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1.  Introduction 

1.1 This guidance is supplementary to the core guidance and is applicable to NHS 

foundation trusts in financial distress and to all NHS trusts. It should be read in 

conjunction with the full guidance document. 

2.  Capital departmental expenditure limit (CDEL) 

2.1 Each department of Her Majesty’s Treasury (HMT) has a departmental expenditure 

limit (DEL) which can be separated into capital and revenue DEL. The government 

controls overall expenditure by deciding each department’s DEL. The Department of 

Health (DH) sets a capital departmental expenditure limit (CDEL), which covers the 

capital spend of NHS trusts and is used by DH and HMT to monitor and manage 

capital expenditure within the sector.  

A breakdown of the calculation of CDEL is shown below. 

Table 1: Breakdown of CDEL 

Description £ 

Gross capex X 

Gross disposals –X 

Net capex  X 

Donated and grant funded assets –X 

PFI capex –X 

PFI reversionary interest  X 

Financial assets X 

Net CDEL X 

3. Capital and revenue costs applicable to capital investment and 

property transactions 

Publicly-funded build scheme 

3.1 Capital and revenue costs for each shortlisted option should be estimated in 

accordance with the best practice in the NHS Capital investment manual (CIM) and 

should include the following elements where relevant to the business case: 

 land purchased 

 construction and refurbishment costs, including building and engineering costs 

 equipment 

 professional fees, including legal fees 

file:///D:/Users/Lucy.Gardner/AppData/Local/Temp/Temp1_NHSI%20Capital%20Regime%20Investment%20Appendices%201-12%20+%2014%20(3).zip/webarchive.nationalarchives.gov.uk/20130107105354/http:/www.dh.gov.uk/en/Publicationsandstatistics/Publications/PublicationsPolicyAndGuidance/DH_4119896


 
 

 3  
 

 non-works costs, including decanting costs, enabling works and any land that 

must be purchased 

 the cost of technology 

 planning contingency, that is, the expected cost of risk. 

3.2 The costing should include all equipment and works necessary for the scheme to 

proceed, including enabling works.  

Private finance initiative funded build scheme 

3.3 The total capital cost is the total capital cost to the private sector. This includes the 

cost of construction, equipment, professional fees, rolled-up interest and financing 

costs, such as bank arrangement fees, bank due diligence fees, bank lawyers’ fees, 

and third-party equity costs plus irrecoverable VAT. Any capital cost that will be 

incurred directly by the NHS trust or foundation trust in progressing the scheme 

must also be included. Typical examples include land purchased from outside the 

NHS, equipment and enabling works.   

Whole-life costs  

3.4 For finance leases relating to IT, leased equipment and leased property (except 

local improvement finance trust (LIFT) and third-party development schemes 

providing buildings for health care/service provision), the delegated limits apply to 

whole-life costs, not capital cost. Whole-life costs are the total cost of the project 

over the life of the contract (typically seven to ten years); including capital costs, 

running costs, IM&T costs, project management costs and training costs. 

3.5 The whole-life cost is not discounted and does not include capital charges or 

depreciation, cash-releasing benefits, non-cash releasing benefits and the cost of 

non-IM&T staff who may use the systems. The avoided cost of the existing IM&T 

systems should also not be included, nor should VAT, whether recoverable or non-

recoverable by the NHS organisation. 

3.6 Table 2 below lists elements included and excluded from whole-life costs 

calculations. The lists are not exhaustive but can guide those tasked with preparing 

and reviewing business cases.  

3.7 A summary of the approval process for whole-life cost business cases is included in 

Annex 5. 
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Table 2: Whole-life cost calculations 

Included in whole-life costs Excluded from whole-life costs 

Capital costs Capital charges 

Running costs (including loan interest) Depreciation 

Project management costs Cash-releasing benefits and non-cash 

releasing benefits 

Training costs Cost of non-IM&T staff who may use the 

systems 

Redundancy costs Cost avoided of the existing IM&T systems 

Optimism bias VAT (whether recoverable or non-recoverable 

by the NHS body) 

Business case economic and financial appraisals 

3.8 Economic appraisals undertaken as part of business case production have a wider 

perspective and focus on value for money, whereas financial appraisals focus on 

funding and affordability. The key differences are summarised in Table 3. 

