Department that they wish to proceed with their application (as
submitted) or resubmit a new application by the specified date (30 June) if the
application is to be considered for a formal capitalisation direction. Estimates
are acceptable for the purposes of receiving an indication from the
Department, however it will not be acceptable to include estimates for an
application that is to be considered for a formal capitalisation direction.
The Department will acknowledge both applications received for the purposes
of receiving an indication, and any new application resubmitted, within 10
working days of receipt. For applications received without the request for an
indication, the application will be considered for a formal capitalisation direction

and no further advice or resubmission will need to be given to the Department.
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Normally applications received after 30 June of the financial year in which the
expenditure is to be incurred will be considered separately from those made by
the due date. Such applications will be considered in light of any margin between
the aggregate value of that year's approved applications and the annual
capitalisation limit, and any surplus that may ultimately be available as a result of
councils not calling down the full value of their approved applications. This will
be undertaken in consultation with members of the FWG.

An outline of the minimum information required in relation to an application for a
capitalisation direction is attached at Annex A. All applications for a capitalisation

direction mustinclude:

e Details of the amount of expenditure the council is requesting to be

capitalised;

e Details of when the expenditure will be incurred; and

e Sufficient information to demonstrate that the relevant tests have been met,
including robust figures to satisfy the affordability test.

The Department will aim each year to issue formal capitalisation directions by 16
September of the financial year in which the application was received by the

Department.

To ensure the capitalisation limit of £3.4m is allocated fairly, the Department will
consult members of the FWG prior to issuing formal capitalisation directions
each year. While the Department will assess applications against the criteria, the
formal agreement of all members of FWG (regardless of whether they are in
attendance at the meeting(s) of the FWG at which the Department consults with
the members) will be required in respect of the decision to issue individual
capitalisation directions. In circumstances where unanimity cannot be obtained

within a reasonable time period which will facilitate the issuing of the formal
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capitalisation directions by the 16 September, the Department may accept a

majority agreement.

A council which makes a request for a capitalisation direction which does not
satisfy the criteria indicated in this note should give the fullest reasons why it
considers that a capitalisation direction is necessary and appropriate. The
Department shall consider such explanation(s) but is not bound to accept it as

being sufficient to support the issue of a capitalisation direction.

5. RETURNS TO LOCAL GOVERNMENT & HOUSING REGULATION DIVISION

51

52

53

The capitalisation direction letter will ask councils to notify the Department by 1
December that they intend to use the direction in its entirety or that they have
not used the full amount of their direction. Where a council has notified the
Department that they have not used the full amount of their approved
capitalisation direction the Department will issue a revised direction for the
appropriate amount. The sum total of any unused allocations may then be made

available for any late or unmet capitalisation direction applications.

Councils are also required to advise the Department of how much of their
allocation was used in the previous financial year. This information will be
requested in tandem with the accounts direction and should be provided no later
than 30 June of the following financial year in which the expenditure is to be
incurred. These returns are required by this date to enable the Department and
members of the FWG to monitor the operation of the system, and to facilitate
the Department’s timely update of the final position to DoF. There is no template

form for returns, an email or hard copy return will suffice.

Where the Department is advised that all / part of a capitalisation direction will
not be used, either a new capitalisation direction will be issued which will
supersede the previous capitalisation direction, or the previous capitalisation

direction will be withdrawn.
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Capitalisation Timetable Dates

Application for Capitalisation Directions By 30 June
Departmental Acknowledgment Within 10 working days
Formal Capitalisation Directions issued By 16 September

Council notification to the Department of intention to use
o By 1 December
the Direction

By 30 June of financial

Council notification to the Department of the actual year after the year
allocation used in previous financial year expenditure was
incurred
6. CONTACTS

6.1 Queries and applications should be directed to Local Government Finance

Branch as follows - LGFinanceBranch@communities-ni.qgov.uk
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Annex A: Outline of minimum information required to support a capitalisation

direction request

APPLICATIONS FOR [current financial year] — COSTS MUST BE INCURRED IN
THIS FINANCIAL YEAR.

1. Name of Council:

2. Address:

3. Council contact for application queries:

4, Telephone number:

5. Financial year in which costs are to be incurred: (e.g. current financial
year)

6. Amount the council is applying to capitalise:
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Please indicate if the amount requested to be capitalised is the final figure

or an estimate (if estimation state when final figure will be available):

Description of application: 8(a) & (b) or 8 (c) should be completed
The general principles of a capitalisation direction are outlined in paragraph 3 of
the guidance. With reference to paragraph 3.1 where the application is made to:
¢ help a council manage exceptional financial difficulties please complete
8(a) and 8(b), or

o facilitate the use of cost-cutting measures please complete 8(c).

