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Rex Features 

Transition mission
Browsing through this quarter’s edition of Room151 it soon becomes 
clear that local government finance is in transition. This statement will 
come as blindingly obvious to many who are all too aware that a state of 
exhausting change has gripped councils since the election of 2010 and 
before.

But transition is not always what you expect. Yes, local government has 
made a lot of savings but this, as you well know, doesn’t necessarily 
mean service cuts. What it does mean though, is the background 
financing and delivery might change.

Take our focus on insourcing (pages 4 and 30-31). The development is 
a direct assault on the orthodoxy that outsourcing is the only route to 
efficiency and savings. Such a move will challenge deeply ingrained 
beliefs but, as Suffolk County Council demonstrates, members can be 
won over. 

Or, take the Local Government Association’s ongoing drive to launch a 
new bond agency (page 3). The project is far from complete but its very 
existence – the competitive challenge it represents to the Public Works 
Loan Board – may have transformed the funding landscape for local 
authorities already. In other areas more change is coming and Jeremy 
Newman, chairman of the Audit Commission, explains (page 32-34) why 
finance chiefs should be prepared to get tough with auditors once the 
reform to audit provision kicks in.

Elsewhere, change is demanded. Rob Whiteman (page 20-22), the head 
of CIPFA calls for a commission to re-evaluate local government funding 
while calling on Whitehall to end its distrust of councils. 

Whiteman’s call addresses fundamentals. Elsewhere change might 
sometimes mask the important issues. Even as debate over the 
restructuring of the Local Government Pension Scheme intensifies 
Cheshire’s pension guru Stephan Van Arendsen (page 36-37) maps out 
why asset allocation and investment strategies remain the core concern.

Local government has changed hugely, but there is still much uncertainty 
- the current cycle of austerity has still to play out. Hopefully, though, 
this quarter’s issue should provide some guide to the direction of travel.

 
Gavin Hinks
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Panel Views
Frank Wilson 
I am not convinced that this will lead 
to lower borrowing rates but I am 
convinced that without these discussions 
we wouldn’t have had the certainty 
rate and the project rate. It still appalls 
me that PWLB lifted to the the margin 
of 1% above gilts in the first place – 
so much for Whole of Government 
Accounts – one part of government 
making money out of another part, 
whilst lending to the banks at knock 
down rates. Let’s hope that this project 
does work and we may yet see a 
further modification of PWLB rates.

 
Trevor Castledine 
One way or another, I think that this 
initiative will provide better rates for 
authorities, either because of pent-
up demand in the market for this 
sort of paper or because it prompts 
the PWLB to improve its terms once 
again. Timing the market is not, for 
me, an issue - as the ability to time 
the date of an issuance remains - 
even if one believes that it’s even 
possible to pick the best time for 
any market trade. The big systemic 
risk is interference from central 
government, as always...

 
Andrew Larkin 
The LGA can probably get inside 
PWLB certainty rate, particularly at 
the shorter end of the curve where 
market spreads are tighter. However, 
it might take a while to get there 
- it takes time to build investor 
confidence and create liquidity. With 
regard to lead time to drawdown of 
funds, the agency will struggle to 
match the PWLB at T+2, it could take 
a few weeks between committing 
to borrow and receiving cash.

Contents NEWS 
Review

Bond agency plans under review  
as scepticism surfaces
The birth of a new bond agency for local 
authorities has taken another step forward.

The Local Government Association, which first 
floated the idea in 2012, has ordered a review of 
its original outline business model even as fresh 
concern emerged about its strength.

In January the LGA named consultants to 
undertake a review of its plan for a new 
municipal bonds agency. They include Aidan 
Brady, an accountant with 20 years experience 
in banking, Lars Andersson, the CEO of 
Kummuninvest, a municipal finance agency in 
Sweden, and Prof Francis Breedon, an economist 
from Queen Mary University in London.

The trio will help finalise the business case, in 
particular how the agency will win a triple A 
rating and obtain market funding at around 50 
basis points above gilts while lending to councils 
at +70-80 basis points. The initial plans already 
have the backing of 18 local authorities.

Bhupinder Chana, principal finance manager at 
Leeds City Council, an authority managing £1.5bn 
of debt, questions whether the prices quoted 
by the business plan are achievable and aired 
concern that the commitment required from 
councils to drawdown funds at a fixed date could 
inhibit the scope of treasury managers to “time 
the market”.

“The business case is flawed from a VFM 
perspective as the savings are at best marginal.  
What evidence is there to support the view that 
the agency will acquire funds at gilts +50 basis 
points?  Should we not be lobbying for the PWLB 
rate to reflect the true premium?”

Chana also questioned the drawdown plan. 
“The commitment to drawdown funds at a 
predetermined date inhibits the fundamentals  
of good treasury management i.e. the ability  
to time the market and the part of the yield  
curve that suits without incurring a cost of  
carry,” he said.

The LGA’s agency plan is a response to 
uncertainty created by changes made at the 
Public Works Loan Board (PWLB), one of the main 
providers of local authority funding. Before the 
2010 election the PWLB charged 80 points over 
gilts but the spending review that followed saw 
the rate hiked to 100 basis points. Two years later 
the rate was dropped back to 80.

The LGA is hesitant to comment on doubts 
pending publication of its review, expected in 
March. But according to Paul Raynes, the LGA’s 
head of programmes, there is confidence in 
the agency’s pricing given a comparable bond, 
Transport for London’s, achieved a price of 58  
basis points over gilts.

As for the insistence that councils commit to 
fixed drawdown dates, Raynes said the current 
low-interest rate environment, exploitable 
through short-term loans, was not likely to last 
indefinitely. “If you’ve got all your borrowings 
short and the market turns against you - and 
that’s going to happen in the next few years - 
that’s not a place you want to be.”

“As the interest rate climate moves on the 
strategy of doing everything short starts to  
look less attractive.”

Trevor Castledine is head of 
investment at Lancashire County 
Pension fund, one of the 
largest of its kind in the UK. 

Frank Wilson is strategic 
director for resources at West 
Oxfordshire District Council and 
Cotswold District Council. 

Andrew Larkin is assistant 
client director at Arlingclose.
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Pressure mounts on business rates 
appeal system
Local authorities are waiting to see what action 
will be taken to dramatically speed up the 
resolution of business rate appeals.

There has been growing concern that the 
volume of appeals is affecting the ability of 
local authorities to make financial plans and 
may be undermining the success of the business 
retention scheme.

At a conference in January local government 
minister Brandon Lewis revealed that an 
announcement would be made “shortly”.

“Bear in mind that 75% on average of all appeals 
make no change whatsoever and yet you guys 
have to make allowances for what may or may 
not come through appeals. The delays don’t help 
that,” Brandon said. Chancellor George Osborne 
said in his Autumn statement that 95% of the 
appeals backlog would be resolved by July 2015.

Councils are particularly sensitive to appeals 
because the introduction of the retention 
scheme means a sizeable chunk of budgets now 
rely on how much is collected in business rates.

Though initial challenges to rates are made to 
the Valuation Office Agency, a failure to reach 
agreement is passed on to the Valuation Tribunal 
Service (VTS) and stamped as an “appeal.” The 
latest figures available from the VTS show that 
at the end of September last year there were 
still 135,000 outstanding appeals based on the 

2010 ratings list. That is down from the 188,400 
appeals that opened the 2012-2013 financial 
year. The average quarterly clear up rate is 
around 38,000.

A survey published by the Local Government 
Association earlier this year showed that as 
much as 17.5% of business rates income, or 
£4.2bn, may be subject to appeal in 2013-14. 
The LGA’s paper said the “certainty of timing of 
an appeal decision is very important for local 
authorities to gear up for potential losses”.

“Exposure to business rate appeal risk is one  
of the biggest concerns of English councils. This 
is especially the case in small district councils, 
or other places dependent on a small number of 
large businesses, such as power stations,” the 
report said.

Peter Mackenzie, treasurer and head of corporate 
finance at Runnymede District council, said 
appeals are a headache for his authority, which 
has a rateable value of £104m with £34m of that 
under appeal. Of particular concern is successful 
appeals being backdated several years with the 
authority picking up the cost in the absence of 
help from central government. He said: “I don’t 
want that uncertainty hanging over my head.” 
He adds the position has been exacerbated  
by businesses mothballing unused property 
assets and then launching appeals to cut their 
rates liabilities. 

Councils welcome services home
Has insourcing become the new trend in local 
authority services? Despite the drive to outsourcing 
in recent years the New Year saw three 
announcements which indicate that councils have 
found good reason to bring services back inhouse.

All the moves involve ending or changes to 
arrangements with BT. Sandwell Council aims 
to save £4.5m a year by ending a deal struck in 
2007 and return finance, customer contact and 
communications under a council roof. Lancashire 
County Council is shutting down a joint venture, 
One Connect, and will save similar sums  
by taking charge once again of welfare and  
human resources.

Perhaps the biggest deal though was Suffolk 
County Council, which decided it will not renew a 
10 year contract it has with BT to run back office 
services in a move aimed at immediate savings 
of £9m. The decision will involve around 750 
jobs returning to the Suffolk CC fold after being 
seconded in 2004.

The changes have very different structures. While 
Suffolk has taken all the outsourced services back 
inhouse, Lancashire’s decision is more complex. 
The county will give up its stake in the One 
Connect joint venture, but return only some of the 
outsourced services inhouse. Other functions, ICT, 
revenue, benefits and payroll services will remain 
with the renamed BT Lancashire Services. 

A council report from December revealed a £6.6m 
shortfall in procurement savings expected from 
using One Connect over the two years to 2013-14.

Challenge
The crop of insourcing decisions will challenge 
entrenched views in many quarters that 
outsourcing is the only way local authorities  
make significant efficiency savings.

In Suffolk, once dubbed the “virtual council” for 
its outsourcing activity and once the subject of 
protests over spending cuts, the decision has 
been driven by a desire to avoid contracts that 
would lock the council into inflexible long-term 
arrangements when the current funding climate 
makes it unclear what the future holds for finance 
and service delivery.

Suffolk is less complicated as an organisation  
after outsourcing services and sought a simplified 
back-office, an aim it believed was more easily 
sealed inhouse. 

The council will make an immediate saving of the 
£8m in annual profits to BT and has already saved 
a further £1m through voluntary redundancies. It 
plans a further 30% reduction in back office costs 
over the next three years.

Suffolk’s other reason for change is an eye on the 
future and the possibility of strategic partnerships 
with borough and district councils who are 
reluctant to join a venture with an external  
provider in which they would be junior partners 
with little influence. 

Aidan Dunn, assistant director of strategic finance 
at Suffolk, said: “We didn’t want to lock ourselves 
as an authority into a long-term contract with an 
external supplier that might be based on a certain 
headcount when we can’t guarantee ourselves 
what the headcount might be.

“We’ve decided that flexibility is what we need.”

He added: “There’s a lot of talk about shared 
services but one of the things that has put 
boroughs off is that there’s a private sector partner.

“Having the services inhouse gives us the platform 
to set up a shared service in the future if, and 
when, we can persuade our boroughs and districts 
that it’s the right thing to do.”

NEWS 
Review

Panel Views
Frank Wilson 
One of the key drivers behind 
further insourcing will be around 
flexible business models that allow 
authorities to have a greater degree 
of control and flexibility not offered 
by some outsourced contracts, 
whilst enabling savings to be made 
in the same way outsourcers have 
delivered them previously. Local 
authority companies are by no means 
new but we may see an increase in 
their use to deliver just this.

 
Trevor Castledine 
Perhaps a failure to deliver over-
ambitious financial projections 
will be the major driver of further 
changes and, equally, a failure of 
private sector partners to appreciate 
the particular requirements of the 
public sector. I continue to believe 
that outsourcing, done well, can 
deliver real benefits both in cost 
and service delivery. Maybe we will 
see more outsourcing of services to 
other authorities instead of to the 
private sector? 

Andrew Larkin 
There are always fears that residents 
will lose the quality of service they 
have become accustomed to when 
services are transferred to external 
companies. This discussion really 
comes back to the balance between 
price versus value, and outsourcing 
will be judged on the savings 
produced and the public view of 
service quality.

NEWS 
Review

PLACARD: Suffolk County Council, the subject of protests  

over spending cuts, is bringing some services back inhouse.  
Photo by Brian Harris / REX

Panel Views
Frank Wilson 
It feels like every new revaluation 
brings a higher proportion of 
appeals and appeals companies 
bombarding businesses with offers 
to make savings like accident claims 
companies. It would be good if 
some narrowing of the grounds for 
appeals could be established so that 
effort could be focused on real cases 
rather than opportunistic claims. 
I am concerned that the appeal 
success rate will rise as the stretched 
valuation tribunal tries to meet the 
deadline set by the Chancellor.

 
Trevor Castledine 
Any complexity in rules is 
bound to lead to complexity in 
implementation. When rules try 
to accommodate everyone and/
or provide incentives for particular 
behaviours, loopholes and scope 
for abuse is inevitably created.  
The reality is that the existing 
backlog will need to be dealt 
with under the existing rules, 
unfortunately. For the future, 
though, I hope the rules will be 
simplified and made more uniform. 
This will inevitably hurt some, who 
will be vocal about it, but that’s life. 
It would surely benefit everyone in 
the long-term.

240,000

Q1 12-13 Q1 12-13 Q1 12-13 Q1 12-13 Q1 12-13 Q1 12-13

180,000

120,000

Challenges 1 Outstanding Appeals 2

60,000

0

Business Rate Appeals vs. Challenges, 2010 Ratings List England. 
Data Sources: 1. Valuations Office Agency 2. Valuations Tribunal 
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Councils ponder the future of 
welfare assistance
Uncertainty hangs over the fate of welfare 
assistance programmes up and down the  
country after documents published in the local 
government settlement confirmed that funding 
would end in April 2015. 

The news will leave local authorities unclear 
about the future of schemes they put in place 
under a year ago to deliver crisis funding to 
benefits claimants.

Documents published for the settlement show 
funding for the assistance will be shut down 
from April 2015. Funding for the current year 
sees English councils share £174.7m with the 
sum dropping in 2014/15 to £172.1m. However, 
there is no allocation for money beyond that.

One senior finance official told Room151 this 
was another “punch” to local authorities already 
making substantial cuts and efficiencies. 

Welfare assistance programmes, aimed at 
delivering short-term crisis payments, were put 
in place in April last year by 152 local authorities 
after restructuring of the old social fund by 
the Welfare Reform Act. Even as the reform 
was undertaken some, including the National 
Housing Federation, noted that local authorities 
would be facing uncertainty about the future.

In a briefing paper the federation said: 
“Demand for support from the new schemes 
is also likely to be high given current levels of 
unemployment, rising costs of living and other 
welfare changes which will restrict the amount 
of benefit many people will be able to claim.”

Underspend
Some local authorities are known to have 
underspent on their funds including Nottinghamshire 
County Council where it has been proposed that 
welfare assistance be ended from April this year. 
Nottingham was given around £3.6m for programme 
delivery and granted £730,000 for administration 
costs. The contract in Nottingham to administer the 

programme was given to Northgate Public Services. 
It is understood the contract runs until 2015.

A final decision is still pending on the future of 
welfare in Nottingham, but a statement from the 
county’s service director Paul McKay made plain 
that its “toughest budget challenge yet” was forcing 
the council’s hand. “As the Nottinghamshire 
welfare assistance fund is a discretionary 
service, we are proposing to end the scheme. 
If this is approved, the money will be used to 
pay for vital statutory services such as social 
care services for older or disabled people,” he 
said. The council said it would still provide help 
“for some people such as victims of domestic 
violence, through other areas of the Council and 
the voluntary sector.”

Disgraceful
The DWP’s approach has received criticism from 
elsewhere. Andrew Burns, vice president of the 
Society of County Treasurers described it as 
“disgraceful” claiming central government had 
given councils responsibility and then withdrawn 
the funding. 

“Local control over our destinies is something most 
councils would support. But being adequately 
funded to fulfill your local requirements would 
be expected to go with that,” he said.

Burns also claimed the move was contrary to the 
new burdens protocol which stipulates that the cost 
of new responsibilities shifting from central to local 
government should be reflected in grant funding.

A spokesperson for DWP said it was always planned 
that funding would end in 2015 and a review  
would be carried out this year to examine activity 
in the schemes and how funding was used. 
However, the final remit of the review is yet  
to be settled. In the meantime decisions  
about the future of welfare assistance has 
reverted to the Department for Communities  
and Local Government.
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Panel Views
Frank Wilson 
It’s not the first time a government 
department has done this, and 
will certainly not be the last. It 
draws parallels with the Council 
Tax Support scheme – delegate 
the scheme and then give local 
government the job of making 
the unpalatable savings. Why  
are we not surprised!

 
Trevor Castledine 
This is a political issue and 
any solution will owe more to 
ideology than reality. What level 
of taxation should the able/
lucky/’hardworking’/’British’ be 
asked to pay to support those less 
able/lucky/’hardworking’/’British’? 
Should that subsidy run locally or 
nationally? No system will treat 
everyone fairly and there’s no 
objectively right answer. One thing 
is certain: constant change makes 
planning impossible and is the cause 
of significant waste. What we really 
need is a nice long stretch of time 
to implement whatever budget is 
imposed (even if that budget is 
super-challenging), rather than a 
new set of goal-posts each year.  
Fat chance, whichever ideology 
is in charge.

