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Fundamentals
Tension abounds. As I read through this issue’s array of writers, I can’t help 
sensing the strain that is ever-present in local government. But it’s not a simple 
dissension. In one corner, there is the demand to make savings – and we know 
how big those are. Gill Kilpatrick, treasurer at Lancashire County Council (page 
20) is explicit about the half billion in savings her council has to find. In another 
corner, the pressure to provide services and the fear that savings are now eating 
into provision. In yet another corner is the need to innovate, and in yet one more 
is the message that there needs to be fundamental change in local government. 
Eric Pickles, Peter Kellner (YouGov) and Mike Owen, president of CIPFA, all made 
the point during CIPFA’s conference in July (page 15).

If you want an example of innovation, you need go no further than loans local 
authorities are making (see our special focus pages 28-31). Or our three Talking 
Point writers (page 38). Indeed, Dave Kempson, of Luton Borough Council makes 
it plain. “We are all commissioning councils now,” he writes. But he points to 
the variety the word “commissioning” covers. Elsewhere, Guy Ware of Lambeth 
Council makes the point about his authority becoming a “co-operative” council – 
working with its citizens to focus on what should happen, not existing services. 
That’s interesting: and it sounds like fundamental change, change in which the 
relationship between local authority and residents is transformed. Is that what 
Pickles and others mean by “fundamental” change?

The question is a big one, because for all the declarations that fundamental 
change is required it’s hard to find a description of what it might look like. There 
are, however, many statements from the centre that it must happen, as if it were 
obvious we all know what it means. 

In local government, while there might be an acceptance of the need to 
change, the insistence from the centre, minus any idea what it means, can 
feel antagonistic. It was evident at the CIPFA conference in the reaction Pickles 
received from delegates. Highly capable local government officers believe they 
are being pushed along an unknown path rather than being led from the front. 
Indeed, the feeling that there is a leadership vacuum is palpable. This rankles. It 
wouldn’t be so bad if local government possessed all the power, perhaps retained 
their locally generated income. Control, however, remains at the centre. It can 
often feel like: “You do the heavy lifting, the centre will reap the benefits.”

That’s simplistic, I know. But it perhaps illustrates two things. Fundamental 
change may be required but central government may have to confront its own 
relationship with local government, just as much as local government has to 
do things differently. And be open about it. Secondly, local government could 
really do with some reassurance that there is leadership at the centre; that it 
understands them, and is on the same journey. That would go a long way.

Gavin Hinks

Editor’s Letter
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Current 
ISSUES

Fracking dues
Fracking may still face stern opposition but for 
some the issue is whether local communities 
will earn enough from the sale of shale gas.

July saw the government reveal it is to invite 
energy companies to apply for oil and gas 
licences following a consultation process that 
ran from December last year.

But the Local Government Association insisted 
the big issue in fracking is the earnings for 
communities from the sale of shale gas 
recovered in their areas. Industry has offered 
1%, but the LGA says it should be 10%.

Mike Jones, chairman of the LGA’s 
environment board, said: “The community 
in an area where any council approves the 
extraction of shale gas must not be short-
changed and should receive up to 10% 
of the revenue from sales to mitigate the 
adverse impacts of development and deliver 
significant community benefit. 

“Payment of all community benefits and 
revenues must also be mandatory, not 
voluntary, and enforceable by law.”

Simone Donaghy, 
director of finance 
and procurement 
at Nuneaton and 
Bedworth Borough 
Council
Q: What were the reasons for 
pooling rates?

A: All the district councils faced 
quite high levy rates because of 
their predicted business rate growth. 
This meant that they would have 
faced repaying about 50% of their 
growth from rates back to central 
government. However, because 
Warwickshire County Council only 

receives about 10% of the growth 
from business rates, it would be 
in line for a top-up payment from 
government. Pooling meant reducing 
the payments districts faced to about 
16% of growth. A pool only really 
works if you have high levy, lower 
tier authorities combining with top-
up counties.

Q: How is business rates growth 
distributed among the councils?

A: We drew up a memorandum of 
understanding which sees 25% of the 
growth going to the council where 
it was generated. Then another 25% 
goes to a safety net fund...The other 
50% is split between the councils in 
proportion to their spending baseline.

Devolution campaign
Property taxes remain a bone of contention 
between local government and Whitehall. And 
to prove it a campaign demanding devolution 
of powers over the money has just been 
launched by the country’s largest metropolitan 
areas. The end of July saw think tank and 
pressure group Core Cities launch its Local 
Voices campaign calling for more power over 
how their money is spent.

They are not alone. At the end of June the 
House of Commons local government select 
committee supported the devolution of powers 
to English regions, along similar lines to those in 
Wales and Scotland.

Clive Betts, chairman of the committee, issued 
a statement saying: “The public might well ask,  
when Scotland and Wales are being promised 
ever greater fiscal devolution, why not 
England?”

Core Cities wants their eight members to have 
the power to decide how to spend the income 
generated from property taxes. According to the 
group, the move could add an extra £222bn to 
the national economy by 2030, along with 1.3 

million jobs. “We can’t deliver on jobs, growth 
and financial self-sufficiency with our hands tied 
behind our backs by Whitehall,” says Jon Collins, 
leader of Nottingham City Council and the Core 
Cities cabinet member for business and growth. 
“Our overly centralised system is no longer it for 
purpose, and though growth deals are a step 
forward, the current annual negotiation process 
won’t solve the problem.”

“The LGA does not believe there is a good 
case for across the board imposition of  

pure passive management.” 
Local Government Association 

- Read John Harrison on LGPS, page 12 

mini The Local Government Association issued 
its estimate of the funding gap for local 
government. By 2019/20 the LGA concluded 
the gap would be £14.4bn. The then LGA 
chairman Sir Merrick Cockell said: “We are in 
danger of losing entirely some services, with 
significant reductions right across the board. 
This is a false economy which threatens to 
shunt additional costs onto the reactive parts 
of the public sector, particularly our hospitals, 
prisons and welfare system.”

NET EXPENDITURE ESTIMATE £58BN

FUNDING £43.6BN

Sheffield, a Core 
Cities member
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Ian O’Donnell

CIPFA issued its statement on 
the role of the chief financial 
officer in 2009. Since then 
the world has changed. 
Unprecedented budget pressure 
coupled with an ambitious 
government agenda has 
made innovation and indeed 
evolution inevitable. Council 
CFOs are exploiting a range 
of exciting new possibilities: 
social enterprise vehicles, e.g. 
trusts, mutuals, community 
interest companies; other 
special purpose vehicles 
and joint ventures; and new 
funding options, e.g. bonds, 
tax increment financing, asset 
backed partnerships, securities 
based borrowing; and social 
impact bonds.