8(a). Explain why the capitalisation direction is required to enable the District
Council to manage exceptional financial difficulties.
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8(b). Explain how the following three conditions have been met:

(i) the costs which the council seeks to capitalise are unavoidable (for
example, because they relate to statutory duties or contractual or other
commitments)

(i) the council could not meet the costs out of revenue resources without
there being an unacceptable adverse impact on those who use or pay
for its services

(i)  there is no alternative affordable way of ensuring that the costs could
be met




10.

11.

12.
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8(c). Explain why the capitalisation direction is required to facilitate cost-
cutting measures.

Indicate the likelihood of further applications for capitalisation for this

purpose in future years, in particular if any applications are pending:

Please confirm that the costs cannot be funded from revenue resources
without there being an unacceptable adverse impact on those who use
or pay for services:

Please indicate whether a successful bid for capitalisation would be

funded by capital receipts or by borrowing?

Please include any further information which you consider relevant to
your application.
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DECLARATION

To the best of my knowledge, the information contained in this application is correct.

Signature: Date:

Chief Executive/or Deputy

Completed applications or any queries about this document should be addressed to:

LGFinanceBranch@communities-ni.gov.uk



mailto:LGFinanceBranch@communities-ni.gov.uk

	Circular LG 01/25
	JEFF GLASS
	A Guidance Note for district councils in Northern Ireland
	“CAPITAL EXPENDITURE”
	BACKGROUND
	3. GENERAL PRINCIPLES
	(a) To help a council manage exceptional financial difficulties
	(b) To facilitate the use of cost-cutting measures
	4. APPLICATION PROCEDURE
	5. RETURNS TO LOCAL GOVERNMENT & HOUSING REGULATION DIVISION
	6. CONTACTS
	Annex A: Outline of minimum information required to support a capitalisation direction request

	1. Name of Council:
	9. Indicate the likelihood of further applications for capitalisation for this purpose in future years, in particular if any applications are pending:
	Signature:
	Chief Executive/or Deputy





Accessibility Report





		Filename: 

		LG-01-25- Capitalisation 2025-26.pdf









		Report created by: 

		Jim Doran



		Organization: 

		Department for Communities







 [Personal and organization information from the Preferences > Identity dialog.]



Summary



The checker found no problems in this document.





		Needs manual check: 0



		Passed manually: 2



		Failed manually: 0



		Skipped: 1



		Passed: 29



		Failed: 0







Detailed Report





		Document





		Rule Name		Status		Description



		Accessibility permission flag		Passed		Accessibility permission flag must be set



		Image-only PDF		Passed		Document is not image-only PDF



		Tagged PDF		Passed		Document is tagged PDF



		Logical Reading Order		Passed manually		Document structure provides a logical reading order



		Primary language		Passed		Text language is specified



		Title		Passed		Document title is showing in title bar



		Bookmarks		Passed		Bookmarks are present in large documents



		Color contrast		Passed manually		Document has appropriate color contrast



		Page Content





		Rule Name		Status		Description



		Tagged content		Passed		All page content is tagged



		Tagged annotations		Passed		All annotations are tagged



		Tab order		Passed		Tab order is consistent with structure order



		Character encoding		Passed		Reliable character encoding is provided



		Tagged multimedia		Passed		All multimedia objects are tagged



		Screen flicker		Passed		Page will not cause screen flicker



		Scripts		Passed		No inaccessible scripts



		Timed responses		Passed		Page does not require timed responses



		Navigation links		Passed		Navigation links are not repetitive



		Forms





		Rule Name		Status		Description



		Tagged form fields		Passed		All form fields are tagged



		Field descriptions		Passed		All form fields have description



		Alternate Text





		Rule Name		Status		Description



		Figures alternate text		Passed		Figures require alternate text



		Nested alternate text		Passed		Alternate text that will never be read



		Associated with content		Passed		Alternate text must be associated with some content



		Hides annotation		Passed		Alternate text should not hide annotation



		Other elements alternate text		Passed		Other elements that require alternate text



		Tables





		Rule Name		Status		Description



		Rows		Passed		TR must be a child of Table, THead, TBody, or TFoot



		TH and TD		Passed		TH and TD must be children of TR



		Headers		Passed		Tables should have headers



		Regularity		Passed		Tables must contain the same number of columns in each row and rows in each column



		Summary		Skipped		Tables must have a summary



		Lists





		Rule Name		Status		Description



		List items		Passed		LI must be a child of L



		Lbl and LBody		Passed		Lbl and LBody must be children of LI



		Headings





		Rule Name		Status		Description



		Appropriate nesting		Passed		Appropriate nesting










Back to Top