6 Issue 2 March 2014 



Richard Harbord
Richard Harbord is chief executive  
of Boston Borough Council

@richardharbord

Over the years, there has been a fairly constant 
debate about the credit-worthiness of local 
authorities, and whether or not (if everything 
went pear-shaped) central government would 
have to step in. I think that there are other issues 
which differentiate local authorities in the minds 
of lenders, some of which are quite subjective 
and difficult to deal with.

It is I think more of an assumption than a legal 
fact that in the event of some unforeseen crisis 
central government would step in and take over. 
There have been a number of difficult treasury 
‘moments’ in my career when intervention has 
been raised. 

Difficult times 
In 1991 the Bank of Commerce and Credit 
International went into liquidation. Once the 7th 
largest bank in the world, it had put considerable 
effort into attracting investment from UK local 
authorities. The selling point was better interest 
rates – which turned out to be too good to be 
true. Many local authorities were caught out.

One particular authority placed 100% of its 
available funds with the bank and lost it all. 
The select committee was very aggressive in 
its condemnation of local authorities although, 
as I pointed out during a hearing, most had 
spread their investments and were not rendered 
unworkable by the losses. The committee 
concluded that local authorities should pay  
more attention to risk and less to return, and this 
was the start of the regime which is now  
in place. 

The other major issue was interest rate swaps. 
The Audit Commission challenged the legality 
of using swaps for local authorities and decided 
they had, in most cases, been used to generate 
funds rather than hedge interest rates. The 
commission reported that 137 authorities had 
used them. I represented the local authorities in 
discussions with the Treasury and government. 
The swaps had to be reversed.

It was a difficult time, and trust in the judgement 
of local authorities fell to an all-time low. There 
was, however, no offer of assistance from central 
government to help resolve the issues.

Discrimination game
When I worked for an international credit insurer, 

 

A lack of 
comparable 
facts and figures 
means credit 
risk is sometimes 
a question of 
reputation

The credit risk  
guessing game

a question about the security of local authorities 
was continually raised. Given that by this time 
there was a prudential regime, I took the stance 
that there was little to choose between them. In 
the main, authorities acted properly. Given that, 
and the fact that local authority balance sheets 
are generally meaningless thanks to accounting 
standards ensuring that no ‘real’ figures ever 
appear (a personal - and heretical - opinion),  
and that to international lenders all authorities 
were in any case potential bankrupts due to 
the operation of FRS17, discrimination between 
authorities was difficult.

However, it was felt that reputation was an 
important issue and lenders did not wish to be 
involved with authorities which would attract 
publicity and controversy. This was subject to 
great internal debate, and the views of American 
and European bankers did not always coincide. 
Moreover, receiving advance notice of controversy 
is not straightforward, and if an organisation was 
lending for a long period there was no knowing 
what might happen. 

At the time, the Audit Commission’s 
Comprehensive Performance Assessments were 
current and, being an independent view, was 
seen as a way forward. Certainly, one could lend 
to excellent or good authorities without fear, and 
generally CPA was an indicator that if they were 
well-run now, they would be for the foreseeable 
future. Lesser scales of grade might lead to an 
interest premium, and being weak or poor might 
make it difficult to find funds from the market at 
all. In addition, there was an interest in political 
events and maverick authorities. This was, of 
course, all behind the scenes and would never be 
openly discussed. 

Today we have moved on from the situation 
where there is any recognisable or reliable 
ranking of authorities. A welter of performance 
data is available, but this is time-intensive to 
evaluate and there is a lack of conformity from 
authority to authority. Collection rates of NNDR 
and council tax were always seen as a useful 
pointer to good stewardship but it has once again 
become difficult to differentiate between one 
authority and another. 

The business rate retention (BRR) scheme has 

been up and running for a little under a year: 

but it hasn’t taken that long to realise there are 

some significant challenges still in the system for 

budget planners. 

Let me start by saying that BRR, conceptually, 

is a positive development for local authorities. 

We’ve asked for more autonomy and this is 

more autonomy. We’ve asked for mechanisms 

to encourage economic growth so that we can 

share in the benefits and unquestionably, BRR 

gives us that.  

But there is a significant spanner in the works 

that is overshadowing that positive development 

- appeals. 

The capacity of the Valuation Office Agency 

(VOA) to process appeals, many of which have 

been in the system since 2010, and can of 

course date back even further, is creating more 

uncertainty in our financial planning than any 

other line of business. Single appeals in our 

district have been worth £3-400k, with one 

recent successful appeal for £14k per annum 

back-dated to 2005. Now, when you’re trying to 

write a five-year budget these sorts of figures 

introduce a level of volatility into the accounting 

that is very uncomfortable. 

Call my agent 
Technically, we are not considered to be an 

‘interested party’, according to the VOA so while 

we’re aware that business X has an appeal 

outstanding we are not involved in the process 

at all, or privy to any of the salient details such 

as the grounds for appeal. The businesses are 

mostly supported by ratings agents on a no-win-

no-fee arrangement and the entire discussion 

takes place between the VOA, the agent and the 

appealing business.

In 2013/14 we’ve funded around £5m of 

successful appeals – about 7% of our overall 

business rate yield. But that figure can vary 

hugely and when it does we either overestimate, 

and then underspend on frontline services in 

 

The business rate 
retention scheme 
is what we asked 
for, but has been 
marred by an 
appeals backlog. 
A little more 
transparency for 
the process please

Grounds for  
appeal

the year, or we underestimate and have to take 

corrective action during the year. Clearly we’d 

like to avoid either scenario. If we could have a 

bit more transparency about how appeals are 

assessed and some action in getting the backlog 

of appeals from 2010 settled, I think we’d all 

sleep a bit easier. 

If, for example, we were able to know what the 

grounds of an appeal were, then we would be 

able to take a view on whether or not the appeal 

would be successful. There may come a point 

where we need to hire the agents ourselves so 

that they can form a view for us on the level of 

risk we’re running.

Pool party
Sticking with business rates, we’re looking with 

great interest at what’s going on in some of our 

neighbouring authorities, who have decided to 

pool their rates. Pooling works if you can offset 

the levies with the top-ups. For us, the maths 

didn’t work out for 2014/15: we thought the 

upside was potentially in the tens of thousands, 

whereas the downside risk was in the hundreds 

of thousands. There are some interesting 

accountancy issues coming out of pooling which 

aren’t completely understood yet, in my view, 

and may make for some interesting accounts 

at year-end. There is an option for the billing 

authority to spread the impact and back-date an 

element of appeals over five years. Conversely 

they can take the hit in-year. 

Now the final decision might work for the 

billing authority, but will it work for everyone 

else in the pool? The accounting treatment of 

pools hasn’t been completely established as I’m 

writing (although CIPFA’s imminent LAP bulletin 

will hopefully clarify the situation) and we 

could see some interesting discussions emerge 

among members of business rate pools as they 

negotiate for an equitable slice of the pie. Watch 

this space.

Alex Colyer
Alex Colyer is finance director at South 
Cambridgeshire District Council 

@alex_uk
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So we get a list of residential properties the 
association owns, a list of corresponding values 
adhering to their strict valuation guidelines 
and we can see that collectively those values 
are in excess of the loan value. The council has 
a charge over those properties in the highly 
unlikely event of default. 

Housing associations are typically subject to 
very stringent loan terms and despite the many 
criteria that can trigger bank intervention, 
there have been very few examples of 
housing associations going bust or defaulting 
on repayments. We’ve seen a few close calls 
in recent years but typically bigger housing 
association players step in and take on the loans. 

No loan or investment is without risk but all 
things considered we were happy with the level 
of security offered for the size of the return.

A place on the balance sheet
At the same time, with the interest rate and 
loan terms being preferential, we decided this 
wouldn’t be classed as a treasury investment. 
Our treasury strategy stipulates that a market 
rate must be obtained for investments and by 
making the loan competitive to Soha, dipping 
under the market rate, we had to treat the loan 
as capital expenditure. 

Still, when you consider that many of our 
treasury investments are only secured against 
the quality of the counterparties we place our 
money with, measured by credit ratings, we  

all know from the lessons of 2008 how flimsy 
that can turn out to be. So, while the rate 
determines where the loan sits on the balance 
sheet, in my view, the security of the investment 
is as good, if not better, than many of our typical 
treasury positions. 

If treasury had been left to manage the money, 
we think they probably could have found a use 
for the £15m over 20 years that would have 
yielded a greater return for the council (albeit 
less secure). Similarly, if the head of housing 
services had been given a cheque for £15m 
to come up with something new and creative, 
would he have rushed to lend the money to a 
housing association? Probably not.

Recycling funds
But this is where the compromise comes in: and 
thankfully, we’ve got treasurers and housing 
officers who see the bigger picture and can look 
beyond their own functions in the organisation. 
We’re not just individual profit centres or 
competing departments – we have a role in 
society and in providing positive outcomes for 
residents. I think the Soha loan does that and  
it’s not without additional benefits to the council 
and its various stakeholders.

We’re all looking over our shoulders to some 
extent, but particularly at the more wealthy 
councils, to demonstrate community benefit 
from utilising council balances. While we won’t 
become a bank, we do see an opportunity with 
this type of project to regenerate, recycle funds 

and invest in a way that doesn’t raise the ire of 
DCLG. We also want to show residents that we’re 
doing good stuff with their money and part of 
our deal with Soha is that we get equal billing 
on any new developments. That’s important for 
our brand and for the public’s perception of us 
as an active force for development, housing and 
regeneration in their area.

Last but not least, this is a piece of business 
that has required strategic finance, treasury, our 
housing service, the local housing association 
and our elected members to see the sense in a 
compromise that works for residents, provides 
competitive funding to a valued partner and 
makes sense on the council’s balance sheet. 
Everyone was required to cede a little but 
everyone got something in return.

Source: Local authority returns on council tax

Local government is invariably about 
compromise. What customers need, what 
members want and what heads of different 
services are looking to achieve are  
nearly always difficulty to reconcile, if  
not downright incompatible. 

In strategic finance, one of our key functions 

is to find the sweet spots in which you’re able 
to develop sound business plans that keep 
everyone close to happy. I like to think we’ve 
found one of those recently at South Oxfordshire 
District Council.

Lending to housing associations is a growing 
trend. Our friends in Warrington, for example, 
have been in the press recently discussing 
the £90m of finance they’re providing to local 
housing groups with PWLB borrowing. As we do 
in local authorities, we’ve watched with interest 
what colleagues are doing around the country 
and put our spin on a similar project

Easy relationship
Council and housing association relationships 
aren’t always the easiest, particularly when the 
association’s stock once belonged to the council 
who profited from its sale. But we see the 
relationship as an important one. The demand 
for social housing requires the two of us to work 
together constructively so, when we discussed 

£15m could have 
earned better 
yields elsewhere. 
But lending it to a 
housing association 
is a trade-off that 
will produce a 
better deal for 
residents 

Building  
compromise

   As we do in 
local authorities, we’ve 
watched with interest 
what colleagues are doing 
around the country and 
put our spin on a  
similar project.

borrowing with Soha Housing Ltd, and the terms 
offered by the banks, we saw an opportunity to 
strengthen that relationship. 

Late last year we agreed a £15m loan over 
20 years to Soha at a rate that was attractive 
enough to keep our treasurers happy and cheap 
enough for Soha to look beyond bank finance. A 
key part of the negotiation for our members was 
ensuring that firstly, the loan would go towards 
social housing and secondly, at least three 
quarters of the developments would be built 
within the council’s borders. 

Providing we could assure members that the 
investment was secure enough, they were 
happy to proceed on the grounds that residents 
who needed it would be provided with 
affordable housing and we would play a part in 
delivering it.

Stringent security
So the question was… how secure is the loan? 
Well, Soha will receive the full amount of the 
loan when they have registered charges against 
a sufficient value of property that they already 
own, which exceeds the value of the loan. 
Housing associations have quite strict valuation 
criteria and we’ve sought to ensure that the 
collateral they provide exceeds the £15m. 

No loan or investment is 
without risk but all things 
considered we were happy 
with the level of security 
offered for the size of the 
return.

 
While we won’t become 
a bank, we do see an 
opportunity with this  
type of project to 
regenerate, recycle funds 
and invest in a way  
that doesn’t raise the  
ire of DCLG.”

Steve Bishop 
Steve Bishop is strategic director for  
South Oxfordshire and Vale of White  
Horse District Councils
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From a UK pension fund viewpoint, it is 
important at the outset to identify what role 
infrastructure is expected to play within the 
overall fund.

Primary purpose
The primary purpose may be to mitigate liability 
risks, particularly in terms of UK inflation over 
decades. If this is the reason for allocating 
to infrastructure the types of project that 
will be suitable are likely to have distinctive 
characteristics, such as predominantly UK based 
assets with high levels of contractual inflation 
linkage, high levels of government or quasi-
government patronage, very long contract lives 
and low levels of leverage. The assets will be 
illiquid, but they are otherwise very low risk 
and therefore offer low real returns – although 
they are still attractive relative to long-dated 
index linked gilts offering no real return at all.
By contrast, the primary purpose could be to 
diversify sources of return, by which we usually 
mean taking money out of equities without 
diluting returns too much. In this case the 
low return profile of the risk mitigating assets 
will be unattractive and pension funds will be 
looking to generate higher returns by taking 
risks elsewhere. The characteristics that will 
appeal may include industry and geographical 
diversification, higher levels of leverage and 
greater sensitivity to economic activity. It is  
also likely that the asset ownership will be  
for shorter periods, with more ‘terminal value 
risk’ – the need to sell the asset to another 
owner after a defined period. 

Historically the fund management industry 

has been more interested in providing return 

generating infrastructure products. A cynic might 

argue that this is because higher prospective 

returns enable them to charge higher fees

However, it also reflects the demands of 

international investors more generally who 

have been seeking return generation more 

than liability risk mitigation. As UK pension 

funds become more interested in infrastructure 

as a risk mitigation tool I would expect more 

products to be created to meet this demand. 

The continuing efforts of a number of large UK 

pension funds to create a more suitable vehicle 

through the Pension Infrastructure Partnership 

are to be applauded.

Hurdle
And HMG? The scale of infrastructure investment 

required throughout the developed world is 

daunting, even excluding high profile projects 

such as HS2. It is therefore not surprising that 

any government should want to tap pension 

fund investment to help carry the burden.

The problem is that the LGPS may not want to 

invest in the projects HMG wants it to finance. 

If we are buying risk mitigating assets we 

don’t want construction risk. If we are buying 

return generating assets we want geographical 

diversification away from the UK. The return 

hurdle we need to jump to justify taking 

construction risk in the UK may therefore be 

higher than HMG expects.

Investing in infrastructure has been a source  
of much debate within the LGPS in recent years, 
although it remains a relatively small proportion 
of invested assets. Everyone seems to like 
infrastructure investment as a concept. However, 
we may all have different perceptions of what  
it can offer.

At the risk of over-generalisation, LGPS officers 
and their advisers see infrastructure investment 
as a diversified source of long-term return that 
has low short-term correlation to equity markets 
and the potential for sustainable inflation 
linked income generation. Fund managers see 
infrastructure investment as a diversified source 
of long-term revenue that has low short-term 
correlation with their liquid asset products and 
the potential for higher sustainable management 
fees. Politicians and central government see 
infrastructure investment by pension funds as a 
magic wand enabling desirable capital projects 
in the UK to be financed at a time of continuing 
austerity with no burden on taxpayers. Can 
infrastructure possibly achieve all of these 
objectives at the same time?

Wide appeal
One reason infrastructure is able to appeal 
to such a wide range of desires is that it is a 

Investment in 
infrastructure is 
a growing interest 
whether aimed 
at returns or risk 
mitigation. But 
could it aid the 
government’s 
construction 
aspirations? 

Meeting the needs  
of HMG and LGPS

   Politicians and 
central government see 
infrastructure investment 
by pension funds as a 
magic wand enabling 
desirable capital projects 
in the UK to be  
financed at a time of 
continuing austerity.

term used to describe investments with a very 
wide range of characteristics. We all have an 
intuitive understanding of what infrastructure 
is – physical assets that form the plumbing 
of a modern society. These assets can be 
essential for the workings of an economy, such 
as transport systems, energy transmission and 
telecommunications networks, or for social 
interaction, such as hospitals, schools and 
housing. The key, though, is that the asset owner 
is able to charge for their use, so that the capital 
investment generates a long-term return that is 
linked to economic activity. 

While infrastructure assets share these common 
features, the way they are packaged for 
investment purposes and the underlying risks 
they represent vary enormously. These risks 
may be inherent in the asset (for example initial 
construction costs, future usage, operating 
costs or pricing power), the contract structure 
(for example whether or not inflation linkage 
is contractual, the long-term financial strength 
of the contracting party or the dependability 
of a regulatory framework) or the financial 
arrangements (for example the leverage  
applied to the income stream). Each 
infrastructure prospect must therefore be 
considered in context, balancing the type and 
scale of the potential risks against the type and 
scale of the potential returns.