These opportunities present 
challenging questions. Take, for 
example, the establishment 
of a council-owned company. 
What legal powers are being 
exercised? Who will be on the 
board and what conflicts of 
interest might they face? How 
will the company be funded? 
Are there state aid implications? 
What are the tax issues? Who 
will do the day-to-day financial 
management?

CFOs in the vanguard of change 
do not wish to find themselves 
blocking innovative ways of 
driving value and improved 
outcomes, and so are finding 
solutions that are keeping them 
in the driving seat in terms 
of stewardship and financial 
management. CIPFA’s review 
of the guidance is timely and, 
in strengthening the position of 
CFOs breaking this new ground, 
will be welcomed.

NEWS 
Review

JVs HELP DRIVE 
REVIEW OF  
CFO ROLE
Are local authority finance chiefs in danger of 
inadvertently running into conflicts of interest? 
CIPFA believes it’s a possibility, and that’s why 
the institute has just launched a consultation.

The news came during a workshop event at 
CIPFA’s annual conference in July. According 
to Alison Scott, CIPFA’s assistant director for 
policy and technical, the review is driven by 
the popularity among local authorities for 
setting up third-party bodies as joint ventures 
with outside organisations for the delivery 
of projects or services. CFOs frequently find 
themselves as directors of such JVs, as well as 
stand-alone wholly-owned organisations.

But is it the right thing for CFOs to be 
involved? It’s a question open to examination, 
according to Scott.

“CFOs setting up third-party organisations 
have often got involved without thinking 
about the consequences. It is very easy when 
setting up a new trust to get involved without 
thinking: ‘Do I have a conflict of interests?’

“If money is being spent with a third party 
then they cannot be expected to perform the 
same role,” said Scott.

CFOs now have a higher status in local 
authorities, thanks to austerity, a factor that 
is also driving questions about governance. 
Scott said some councils have indeed decided 
to keep their CFOs at some distance from 
new corporate bodies, while a director or 
head of finance has taken roles closer to joint 
ventures. The upcoming consultation aims 
to provide revised guidance after seeking to 
identify the key governance issues affecting 
senior finance professionals.

Trevor Castledine

As soon as someone is asked 
to serve two masters, the 
potential for conflict arises. The 
private sector has been used 
to this for some time and has 
an extensive set of protocols to 
manage such situations. 

The public sector is behind the 
game and, worse, officers also 
run the risk that the press will 
seize on any perceived problem 
with the benefit of 20:20 
hindsight.

With the correct governance 
framework in place, there 
should be no problem with 
CFOs playing roles on the 
boards of other entities, but I 
think that the need for strong 
independent chairmen and 
non-exec members of those 
boards has perhaps sometimes 
been overlooked.

Stephen Fitzgerald

CIPFA should be applauded for 
revising the guidance. While 
the original document is of 
considerable merit and I have 
referred to it on a number of 
occasions in my own working 
life, the world has moved on 
since its original publication and 
it seems, with the challenges 
of austerity, that this needs 
to be reviewed, to see what 
improvements can be made. 
With the trend to develop 
creative methods of service 
delivery there is pressure 
for s151 officers to become 
involved in complex entities 
for provision of public services. 
Personally, as someone who 
favours simplicity in the 
business models that we use – I 
am not always convinced of the 
merits of these mechanisms 

to the taxpayer. So it is right 
that CIPFA look at this and 
endeavours to provide more 
guidance on how CFOs should 
approach this area in the future. 
However, this is not the biggest 
problem finance directors face. 
Alison Scott of CIPFA is quoted 
on Room151.co.uk as having 
said, “the role of the CFO now 
has a higher status than when 
the original guidance was 
produced due to the need of 
councils to deal with austerity”. 
I do wonder how many 
treasurers would agree with 
this. I referred to the challenges 
to the role of the treasurer in 
issue 3 of Room151. Sometimes 
it appears that – due to the 
pressure of the financial 
situation – CFOs are loaded 
with more responsibility but 
are not always supported by 
the organisation in the exercise 
of those duties. The revision 
of the guidance provides the 
opportunity to look at these 
issues and to see what support 
can be provided. I am sure 
that CIPFA will consult widely 
with the CFO community when 
preparing the new guidance. It 
will be interesting to see what 
responses they get.

Ian O’Donnell is executive 
director of corporate resources 
at Ealing Council.

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

Stephen Fitzgerald is a 
management and financial 
consultant working in the local 
authority sector.

Meet the panel

Alison Scott
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Ian O’Donnell

The MPC is cognisant of the 
need to transition out of the 
current emergency rate level 
without derailing the fragile 
recovery, so nothing is certain. 

Treasurers have been balancing 
the books by replacing the fall 
in investment income with the 
savings achieved by deferring 
borrowing. This has so far 
paid off. However, 
those cash-backed 
reserves deployed to 
internal borrowing 
will soon be required 
and authorities 
must manage their 
interest rate exposure. 
LOBO loan holders 
must consider how 
embedded options 
will play out in a rising 
rate environment. 
A flexible and 
pragmatic approach 
is the solution. A 
combination of 
maintaining some internal 
borrowing, locking in shorter, 
medium and long-term fixed 
term PWLB and variable rate 
borrowing. 

Self-financing may offer 
up some opportunity for 
authorities to lend, restructure 
or transfer PWLB debt across 
the HRA and general fund 
pools. However, PWLB and HM 
Treasury can improve flexibility 
by reconsidering the recent 
proposal to allow a secondary 
market for PWLB debt. 

Trevor Castledine

Call me old fashioned, but 
managing the possibility 
(certainty) of interest rate 
changes is just part of any 

NEWS 
Review

INTEREST RATES

Interest rates, and when they will rise from 
their current historic low, is one of the most 
debated topics in treasury management. 
With inflation jumping to 1.9% (close to the 
Bank of England’s 2% ceiling) house prices 
booming, unemployment falling and the 
economy set to grow 3% this year, there is 
now enormous pressure for a rise in rates. 

Some local authorities are already moving to 
ameliorate the risk. In this issue, Lancashire 
County Council reveals its own bond issuance, 
a move driven by an expected rise in rates. 
A recent treasury roundtable hosted by 
Room151 heard treasury departments were 
keeping a close watch with rates figuring 
heavily in risk discussions.

Though recent economic data has placed a 
renewed focus on action needed to manage 
interest rate risk, there are those that counsel 
that even if they are on the rise, there 
remains an argument for keeping money in 
short-term debt.

Writing on Room151.co.uk David Blake, client 
director with Arlingclose, lists five reasons 
to maintain easy access to money, including 
preferential funding margins, the need for 
flexibility, the demands of the cash flow 
cycle, liquidity hedging and interest rate 
expectations.

“With the cost of borrowing on the rise,many 
treasury managers will be considering 
their interest rate exposure and monitoring 
opportunities to lock in fixed-rate debt. 