Table 3: Comparison of economic and financial appraisal 

Economic appraisal Financial appraisal 

Focus: Net present value Focus: Funding and affordability 

Analysis: 

 constant (base year) prices 

 includes opportunity cost 

 includes all quantifiable costs, 

benefits and risks to both 

organisation and wider society 

(cash and non-cash releasing) 

 includes lifecycle costs 

 includes environmental costs 

 excludes all Exchequer ‘transfer’ 

payments, eg VAT 

 excludes general inflation 

 excludes sunk costs, depreciation 

and capital charges 

 excludes redundancy costs 

 excludes loan interest 
 

Analysis: 

 current (nominal) prices 

 benefits – cash-releasing only 

 includes capital and revenue costs 

 includes transfer payments (eg VAT) 

 includes inflation 

 includes depreciation 

 includes capital charges 

 includes redundancy costs 
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3.9 Further detail is included in HMT’s Green book1on public sector business cases. 

VAT in business cases 

3.10 The treatment of VAT in business cases is shown in Table 4 below. It is important to 

note that for sign-off values, the treatment of VAT depends on the type of business 

case and whether the economic or financial case is being considered. 

3.11 As part of the formulation of the business case, it is recommended that the trust 

seeks written advice from its VAT advisors as to whether VAT is recoverable or 

non-recoverable, and submits this as supporting evidence to NHS Improvement 

alongside formal submission of the business case. 

Table 4: VAT in business cases 

Value description VAT on capital costs VAT on revenue costs 

Sign-off value 

Normal business cases 

Included if irrecoverable 

or there is any risk to 

recovery 

Not relevant to sign-off 

value 

Sign-off value 

IM&T/MES*/lease and cases with 

whole-life costs 

Excluded Excluded 

Economic case appraisal (net 

present value) 

All cases 

Excluded Excluded 

Financial case 

All cases 

Irrecoverable VAT is 

included 

Irrecoverable VAT is 

included 

* Managed equipment service. 

IFRIC 12 schemes 

3.12 Trusts with IFRIC 12 schemes need to ensure that they have read the NHS 

Improvement planning guidance2 and are aware how these should be treated in 

their capital and cash plans. 

Section 42 guidance 

3.13 The publications Secretary of State’s guidance under Section 42A of the National 

Health Service Act 20063 (October 2014) and Interim support finance (March 2015) 

give the DH process for providing loans, public dividend capital or guarantees of 

payment, as well as an overview of the interim support finance arrangements for 

NHS foundation trusts and NHS trusts. The following extracts (paragraphs 3.14 to 

3.16) from the guidance are relevant in this context. 

                                            
1
 www.gov.uk/government/publications/the-green-book-appraisal-and-evaluation-in-central-governent 

2
 https://improvement.nhs.uk/resources/nhs-shared-planning-guidance/ 

3
 www.gov.uk/government/publications/guidance-on-financing-available-to-nhs-trusts-and-foundation-trusts 

http://www.gov.uk/government/publications/the-green-book-appraisal-and-evaluation-in-central-governent
https://improvement.nhs.uk/resources/nhs-shared-planning-guidance/
https://www.gov.uk/government/publications/guidance-on-financing-available-to-nhs-trusts-and-foundation-trusts
https://www.gov.uk/government/publications/guidance-on-financing-available-to-nhs-trusts-and-foundation-trusts
http://www.gov.uk/government/publications/the-green-book-appraisal-and-evaluation-in-central-governent
https://improvement.nhs.uk/resources/nhs-shared-planning-guidance/
http://www.gov.uk/government/publications/guidance-on-financing-available-to-nhs-trusts-and-foundation-trusts
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3.14 Public dividend capital (PDC) to support interim capital expenditure requirements 

will only be provided in exceptional circumstances and will not be available for 

capital requirements that can reasonably be considered to be part of a trust’s 

normal business commitments. 

3.15 The use of interim capital support PDC will be discontinued in all but the most 

exceptional circumstances and replaced with interest-bearing amortising loans in 

the form of interim capital support loans. 

3.16 Normal business commitments will include, but are not limited to, all commitments 

related to the ongoing provision of safe, high quality care, including building, 

equipment, information technology and other elements of infrastructure. 