   From a UK pension 
fund viewpoint, it is 
important at the outset 
to identify what role 
infrastructure is expected 
to play within the  
overall fund.John Harrison 

John Harrison is a senior adviser  
with AllenbridgeEpic and independent  
adviser to four LGPS funds

THE UK’S 
INFRASTRUCTURE 
NEEDS

The National  Infrastructure Plan 

published in 2010 promised 

investment across the UK worth 

£200bn over the period to 2015, or 

around £40bn a year. A report from 

the think-tank Centre Forum, Build 

the Infrastructure: Bin the Wishlist, 

notes that the World Economic Forum 

ranked the UK 28th, behind Germany 

(10th) and France (6th) for the 

overall quality of its infrastructure. 

It also highlights Treasury figures 

which say the UK is currently 

spending around £7bn a year less on 

infrastructure than planned. 

But could funding come from 

pension funds? Published in 

November last year, the report says 

funds spend a low proportion of their 

resources on infrastructure because 

of “several structural and cultural 

reasons”. The main reason, according 

to the report, is the fragmented 

nature of the UK pension fund 

industry. Trustees also have limited 

financing experience  

and are “concerned to ensure that 

they are seen to be prudent with 

members’ funds.” Which can lead to 

a short-term outlook. 

In addition trustees are concerned 

that infrastructure investment is 

illiquid and liquidity premiums in 

return for long-term commitment 

are viewed as “paltry’. The report 

also says most funds tend to be 

“inherently conservative,” with 

trustees preferring “a traditional 

allocation” of their cash.

Gavin Hinks

Investment Income

Employers’ contribution

Employees’ contribution

Transfer values & other

Source
DCLG: LGPS Funds 
England 2012-13, 
Statistical  Release 5
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Stephen Fitzgerald 
Stephen Fitzgerald is a management and 
financial consultant working in the local 
authority sector. 

          @SHJFitzgerald

more important than short-term financial gain. 
The leader is in a key position to create an 
environment where people can gain experience 
and qualifications and if excellence is an object, 
staff development must be at the centre of the 
ethos of the finance team.

What’s my motivation?
As a student I researched the motivation of staff 
within the civil service and what was apparent 
was that while many (not unreasonably) felt 
money was a motivator none defined it as 
their only or even principal motivation. Poor 
remuneration is a considerable demotivator but 
there comes a point when staff are looking for 
more from their careers than financial reward. 
This is where Abraham Maslow’s hierarchy of 
needs still has a message for us today. They 
want job satisfaction and fulfilment in their 
working lives. It is the role of the leader in a 
finance function to provide an environment 
where people feel they can attain satisfaction 
through their personal efforts. This is correct 
in its own right and will help produce better 
outcomes.

Respect is due
Money may not be the only motivator, but it is 
definitely a pretty important “hygiene factor,” 
using the terminology of management guru 
Fredrick Hertzberg. Proper remuneration, a good 
working environment and positive organisational 

culture all add value to the working experience 
of the finance professional. As a leader you have 
every right to expect top level performance from 
your team and 110% commitment. However, 
you will not achieve that if you are insensitive 
to their basic needs. This is as true in a home 
working environment as it is for those that work 
on site. Superficial savings may be tempting but 
they will undermine your position as a leader 
seeking top level performance.

Ambassadors
The majority of my career has been in large 
public sector organisations but I have often 
been amazed at how few staff seem to have 
ownership of organisational objectives, ethos 
or culture. I have seen staff like zombies, 
oblivious to the customer and organisational 
objectives - aimless or, worse, cynical. I joined 
the public sector because I believed there was 
value in what organisations could provide to 
communities. Sadly, though, some colleagues 
never adopt their role as ambassadors either 
internally or externally. You can achieve good 
performance with a limited number of staff 
being your key ambassadors. But to be the 
best each member of your team must be an 
enthusiastic advocate for the product. 

Creativity and basics
I always endeavour to be creative and enjoy that 
aspect of finance and managerial work. Finance 

teams rarely fail due to a lack of creativity. More 
often it’s because the basics of good practice 
are overlooked. Some of the best local authority 
finance teams achieve that by focusing on what 
really matters while not stifling creativity. The 
most recent high profile local government failure 
was the exposure to Icelandic banks. Here 
decision making and governance were the key 
issues not creativity. The public trust us with their 
money, we need to ensure basic professionalism 
and governance are at the centre of what we do.

Rewards culture
I believe that camaraderie and shared 
experience are important for the delivery of a 
top level service. This must be for the whole 
workforce. Diversity should be valued and 
celebrated as should success. As a director I was 
humbled by a junior member of a finance team 
giving a presentation on how she enjoyed her 
job and was passionate about what she did. 

This enthusiasm is priceless: and a member of 
staff with this mind-set is worth more than a 
whole demotivated and disengaged team. As 
leaders and managers we must create a culture 
where positive behaviours and commitment are 
valued and rewarded. Team members should 
look forward to coming to work and see it is as 
positive. If your team come to work expecting an 
unrewarding experience, positive outcomes will 
be unlikely.

Source: Local authority returns on council tax

It’s become increasingly clear to me working 
in leadership roles across the public sector that 
there remains a set of core elements to running 
a top-level finance team. Whether working 
internally, as an interim manager or as an 
external consultant, these critical facets remain 
constant. Even with local authority budgets 
squeezed as they are, it is impossible to see how 
they could be changed. Indeed, in some ways, 
they become more important. What’s more, 
as leadership and management skills become 
generic, they apply across all sectors.

Invisibility cloak
It is important to remember that the UK public 
sector is a service industry and along with other 
back office functions a finance team is by its 
nature a support service. So, when things are 
going well the internal or external customer is 
often unaware of the support that the finance 
function is playing. There is no problem in being 
invisible in this way. However, in the current 
environment public sector organisations are 
looking to finance teams to play a more  
strategic role, taking account of restricted 
taxpayer support and the need to provide 
sufficient support for key services. This puts 
the emphasis on the communication, enabling 
and supporting roles that finance professionals 
should play, which can be key to delivering on 
strategic objectives. 

Good management 
and leadership 
skills are at 
a premium, 
especially in 
finance, and 
even more so in a 
squeezed economy

Shifting leadership 
into gear

  
I am not naive enough to 
ignore personal agendas 
but the team commitment 
can be as important  
as individual talents  
and skills.

There’s no I in team
It is something of a cliché but delivery is about 
having the best team rather than the best 
collection of individuals. Early in my career 
I joined a management team of able and 
ambitious people providing a finance service 
to a large organisation. Each of the leaders was 
outstanding. However, when this group worked 
together as a team they failed to achieve 
outstanding performance. Often the defining 
factors in good team work is the commitment 
that individuals are prepared to give in support 
of group, rather than individual success. I am not 
naive enough to ignore personal agendas but 
the team commitment can be as important as 
individual talents and skills. This may be a little 
idealistic but I have found it to be important in 
the development of high performance.

Critical success
I read an article by Brian Green in PR Week 
entitled: Things a Great Boss Always Does. One 
behaviour identified was: “A great boss always 
encourages the next generation of leaders to 
rise up”. This is absolutely true and not always 
done well. Progression within a current role or 
to a more senior level is often a major motivator 
for staff to put in extra effort and, ultimately, 

  Poor remuneration 
is a considerable de-
motivator but there comes 
a point when staff are 
looking for more from 
their careers than financial 
reward.
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Treasury Profile

Treasury adviser: Capita (formerly  

Sector Treasury Services)

Current account bank: Natwest

Size of general fund: 

Current cash balance £30m

2012/13 average approx. £33m

Size of HRA fund: £29m

Approximate treasury yield: 

YTD: 0.71%

Percentage of specified / non-specified 

investments: 100% specified 

Significant investments:

UK Banks (instant access) £15m

UK Banks (term deposits) £15m

Current loans as at 17/02/14:

PWLB: £867m

LOBO: £445m

Local Authority: £35m

Short term loans: £121m

Is treasury a shared service? No

Size of treasury team: 4, although 

this includes undertaking non-treasury 

responsibilities as well

Average loan maturity to next option 

date: 20 years

Average loan maturity: 36 years

Average forecast borrowing rate as at 

31/3/14: 3.90%

Profile: Bhupinder Chana

Principal finance 
officer at Leeds 
City Council, 
Bhupinder 
Chana is in 
charge of capital 
and treasury 
management 
including £1.5bn 
of debt and 
£1bn in capital 
expenditure

Describe your role 
My responsibilities are on two fronts. On 
the treasury side I have responsibility for 
all the investments and borrowings of the 
council, which involves managing a debt 
budget of around £1.5bn. We also undertake 
treasury management for The West Yorkshire 
Integrated Transport Authority, on a service 
level agreement. The other part of my job 
is capital programme management which 
involves managing approximately £1bn of capital 
expenditure to 2016/17 across the general fund 

and the HRA.

What experience do you draw 
on for your current role?
I started at Leeds in 1990 after doing my 
accountancy degree. Since then I’ve been in a 
number of roles. My first was in audit, which 
always gives you a good grounding. Then I 
moved into a special projects team looking 
at value for money issues. I then moved into 
financial management, before taking a position 
looking at financial planning for the authority. 

I’ve seen what it’s like to support front line 
services in the preparation of revenue budgets 
and how those financial pressures look against 
forecasts of future funding for the authority.  
That experience has enabled me to build a 

jigsaw view of what local government is.  

What are your priorities for  
the next 12 months? 
I’ve got 18 staff that work for me and given the 
huge challenge the authority is under my priority 
is to keep my staff fully motivated and focused 
on adding value.

In treasury the markets are still very volatile and 
we want a strategy that gives us a chance to 
take advantage of opportunities to secure longer 
term funding whilst recognising that funding our 
requirements short-term allows us to constrain 

the cost of debt. 

What is the department’s  
most pressing issue?
The budget position. The last three years we’ve 
had a reduction of £94m in grants and overall 
savings of £200m. The latest spending review 
indicates that we’ll see another reduction of 
£81m across core services in 2014-15, 2015-16. 
That’s clearly a huge pressure on us so we’ve got 

to make sure we balance the budget. 

What’s your biggest  
current project?
The proposal to deliver the East Leeds Orbital 
Ring Road. Worth £100m, it’s a 7.3km stretch 
of road with five sections and the potential to 
unlock 7,000 homes to be built by the private 
sector. Inevitably the issue is who will pay for 
it? There are a number of funding sources one 
of which includes developer contributions.  
The objective of the modelling is to calculate 
whether developer contributions, i.e. a levy on 
each property built, will fund the road at a level 
that makes each development viable for the 

interested land owners and developers.

Single most important piece  
of advice? 
We’ve got a large debt book, rather than a 
large investment to manage and though a 
lot of discussion in treasury circles is about 
investments, what’s often ignored is that 
the biggest part of a treasury manager’s 
responsibility is the efficient servicing of 
debt. My advice would be to make sure that 
your maturity profile taps into acquiring debt 
that provides the most value. Since 2006 we 
have rescheduled more or less all of our loan 
book taking advantage of the yield curve and 
discounts that were available on loans at the 
time. The net effect has allowed us to make 
over £80m of savings plus establish a lower debt 
budget because we have lowered our average 
borrowing rate to below 4%.

With Leeds City Council since 1990 and 
in his current post since 2006, Bhupinder 
Chana heads a team of 18 working on 
treasury and capital management

Photo by Tina Miguel
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How have local authorities 
managed in the current 
funding environment?
RW:  “I think there’s a lot of strength in the 
finance profession. Finance professionals are 
good accountants but I also think they have 
a broad range of softer skills that you need 
to operate in public financial management. 
They’re very strong in communication; they 
understand the role of engagement; they really 
do understand government and accountabilities 
and how decisions are made in a political 
environment.

“I think what treasurers say to me though is, 
how sustainable is it over the next five years? 
Clearly most councils feel in a position to 
balance next year’s budget for 2014/15. But 
all councils, in all tiers, in all geographies, are 
saying that at the moment they don’t see easily 
how they balance 2015/16.”

How strongly do you feel 
complacency is an element in 
central government policy?
RW: “On the whole, central government 
probably doesn’t feel it’s accountable for what 
local government does and, indeed, it isn’t 
because we have local elected politicians. I 
think that there is a degree of complacency. I 
think that government feels that its strategy of 
making significant savings in local government 
will be further achieved, and that more 
savings can be meted out. In fairness to the 
government, we must remember that they have 
helped local government. They have taken the 
ring fence off many grants. They have reduced 
regulations. They have reduced inspection and 
regulation.

“That said, do I think that the benefits that have 
come through from [removing] ring fences 
and deregulation are sufficient to counter the 
massive demand pressures that are building 
up? No, I don’t. I think there is a degree of 

 

Rob Whiteman, 
CIPFA’s new 
chief executive, 
isn’t shy of 
confrontation. He 
tells Gavin Hinks 
why financial 
gerrymandering 
has to stop, how 
to strengthen 
local government 
funding and why 
localism and trust 
need to be restored

Combating the complacent
complacency about the fact that the system of 
local government finance isn’t fit for purpose 
anymore.”

What are the risks from this 
complacency?
RW: “The risk for the government is that all 
public service doesn’t achieve the value for 
money or the optimal use of resources that it 
can. And that isn’t just a problem about local 
government services per se but, actually, it’s 
a problem that local government isn’t able to 
fulfil its role. A really effective local government 
ensures value for money for the whole public 
purse, not only value for money for the bits that 
local government happens to deliver itself.”

 

You’ve written about the 
need for innovation. Are local 
authority managers equipped 
to innovate?
RW: “The capability is there and I think that 
there’s the capacity to develop it further. I think 
that you have to begin with the basics. The first 
job of the finance professional is to make sure 
that there is effective stewardship of public 
money, that we have proper reports, that we 
have proper processes in place, that we take 
measures in order to counter fraud. …

 I think there is a 
degree of complacency 
about the fact that 
the system of local 
government finance  
isn’t fit for purpose 
anymore.
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“Decision-makers can do things which are quite 
bold, quite radical, quite innovative. The job 
of finance is to help that to happen, so long as 
you’ve got the bread and butter issues right, and 
so long as people understand the opportunities 
that they’re not funding and that all these 
decisions are taken in the round. I think the risk 
for the finance profession, because we face 
such big cuts ourselves … is that [it] has to focus 
more on the bread and butter and the accounts, 
and doesn’t have time to devote to innovation 
and transformation. I unashamedly want to 
encourage the finance profession to ensure that 
if we’re thinking of something like an innovative 
form of service delivery like mutualisation, or 
using SMEs, or using charities, or the voluntary 
sector, we don’t want the accountancy 
profession to be the blocker to those things  
by pointing out what all the risks are. We want 
the accountancy profession to be the can-do 
place where those risks can be overcome  
and managed.”

You’ve complained that central 
government has failed to stand 
by its commitment to localism. 
Why is that important?
RW: “You get better allocation of resources, 
better services and the better quality of 
community empowerment if people can have 
a local say and local discretion over how their 
public services are governed. …

“It is that one size doesn’t fit all. It is absolutely 

that. Different areas, different communities, are 
solving different problems and if you just try 
and solve it in one way, you are not allocating 
resources properly. When I went from Lewisham 
to Barking and Dagenham, they’re five miles 
apart, both of them had very high rates of 
teenage pregnancy for completely different 
reasons. Couldn’t be more different, like chalk 
and cheese.”

Central government might 
argue that the crisis could only 
be resolved centrally.
RW: “I would stand that on its head and I’d say, 
if there’s a view that government thinks that it 
delivered cuts through centralisation, I would 
say clearly that isn’t true. You’ve put more 
money into the NHS, you’ve put more money 
into many public services, you’ve cut local 
government to the bone. And you could only do 
that because it’s localised.”

You’ve called for an 
independent commission on 
local government funding - 
CIPFA and the  
Local Government Association 
are pushing ahead with  
creating one.
RW: “The underlying driver is to ask a genuinely 
independent group of experienced people, from 

a wide range of sources, to compare our system 
of funding local democracy with other systems 
and to make recommendations on how local 
government should be funded. I also think that 
we want to take the political gerrymandering 
that takes place in local government finance out 
of the system. …

“Government should say what its policy is 
transparently, where it wishes to invest, where 
it believes savings can be made. What we have 
at the moment is simply decade upon decade 
of gerrymandering, financial gerrymandering, 
where governments look after their own and 
don’t mind delivering a hit on the others. …

“Secondly, the major issues that affect local 
taxation, an independent commission should 
advise on those. Across the rates and council tax 
system we’ve had one revaluation in 41 years … 
for a system of taxation that should be updated 
every four to five years. Ministers always 
think it’s politically expedient not to have a 
revaluation at the moment and here we are 41 
years later, it’s been revalued once. … 

For me I think this is a Bank of England moment. 
When the incoming Blair-Brown government 
said, ‘we’re going to take interest rates away 
from government policy and give it to the 
Bank of England,’ it took a generational bit of 
bravery for politicians to decide to break the 
mould. We would call on all political parties, 
whoever is next in government, to take that sort 
of bold step and not to be tempted into simply 
fixing the system for their own set of councils 

but to once and for all make an independent 
commission that would do it fairly.”