“However, there is still a strong argument 
for maintaining a reasonable proportion 
of variable rate or temporary funding in 
the portfolio, even in a rising interest rate 
environment,” writes Blake.

That said many commentators believe the 
economy remains unbalanced. Martin Wolf, 
writing in the Financial Times, says growth 
prospects are poor. An observation that may 
dissuade Mark Carney from moving early.

Review panel

competent treasury manager’s 
job. The challenge today is no 
more than the challenge five or 
ten years ago. 

Rates are what they are, as  
are market expectations of 
future rates. Tomorrow,  
those rates and expectations 
will be different. 

On any day, one can find 
a prediction, supported by 

detailed analysis, that rates 
will go up; and an equally 
compelling argument that they 
will go down. My approach 
would be exactly the same, 
therefore: ignore hype and 
predictions of the future. Turn 
off the news and consider 
the risks that you might be 
exposed to. Fund based on 
the nature of cashflows that 
are coming in to service debt. 
Preserve flexibility as much 
as possible. Don’t even think 
about “calling the market”.

Stephen Fitzgerald

The MPC is cautious on rates 
and any change is likely to 
be limited and gradual. Is this 
the biggest challenge facing 

finance teams? Probably not. 
However, we all know the 
significant contribution good 
treasury management can have 
on the health of finances. 

There may be frustration about 
the uncertainty but one of the 
reasons we have the MPC is 
to ensure the de-politicisation 
of fiscal decision-making and 
to enable the appropriate 

reaction in the light 
of macro-economic 
circumstances, so 
by its nature it is 
uncertain. On balance 
local authorities can 
expose themselves to 
a degree of variable 
rate debt providing 
they monitor the 
markets and move 
swiftly should the 
situation change. 

Local authorities 
should look at a 
balanced combination 

of longer-term fixed-maturity 
loans, medium-term equal 
instalment of principal loans 
(currently cheaper than longer 
term fixed), longer-term 
PWLB variable loans which 
have the option to be fixed at 
short notice, and variable-rate 
investments to take advantage 
of increasing interest rates, 
mainly through the use of  
call accounts and money 
market funds. 

Professional advice is important 
,and engagement with council 
members (so they understand 
how risk is being managed) is 
also desirable, to ensure shared 
ownership of the approach.

Mark Carney
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Ian O’Donnell

In many parts of the country 
there is a desperate shortage 
of social housing. This is often 
coupled with existing housing 
stock that is dilapidated, poorly 
designed and blighted by crime 
and anti-social behaviour. 

Estate regeneration that 
intensifies usage, mixes tenure 
types, does not stigmatise 
social tenants with inferior build 
quality, and provides safe and 
attractive communal spaces has 
been viewed as the solution. 
However, recent experience 
tells us that this in itself will 
not be enough to solve the 
problems on our estates, and 
many directors of housing are 
now thinking holistically about 
the lives and opportunities of 
their tenants. 

This is to be encouraged. 
The social housing system 
has failed many of its users 
by exposing them to sub-
standard conditions, dangerous 
neighbours, and isolating them 
from access to transport and 
jobs. It is time to stop being a 
mere landlord and to intervene 
in a more positive way by 
providing such things as play 
facilities, youth activities, access 
to training and good transport. 
If the legislation governing 
the HRA prevents the tenants’ 
money being spent upon such 
things, it is time to change it. 

Trevor Castledine

I obviously can’t comment on 
individual cases; and no one 
is perfect. It’s easy to say that 
the rules need changing, but 
the case for that needs to be 
built carefully. Following on 
from my earlier observations, 

NEWS 
Review

HOUSING REVENUE 
ACCOUNT
Fifteen councils have received a boost to their 
house building plans. But do housing revenue 
accounts (HRAs) need more regulation?

Former housing minister Kris Hopkins 
announced in July that £60m in borrowing 
would be permitted for 15 councils barely a 
month after trade publication Inside Housing 
published research that HRAs were being 
“systematically” raided for money to be 
spent on the general fund. The claims have 
prompted debate on whether HRAs require 
tighter controls.

The claims are made more pressing because 
the last Budget promised £300m of borrowing 
in total for housing development. £240m 
remains available to bid for. Reports last year 
claimed money from HRAs around the country 
had been diverted to pay for items as diverse 
as street lighting, waste bins, libraries and 
youth clubs. A representative from CIPFA has 
said the evidence suggested “danger” for 
council housing in the UK.

Treasury advisers Arlingclose wrote on its 
website: “The evidence put forward... could 
suggest that councils need to be made 
more aware of HRA and its role in relation to 
recharges and other finances.” They added: 
“Regardless of what happens to HRA and 
the councils that may have misused it, it 
is clear that something must be done to 
address the financial situation of the UK’s local 
authorities.”

Inside Housing has since reported that DCLG 
is to review the HRA rules. In 2012 the HRA 
subsidy was ended allowing councils to 
keep the revenues from council housing 
but imposed a cap on how much borrowing 
against HRAs could take place. The £60m is 
intended to produce 1,000 new affordable 
homes. The £300m over the next two years 
should produce 10,000 homes, according to a 
statement from DCLG.

it’s vital that local authorities 
demonstrate the highest 
standards of budgeting, 
planning and financial control 
if they are to have any 
argument for being given 
more autonomy in the future. 
It’s a difficult line to tread 
when our political masters, 
both local and central, have 
a particular vision to achieve, 
but ensuring that visions are 
realised effectively must be in 
everyone’s interests. A little 
more time in the planning and 
a little (sometimes, apparently, 

a lot) more diligence and 
control in the execution must 
be imposed, and officers have 
to demonstrate fine judgement 
and sometimes a bit of bravery 
to ensure that the correct 
amount of challenge is applied. 
Do things right first, then ask for 
what you want.

Stephen Fitzgerald

When self-financing for councils 
who retain their housing (HRA) 
stock was introduced in 2012, 
it came with certain freedoms. 
However, the government 
safeguarded its position by 
imposing a borrowing limit for 
each of these councils. Since 
then councils have argued that 
there is scope, called head 
room, to have these limits 
increased. For this reason and 
to safeguard their position, they 

have produced 30-year business 
plans to show that their HRA 
activities are fundable. The 
government has recently 
announced that it has allowed 
15 councils to increase their 
borrowing and hence spend 
more on affordable housing. 
This has had to be justified by 
business plans.

It is also true that although 
there is a ring fence between 
the general fund and the HRA, 
the solidity of that ring fence 
has been under question. I 
do think the principle of the 
ring fence is a laudable one, I 
believe that it is desirable to 
limit intentional cross subsidy 
between the HRA and the 
general fund, not least because 
it would seem wrong that the 
taxpayer should be supporting 
the revenue costs of local 
authority housing when most 
citizens have little possibility of 
accessing the benefit. Looking 
in the other direction of the use 
of funds, given we appear to 
have a shortage of affordable 
housing, it would seem to make 
sense to ensure that the funds 
that are available are used to 
manage and enhance the stock 
that we have rather than use it 
for non- relevant activities.

I am inclined to the view that 
chief financial officers can 
be trusted to interpret the 
current guidance in a way 
that is reasonable in both the 
management of the general 
fund and the HRA. However, 
we must be conscious that the 
legislation is now 25 years old, 
and the details of the ring fence 
and how they are working is an 
area that justifies review. 

Review panel
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Ian O’Donnell

The government has recently 
announced the first £6bn of 
local projects to be funded 
through 39 Growth Deals. 
This is the first tranche of 
plans for £12bn of investment 
to be channelled through 
Local Enterprise Partnerships, 
transferring decision 
making from central to 
local government and local 
businesses. In London, the fund 
is aligned with the GLA and 
although early in the process, 
experience at Ealing Council is 
positive. Up-front investment 
will enable Ealing to facilitate 
the earlier regeneration of 
Southall, bringing forward 
some major infrastructure 
improvements that would 
otherwise be dependent on 
planning obligations that 
are likely to be several years 
away. Whilst this investment 
is welcome, it is not without 
its issues, such as agreeing 
who owns the risks and 
what appears to be over-
bureaucratic monitoring. 
The investment through the 
London Growth Fund is not 
permanent additional funding 
as it will ultimately be recycled 
once planning obligations 
are triggered. However, the 
principle of bringing forward 
infrastructure regeneration by 
means of this facility definitely 
benefits the local community. 

Trevor Castledine

Local authorities collect way 
more tax revenue than they 
get to spend; so any initiative 
that moves cash back to local 
hands for spending decisions, 
returning funds to benefit more 
directly those who have paid 
their taxes, must be a step in 
the right direction. It’s notable 

NEWS 
Review

£6BN OF GROWTH 
DEALS UNVEILED
From Berkshire to the Black Country, 
the government’s Growth Deals made 
news across the country. Unveiled at the 
beginning of July, the deals see £6bn worth 
of investment going to Local Enterprise 
Partnerships (LEPs) for regional  
development projects.

This is the first tranche to cover investment 
up to the end of 2016 and includes money 
for rail projects, road tunnels, skills and 
training programmes, education, HS2 related 
development, advice for SMEs and broadband 
networks, among others. A further minimum 
investment of £6bn is planned for the period 
from 2016 to 2021 bringing the total project 
to £12bn. The news comes after each of the 
39 LEPs were asked to submit plans by March 
of this year.

David Cameron said the deals would counter 
London’s economic dominance while Nick 
Clegg claimed they would help end over 
reliance on banks and the City for funding. 
Lord Heseltine described the deals as a giant 
step in rebalancing the economy.

Meanwhile not all analysis of the deals 
was rosy. David Marlow, a development 
economist, blogged that a reading of  
the deals showed that only £3.3bn of  
the headline investment figure was  
definite. Substantial sums in the plans  
remain “provisional”.

Simon Hooton at the economics consultancy 
Regeneris suggested the figures represented 
a “drop in the ocean in the face of the  
huge growth forces being experienced in the 
South East.” 

That said, University of Birmingham 
economist Patrick Willcocks noted the figures, 
examined as per capita spending, reveal a 
shift from London which received £29 per 
head while the West of England scored £199 
and the Leeds City region £194.

Review panel

that the actual decision stays 
central, however, with local 
authorities having to submit 
bids for a rather limited pot. 
It would be interesting to see 
the tables turned, with the 
default setting being that 
tax collecting authorities had 
to judge a submission from 
central government before 
sending revenues back to 
the treasury! Fantasies aside, 
I think that more can be 
done in funding the regions, 
and I can see the argument 
that important budgetary 
planning disciplines are being 
engendered by the current 
process. I hope therefore that 
this is just the start, and that 
recipients of these funds use 
them effectively, strengthening 
the argument for more local 
autonomy, and larger budgets 
in the future.

Stephen Fitzgerald

I was part of a team that did 
some work for the National 
Audit Office on this topic which 
led to a report published in 
2013. The conclusion was that it 
has not yet been demonstrated 
that Local Enterprise 
Partnerships, Enterprise Zones 
and City Deals, and funding 
mechanisms for supporting 
local economic growth, such as 
the Regional Growth Fund, are 
capable of delivering value for 
money.

We found that the Enterprise 
Zones and the Regional 
Growth Fund have also been 
slow to create jobs and face a 
significant challenge to produce 
the number of jobs expected. 
The estimate of jobs to be 
created by Enterprise Zones by 
2015 has dropped from 54,000 
to between 6,000 and 18,000.

At that time, the government 
did not have an identifiable 
plan to measure outcomes 
or evaluate performance 
comparably across the range 
of different local growth 
programmes. Departments 
could therefore not show 
value for money across the 
programme of local growth 
initiatives or be sure about 
where to direct their resources 
to achieve the most impact. 
It seems central government 
needed to ensure that 
sufficient capacity is in place 
both centrally and locally to 
oversee initiatives and that 
accountability is clear.

Reflecting further - having 
established Local Enterprise 
Partnerships in which local 
government is involved the 
government needs to give 
them a significant degree of 
financial decision making. 
Otherwise they might just as 
well scrap all the governance 
and bureaucracy and run it from 
Whitehall! 

Additionally, there is an issue of 
materiality. I am not convinced 
that some of the smaller 
schemes have a material 
impact on the economic 
wellbeing of country as a 
whole or local areas within it. 
However, I believe that there is 
compelling evidence that large 
infrastructure schemes such 
as Docklands redevelopment, 
high speed rail and the 
channel tunnel can have a 
tangible effect on the future 
of the country. So in this area I 
suggest that we need to think 
big and strategic if we really 
want to contribute to wholesale 
economic growth – which is,  
I believe, what Lord Heseltine  
is telling us!
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Throughout late 2008 and early 2009 when the 
global credit crisis was at its most severe, central 
banks from many of the world’s developed 
countries embarked on cutting interest rates to 
unprecedented low levels in the effort to ease 
the troubled financial markets. This low interest 
rate environment, combined with the dramatic 
flight-to-quality of investors looking for safety of 
principle, drove yields on traditional AAA-rated 
liquidity funds to historically depressed levels 
which continue to this day. Yields on short-term 
investment options, such as bank deposits and 
repurchase agreements, have come under 
additional downward pressure as a result of 
structural changes to the banking market such 
as the gradual implementation of BASEL III 
requirements and the flood of additional cheap 
liquidity via extraordinary financing operations by 
central banks.