You seem very comfortable 
with confronting central 
government?
RW: “CIPFA is comfortable speaking on behalf of 
finance professionals in an a-political way. It’s 
our role to say where councils could manage 
their finances better. It’s also our role to say 
where we can see waste or efficiency, to speak 
on behalf of the profession… If I think of the 
present government, they deserve credit for 
removing ring fencing, they deserve credit for 
reducing audit and inspection. On the other 
hand, the council tax freeze grant is one of the 
most fiscally indefensible policies that most 
accountants have seen in their careers because 
it hollows out the tax base at a time when local 
government funding is so tight. So CIPFA should 
speak truth unto power on behalf of the finance 
profession. But it’s absolutely essential that 
everybody can see that we’re doing so in an 
even-handed way.”

You have said trust has been 
lost between central and local 
government.
RW: “I haven’t met a leader of a council or 
a leading politician that objects to being 
accountable for the decisions that they 
make; they believe very passionately in their 
communities and decisions that they’re taking. 
But they do expect that the system of local 
government is itself respected and treated 
fairly, and I think what we’ve seen over the last 
decades, and particularly over the last decade, 
is a willingness to portray councils as inefficient 
and wasteful and not responding to community 
needs when actually it is. Local government 
needs central government to respect its role and 
to treat it fairly, and I think local government 
feels a breakdown in trust has occurred, where 
a good headline is often made at its expense by 
the department that should be sponsoring the 
important role that local government plays.

What does the future hold for 
finance professionals?
RW: “I think we’ll become, we’re clearly heading 
to become, a profession where the nature of 
delivery is more diverse. We will  
have more SMEs, more mutuals, more 
outsourcing contracts, more partnerships  
with other bodies, such as social care and  
health integration. So, actually, we’ve got to 
have the tools and the technical competency  
to be able to get that right.”

Rob Whiteman CV
June 2013 chief executive CIPFA

2011-13 chief executive UK Border Agency

2010-11 chief executive Local Government Improvement and 
Development Agency

2005-10 chief executive Barking and Dagenham Council

1999-05 Assistant director of finance Lewisham Council

1986-99 London Borough of Newham

 ...what we’ve seen 
over the last decades... is 
a willingness to portray 
councils as inefficient 
and wasteful and 
not responding to 
community  
needs, when  
actually it is.”

 What we have at 
the moment is simply 
decade upon decade of 
gerrymandering, financial 
gerrymandering, where 
governments look after 
their own and don’t mind 
delivering a hit  
on the others…
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Conference 
REPORT

The popularity 
of alternative 
investments is 
rising, but the key 
is the education 
and attitude of 
council members 

One of the most significant impediments to 
buying into alternative assets classes are the 
attitudes and education of council members, a 
seminar for local authority treasurers has heard.

Room151’s one-day event in London explored 
the growing interest in alternative investments 
but identified the risk appetite and understanding 
of elected members as one of the challenges to 
introducing less conventional types of investment.

David Green, a client director with treasury 
advisers Arlingclose and a panellist at the event, 
said risk aversion means opportunities are 
missed.

“It’s not necessarily a bad thing. It all depends 
on your investment horizon. If you’ve got money 
you’re going to spend in the next year, you’ve 
got to be a lot more low risk with it.” He added: 
“Many authorities are missing out by having no 
idea how long they’ve got their money for.”

Trends in local authority investment show that 
total investments rose from £23bn in 2010 to 
£29bn in 2013. The proportion accounted for by 
bank and building society deposits declined from 
73% to 63%. External fund managers shrank 
from £2.5bn to £1.9bn. There were increases in 
all other categories with money market funds 
tripling from £1.2bn to £3.2bn.

Alternative investments are increasing in 
popularity as memory of the Iceland banking 
crisis recedes. 

Delegates at the event heard there was little 
appetite for equities among treasury managers, 
that bonds had received some investment support 
but concern about the tapering of quantative 
easing was keeping durations short. Loans to 
small businesses were popular with members but 
only modest sums have so far been lent.

Property is becoming more popular as an asset 
class. John Kelly, a director with investment 
managers CCLA, told the seminar that property as 
an asset class has flatlined since 2009 compared 
to other asset categories. However, figures now 
show there has been renewed enthusiasm since 
the summer of last year .

“What we’ve seen is a change in the market 
since the summer. A different set of attitudes 
from buyers. For the first time we are seeing a 
steady flow of people committing themselves to 
the sector, initially looking at the income yield it 
provides.” 

Kelly added good quality properties can yield 
7% compared to a 10-year bond which would 
achieve about 3.5%.

Sellers believe properties are still underpriced but 
with few properties on the market Kelly believes 
valuations are beginning to shift upwards. 
That effect has implications. According to Kelly 
property yields are dropping, not because income 
is falling, but because prices are rising.

Though price rises have not been dramatic, 
even if on the move. This could be explained 
by property valuers being slow to spot market 
changes.

James Bevan, chief investment officer with CCLA, 
said: “That’s why property is cheap now because 
valuers have not yet recognised the upturn.

“If you have a well constructed portfolio there’s 
an opportunity to see an uplift in value not just 
because tenants have more secure futures and 

there is rental growth … because valuers 
are in the game of catch up.”

According to Bevan the UK’s economic 
recovery was on track but likely to be 
“more modest than some people have 
projected.” 

For some the effect of central banks 
beginning to taper quantative easing will be 
critical. Dan Wilson, of Capita Asset Services 
and a panellist at the seminar, said tapering 
would enter investment decision making 
because many alternative asset classes have 
long-term time horizons.

“You’re looking at what’s going to happen 
through ‘14, ‘15, ‘16, and 2017,’ said Wilson. 

If you have a well 
constructed portfolio 

there’s an opportunity  
to see an uplift in value… 

Members the key to  
alternative investments

Many authorities  
are missing out by 

having no idea how 
long they’ve got their 

money for. 

ALTERNATIVE INVESTMENTS  FOR LOCAL  AUTHORITY TREASURERS RISK & RETURN  IN NON-SPECIFIED INVESTMENTS
January 22nd 2014  Senator House London 

Arrival/Coffee   
09.30 

Seminar   
09.50 

Buffet Lunch   
12.20  

Optional Workshop  13.10

A complimentary half-day 
seminar and buffet lunch for 
local authority cash managers, 
treasurers and S151 officers.
           Optional  Roundtable Workshop 

Property market update and  
Q&A with LAPF fund manager 

PLUS  

Sponsored by

Chaired by  

Stephen Fitzgerald  Local Authority Finance Consultant

Local authority finance officers - to register your free place go to www.surveymonkey.com/s/3VHLL2Z

Seminars
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The Local Authorities’ Property Fund 
(LAPF) has been around for a while 
but why are treasurers now taking an 
interest?

Treasurers have been interested – and actively 

investing - in the fund for several years now but 

there is no doubt that interest has deepened 

over the past 12 months. The obvious attraction 

is the big, solid income yield and this is certainly 

the principal draw, but alongside that there is an 

increasing awareness that diversifying portfolios 

into other top quality assets is a sensible policy. 

The LAPF also has very strong governance and 

oversight by local government itself. Many 

find that sort of transparency attractive and a 

comfort, particularly those new to the sector. 

Property doesn’t sound like 
your average treasurer’s kind of 
investment... does it pass the security 
and liquidity tests?

Obviously property isn’t cash but that is not 

to say that it fails these tests. Remember, a 

well-managed property fund owns a diversified 

portfolio of good quality assets, with strong 

income streams secured by legal agreement. 

The portfolio may not have the nominal stability 

of cash, but volatility is less than for many other 

investment asset classes, and longer term the 

sector has protected real values in a way that 

cash has not. Property assets should never be 

the first stop for liquidity but high quality funds 

are structured to offer smooth exit routes with 

regular monthly dealing days and work hard to 

match buyers and sellers to keep costs low.

What is in the Fund and how has it 
performed over time?

The portfolio is diversified holding property in 

all the main sectors, retail, offices and industrial 

warehouses, and is spread geographically across 

the main regions of the UK. It is not, however, an 

Paul Hannam is a qualified 
Chartered Surveyor and 
has been with CCLA for 26 
years. He has been the fund 
manager of the LAPF for 
over ten years following his 
appointment as CCLA Head 
of Property in 2003.

The Local Authorities’ 
Property Fund was launched 
in 1972 with the objective 
of providing exclusively 
for local authorities the 
opportunity to invest in 
the property sector on 
a collective basis in a 
diversified portfolio but 
without the burden of 
management associated 
with investing directly in 
property assets.

CCLA’s LOCAL AUTHORITIES’ 
PROPERTY FUND
Room151 Q&A with Paul Hannam

index clone, as our policy is to buy assets from 
which we think we can earn attractive, market 
beating returns and, subject to sensible limits 
on concentration, we are not too concerned by 
location or sector. The long-term total return 
record is a testament to the strategy; the fund 
has beaten the IPD Other Balanced Trends Index 
over one, three, five and ten years, whilst also 
delivering to the unit holders an above average 
income yield.

What is the outlook like for 
commercial property in 2014?

We think it is very positive. Valuations stabilised 
in the middle of last year and began to rise in 
the final quarter. We have seen a substantial 
increase in buyer demand as confidence in the 
sector improves, which will continue to push 
prices higher. Further market driven capital 
growth will also be supplemented by a high 
capacity for management activities to add value. 
Add a high income yield and total returns could 
be very attractive.

When interest rates finally go up will 
treasurers still look for alternative 
solutions like property?

I guess much of that depends on how far up 
they go. Our expectation is that it will be several 
years before they climb even as far as to 2% and 
until then cash deposits will lose value in real 
terms. Our experience is that treasury investors 
have been solid holders across the cycle, 
enjoying the attractive, predictable income and 
also having the comfort of a diversified source of 
returns. It should be borne in mind that property 
offers more than just yield, but also equity 
investment qualities and with the prospects of a 
growth cycle to come a large positive yield gap 
is not the only attraction. Therefore, despite any 
narrowing of this gap, or indeed a negative yield 
gap, property still offers important investment 
benefits to a diversified portfolio including an 
attractive total return.

“Excellent - varied and informative...has specifically 
improved my understanding of treasury 
management and the wider economy”

- Ashfield District Council

“An excellent day...I would thoroughly recommend 
it to colleagues”

- Birmingham City Council

“Excellent content and all round coverage of main 
issues and challenges”

- Adur District Council

“This has been a really enjoyable day...I would 
definitely recommend attending next year”

- Milton Keynes Council

“A very well constructed, informal forum with a 
good diversity of delegates and speakers”

- Bedfordshire County Council

6th annual 

Local Authority 
Treasurers’ Investment Forum 
London Stock Exchange • Thursday, September 18th, 2014

Save the date...

What finance officers have 
said about the forum...

The Local Authority Treasurers’ Investment Forum is free of charge to local authority finance 
officers responsible for cash management. To book your free place email events@room151.co.uk

Lead Sponsor

Exhibitors

Conference Sponsors

Organised by
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a wish to discuss with local government 
representatives and experts how the money 
should be spent in order to move the fight against 
fraud to the next level in councils. 

Local government experts are broadly agreed 
that the funds should be used to transform the 
local government fraud response, rather than to 
attempt to prop up current arrangements post- 
SFIS. Many councils are already collaborating on 
fraud, sharing their data, or resources, or both.  
There also appears to be a natural gravitation 
towards local clusters, driven by recent changes 
to funding arrangements in relation to council 
tax support and business rates. 

Experts suggest that the logical next 
step is to arrange these clusters 
into a network of local fraud hubs 
for sharing data and investigation 
resources. This would generate 
economies of scale locally, enable 
a more efficient and effective fraud 
response and provide better career 
opportunities for investigators. It 
would also provide the structure for a 
national intelligence sharing network. They 
are likely to recommend that the funding is 
made available for which councils can bid, to 
support the creation or further development of 
local fraud hubs. Although most local authorities 
would say they are opposed to ring fencing of 
grants, in this case it is clear that simply adding 
the funding to revenue support grants is unlikely 
to achieve the result required.

Professional lead
The final announcement, also made at the FFL 
conference, was was a statement of intent from 
CIPFA to expand the counter fraud element of 
its business. It is understood that institute’s plan 
includes supporting strategic leadership in the 
local government fraud arena, and positioning 
itself as the sector’s professional lead on 
fraud matters. CIPFA intends to create a centre 
of excellence that will provide professional 
training, act as a best practice bank, and provide 
professional consultancy. 

It is known that CIPFA has approached the Audit 
Commission with a view to taking on its counter 
fraud activities and staff when it winds up, 
including the annual fraud survey, Protecting the 
Public Purse, and the Changing Organisational 
Cultures toolkit. It is also understood the institute 
is in discussion with the DCLG about supporting 
the implementation of local fraud hubs. CIPFA’s 
renewed enthusiasm for supporting counter 
fraud work has been welcomed by experts and 
practitioners.

The loss of investigation and intelligence capacity 
caused by SFIS being implemented will lead to 
a significant deterioration in the performance of 
councils in tackling fraud unless radical action is 
taken. However, the SFIS decision, taken together 
with the more positive announcements from 
DCLG and CIPFA, somewhat ironically presents 
an opportunity for local government to make 
a significant leap forward.  Experts envisage a 
future in which a network of local fraud hubs, 

resourced with professionally 
trained staff and 

supported by 
shared data and 

analytics, 
is taking 
the battle 
against 
fraudsters 
to a new 
level. It 

will require 
strategic 

leadership and 
ongoing support 

from councils, 
the DCLG, the Local 

Government Association, CIPFA, 
S151 officers and leading practitioners to make 
it happen, but there are encouraging signs of 
agreement between these parties. 

Targets
Local government has demonstrated, despite 
facing perhaps the toughest time in its history, 
that it is serious about tackling fraud and it has 
recently made significant progress. We know that 
fraudsters are targeting councils in ever more 
sophisticated ways. We know that as a sector we 
have never been more innovative and open to 
change than we are at present. We must seize 
this opportunity to make the radical changes 
needed to our fraud response. If not, we will not 
only give criminals a new advantage, but we will 
also be letting down the people who most rely 
on our services.

In December 2013 three announcements were 
made that will fundamentally change the local 
government counter fraud landscape. 

The Department for Work and Pensions (DWP) 
made the final decision to take over housing 
benefit fraud investigation from councils. 
That was quickly followed by news that local 
authorities could soon benefit by £16.6m from 
government to support their remaining counter-
fraud activities, while CIPFA intends to create a 
centre of excellence to support councils in 
 tackling fraudsters. 

It began with the Chancellor’s autumn statement. 
George Osborne made the long-awaited final 
announcement concerning the DWP’s Single Fraud 
Investigation Service (SFIS). Councils currently 
investigate housing benefit fraud on behalf of 
DWP, and employ approximately 860 investigators 
for this purpose. However, the work and pensions 
department has for some time pressed for the 
establishment of a single DWP-run service for 
investigating all benefit related fraud. 

The Chancellor’s statement spelt out that despite 
recent pilots in which joint working with local 
authorities was trialled, SFIS would operate with 
DWP staff only, and would be implemented in 
a phased approach between October 2014 and 
March 2016. However, the DWP claimed it was 
too early to say whether TUPE would apply to 
council fraud investigation staff. 

Concessions
Councils have consistently argued that housing 
benefit fraud is often linked to other types of 
local fraud investigated by councils, involving 
areas such as housing tenancy and council tax. 
They say separating the benefits element from 
other aspects of fraud cases will result in the 
duplication of investigations and prosecutions. 

This argument has now been lost. But DWP has 
made an offer to develop working protocols 
with councils and has slowed the original 
implementation timetable to allow problems 
to be ironed out. It is thought that these 
concessions were wrung from the department 

The battle councils 
wage against fraud 
is about to be 
renewed by three 
big developments. 
Ian O’Donnell 
writes the changes 
could pose a risk 
but could also be 
transformative

Fraud fight opens 
new fronts

through pressure exerted at ministerial level 
by the Department for Communities and Local 
Government (DCLG) and the Local Government 
Association (LGA).

However, the removal of housing benefit fraud 
investigation from council control will leave 
councils with a very significant capacity gap in 
the fight against financial crime. For many district 
councils their housing benefit fraud resource has 
been their only dedicated counter-fraud resource, 
and they will be left with no capacity at all. 

Other councils will end up with reduced capacity. 
Due to funding cuts, local authorities are being 
forced to make tough decisions, and funding 
more investigators is unlikely to take priority over 
essential services. The inevitable consequence 
will be more fraud remaining undetected or 
uninvestigated. Councils with integrated counter-
fraud teams face an additional problem. They will 
have to determine who will potentially transfer 
to DWP with competition among investigators to 
remain with local councils expected to be intense. 

Councils also face losing access to DWP counter 
fraud data. Whilst strict rules apply at present 
about how this information can be used, it is 
thought that legislative change may be required 
if councils are to be allowed to access and use 
this information in future to challenge fraud. 
Some investigators have described the prospect 
of operating without DWP data as going into the 
fight against fraud with one hand tied behind 

their backs.