Despite low yields, the safety of principal and 
high degree of liquidity offered by AAA-rated 
liquidity funds mean they remain an excellent 
option for investors’ most liquid cash balances.  
However, as short-term fixed income markets 
continue to improve many investors are now 
asking whether additional returns are possible 
from the investment of cash balances with a 
longer investment horizon and higher tolerance 
for volatility.

Although higher yielding ‘Enhanced Cash’ or 
‘Cash Plus’ investment options have made a 
reappearance in the past 4-5 years in response 
to investor demand, the industry has made 
significant progress in redesigning the funds 
with the aim to avoid some of the difficulties 
experienced during the credit crisis. These include 
a better understanding of liquidity risk and in 
particular the avoidance of securities which have 
the ability to extend in maturity at the exact 
time you don’t want them to, for example some 
mortgage-backed securities. 

The reduction of credit risk using derivative 
hedging techniques has also fallen in popularity 
amongst managers as it was made very clear 
that differences in liquidity between hedges and 
the underlying securities can become difficult to 
manage in times of market stress. 

 
With yields at 
historical lows 
it’s important 
that holders of 
cash do not pay 
for unnecessary 
liquidity

With yields as low as they currently are, it has 

never been more important that holders of 

cash are not paying for liquidity that they don’t 

need. The desire for additional yield can be even 

more intensified in currencies, such as the Euro, 

where overnight investment options might only 

be available with a negative yield but cash plus 

yields are positive.

The identification of balances which can afford 

a longer investment horizon can be achieved 

through segmentation, or tranching, of cash. 

Each of these tranches can still retain the 

primary objective of principal protection, but this 

objective is viewed over progressively longer 

horizons, e.g. tranche 1 will aim to preserve 

principal over one day, tranche 2 over three 

months, etc. This optimisation of yield versus 

liquidity will ensure that additional returns are 

achieved while all expected and unexpected cash 

needs are still met.

For more information please contact your client 

adviser or visit

www.jpmgloballiquidity.com

Jason Straker 
Jason Straker is Client Portfolio Manager  
in Global Fixed Income and Liquidity at 
J.P.Morgan Asset Management

Trading excess liquidity  

for additional yield
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GROWTH OF THE SHORT TERM BOND FUND  
MARKET (GBP BILLION)
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Social impact bonds (SIBs) are a rather special 
type of investment vehicle, where the money 
borrowed is used to improve social outcomes 
and make a measurable future saving for the 
public sector. Currently few and far between, 
they rely on funds provided by the Cabinet 
Office and Big Lottery, and have the potential to 
be very useful indeed to the public sector. They 
tend to be used as an invest-to-save vehicle in 
the areas of prevention and early intervention, 
which have traditionally been difficult to fund. 
Investors provide external funding to cover 
the initial cost of a project but receive a return 
only if pre-agreed and measurable outcomes 
are achieved. The major intermediary for 
these vehicles is Social Finance UK which has 
considerable expertise in making SIBs a success. 
Their definition is: “Social impact bonds are 
based on a commitment from government 
to use a proportion of the savings that result 
from improved social outcomes to reward 
non-government investors that fund the early 
intervention activities.”
There are several main sources of funding 
available to help SIBs work. The main ones are:

Social Outcomes Fund Launched by the 
Cabinet Office, this £20m fund deals with 
the task of aggregating benefits and savings 
accruing across spending in central and local 
government. It will fund SIBs that lead to 
innovative approaches to public services 
addressing complex issues using outcome 
based commissioning. 
Commissioning Better Outcomes A Big 
Lottery fund of £40m to enable more people, 
particularly those most in need, to lead 
fulfilling lives, in enriching places and as part 
of successful communities.  
Innovation Fund Run by DWP. 
Mutuals Support Programme A £10m fund 
to provide professional support to mutuals. 

The first social impact bond was announced 
in 2010 by Jack Straw to finance prisoner 
rehabilitation programme at Peterborough 
Prison. Social Finance raised £5m from 17 
private social investors to enable a programme 
of work with 3,000 male short-sentence inmates 
leaving prison. The private investors were 
charitable trusts and foundations, many working 
in the criminal justice system. Experienced social 
care charities are used to give intensive support 
to prisoners both inside prison and on release 
to help them resettle in the community. The 
target is a 10% reduction in re-offending in each 

 

Social impact 
bonds have 
great potential 
but represent 
a challenge for 
accountants

Bonds with  
impact

cohort of 1,000 prisoners. If this is not achieved 
then the three cohorts will be evaluated 
together. If there is a reduction in re-offending 
of 7.5% over all 3,000 prisoners, investors 
will be paid an agreed fixed sum per reduced 
reconviction. Social Finance indicated that if the 
target is achieved then investors could expect 
the equivalent of an annual internal rate of 
return of around 7.5%. The maximum return, if 
all targets were met, is 13%.

The first local authority SIB was Essex County 
Council in November 2012 for support and 
improvement of outcomes for vulnerable 
adolescents at risk, providing support to enable 
them to stay at home rather than enter care. 
The money funds a five-month intervention 
programme equipping families to manage crisis 
situations. The key measure is the saving in 
care placement days benchmarked against a 
historical comparison group. It also attempts to 
measure broad improvement in broader social 
outcomes such as school attendance, offending 
and emotional wellbeing.

A number of other schemes have been 
announced, with one in London tackling 
homelessness, and one in Manchester linked 
to fostercare. Worcestershire County Council is 
running a programme to reduce social isolation 
and loneliness among the elderly, with payment 
only made if there are significant increases 
in value to individuals and commissioners. It 
requires cost saving and quality adjusted life-
year gains if loneliness declines. There could 
be improvements in mental health, mobility, 
and delays in onset of dementia together with 
a direct reduction in the use of residential and 
primary care, and accident and emergency.

Getting measurable outcomes capable of having 
monetary values attached to them can be a 
considerable challenge. The Cabinet Office is 
supporting this initiative. It offers support by 
building a repository of expert information and 
guidance on developing SIBs; making available 
tools to enable SIBs to be developed easily 
and cost effectively; providing funding for a 
portion of outcome payments; showcasing SIBs, 
stimulating and sharing the latest thinking, 
research and media coverage. It is a very 
interesting development in the area of invest to 
save and means that greater attention is given 
to prevention. It also presents a considerable 
challenge for accountants in coming up with 
proper measurable outcomes.

Richard Harbord
Richard Harbord is chief executive  
of Boston Borough Council

@richardharbord 
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South Oxfordshire (South) and Vale of White 
Horse (Vale) district councils are well versed in 
the practice of outsourcing services. We haven’t 
taken the big leap that some of our colleagues 
have towards being a fully commissioning 
council but, looking at the numbers, we’re 
currently about half way there. Half of 
everything we do is contracted out to the  
private sector. The largest white collar contract 
we have (for financial services) is shortly coming 
to the end of its 10-year life and we’ve taken 
the opportunity to reflect on the various service 
delivery models that are taking root in local 
authority. We’re embarking on an exciting and 
innovative new strategy.