War chest
The SFIS news was followed on 10th December 
by an announcement by DCLG minister Baroness 
Stowell, at the Fighting Fraud Locally conference. 
She revealed a sum of £16.6m, over two years, 
has been secured to support councils in the 
fight against fraud. There is no information yet 
about how this sum will be distributed, but it is 
clear the amount is insufficient to replace the 
investigation capacity that will be lost through 
the implementation of DWP’s forthcoming fraud 
investigation service. The minister has expressed 

Ian O’Donnell 
Ian O’Donnell is the executive director of 
corporate resources at Ealing Council and the 
chairman of the Fighting Fraud Locally (FFL) 
board. FFL is run by local government with the 
support of the National Fraud Authority, the 
Local Government Association and DCLG

 
Three critical issues have been 
identified where central government 
can facilitate an improved response 
from local government:

• The removal of perverse incentives 
that mean some frauds are not 
worth investigation by local 
authorities and to introduce positive 
incentives for local authorities to 
tackle fraud, particularly where the 
main beneficiary is other parts of 
government or society.

• The creation of the right framework 
to encourage more effective 
information sharing both within 
and between local authorities, and 
between local authorities and central 
government departments and the 
private sector.

• Professional and trained staff in  
local authorities must be provided 
with the powers they need to protect 
public funds.

Source: The Local Government  
Fraud Strategy 2011

FRAUD TYPE  VALUE £M

Housing tenancy fraud 845

Procurement fraud  876

Payroll fraud  154

Council tax fraud  133

Blue Badge Scheme misuse 46

Grant fraud  35

Pension fraud  7.1

VICTIMS  TOTAL ESTIMATED 
FRAUD LOSS £bn

Tax system 14

Central government 2.6

Local government 2.1

Benefits & tax credits  1.9

Total 20.6

Source: National Fraud Authority,  
Annual Fraud Indicator 2013

        The removal of 
housing benefit fraud 
investigation from council 
control will leave councils 
with a very significant 
capacity gap in the  
fight against fraud.
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“The intention of the guidance, as it stands and 
issued by DCLG, is about ensuring the proper 
assessment of risk. So we don’t say to you: there’s 
a new challenger bank, they’re offering you a 
relatively good overnight rate compared to other 
people. Because they haven’t got a credit rating, 
you shouldn’t invest with them.

“What we are saying is, you have to judge 
whether you think they are a prudent risk. So you 
use other factors… .”

Caffell suggested the “underpinning” balance 
sheet of a new bank could be one way to judge 
the risks, and added that an authority might only 
invest modestly. Even then, he acknowledged, 
that doing so might be viewed as a “brave 
decision”. He also made some effort to argue 
that there may be other reasons for working 
with challengers, such as helping to bring bank 
branches to communities where credit is in short 
supply.

Doubters
Elsewhere there is scepticism about challenger 
banks being ready to be viewed as safe bets. 
Mark Pickering, a client director with treasury 
advisers Arlingclose, told Room151 that the key 
issue was the absence of data. Information is 
available - usually annual reports - but it is out 
of date within weeks of being published. Other 

information sources - management accounts, 
credit default swaps, share performance and 
bond prices - are equally problematic in providing 
reassurance on the security of new institutions 
because they are either unavailable or unreliable.

“We need to develop some framework with 
challenger banks to establish an industry standard 
and more frequent reporting regime,” said 
Pickering. This he suggests might be a job for 
the Prudential Regulation Authority. He revealed 
that some authorities had already begun seeking 
advice about investing in the challengers.

“We are very open to the concept. But we feel 
there’s a lot of due diligence that has to be done 
… where the risks have been assessed in some 
way so treasurers can feel they have fulfilled their 
obligation to assess the credit worthiness of these 
organisations.”

Pitch
The challenger banks themselves attended the 
CIPFA conference to make their case. Paul Fuller, 
an executive with Tesco, pointed to less complex 
balance sheets and simple business models as 
selling points. Others were quick to jump on 
credit ratings as unreliable. According to Metro’s 
chief executive, Craig Donaldson, the Co-op Bank 
experience last year demonstrated that ratings 
could not be trusted and indicated the strength 

Big banks have been the focus of attention since 
the onset of the financial crisis, but a glance at 
recent news coverage suggests that six years on 
the world has decided the answer to our financial 
woes is the so-called “challenger banks”.

The consensus is that the banking market rests on 
too few big players while the prescription is that 
the UK is in need of new entrants to nurse the 
market back to health. Labour leader Ed Miliband 
captured the sentiment in a January speech in 
which he complained that “too much power is 
concentrated in too few hands”.

But the debate is no longer just about the high 
street bankers - Lloyds, Barclays, RBS, Santander 
and HSBC - and the retail market for personal 
current accounts they dominate. The issue is 
now a hot topic for local authorities with debate 
focused on the same issue:  councils could do 
with more options when it comes to investing 
public money.

Co-op
Attention focused on the local authority banking 
market in November last year when the Co-op 
Bank, beset with troubles, revealed it would no 
longer provide services to councils. The news has 
left up to 130 councils seeking new bankers when 
their contracts expire.

The bank said it would  exit the market in a 
“controlled and ethical manner” and said the 
decision had “not been taken lightly” but was 
“necessary” as part of plans to stabilise the long-
term future of the organisation.

The new year saw the focus on banking shift 
to the need for new players in the market. In a 
major policy statement the Labour leader said if 
elected in 2015 he would instruct the Competition 
and Markets Authority to report on the maximum 
market share a bank should have. He said the big 
banks should be forced to sell off branches as part 
of an effort to create two new challenger banks, a 
statement that quickly pumped up media interest.
Labour’s play was quickly followed by another 
intervention, this time from the British Bankers 

Challenger banks 
are in the news 
and on political 
agendas. Gavin 
Hinks looks at 
whether new 
entrants to the 
banking market 
are safe bets for 
local authority 
investment

The young pretenders
Association whose CEO, Anthony Browne, placed 
the competitiveness issue at the heart of matters 
for local authority treasury managers. Browne 
said challenger banks should be looking to the 
billions of pounds councils have to invest. In a 
speech at the London Stock Exchange, he called 
for more competition, saying it was crucial to 
improving standards in the industry and its ability 
to innovate. Browne is seeking measures to make 
it easier for small banks to launch and added: “We 
want councils to be able to invest some of their 
£30bn of resources in smaller banks and some 
of the rules on capital for smaller banks to be 
relaxed.”

All the rage
But Miliband and Browne are not alone in placing 
challenger banks at the top of their agendas. 
The Chartered Institute of Public Finance and 
Accountancy (CIPFA) staged a banking conference 
at the end of January in which challengers 
featured heavily.

Indeed, the institute staged sessions to explore 
the prospects of new banks - those like Metro, 
Tesco, Virgin Money and Aldermore - as 
investment opportunities for council treasuries. 
Despite strong interest, a raft of issues emerged 
- culture, security, and most of all transparency - 
that could prove obstacles before treasury officers 
look favourably on challengers. 

Groundwork
One issue put to bed was the question of whether 
local authorities are restricted to investing only 
in institutions with credit ratings, something 
the challengers rarely have. Wayne Caffell, an 
official with DCLG’s capital management and 
reserves team, mapped the regulatory landscape 
for the conference by making it plain that the 
department’s guidance did not insist ratings 
were the only criteria for making an investment 
decision. Indeed, he said that changes to the 
prudential regulatory regime mean that a credit 
rating alone was not always a safe indicator on 
its own.

of his own institution by pointing out it has a Tier 
1 capital ratio (the main measure of a bank’s 
security) of 60%. But he acknowledged there 
were unresolved issues over transparency. “It’s up 
to us to make your jobs easier by giving you the 
data and you can feel informed. Ultimately this all 
about informed people making decisions,” he told 
conference delegates.

Filter
In the end though a decision to invest in a 
challenger may come down to the appetite 
of council members for placing cash with the 
new institutions. And that could depend on the 
information they receive from council officers. 
Even if alternative data to credit ratings is 
compiled, some observers remain sceptical 
that councillors would see the information 
accumulated by treasury officers on the 
investment risks. According to Stuart Selleck, a 
councillor in Elmbridge, Surrey, and a director 
at brokers Tradition, senior officers still filter 
information before it reaches members who 
remain conditioned to rely on ratings.

Speaking at the CIPFA conference he said: “Until 
we as members get over that hurdle I think it’s 
difficult for treasury officers to present a sound 
case to invest in a challenger bank unless they  
are comfortable and they have convinced their 
senior officers.”

CHALLENGED: Ed Miliband delivers his banking policy at the University of London
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it the best chance of success, I hope that well 

before 2017 some readers of this piece will have 

engaged with plans for a collective body. 

Given your roles, this engagement would most 

likely start with the economic case for it (clearly 

important at a time when budgets are under 

such pressure). It may be helpful to know that 

the Audit Commission calculates that central 

procurement and appointment can save the 

public purse £205m over a five year period.

The key element to successful audit procurement 

is finding ways to guarantee volumes of work to 

successful bidders while managing independence 

issues (for example, due to past consultancy 

work). Collective procurement by a body able to 

make appointments is better able to maintain 

volumes and competitive pressure on prices than 

joint procurement by bodies making their own 

appointments or sole procurement by each body. 

If the economic case for collective procurement 

is accepted, then the collective body needs to 

be designed with arrangements that satisfy 

the secretary of state’s requirements. Readers 

of this piece may well be able to contribute to 

institutional design, drawing on their knowledge 

of handling complex procurements, good 

governance, value for money, and so on.

Choices
Even if you have not been involved with the 

creation of a collective procurement body, as 

2017 approaches you may be called upon to 

provide careful and considered advice to your 

authority on a critical decision. That is, whether 

to:

• opt-in to a collective procurement body 

(assuming at least one has been recognised); 

• join in some other kind of joint procurement 

or procurement partnership; or 

• organise an audit procurement alone.

Value for money will be key to the decision your 

authority makes about these options – so if you 

hadn’t earlier engaged with the business case 

for collective procurement you would need to 

do so before 2017, while testing the water for 

partnering opportunities.

I won’t say much more on this: local authorities 

have been building their experience of partnering 

across a whole range of activities from children’s 

services to internal audit and legal services. So 

you will have a range of experience, of both 

the opportunities and challenges of partnering, 

to draw on. And you may well have existing 

partnerships that can be built on.

Any council retaining responsibility for auditor 

appointment will need to establish an auditor 

appointment panel to advise on the procurement 

and oversee the relationship with the auditors. 

This could be an existing audit committee if it 

meets the requirements set out in the legislation. 

Partner councils will be able to appoint a joint 

panel and cut down on the overall number of 

members required.

If you are currently involved in supporting 

your authority’s audit committee, you may 

well be called on to help recruit auditor panel 

members with the right skills, experience and 

independence of mind, and to support them to 

meet the demands of the role. 

Finance professionals have a new audit regime. 
The Local Audit and Accountability Act 2014 
received Royal Assent at the end of January, 
and DCLG is currently working with the Audit 
Commission and other stakeholders to make sure 
that the different elements of the Act are brought 
into force at the right time, and with the right 
preparations. What would finance professionals in 
local public bodies find useful to know about the 
new audit regime?

In particular, finance officers need to be aware of 
two important milestones ahead. A date that can 
be marked firmly in your calendars is 31 March 
2015, when the government will commence 
the first clause of the Act, removing the Audit 
Commission from the statute books.

The final closure of the Audit Commission will of 
course have personal significance for me. I will 
no longer be its chairman. And it will mark the 
last page in our organisation’s remarkable story.
However, externally, the Audit Commission’s 
closedown should feel the less significant of 
the two milestones I mentioned. Partly this 
is because the Audit Commission has already 
changed so much in preparation. We have 
fewer than 70 staff in a shared office and since 
October 2012 we have been managing a wholly 
outsourced audit market. 

It was the success of this tendering and 
outsourcing process, along with other internal 
efficiencies, that allowed us to reduce the audit 
and certification fees charged to audit bodies by 
40% from 2012/13. Over five years, this will save 
local public bodies some £250m. 

Transitional aid
The extent of the change will also be felt less 
because the contracts we have let for external 
audit services will not end in March 2015. 
The contracts run until at least 2017, with the 
possibility of extension to 2020. The government 
will ensure there is a transitional body during 
this period that will continue to manage the 
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New audit  
horizon

contracts, including monitoring audit quality, 
consulting on and setting fee scales, and making 
auditor appointments.

The government’s preparatory work for the 
transitional body is progressing, and DCLG will 
announce the final decision on who the body 
will be in due course. You will want to ensure 
that, as March 2015 approaches, your colleagues 
are aware that they will have new contacts for 
discussions about external audit. However, your 
auditor will not be changing, so their contact 
details will stay the same.

The transitional body will not take over the 
full range of the Audit Commission’s current 
activities. Under the new legislation the National 
Audit Office will be responsible for developing 
and preparing the Code of Audit Practice and for 
providing guidance to auditors. 

The new world
The more significant milestone will be reached 
when the current audit contracts expire and the 
transitional body disappears. This is the point 
at which the new local public audit regime will 
fully be in place. At this time local public bodies 
will gain the power to appoint external auditors 
themselves. This change will take place in 2017 
or in 2020. 

What might this change mean for you? I realise 
that 2017 must feel like a long way away – and 
you will currently be engaged with budget-
setting and financial planning for 2014/15, and 
considering the changes that must be made in 
your authorities. So why talk about it this far in 
advance? 

Well, one feature of the new arrangements, 
added during the passage of the Local Audit 
and Accountability Bill through Parliament, 
is the potential for the secretary of state for 
communities and local government to recognise 
a body or bodies that can carry out collective 
audit procurement. Whether or not authorities 
join such a body is a decision for them. To give 

£38bn - spent on services

£6bn - total cut in government funding 
2010-14

17% & 6% - STCCs and DCs* with 
“significant difficulties” delivering budgets

29% - took unplanned action to deliver 
budgets

18% - exhibited financial stress in 2011-12 
and 2012-13

4% - experienced high financial stress in 
2011-12 and 2012-13

89% - no significant difficulties delivering 
budget

63% - added to their reserves

37% - cut reserves

48% - of total budget savings due to staff cuts

 
Source: Audit Commission: Tough Times 2013

*(STCC = single tier and county councils. 
DC = district councils)

Audit Commission on England’s 
councils 2012-13: 10 statistics

Auditor conclusions on 
managing council budgets

“Our research shows councils have already 
adopted a wide range of strategies in 
response to financial challenges, although the 
long-term effect of these on councils’ financial 
resilience or their ability to meet the needs 
of local communities is unknown. Councils, 
nevertheless, have valuable learning to share 
about how to secure the maximum benefit 
from their savings initiatives to date.

“For about one in five councils, the available 
options to reduce spending in the future 
are becoming more limited. One in twenty 
auditors told us that councils are finding 
savings harder to identify, and harder to 

deliver with fewer resources. Where 

conventional strategies can no longer be 

relied on to deliver the savings needed, 

councils will need to innovate to develop 

new approaches to public service 

delivery that rely less on funding from 

government.

“Councils must adapt in order to provide 

services that meet their statutory 

obligations and the needs of their local 

communities with reduced levels of 

income. There will be ongoing risks for 

councils as they do so.”

Source: Audit Commission: Tough Times 2013

@ www.audit-commission.gov.uk/2013/11/toughtimes2013/
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Tempting offers 
for investment are 
likely to appear in 
2014 but take care 
of liquidity and 
volatility

Money Markets  
Quarterly Roundup

As the UK economy begins to improve, 

particularly in relation to that of the Eurozone, 

councils are likely to be presented with a number 

of new investment options in 2014. The market 

is likely to begin offering investments with a 

higher rate of return but however tempting such 

rates might appear, treasurers need to think 

carefully about the benefits of sticking with 

positions in money market funds (MMFs), which 

will continue to offer a safe, liquid option for 

their cash.

In addition to the benefits of diversification and 

liquidity, money market funds can also provide 

protection against a number of risks that longer 

term investments may pose. Take interest rate 

risk, for example. 

Interest rate levels are one of the main risks for 

council investments during the coming year. The 

danger for councils is that they find themselves 

trapped with long-term investments which give 

them a lower rate of return than other products 

that become available.

It’s worth bearing in mind that although the 

Bank of England has amended its forward 

guidance, in a bid to keep rates lower for 

longer, the markets could take action to raise 

them independently, in anticipation of the Bank 

having to act sooner than expected. We expect 

to see a steepening of the yield curve this year, 

due to these expectations.  In the event of a 

rise from either the Bank or the markets, you 

should expect to see an equivalent rise in the 

performance of the funds you use.

While the markets will produce risks and 

opportunities for treasurers to navigate in 2014, 

the other development we’re watching closely is 

the proposed further regulation of money market 

funds by the European Union, which has deemed 

MMFs to be part of the shadow banking market. 

The tougher guidelines which are being 

considered could require onerous diversification 

rules and see a demand for a capital buffer 

introduced amounting to three per cent of the 

value of constant net asset value funds.  

We support many of these regulations but, like 

many others in our sector, on both the provider 

and user sides, we think the buffer requirement 

is unrealistic and there are reasons to believe 

that the proposals will not be introduced in their 

current form. The industry is trying to lobby to 

convince members of the European Parliament to 

take a less tough attitude. The new regulations 

would not be introduced until the end of 2016, 

with an election of commissioners in between, 

so there is still time to debate the issue. 

More generally, we believe the risk of a 

Euro implosion is now behind us. The high 

commitment of the European Central Bank, with 

strong statements by its president Mario Draghi, 

has dampened the threat considerably. The 

main issues remaining are around the periphery 

where countries like Italy could still see their 

ratings downgraded. This is not an issue for our 

AAA rated money market funds  as we are not 

investing in securities with such credit risks, but 

it’s a comfort to all of us that 2014 could be a 

less turbulent time than we’ve experienced in 

recent years. 

Overall, the economic recovery in England 

provides temptations for councils to look at 

products with higher interest rates than they 

have been used to for a number of years. 

However, those rates invariably involve a loss of 

liquidity and/or higher levels of volatility. With 

MMFs you lock the credit premium in on a longer 

term horizon but you manage the interest rate 

risk. Carefully managed funds will be looking 

to provide better returns in line with any rise in 

official rates.

Disclaimer

Any opinions expressed are those of the  
author and they should not be relied upon as 

indicating any guarantee of return from an 
investment managed by Amundi. For professional 

investors only. Issued by Amundi London  
Branch, authorised by the Autorite des Marches 

Financiers and subject to limited regulation by the 
Financial Conduct Authority for the conduct  

of UK investment business.

Patrick Simeon 
Patrick Simeon is head of  
money market management at  
Amundi Asset Management

Hard headed
If your authority decides to act alone, then 
the audit procurement and the appointment 
process will need plenty of input from finance 
officers. You will need to help your authority 
determine whether the contract size is likely to 
be above the de minimis threshold in the EU 
procurement rules. You will also need to ensure 
that the procurement lead fully understands 
audit timescales and when auditors need to be in 
place and ready to start work. (An EU-compliant 
procurement needs to start around nine months 
before the start of the relevant audit year.) 

Once the audit appointment has been made, just 
like any contract, there will have to be monitoring 
to ensure that you are getting what you are 
paying for. The finance officers given this role will 
need to have clear goals and take a hard-headed 
approach to what will be fully commercial 
relationships. Part of this should be defining key 
performance indicators for measuring progress in 
delivery of the audit during the course of an audit 
year – see our website if you would like to look at 
an example of such indicators. 

In a contract management role, you will be more 
directly exposed to tensions that had previously 
been mediated by the Audit Commission or 
the transitional body. My colleagues at the 
Commission maintain regular contact, both 
formally and informally, with audited bodies 

and representative groups such as treasurers’ 
societies. We will continue to do so until April 
2015, and I’m sure that the transitional body will 
do the same. Occasionally, concerns have been 
relayed to us as a result of the new contracts 
started in October 2012, for example about the 
level of experience or local knowledge of staff 
being lower than previously, about fee creep 
(additional charges to complete the audit), or 
about consistency in carrying out challenge work. 

We currently address these sorts of issues 
through our rigorous audit quality monitoring 
process, along with supporting the use of 
auditors’ special powers and considering whether 
requests to carry out non-audit services threaten 
auditor independence. All this is backed up by 
the contractual ‘clout’ that comes from the size 
of the audit contracts we oversee - £85m in total. 
A collective procurement body managing audit 
appointment for many councils should have a 
similar ability. 

Complex context
If your authority appoints its own auditor, then 
the senior finance officers will be at the front-line 
of managing this contractual relationship in a 
very different context - and one that is arguably 
more complex. 

Recognised Supervisory Bodies will be registering 
local public auditors and maintaining the 
approved lists that auditors must be chosen 

from. The NAO will be setting the Code of Audit 

Practice that the auditors must follow, and the 

Financial Report Council will be monitoring 

performance across all major audits (although 

the extent of public reporting has yet to 

be decided). Full council must approve the 

auditor appointment, you will be monitoring 

performance and seeking to get the most out 

of the relationship, while your auditor panel will 

oversee and advise on not only the procurement 

and appointment but also the relationship with 

the auditor (particularly in relation to matters like 

non-audit services, the investigation of objections 

and Public Interest Reports). 

While not all councils will have the same level 

of influence, you will have a more detailed 

knowledge of your specific needs and issues. If 

this is marshalled from across the organisation 

and used effectively by the contract managers 

then it could make a real difference. But this 

won’t happen automatically – officers like you 

will need to make the running.  

The choice between the different options is for 

your elected members to make, on advice from 

you and your colleagues. But whichever option 

your authority chooses, planning and preparation 

are the key to successful implementation of this 

major change. I hope this article has been useful 

in provoking some practical thoughts that will 

help in the time ahead. I wish you all the best.

32 Issue 2 March 2014 33Issue 2 March 2014 



Every three years the role of every administering 
authority within the Local Government 
Pension Scheme comes to the fore. As the 
valuation process is undertaken, officers and 
trustees have the task of evaluating the overall 
status of the fund and employers, as well 
as agreeing contribution strategies that are 
fair and affordable. With increased financial 
pressure on all employers within funds, and 
not just the traditional tax raising bodies, these 
conversations are becoming more difficult when 
treated in isolation.

Eager levers
Of course, agreeing a contribution strategy that 
supports a fund’s deficit recovery plan is only 
one of the levers available to administering 
authorities as they seek to meet their overall 
funding objectives- the other is the question of 
what our assets are trying to achieve?

In considering this basic principle it is important 
to remember why the LGPS exists and what the 
primary objective all administering authorities 
is: we have made a pension promise to pay 
pensions to scheme members when they arise. 
We are not investment managers, we are here to 
ensure we have sufficient assets available when 
required to pay pensions.

Defining aspiration
This principle is fundamental when we consider 
the direction of travel that the LGPS has taken 
since 2010. All administering authorities 
have seen a huge increase in the number 
of employers within their funds due to the 
outsourcing of traditional council functions to 
the private sector and third parties, plus the 
movement of schools to academy status. Each 
of these employers, in addition to those already 
within the LGPS, has, in effect, their own balance 
sheet. But as the range of employers within 
funds is expanding we are seeing that they have 
a range of characteristics and funding objectives.

For example, within the £3.5bn Cheshire  
pension fund, traditionally 85% of the liabilities 
have been held by four tax raising bodies. The 

Much has been 
made of reform 
to the Local 
Government 
Pension Scheme. 
For some the 
real difference is 
made with the 
right investment 
strategies and asset 
allocation. 
Stephan Van 
Arendsen explains 
Cheshire’s 
approach

Allocation strategies

objectives and deficit recovery plan for these 

four councils dominated investment strategy 

and asset allocation decisions with the objective 

being to move from an 80% to a 100% funding 

level over, say, a 20-year period.

Move to the present day and the Cheshire fund 

has more than 150 employers, the objectives 

for each employer vary significantly and the 

administering authorities need to respond 

accordingly both in determining contribution 

strategies and developing investment strategies 

and subsequent asset allocations that suit these 

different needs.

These differences can be illustrated with a 

comparison: why would a tax raising body that 

is 80% funded, with a strong covenant and 20-

year recovery plan, have the same investment 

strategy, and take the same level of investment 

risk, as a private sector company that has a 

seven-year contract with a local authority and 

was set up with a 100% funding level?

At an objective level, the aspirations of both 

employers are fundamentally different, but 

most importantly for administering authorities, 

the risks that they present to funds are also 

fundamentally different.

Pool party
It is on this key point that the Cheshire fund 

believes that a different approach is required to 

the development of investment strategies within 

the LGPS in order that funds meet their primary 

objectives of having sufficient assets available 

to pay pensions when they fall due, and also 

meet one of the minister’s primary objectives in 

the recent call for evidence, which is to manage 

deficit recovery more effectively.

This different approach to the funds’ investment 

strategies and asset allocation is based on the 

conclusion that a single strategy is no longer 

sufficient to meet the overall needs of a fund 

and its individual employers.

The Cheshire Fund has therefore worked over the 
last 18 months with its investment consultant 
and actuary in order to define the key issues for 
each employer in the fund based on its:

•  Funding level

• Strength of covenant

•  Cash flow profile

•  Maturity profile; and

•  Proposed contribution strategy.

 
This has allowed the fund to group all of its 
employers into one of four notional pools which 
have their own characteristics and objectives.

The next stage in this process has been to 
determine for each pool the optimum risk 
based strategy that will enable the objective of 
reaching a 100% funding target to be reached. 
Again, this work has been undertaken following 
the completion of an ‘interim valuation’ in 2012, 
and these investment strategies have been set 
up to compliment the contribution strategies that 
will come into effect from 1 April, 2014 as part 
of the 2013 valuation. 

 The strategies that have been developed are:

•  high growth – for a majority of the large 
employers in the fund who still need a level of 

growth from their investments (has 70 or 80% 
growth assets depending on employer)

•  medium growth – well funded or recently set 
up employers (certain admission bodies and 
housing associations (50% growth and 50% 
defensive assets); and

•  low growth – employers who have closed or 
left scheme (100% gilts)

While such a change is significant, this approach 
presents the fund and its employers with a more 
tailored suite of strategies that will support both 
parties in meeting their pension objectives.  

Trigger happy
Having concluded that a range of investment 
strategies that better reflect the individual risk 
characteristics of each employer, as well as 
containing defined ‘flight paths’ to meeting a 
100% funding target over time, the fund has also 
taken the opportunity to enhance this risk based 
approach still further with a formal set of de-
risking triggers being applied to each strategy. 

So, for a strategy that has an overall funding 
level of 80% at this time, there are defined 
funding level triggers at various points up to 
100%. Under this process, as the funding level in 
an investment strategy is reached, for example 

84%, the fund will aim to capture this gain by 

reducing its exposure to growth assets in the 

strategy and increasing its defensive allocation. 

It is hoped that not only will this allow the fund 

to capture some of the upside from an increased 

funding level by reducing the exposure to more 

risky growth assets, but it also offers the fund 

greater downside protection.

It is on these principles and benefits that 

the fund has developed the concept with its 

trustees and communicated the approach to its 

employers who, importantly, have been advised 

that the de-risking approach will complement 

their contribution strategies.  

Feedback from employers as part of the 2013 

valuation process has been positive and all 

have engaged fully in the new approach. 

The appreciation of the fund managing their 

long-term pension risk through positive and 

innovative investment strategies has allowed a 

true collaboration to take place that will see  

both the objectives of the fund and employers 

alike to be met. It is on this premise that 

the Cheshire pension fund continues to see 

the development of appropriate investment 

strategies and asset allocations as key in helping 

it meet its primary objectives.
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Stephan Van Arendsen 
Stephan Van Arendsen is senior manager, 
corporate finance, at Cheshire West and 
Chester Council, administering authority  
for the Cheshire Pension Fund
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Managing sterling liquidity 
investments in a rising 
interest rate environment
For UK local authorities, cash investments have 
been increasing since the credit crisis, with around 
£30bn, according to DCLG, now invested in short-
term cash investments. It is important to consider 
the effects that an environment of rising rates 
could have, in order to prepare cash portfolios for 
a changing monetary policy landscape. 

Preparing for rising 
rates: what should local 
authorities consider?

For those investing for the short term to meet 

cash management needs, capital preservation 

and maintaining liquidity as rates rise are key 

priorities. An understanding of how different 

cash-like investments are affected by rising 

interest rates can help local authorities position 

their portfolios to achieve this. In the first 

instance, short-term investors should consider 

reducing the weighted average duration of their 

portfolios, and increasing the interest income 

component of total return.

All short-term portfolios carry an inherent level 

of interest rate risk, so rising rates can have 

an impact on the current and future values of 

existing cash holdings, as well as influencing the 

relative attractiveness of different investments 

for meeting specific needs. Below is a summary 

of the impact that local authorities can expect to 

see from rising rates on the main types of short-

term investments:

·  Bank deposits: Overnight deposits tend to 

track rises, but term deposits will lag, due to the 

need to wait out the term of the deposit before 

re-setting to a higher interest rate. No risk of 

unrealised losses, as not marked-to-market, but 

important to be aware of counterparty risk.

UK investors have grown accustomed to an 

environment of record-low interest rates. 

However, with the UK economic recovery 

beginning to gather momentum, investors 

may soon have to adapt to a changing rate 

environment. For those investing for the 

short term to meet cash management needs, 

including local authorities, capital preservation 

and maintaining liquidity as rates rise are key 

priorities.

Since the financial crisis of 2008, the Bank 

of England (BoE) has pursued ultra-loose 

monetary policy to stimulate economic activity, 

while keeping its benchmark interest rate 

at an all-time low of 0.50%. In 2013, the UK 

economy finally appeared to be on track for 

sustained recovery, with purchasing managers’ 

indices reflecting broad-based expansion across 

different sectors of the economy, GDP growth 

gathering momentum and the unemployment 

rate trending downwards.  

As the economy normalises, interest rates 

will, eventually, have to rise. Despite the BoE’s 

forward guidance that interest rates will remain 

low for a prolonged period of time, the fast 

pace of the recovery has meant that fixed 

income markets have already begun to price 

in an earlier-than-expected rate rise. According 

to forward rates and Libor-based interest rate 

swaps, market participants expect the BoE to 

raise rates in early 2015. 

·  Constant Net Asset Value money market 

funds: Yields can be expected to rise in line with 

prevailing interest rates, although with a small 

time lag. Due to their diversified portfolios, carry 

a significantly lower level of counterparty risk 

than bank deposits. Not marked-to-market, so no 

unrealised losses.

·  Managed reserves funds: Usually have 

durations between 0.25 and one year, and invest 

primarily in higher income-generating short-term 

financial and corporate securities. However, with 

higher duration comes greater sensitivity to rising 

rates, which can lead to unrealised losses when 

rates rise.

·  Short duration bond funds: Potential to 

earn higher yields than cash instruments, but 

longer duration and marked-to-market pricing 

means that they are more sensitive to interest 

movements. Investors may therefore experience 

unrealised losses, and need to be certain about 

the accuracy of their cashflow forecasting before 

investing, especially as rates rise.

·  Separately managed accounts: Offer investors 

the flexibility to tailor portfolios so that they have 

the specific duration and other risk characteristics 

that they are comfortable with. However, 

separately managed accounts are marked-to-

market, and may suffer unrealised losses as  

rates rise.

By having the right investment strategy in place, 

cash investors can ensure that their portfolios are 

best positioned for when interest rates eventually 

begin to rise. Given that timing the market is 

challenging, local authorities may benefit from 

a flexible approach that allows them to move 

cash reserves between different options to suit 

the prevailing monetary policy environment and 

market liquidity conditions.

Fair pay’s the  
elephant in the room

The constant 
knocking of 
councils belies 
their efforts in 
saving resources. 
Incentives are the 
best way to achieve 
the next tranche 
of public sector 
savings

In recent times it has been fashionable in 
some quarters to characterise council workers 
as a bunch of feckless, work-shy overpaid 
bureaucrats with pointless jobs. Eric Pickles, as 
the minister responsible for local government, 
has, for some reason known only to him, done 
his best to reinforce this image, aided and 
abetted by lazy journalists whose stock-in-trade 
is the propagation of entertaining stereotypes. 
The reality is entirely different. Councils, at the 
sharp end of delivering vital services, have 
performed miracles in recent years, reducing 
their general fund spending by around 30% with 
minimal cuts to services. 

This is in stark contrast to the performance 
of the rest of government, where most 
departments have failed to meet the targets 
they were set by a significant margin. As Tony 
Travers, director of the Greater London Group 
at the London School of Economics, says: “It 
would be good if, just occasionally, senior 
ministers acknowledged councils’ remarkable 
achievement in managing budgets. There are 
no deficits, no scary winter emergencies and no 
bankruptcies. If more public expenditure were 
within local government control, the deficit 
would have been managed down faster.”

Fair reward
What is the reward for this remarkable 
achievement? If the feat were to be replicated 
in the banking sector there would undoubtedly 
be bonus payments all round. Instead, there is 
a continuing battering in the press, a further 
real terms pay reduction across the board, and 
determined erosion of employment benefits. 
That the local government pay bill should 
be reduced is understandable and indeed 
necessary in light of the economic position, but 
the key point is about fairness: the reduction 
has not been replicated to the same extent in 
other parts of the public sector.

Of course, admitting to a sense of injustice 
about pay is only going to attract further 
criticism, but it is about time someone spoke 
up for local government. The Local Government 
Association has been paralysed, presumably by 

party allegiance, but one gets the sense that 

local politicians in all parties have lost the sense 

of autonomy and pride that used to characterise 

the sector. Perhaps they have started to believe 

the opprobrium themselves. Perhaps they fear 

they will be lampooned by Pickles and his ilk. 

The trade unions have been entirely ineffective, 

campaigning on worthy issues like low pay 

rather than representing the workers in the 

sector as a whole. Fair pay for council workers  

is the elephant in the room that no one will  

talk about.     