“What we’ve learned 
from our arrangement 
with Capita, who run 
our current financial 
services contract and 
manage much of the 
work offsite in Coventry, 
Carlisle and Mendip, is 
that you don’t need to do 
work locally in order to 
deliver quality services in 
your district.”

Rather than just re-tender our current outsourcing 
arrangement, which largely covers revenue 
and benefits along with some other facets of 
our financial services, we’ve decided to explore 
extending the deal in two ways. Firstly, we’re 
considering adding in a whole host of other 
services which, if you exclude planning, will 
account for about 80% of all council business. 

Forming a group of 
local authorities to 
outsource services 
should produce a 
better price from 
bidders 

Growing together

Subject to political decisions in the autumn, 
accountancy, HR, IT, procurement, facilities 
management, engineering and car parks are 
all going to be market tested and, if the market 
demonstrates better value for money service 
delivery, we’ll recommend outsourcing them. 
For South and Vale, this would represent a £9m 
annual outsourcing contract (NB: each council  
has an annual sum to be financed of 
approximately £12m). 

Secondly, and perhaps more unusually, we’re 
speaking to three other district councils in the 
south of England who will potentially join us in 
the deal and jointly procure the same outsourced 
services. While we’re not in a position yet to say 
who we hope our future partners will be, what 
I can say is that we haven’t been constrained by 
the mantra of “nearest neighbours” or anything 
else equally unhelpful. 

What we’ve learned from our arrangement with 
Capita, who run our current financial services 
contract and manage much of the work offsite in 
Coventry, Carlisle and Mendip, is that you don’t 
need to work locally in order to deliver quality 
services in your district. Similarly, if groups of 
clients (i.e. councils) are coming together to 
achieve economies of scale through a large joint 
procurement initiative, there’s no reason why 
they all need to be next door to each other. 
Actually, the fact that they all have histories of 
outsourcing is much more important to us than 
where they are on the map. 

It’s early days, and all four of us (or five if you 
count South and Vale as two separate councils) 
need a political mandate to make this a reality; 
but the benefits, as far as many of the officers 
involved are concerned, are clear. 

One of the councils involved in these discussions 
is smaller than South and Vale, and its primary 
concern is that if it goes to the market to renew 
a current contract alone, the only interest they 
may receive will be from the incumbent provider; 
who, assuming they get wind of the dearth of 
competition (and they usually do), will probably 
price the renewal accordingly. 

Steve Bishop 
Steve Bishop is strategic director for  
South Oxfordshire and Vale of White  
Horse District Councils
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It’s an often unreported aspect of council 
procurement: we are always hearing about 
the council who spent too much but you don’t 
often hear about the council who was had over 
a barrel because the only provider interested in 
the business knew they had the contract sewn 
up. Coming to the market as a group of five will 
give us the clout to attract a greater number 
of more serious suitors who will like the size 
of the contract but won’t be all-powerful at 
the negotiating table. Providers would much 
rather have five small contracts than one big 
one because they understand that some of the 
savings have to be passed back to us (‘divide and 
conquer’) – but it’s not a piece of business you 
can afford to pass over lightly. 

Our situation as five separate procuring agents 
would actually also put us in competition with 
each other to secure the services of the best 
provider. As a group, we stand a good chance  
of all working with a top provider and saving  
on costs. 

Conservatively, we think we stand to save 
around £0.5m per annum across the five 
councils, if we get agreement on outsourcing  
all the services we think could be managed 
more efficiently elsewhere.

The challenges to getting this off the ground  
are by no means straightforward though. 

Firstly, in order to qualify for some of the 
government’s Transformation Challenge Awards 
pot for 2014/15 we’ve had to demonstrate 
an in-year saving. Clearly, savings from the 

procurement itself won’t kick in until some point 
after we’ve done the deal so we couldn’t apply 
for funding based on the central rationale for 
the contract. Instead what we’ve been able to 
do is build a case for jointly procuring consulting 
services to help with the overall business case 
and contract. Since all of the councils involved 
had earmarked consultant spending this year, 
we’ve been able to demonstrate the in-year 
saving we needed, which - as a double  
whammy - also unlocks the £5m procurement 
saving down the line. Something which should 
appeal to the government. 

“What we’ve been able 
to do is build a case 
for jointly procuring 
consulting services to 
help with the overall 
business case and 
contract.”

Secondly, the market testing I mentioned is 
essentially a process of going to our different 
service areas and asking them to embrace this 
opportunity to test their own in-house service 
value for money against the market. That’s not 
going to be easy and any transformation of this 
kind is bound to ruffle feathers even though 

we’re unlikely to see any net job losses.  
I’m pretty sure the directors of the councils 
involved are all swayed by the overwhelming 
financial benefits of the plan but our politicians, 
who aren’t opposed philosophically to 
outsourcing, may take more persuading that 
they’re not ceding sovereignty. South and Vale 
have taken the lead on the project so far, given 
our earlier contract expiry deadline, with the 
blessing of officers at the other three councils. 
But will politicians from all of the districts 
continue to see this purely in commercial terms?

Lastly, we’ve also had to come up with a plan for 
the associated client-side services across all the 
councils that will remain in house - the finance 
team here at South and Vale who are responsible 
for managing the contract, for example. What 
we’re considering is merging these services 
into a joint client side. So it won’t just be the 
outsourced services that are affected by the 
work. The joint client-side team may need to 
be located somewhere in only one of the five 
councils, or we could be looking at a virtual team 
spread over the five, but five times as resilient as 
any single team. So, when you consider the staff 
that will be TUPE transferred to the contractor 
and the in-house merged client side staff 
who may have to move, that’s a lot of human 
resource challenges and headaches to overcome. 

It’s an exciting and difficult time in local 
government and if we are to make the necessary 
savings to see us through a period of severe 
funding cuts, these challenges are precisely  
the ones we’re going to have to take on.
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John Harrison 
John Harrison is a senior adviser  
with AllenbridgeEpic and independent  
adviser to four LGPS funds

They say a camel is a horse designed by 
committee, and the latest consultation about 
changes to the investment of LGPS funds has an 
unpleasant whiff of camel about it.

The current consultation exercise appears to 
have been prompted by the belief of some in 
government that LGPS funds are sub-scale and 
inadequately managed. The expectation of those 
initiating the process was that LGPS funds would 
be shown paying above average fees for below 
average performance. Hymans Robertson was 
then commissioned to provide the evidence. 
However, the facts contained in the study  
proved rather inconvenient. LGPS funds in 
aggregate came out rather well on both counts 
when compared with other investors both in the 
UK and globally. 

So now the battle lines have been redrawn to be 
all about cost. If the case for enforced mergers 
of funds doesn’t stack up, look for other ways 
to reduce cost. One approach is to seek greater 
economies of scale by pooling assets in common 
investment vehicles (CIVs) specific to the LGPS. 
Another, more controversial, way is to drive 
down management fees by replacing active 
management with cheaper passive investment. 

The camel has arrived. A process of reform 
that began with one objective is now targeting 
another – and one that may have been dismissed 
outright had we started there. 

The LGPS does undoubtedly face challenges and 
there is scope for reform. The main challenge is to 
address the worryingly large deficits while, in my 
view, the main scope for reform is in governance. 
Unfortunately, the current consultation exercise 
does little to address either.

The deficit issue has not been caused by 
inadequate net of fees returns. In eight of the last 
10 years the average return on LGPS funds has 
exceeded the average corporate pension fund. 
The true explanation is much more complicated 
and has a number of causes including the legacy 
of allowing some LGPS funds in the past to target 
a 75% funding level; the difficulty in raising 
contribution rates from taxpayers to reduce 
the funding gap; and the collateral damage to 
pension liabilities of monetary policy driving gilt 
yields so low. 

But the underlying issue has been the sector’s 
historic lack of focus on liability risks. This ties 

Having found 
LGPS to be doing 
“rather well” the 
focus has switched 
to cut costs. But 
the key issues are 
deficit risk and 
governance 

LGPS Consultation –  
and a whiff of camel

in with the issue of governance. Pension fund 
investment is an increasingly complicated field. 
It is hard for any trustee body to acquire and 
develop the skills and knowledge needed to cope 
with this complexity. But the task is made very 
much harder when the individuals on pensions 
committees change so regularly. Consistency is 
an essential requirement of successful long-term 
investment strategies but is hard to achieve 
without a reasonable degree of continuity in 
committee membership. 

Will the proposed changes help to address 
deficits or improve governance? I fear the answer 
is probably not. In return generation, passive 
management does not encourage greater strategy 
diversification, or improve the ability to generate 
greater consistency in absolute returns. Indeed 
it may make matters worse. Passively following 
a market capitalisation based bond index is a 
highly ineffective way to manage liability risks, 
especially for funds with a large deficit. 

In governance, it is possible that CIVs will help, 
especially if they are able to establish internal 
resources with the knowledge and skills to 
provide an efficient way to access more complex 
areas of investment. However, this does not 
appear to be the current direction of travel for 
CIVs which have, at least initially, placed emphasis 
on creating an umbrella for existing manager 
mandates in listed markets. The governance 
arrangements of CIVs are still at an embryonic 
stage, so it is possible they will in time evolve to 
address the sector’s governance gap. However, 
relying on CIVs to improve governance is, for now, 
a leap in the dark. 

Would a different approach have been any better? 
I would have preferred to see a more detailed 
analysis of the distribution of outcomes across 
the sector and the governance characteristics 
of the consistently successful funds. Adopting 
an approach seeking to replicate excellence has 
more attraction than one seeking the mediocrity 
of index tracking. However, we have just one set 
of proposals under consultation. The spectre of 
enforced merger has been taken off the table and 
we can now select between various forms of  
cost reduction-driven collectivisation. I fully 
expect the bulk of consultation responses will 
favour the “comply or explain” option. If even that 
is taken away from us, we may all have cause to 
get the hump.
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The trouble with  
big numbers

This year, Lambeth Council is saving £25m to 
balance a budget of £315m. Next year it will be 
£37m, then £26m, then another £27m. That’s 
£115m over four years. On top of the £79m 
we’ve cut in the last three years.

The only shocking thing about these numbers 
is that they’re no longer shocking. We’re not 
alone. Anyone in local government who’s been 
paying attention will have seen or managed or 
been given sleepless nights by numbers just like 
these. The LGA’s Future Funding Outlook 2014 
says the funding gap for local councils is set to 
rise by £2.1bn a year, to £12.4bn by the end of 
the decade.

These are big numbers. And the trouble with big 
numbers is that many people – possibly most – 
have trouble grasping what they mean. So they 
focus on the little ones instead.

On the day the LGA report was published, Eric 
Pickles told CIPFA’s conference that the answer 
is “simple”: “Don’t spend what you haven’t got. 
Don’t waste the taxes you don’t need to have.” 
But councils – unlike the government – don’t 
have the luxury of spending what we haven’t got 
(it’s against the law) and delegates were struck 
by the mis-match between the scale of our task 
and the remedies offered: tackling fraud and 
flogging “idle” assets.

There’s nothing wrong with either, of course. 
Lambeth is good at detecting and preventing 
fraud – and at prosecuting those who commit 
it. In the last year we’ve saved ourselves and 
others £3m that way. We’re proud of that. But it’s  
not a solution – simple or otherwise – to our 
budget problem. 

We’re also pretty good at squeezing value out 
of our assets – increasing their productivity, or 
selling them off. Over the last four years, we’ve 
realised over £100m, and reinvested the cash 
in new homes and schools and better roads – 
and in transforming our services. We haven’t 
used it to fill gaps in our revenue budget, which 
would be short-sighted (and illegal). Like many 
councils, we’re also reducing our offices, from 14 
buildings to two, freeing up space, capital and 
development potential for affordable housing 
and business premises in the heart of Brixton, 
while cutting our revenue costs by £4.5m a year.

And yet, and yet… We still have another  
£115m to find.

Lambeth council 
has to save £115m 
over four years. 
Tackling fraud  
and “flogging” 
assets won’t fill 
the gap alone, says 
Guy Ware

In response to questions, Pickles told us to put 
away the begging bowl. Localised business  
rates gave us greater financial flexibility, he said. 
Well, yes and no. Simply changing the name of  
a pound from ‘Revenue Support Grant’ to 
‘retained business rate’ doesn’t let us spend it 
more than once. 

We welcome the chance to keep some of the 
benefits of growth in our local economy, of 
course. For Lambeth, we reckon our share might 
be about £1m. So we’ve added that into our 
budget. (The one with the £115m hole.) Pickles 
said he wants to increase the proportion of rates 
we keep, an ambition he repeated to the LGA 
conference a week later. Which means we might 
get to keep another £1m. Better than a poke 
in the eye with a blunt stick, but… still another 
£114m to go. Which doesn’t feel all that flexible.

So what else are we doing? Well, a lot of stuff 
everybody else is doing, of course, because, as I 
say, we’re not alone. And some important things 
that many aren’t. Being a co-operative council 
for us means fundamentally re-shaping the 
relationship and the balance of power between 
the council and our citizens. Because it’s right; 
and because we can’t afford the one we’ve got. 
Together with our citizens, we’re focusing on 
what we all want to happen, not the services the 
council runs. We’re shifting the money  
we do have, and the resources our citizens  
can bring, to invest in building resilient 
communities and reducing the demand for 
traditional public services. 