Luxury CEO
Small wonder that the talented individuals 

who have achieved the impossible over the 

last few years are looking to leave the sector. 

After all, what is there to look forward to when 

the role of chief executive, the pinnacle of a 

career in local government, has been declared 

by some local politicians to be an unnecessary 

luxury, on the grounds that they can do the 

job themselves thanks to their experience 

of running small businesses? What is next? 

Council finance directors are no longer needed 

because the finance portfolio holder has 

experience of running his own bank account? 

These are tremendously skilled roles that are 

not only necessary but very difficult and it is 

important for the good of councils everywhere 

that they are not only appreciated but properly 

remunerated.

Time to talk pay
It’s time to start talking about the pay elephant. 

If the overall pay bill must be reduced further, 

then let’s talk about how that can be done in 

a different way that incentivises people. Let’s 

stop the misery caused by chipping away at the 

edges and look at benefits and incentives across 

the whole of the public sector. That’s the right 

way to deal with unfairness and the right way to 

start the next big push for public sector savings. 

Or is that elephant too big for you, Mr Osborne?

Agent151 
Agent151 is a senior local authority 
finance director and s151 officer

Amir Mota 
Amir Mota is client adviser, local authorities  
for J.P. Morgan Asset Management
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Vic Allison, Wychavon DC
South Worcestershire district councils have 
been at the heart of efforts to innovate in 
shared service delivery and their new strategic 
partnership with Civica has produced guaranteed 
savings, improved job security for the staff 
involved, and provoked interest in using the 
model for other service areas.

Malvern Hills, Worcester City and Wychavon, 
came together six years ago to set up a shared 
service for revenues and benefits. A team of 130 
staff TUPE transferred to the host Wychavon and 
efficiency savings of more than £1m were soon 
identified. Despite initial difficulties trying to 
implement new systems at a time of significant 
increase in customer demand, high levels of 
performance were also achieved.

However, the partner councils wanted more 
savings, which only additional partners and a 
larger operation could deliver. This was proving 
difficult to achieve and looked impossible with 
the prospect of universal credit. The new credit 
also had the potential to destroy the economies 
of scale that had been achieved, demotivate staff 
and reduce local jobs. 

As a result, the three partner councils decided in 
late 2012 that a different model was called for. 
The process of identifying a strategic partner to 
help deliver further efficiencies and grow the 
business commenced. Spare capacity created 
as a result of further efficiencies, and from any 
move to universal credit or the Single Fraud 
Investigation Service, would be available to  
do new work brought into the organisation.  
Local jobs would be protected and staff morale 
would benefit.

An OJEU (Official Journal of the European Union) 
competitive dialogue process was necessary 
to identify a strategic partner capable of 
delivering all the objectives and the necessary 
flexibility, given the changing environment. The 
original notice and the process would result in 

Local authorities 
are increasingly 
told to develop 
fresh approaches 
to service delivery 
that rely less on 
direct funding 
from central 
government. Our 
panel writes on 
innovation and the 
barriers to change 
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Innovate or stagnate: the funding  
squeeze means finding new ways  
to deliver essential services

a framework agreement, which all councils in 
England and Wales could access. Furthermore, a 
range of related services alongside revenues and 
benefits was included, for example ICT, customer 
services, financial transaction processing.

Civica was identified as the preferred bidder  
and subsequently awarded the contract in July 
2013, with an October 2013 start date. Wychavon 
revenues and benefits staff TUPE transferred  
to Civica on that date. The contract is for five 
years initially with an option to extend for a 
further five years.

The partner councils received guaranteed savings 
from day one, along with additional rewards for 
bringing in further work. The benefits for the 
local economy, as well as the councils’ finances, 
are not underestimated. Indeed, the councils are 
looking to replicate the process and its innovative 
delivery model for other shared services.

Many tried to argue that this was simply 
outsourcing by another name and were not 
convinced that the objectives could be achieved. 
However, the councils believe they have a 
genuine partnership which is delivering the 
original objectives. Furthermore, the revenues 
and benefits staff are very positive and recognise 
the benefits of the partnership. Job security has 
improved and new opportunities are opening up 
for many.

Chris Buss, LB Wandsworth
Perhaps my favourite book in the Bible is the 
book of Ecclesiastes. Written almost 3,000 years 
ago the writer, probably King Solomon, says there 
is nothing new under the sun. How true was the 
wise old king who, elsewhere in the Bible, had 
his own innovative methods of dealing with child 
protection issues (see 1 Kings Chapter 3).

Much has been spoken and written since 2010 
about the public sector finding new ways of 
providing services (in reality code for cheaper 
ways of providing services) because the country 

as a whole cannot afford the public services that 
it previously enjoyed at the price it was paying. 
Or, in layman’s terms, the cost of services exceeds 
the amount of tax raised .

Many supposed innovations have been 

suggested to provide services but in reality how 

many of them are new ideas rather than the 

reworking of old ones? What, for instance, is 

the difference between the Big Society and the 

Victorian religious and philanthropic ethos that 

opened schools, libraries and youth work in the 

nineteenth century? If we’re honest, not a lot. Or, 

what is the difference between the channel-shift 

arrangements that private sector operators such 

as Amazon and Ebay adopted up to ten years ago, 

and what we in local authorities are now doing to 

play catch up? 

What is perhaps more interesting are the 

obstacles that exist to innovation and, more 

importantly, where they lie. In my experience 

these obstacles are based upon two main 

principles. The first is inertia because we’re averse 

to changing something we’re familiar with, or 

there’s an objection along the lines: “If it ain’t 

broke, don’t fix it.” 

That objection is fine, as long as there is no axe 

looming over services that cries out: “It ain’t broke 

but you’re going to have to do it cheaper because 

we can’t afford to do it that way.” In these 

circumstances the objections, in my experience, 

normally disappear and either a different method 

of service provision is found or, in extremis, the 

service goes. 

The second principle, which is much more difficult 

to deal with and usually the largest obstacle, is 

where a change or innovation affects more than 

one layer in an organisation. Especially where 

it means that one part of the public sector, 

normally controlled by central government, has 

to surrender control to another level, particularly 
local government. 

One area where I am hopeful that innovative 
ways of dealing with problems and improving 
outcomes for residents will be found is in the 
Better Care Fund where local authorities will now 
work with health service colleagues to achieve 
what is best for our residents. I believe that 
locally this is achievable but unfortunately Clinical 
Commissioning Group colleagues have the dead 
hand of regional and national NHS bureaucracy to 
contend with. But we can live in hope!

Matt Bowmer, 
Northamptonshire CC
Necessity is very much the mother of invention. 
Having the lowest upper tier council tax rate in 
England and conservative levels of general, as 
well as earmarked reserves, have perhaps been 
the key drivers for the push for an innovative 
culture in Northamptonshire.

The county is at the heart of growth in the UK and 
much of its innovation addresses this agenda. The 
much publicised support of Silverstone is a good 
example of the approach, which has seen the 
expansion of the high performance technology 
sector in recent years accompanied by investment 
and jobs.

Growth needs infrastructure and pushing 
traditional barriers has been necessary with 
new approaches to procurement. There is also 
recognition that the many income streams that 
often follow development need to be pulled 
together and committed up front, in partnership 
with the private sector and neighbouring 
authorities. This stance on infrastructure-led 
growth has recently been cited as best practice by 
the Department for Innovation and Skills.

Reducing costs have naturally been part of the 
overall strategy of balancing the books too. 
In partnership with Cambridgeshire County 
Council, Northamptonshire has the largest 
back office collaboration in local government 
covering professional, strategic, operational and 

transactional services, saving £20m over five 

years. Also, in respect of large scale savings, 

the re-procurement of waste disposal services 

has caught the eye of government and is one 

of ten best practice case studies put forward 

by the Department for Communities and Local 

Government. The council has also redefined its 

relationship with its highways contractor on 

infrastructure development and maintenance. 

There is now a strategic partnership in place with 

a single council contractor team providing the 

service. 

Our 2014-15 five-year medium-term financial 

plan sees more of the same. The council is taking 

the personalisation agenda to new heights and 

is building on work in the current year that has 

seen clients provided with payment cards to 

access provision. There is a ground breaking local 

market development initiative in place to deliver 

a web portal in partnership with the private 

sector. This will position itself as the first port of 

call for anyone seeking advice and assistance 

on the health and care needs of themselves and 

their families starting with adult social care. The 

Healthy Northamptonshire programme is seeing 

extensive engagement with the health sector, 

which should see the limits of the Better Care 

Fund envelope exceeded in 2015-16.

The council continues to value growth and is 

pushing hard to reach 100% coverage in the 

county for superfast broadband and has an access 

to finance scheme in place to support providers 

to the market to close the gap beyond the current 

90% initiative. This innovative infrastructure 

approach is a rolling programme and will see 

continuous investment in growth beyond the life 

of the existing five-year plan. 

Innovation is certainly at the forefront of the 

approach but recognising that this is a tough ask 

means that partnership has to play a role too as 

well as the thrust for growth and prosperity.

Talking          POINT
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Best 
of the 
WEB
An auction for 
Landsbanki debt, 
protection for 
finance officers, 
insourcing, PFI 
review and a 
delegation to 
Brussels are among 
the top stories at 
Room151.co.uk 

London Councils pushes 
ahead with collective LGPS fund
February 6: London Councils has revealed more details of its proposed collective investment vehicle 
for council pension funds in the capital, including how boroughs would exercise control over their 
investment allocations. A report by the representative body was set to be considered by a meeting 
of council leaders in Feburary, and says the new CIV would offer a range of sub-funds, each with a 
separate manager. Managers would be selected by a new investment advisory team reporting into 
the board of directors of the overall fund, which would be designated an Authorised Contractual 
Scheme (ACS) under Financial Conduct Authority rules. The report says: “Once the ACS itself is 
established, it would be at the discretion of the boroughs whether they choose to invest in any or 
all of the ACS sub-funds. “In order to allow individual boroughs to decide asset allocations between 
managers, the assumption is that the fund structure will be an umbrella fund, with each sub-fund 
having a specific investment mandate and investment manager.” Participating councils will be 
asked to pay £1 each as initial capital into the ACS, with this capital requirement increasing once the 
operator is authorised by the FCA, and investments are made. 

More at www.room151.co.uk

Ask The Auditor 
Graham Liddell of 
Grant Thornton
January 29 Q: If a local authority pays 
pension fund contributions early in a return 
for a discount can it defer the charge to the 
general fund?

A: This is a matter of interpretation of 
regulations and where local authorities are 
considering making an early payment, but 
not charging the general fund until later. I 
would recommend obtaining external expert 
legal advice. Based on the proposals we 
have seen and following consultation with 
the Audit Commission, and the other audit 
suppliers in England, our current view is that 
the charge would not be deferred.

The capital finance and accounting regulations 
require local authorities to charge to their 
general fund the amounts which are “are 
payable for that financial year”. The dates 
those amounts become payable are set 
out in the actuary’s rates and adjustments 
certificate. If a local authority makes an 
early payment in exchange for a discount, I 
would expect the certificate to set out this 
earlier date. The local authority would, as far 
as we understand, be required to charge its 
general fund in accordance with the earlier 
payment date. This does not mean that local 
authorities are automatically prevented from 
taking advantage of early payment discounts.

For more go to 
http://www.room151.
co.uk/category/
grahamliddell/

Landsbanki debt auction 
to free up council cash

Councils ‘should 
use town centre 
assets’ for  
regeneration 
February 6: Councils should be encouraged to do 
more to use their property assets to regenerate 
town centres, according to a report by the 
Association for Public Service Excellence. The 
report says that national policy on town centres 
has placed too much emphasis on encouraging 
councils to dispose of assets. But Paul O’Brien, 
chief executive of APSE said: “It makes financial 
sense to ensure assets that give town centres a 
focal point, lever in resources and create strong 
multiplier effects in local economies…” 

More at www.room151.co.uk

Warrington lends £90m of PWLB 
borrowing to housing association 

“ Helena considered  
going to the bond  
market itself – nobody  
can get a 25 year loan  
with the banks any more.”

February 5: Warrington Borough Council has 
agreed to lend a housing association £90m to 
encourage new affordable housing. The loan, 
to Helena Partnerships, is aimed at providing 
around 1,400 social and affordable homes in 
Warrington and neighbouring boroughs over 
the next five years. The council will borrow the 
initial cash from the Public Work Loans Board 
before on-lending to the association at near-
commercial rates over a period of 25 years. In 
addition, the council will consider a bond issue 
to raise future resources to fund the loan. Danny 
Mather, corporate finance officer at the council, 
told Room 151: “Helena considered going to the 
bond market itself – nobody can get a 25 year 
loan with the banks any more. But we are able 
to lend to them at a competitive rate.”

He said that another advantage for the housing 
association was that it would not have to draw 
down the full amount of the loan at the outset, 
which would save it interest payments.
The final interest rate of the council’s loan is still 
being negotiated, he said, in conjunction with 
financial advisors Capita and commercial law firm 
DWF. Mather said: “I would not describe this as a 
pure investment by the council. Our prime aim is 
economic regeneration. However, we will make 
a healthy financial return which we will use for 
frontline services including social care.”

More at www.room151.
co.uk/151-news

January 30: A group of councils have taken part 
in an auction aimed at immediately recouping 
most of the money they are owed by defunct 
Icelandic bank Landsbanki.

The auction, organised by the Local Government 
Association and law firm Bevan Brittan, saw 
private sector distressed debt buyers bid for the 
remaining claims of the participating councils 
against the bank.

Landsbanki collapsed in 2008, owing £413m to 
UK councils, and it is understood that around half 
of that amount is still waiting to be paid back.

A spokesman for the LGA said: “The majority of 
councils which had money tied up in Landsbanki 
participated in the auction.”

Councils were approached by the LGA last year 
to gauge interest in any potential auction which 
would give them the opportunity to weigh up 
the risks of waiting for the full amount against 
converting the paper into cash at a capital loss.

More at 
www.room151.co.uk 
/investment

Lancashire pulls 
out of One 
Connect Limited

January 27: Lancashire County Council has become 
the latest council to insource services from a 
joint venture partnership with BT.

The council announced on Friday that it will 
resume the running of services ranging from 
welfare rights to human resources, which had 
been provided by One Connect Limited (OCL), a 
company it owned jointly with the provider.

The company will now be renamed BT Lancashire 
Services, with the council relinquishing its 40 per 
cent shareholding.

The renamed company will see its role restricted 
to delivering ICT, revenue, benefits and payroll 
services for the council.

Council leader Jennifer Mein said: “The changes 
allow us to focus on developing that potential in 
partnership with BT while bringing back services 
and decisions that sit better in the county 
council’s structure.”

A statement from the council said that the 
revised arrangements would help deliver 
further efficiencies.

Hundreds of county council staff currently 
seconded to One Connect will return to the 
council, with the remainder continuing their 
secondments as part the new company.

More at www.room151.co.uk /resources

This does not mean that 
local authorities are 
automatically prevented 
from taking advantage  
of early payment  
discounts.
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Government  
dangles PFI  
review loans 
January 23: Central government departments 
may be willing to stump up for expenses 
incurred by councils which undertake reviews 
of Private Finance Initiative contracts aimed at 
making efficiency savings.

A guidance note released this week by HM 
Treasury estimated that, on average, five per 
cent could be shaved off the costs of current 
local authority PFI contracts.

However, it admitted that not all councils 
will have the skills or capacity to deliver full 
efficiency reviews, and that councils may be able 
to borrow from central government to pay for 
such costs.

The document said: “Sponsoring central 
government departments may…be willing to 
support early adopters by contributing to fund 
pilot contract reviews or through a short-term 
funding of review costs to be repaid from 
savings achieved allowing the support to be 
recycled to fund reviews by other organisations.”

According to a study carried out on behalf of 
the Department of Communities and Local 
Government and Treasury by Local Partnerships, 
the costs of hiring external support to carry 
out reviews could generally be repaid from the 
savings made within the first full year of the 
changes. 
 

More at 
www.room151.co.uk 
/funding

Money market fund delegation 
heads to Brussels
January 16: Michael Quicke, chief executive 
of CCLA, was part of a delegation to Brussels 
to discuss proposed reforms of the money 
market fund industry with the European 
Commission. Room151 asked him explain 
why he went and what was at stake.

“We run three constant net asset value 
money market funds (CNAV MMFs). 
Collectively, these have around 25,000 
charity and public sector investors with £1.7 
billion pounds collectively invested. 

“The funds provide an easy way for them 
to diversify their investments, which retain 
a constant value, and on which they reap 
a yield. Proposals before the European 
Parliament could have the unintended 
consequence of forcing these investors to 
abandon CNAVs (constant net asset value 
funds) and put all their cash into a single 
bank. 

“We are having meetings on 21 January with 
a variety of European officials and politicians 
to discuss the issue. We want to explain to 
them that the proposals as they stand could 
harm the security of public sector and charity 
investments.  

 
 
 

“The thrust of what we are saying is CNAV funds 
are very valuable to smaller institutions or 
charities and that the way in which the policies 
have been developed has been assuming they 
are only used by large institutions. It sounds 
like a discussion for anoraks but it is hugely 
important. 
 

Read the whole interview 
at: www.room151.co.uk/
category/interviews

We want to explain to 
them that the proposals 
as they stand could 
harm the security of 
public sector and 
charity investments

‘Knee-jerk’ 
reaction to Iceland 
needs rethink 

January 9: Councils need to shake off an overly 
risk-averse mindset they have adopted since the 
Icelandic banking collapse, according to leading 
local authority treasury figures. 

A debate at a finance conference organised by 
the Local Government Association this week 
heard that council approaches to investment are 
overly influenced by losses incurred during the 
credit crunch.

A number of speakers identified ways in which 
councils could maximise their returns, after being 
asked whether the mantra of putting security 
and liquidity before yield was becoming too 
restrictive.

Chris West, director of finance and legal services 
at Coventry City Council, said: “As we all know, 
there was a knee-jerk risk-aversion attitude 
adopted post-Iceland and we need to come out 
of that.

“Investment is a very risky environment anyway. 
We a need to have prudent, thought out, view of 
what we can do.” 
 

Read more at
www.room151.co.uk 
/category/investment

David Green Blog: Has 
Wales banned money  
market funds? 
Surely not, I hear you cry.  If the devolved government actually prevented 
local authorities from using one of the most secure and liquid investments 
available, then it would cause an outcry, wouldn’t it?  

Well, you’re right, there isn’t actually any regulation banning the use of 
money market funds in Wales but if you look a little closer, then arguably, 
they might as well have.

 

Money market funds (MMFs) are widely used for short-term investment  
by all sorts of public and private sector organisations, including hundreds 
of local authorities.  They are designed to put security first, then liquidity 
and finally yield, which means that they exactly meet the objectives of the 
official “Guidance on Local Government Investments” and the CIPFA Code 
of Practice. 

Because an investment in a MMF is achieved by purchasing shares in the 
fund, they come within the scope of the Capital Finance Regulations in 
England, Wales and Northern Ireland. These regulations class the purchase 
of shares as capital expenditure, and the selling of shares as generating a 
capital receipt.  The English regulations explicitly exclude shares in MMFs 
from these rules, while Northern Irish regulations do this indirectly.  But 
there is no such exemption in Wales. 

To read David Green’s article go to www.
room151.co.uk/category/investment/

December 11: Four finance managers at two councils have been 
disciplined by their professional body for financial mismanagement 
surrounding investments in Icelandic banks in the run up to the 2008 
credit crunch.

The disciplinary committee of the Chartered Institute of Public Finance 
and Accountancy has announced it has taken action has against three 
officers at North East Lincolnshire Council and one at at Bridgnorth 
District Council. Three reprimands were issued, while Alan Madin, the 
former executive director of corporate services, director of finance 
and section 151 officer at the former, was issued with a 12 month 
suspension order.

In a statement, CIPFA said: “In reaching its decision the committee 
took account of the fact that the case involved the investment of 
significant sums of public money with disregard for the unfolding 
events and that Mr Madin had an informal and outdated management 
style that did not enable him to exercise proper control.

“His conduct seriously undermined public confidence in both the 
profession at large and in him as a professional accountant. He failed 
in his duty as a section 151 officer, as a senior public official and as a 
member of the Institute.”

CIPFA disciplines officers  
for negligence over  
Icelandic investments

Read more at www.room151.co.uk/
category/151-news/

He failed in his duty as a section 151 
officer, as a senior public official  
and as a member of the institute

Big trouble in Great  
Yarmouth as statutory  
services become  
unaffordable 
February 13: Great Yarmouth Borough Council is set to consult on which 

services it could stop providing, after predicting that it will run out of 

money to cover its outgoings in 2015/16. A draft budget for the year 

2014/15 says that the council is set to run significant deficits for the three 

years up to 2016 which are likely to exhaust its £5.6m of reserve cash. 

The council will prepare a new medium-term financial strategy to set a new 

framework around service delivery, with a public consultation penciled in 

for summer 2014. The report said: “These projections are not sustainable 

even in the short-term. “The council will need to consider options for 

moving forward, which will include consideration of which services it can 

continue to deliver.” 

The Department for Communities and Local Government (DCLG) has 

reduced the authority’s grant to £7,023,364 for next year, a cut of 13.8 per 

cent. The council claims this will leave them with the largest proportional 

reduction in spending power of any council in the UK at 18.36 per cent. 

However, the council will be protected by a DCLG promise that no council 

will suffer a reduction in spending power of more than 6.9 per cent. 

Despite this, and a round of efficiency savings undertaken by the council, 

a spokesman said that the council would “be faced with tough choices to 

make in the next few years” in relation to service delivery. Dr Jonathan 

Carr-West, chief executive of LGiU, said: “The reality is that unless all 

parties can agree a radical future for council funding, everything from road 

sweeping to social care will be increasingly difficult to deliver.”

 

More at www.room151.co.uk/151-news/

Newcastle announces new director  
February 11: Newcastle City Council has announced the name of its new director of resources,  
taking over from Paul Woods who is leaving the council after more than 30 years service. Tony 
Kirkham, currently director of strategic finance at Nottingham City Council, is expected to take up  
his new job in April.

More at www.room151.co.uk/news
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Rethinking Governance 

Published by The Centre for Public Scrutiny

Date  January 2014

@  www.cfps.org.uk/publications

Good governance is more important than ever given the funding 
environment facing local authorities, according to The Centre for Public 
Scrutiny (CFPS). As councils change the way they deliver services, 
whether it be through new commissioning structures or pooling 
budgets or forming relationships with new external partners, the CFPS 
says, “local people need the confidence to know what decisions made 
in their name are high-quality, evidence  based and considered openly 
and accountably.”

This documents provides a toolkit for thinking through governance 
requirements and potential changes. The document provides a five-
step approach moving from planning and assessing a council’s existing 
position, design principles behind a governance system, meeting 
objectives, making changes and reviewing results.

“Many councils are making informal changes to their governance 
arrangements including tightening up existing processes, making 
sure that avenues exist for all members to get involved in the policy 
development process (for example, through overview and scrutiny) 
and putting in place consultation arrangements for particularly 
contentious decisions. “Some councils have decided to go a step 
further, and revisit their formal governance arrangements, looking at 
the different decision-making models available to them and taking 
steps to make a legal change to a different governance system,” says 
the document.

 
The Future Town Hall 

Published by Local Government Information Unit

Date  December 2013

@   www.lgiu.org.uk/wp-content/
uploads/2013/12/The-Future-Town-Hall- 
web.pdf

A raft of public figures from politics, the charity sector and local 

government gaze into their crystal balls to each write 300 words about 

the future of local government to mark 30 years since the founding 

of the Local Government Information Unit (LGIU). Contributers include 

MPs David Blunkett and Sir Andrew Stunell as well as CIPFA’s chief 

executive Rob Whiteman and Local Government Association chairman 

Sir Merrick Cockell.

MP Margaret Hodge, co-founder of the LGIU and current chairman of 

the Commons Public Accounts Committee, says: “As the private sector 

plays an increasing role in delivering public services, councils in urban 

areas where residents are hit hardest by private sector failings – from 

the private rental market to the Work Programme – will have to step in 

and expand their range of activity. This could mean by 2043 councils 

running employment agencies, estate agents and even community 

banks, to ensure their residents are not ripped off or left behind.”

 
Tough Times 2013: Council’s Response to 
Financial Challenges from 2010/11 to 2013/14 

Published by The Audit Commission

Date  November 2013

@   www.audit-commission.gov.uk/2013/11/
toughtimes2013/

 
 
A revealing insight from the Audit Commission on how councils are 
managing cuts in public funding. The commission concludes that 
local authorities have shown “a high degree of financial resilience 
over the last three years, despite a 20% reduction in funding from 
government and a number of other financial challenges.” However, 
the commission is clear that the funding future is “uncertain” and 
further change is necessary if councils are to continue meeting their 
statutory duties and the demands of tax payers.

The commission’s research revealed that 89 per cent of councils 
encountered “no significant difficulties” in delivering their agreed 
budget in 2012/13, compared with 88% the previous year. Most 
councils, 71%, “delivered their budgets without needing to take 
unplanned actions”. Two thirds (63%) added to their reserves, while 
one third (37%) reduced them. In aggregate, councils increased 
reserves by £0.9bn in 2012/13 (7%).

The three core strategies for making savings included cutting 
headcount, delivering services more efficiently and shrinking, or 
restructuring management teams.

 
Competitive Cities, Prosperous People:  
A Core Cities Prospectus for Growth 

Published by Core Cities

Date  November 2013

@   www.corecities.com/what-we-do/
publications

 
 
According to this document the eight core cities of England and their 
16 million inhabitants account for 27% of the country’s wealth. Big 
cities across the world usually outperform their national economies, 
but in Britain only London achieves that accolade. The paper argues 
that core cities need to be freed from “government restraints” if they 
are to perform better.

The paper proposes: “Cities could get better results if they had the 
power to make sure that national plans and spending reflected the 
wants and needs of their cities and their people. If they also had the 
freedom to join up plans for growing business and jobs with those for 
reducing reliance on public services, they could bring more people 
into work and reduce costs to the taxpayer.

“That’s why the core cities have joined with the Mayor of London and 
London’s councils in the ‘City Centred’ campaign, to call for greater 
local financial control, starting with the devolution of property taxes. 
The government has devolved control of funds to Scotland and 
announced that there will be a referendum on handing control of 
some taxes back to Wales. English cities are in a position where they 
have less freedom than cities in Scotland and Wales.”

The latest from think tanks and associations

 
Public Health Transformation Nine Months on: 
Bedding in and Reaching Out

Published by Local Government Association

Date  February 2014

@  www.local.gov.uk/publications

The latest publication to address the transfer of public health to local 
government last year, this paper delivers a number of case studies 
examining the results so far.

The main challenges identified by the Local Government Association 
(LGA) include “maintaining” a focus on public health while trying 
to find savings across council departments, and the impact of the 
recession on the poorest members in local areas. The LGA says some 
areas were “using parts of the public health grant to offset council 
savings and maintain services that contributed to public health 
outcomes.”

Key messages found in the case studies by the LGA include, 
among others:

•   Public health initiatives should be regarded as an investment in the 
social and economic wellbeing of the local area. 

•   Local authorities now have an opportunity to develop their identity 
as public health organisations, with corporate awareness of their 
health impact embedded at every level of the council: developing 
this identity needs an explicit strategy. 

•   Local government can influence health improvements at the 
national level by lobbying based on local knowledge.

The LGA concludes: “Those councils in the case studies universally 
expressed the view that public health had been enthusiastically 
welcomed by the politicians, managers and workers of the council 
who were keen to be involved in health improvement.”

 
Localising Support for Council Tax 

Published by DCLG

Date  February 2014

@  www.gov.uk/government/organisations

This guidance note sets out the government’s policy on protecting 
vulnerable groups while developing council tax reductions schemes. 
The spending review of 2010 announced support would be localised 
as of 2013-14. Localisation is intended to produce a 10% saving on 
forecast council tax benefit expenditure. This note sets out guidance 
for local authorities to help them ensure they take into account their 
duties in relation to vulnerable groups.

 
Fiscal Devolution to Cities and City Regions 

Published by County Councils Network

Date  January 2014

@  www.countycouncilsnetwork.org.uk/library

A submission to the House of Commons select committee for 
communities and local government, this paper argues there is “further 
scope for fiscal devolution in England, particularly in areas not already 
benefiting from government policy.”

The County Councils Network (CCN) says that fiscal devolution has 
been narrowly focused on core cities and city regions, and contains an 
“uncritical acceptance of the view that groups of authorities serving 
large urban areas are more suited to devolution than counties.”

CCN suggests there will be several negative impacts on areas not 
included in any new devolution arrangements and insists county 
councils should to be the primary accountable body for devolved 
funding within their boundaries. 

The paper says: “Although there has been welcomed progress, CCN 
believe that there is further scope for fiscal devolution in England, 
particularly in areas not already benefiting from City Deals.

“It is clear from our engagement with member councils involved 
in the Second Wave of City Deals that Deals were considerably less 
ambitious than those offered to the Core Cities in the First Wave, with 
significantly less powers, funding and flexibilities available to areas.  
As one CCN member council told us, ‘our City Deal is unfortunately 
rather devoid of any fiscal devolution measures’.”

Research & Publications

Public health reform, localising council tax support, fiscal 
devolution, governance and the future town hall 

To see your research or 
publications mentioned 
on these pages email: 
editor@room151.co.uk
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Auditing the account 

Published by The Audit Commission

Date  December 2013

@  www.audit-commission.gov.uk/

 
The “quality and timeliness” of financial reporting among local public 
bodies was ‘consistently strong”, according to the Audit Commission’s 
annual report looking at the stewardship of taxpayer’s money.

The Commission’s Controller of Audit, Marcine Waterman says: 
‘Bearing in mind that the overwhelming majority of councils and small 
bodies already met their financial reporting responsibilities, even 
this slight improvement for 2012/13 really has to be commended, 
especially given the continuing financial pressures on local public 
bodies.’

This report shows that 475 of 510 principal bodies, or 93%, met 
statutory publishing requirements and names bodies that failed to 
publish accounts by the due date as well councils who only managed 
to publish draft documents. It’s not all bad. The report makes special 
mention of 13 bodies that published their audited accounts early.

For the first time since the report was launched there were no parish 
of IDBs among those that failed to prepare and publish audited 
accounts for three consecutive years.

Waterman says: “‘We’ve published Auditing the Accounts for five 
years now, and during this period there has been a real improvement. 
Councils have made the greatest strides, moving from 85 per cent 
receiving an audit opinion by 30 September for their 2008/09 audits 
to 99 per cent this year. The figures reflect the effort that bodies have 
invested into getting this process right.”

 
Healthy Dialogues: 
Embedding Public Health in Local Government 

Published by The New Local Government Network

Date  December 2013

@   www.nlgn.org.uk/public/section/
publications/

 
 
Last year saw the responsibility for public health teams return to local 
government. The New Local Government Network (NLGN) finds that 
even as councils were preparing to transform the delivery of these 
services they were being “frustrated by inflexible ring-fenced budges 
and locked-in contracts with the private sector.” They are therefore 
finding it hard to “influence the public health agenda”.

The NLGN recommends successful change will need strong leadership 
with local authority cheif executives placing public health in their own 
portfolio while councils will need to find budgets for innovation and 
engage community groups in their design.

The report concludes; “If councils can implement these strategic 
recommendations successfully, the public health portfolio will have 
the potential to open up a whole new way of working for local 
authorities. Councils need to assess their public health outcomes and 
begin to feed these into their strategic priorities.”

Hannah Palmer

Email:  hannah.palmer@blackrock.com

Tel:  020 7743 3817

Address:  BlackRock, 12 Throgmorton Avenue,   
 London, EC2N 2DL

 
Summary of responses to consultation on proposals to 
establish the Combined Authorities 

Published by DCLG

Date  February 2014

@  www.gov.uk/government/publications/

The government has proposed the creation of a single West Yorkshire 
Combined Authority, a body bringing together Barnsley, Doncaster, 
Rotherham and Sheffield and another covering Halton, Knowsley, 
Liverpool, St Helens, Sefton and Wirral.

This document covers the responses to the consultation which ran 
through the end of last year. Each sought views on whether the 
combined authorities could improve the effictiveness and efficiency of 
transport, economic development and regeneration, and the economic 
conditions in each area. 

Local authorities also commented on the prospects for combined 
authorities to affect the identity and local communities in each area as 
well as how consolidated authorities might work with a local enterprise 
partnership to “ensure the private sector is hardwired into the 
leadership and decision making for the functional economic area.”

For the West Yorkshire authority the consultation saw considerable 
support for keeping the city of York outside the new arrangements.

For the new authority in Merseyside there was opposition to the new 
proposed new name with requests that it include “Liverpool”  so it 
could “capitalise and build upon Liverpool’s global brand.”

The other Yorkshire councils also rejected the proposed name for their 
new council - South Yorkshire Combined Authority - preferring instead 
Sheffield City Region Combined Authority, or a title including the names 
of all the existing councils. Nottinghamshire County Council made a 
case for delaying the launch of the new body. Some parish councils 
expressed concern that a new larger council would diminish their roles.

 

Making public sector procurement more accessible to SMEs

Published by London Councils

Date  December 2013

@   www.gov.uk/government/consultations/

The government has held a consultation on making the money 

councils spend on goods and services more accessible to SMEs and 

this paper forms the analysis of the responses.

Two thirds of respondents (65%) were in favour of making all 

contracts worth more than £10,000 on Contracts Finder while more 

than half (59%) backed a proposal that public bodies should publish 

data on their procurement spend with SMEs.

The consultation found that almost half of respondents (43%) were 

in favour of eliminating Pre-Qualificaton Questionnaires for potentials 

bidders  on contracts below the EU threshold (PQQs). 

Responses were receive from 155 organisations and proposed 

legislation was published on December 7.

Frederic Barthelemy

Email:  frederic.barthelemy@amundi.com  

Tel:  020 7074 9335 

Address:  Amundi, 41 Lothbury, London EC2R 7HF
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