We’re experimenting - using randomised 
control trials to find out how to change the way 
people behave – whether it’s paying Council 
Tax, recycling waste or looking after their family 
and neighbours. We’re in a partnership that’s 
won £38m from the Big Lottery to research and 
make fundamental changes in the early years of 
children’s lives over the next ten years. Changes 
we’ll be able to prove deliver huge benefits – 
and big number savings – in the future. 

Some of this is familiar, some of it genuinely 
new. It’s exciting, and challenging, and hard. 
None of it, whatever the secretary of state might 
think, is simple. But it’s what keeps us going.

Guy Ware
is s151 officer and strategic director, enabling, 
at Lambeth Borough Council
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In the last issue of Room151 we looked at the 
future of local government audit and what 
this might mean for the relationship between 
authorities and their auditors. All indications are 
that audit will continue to move away from being 
a public good and closer to a service provided 
exclusively to the authority.

If this is the case then authorities should be 
positioning themselves to ensure this service 
is provided as effectively as possible. As we 
approach the end of the 2013/14 audit round, 
a timely area for focus will be maximising the 
benefit to the authority of auditor reporting.

The absence of any substantial readership for 
the Statement of Accounts of most authorities 
usually means that the audit opinion itself is not 
given much regard. However, it is an item of great 
value. It confirms that an independent and expert 
team has taken on your financial systems and 
accounting staff with sceptical intent and found 
them capable of producing a set of accounts that 
gives a true and fair view and complies with 
proper practices. Something to be celebrated.

Even if the opinion is qualified, this is not 
necessarily bad news. Most qualifications arise 
because of legitimate differences of view about 
accounting treatments, estimates or judgements. 
The auditors disagree with you, but you may still 
have a defensible position. Other qualifications 
can arise from lost accounting records, perhaps in 
a transfer to a new system, that having happened 
once will not happen again. Currently a trip to 
the Audit Commission naughty step follows a 
qualification, via a mention in the annual Auditing 
the Accounts report. But this is a relatively 
secluded spot which promises no great scandal.

Public interest reports? These are the wolves 
that once prowled this land; legendarily savage 
but now seldom seen. According to the Audit 
Commission website, only two PIRs have been 
issued to principal authorities in the last two 
years. This is despite a statutory duty for auditors 
to consider whether they should report on any 
matter coming to their notice in the course of the 
audit so that it can be brought to the attention of 
the public. 

Perhaps the auditors consider that Private Eye’s 
Rotten Boroughs column does a sufficiently 
insightful and objective job of informing the public 
about the probity of their local authorities?

The risk of being on the receiving end of a public 
interest report is consequently remote; a fact that 
should calm the fears of those concerned that 
auditors might lose their fearlessness if self-
appointed by authorities.

Effective reporting for most authorities will 
then focus on the reports required by auditing 
standards on deficiencies in internal control and 
audit findings. With regard to internal controls, 
auditing standards require auditors to report all 
deficiencies identified in the course of their work 
to management, and inform those charged with 
governance of the most significant deficiencies. 
Reports have the tendency to look like a bad 
school report, scheduling out everything that has 
gone wrong.

But you should expect reports to be as 
constructive as possible. Does it detail the scope 
of work where deficiencies were not found? And 
are the deficiencies identified placed informatively 
within a description of the context in which they 
were found, an explanation of their possible 
practical consequences and an actionable 
recommendation to address them?

Reports of audit findings largely focus on errors 
and omissions in the Statement of Accounts and 
if not prepared carefully can look like a listing of 
the failings of the accountancy staff. However, this 
is not what was intended by auditing standards. 
Auditors are required to report any misstatements 
that they find and do have to request that 
management correct them. Management is free 
to decline the request, but auditors then have 
to report uncorrected misstatements to those 
charged with governance.

The purpose of this, however, is to make 
members aware of the position, just in case 
they wish to disagree with management and 
the auditors that corrections are not needed for 
a true and fair view, or can read some wider 
importance into the findings from their own 
knowledge and experience of the authority. The 
report should therefore be nicely co-operative, 
making it clear that members are being asked for 
a third opinion on the uncorrected misstatements 
and not for expressions of regret at the failings of 
the finance function. The report should be drafted 
to encourage a harmonious outcome, especially 
as the list is likely to lengthen as more and more 
immaterial disclosures are omitted as authorities 
cut clutter.

Audit qualification 
need not be 
disastrous, but 
authorities should 
be looking for 
constructive 
reports from 
auditors

Something to be 
celebrated

Stephen Sheen  
Stephen Sheen is the managing director  
of Ichabod’s Industries, a consultancy  
providing technical accounting support to  
local government
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Budgeting, fraud, 
idle assets, election 
prospects and 
learning from 
the private sector 
customer service 
ethos 

Government needs to budget for the medium 
to long term rather than appealing for votes 
with short-term policies that are “electorally 
appealing,” according to CIPFA president 
Mike Owen speaking at the institute’s annual 
conference. Opening the event, themed around 
risk, resilience and reform, Owen listed the 
changes he believes necessary to ensure the 
improvements needed for local government 
to make significant savings. Owen called for 
a redefinition of the relationship between 
individuals and the state, and the restructuring 
of public services to ensure they are focused 
on outcomes not inputs. Owen also called for 
changes to ensure regional interests in England 
have powers more like Scotland and Wales. 
He added a “governance gap” is emerging 
within new service delivery structures that 
needed to be filled. Owen said a YouGov poll, 
commissioned by CIPFA, showed 79% of chief 
financial officers planned to cut finance, HR 
and IT spending in 2014-15, while 84% will 
cut back-office functions, 70% will restructure 
management and 58% will merge services. “In 
the current context, a more relevant vision must 
focus around innovation, adding value, managing 
risk and, inevitably, continuing to improve 
efficiency and effectiveness,” said Owen.

Peter Kellner, president of YouGov, was at 
the conference to give his view of politics 
suggesting that while Labour leads in the polls, 
the odds were moving slowly in favour of the 
Conservative Party for the General Election next 
year. Kellner was however, careful to insist the 
election in 2015 was still too close to call. He 
floated the idea that the Conservatives could 
attempt a minority government with the help of 
Democratic Unionists. He added that austerity 
had “brought forward” the challenges the 
UK would have inevitably faced and insisted, 
“we’re in for a tough time,” because efficiency 
savings in public services were not enough and 
“fundamental change” was necessary.

DCLG secretary of state Eric Pickles took 
to the conference stage to make a policy 
announcement - a £16m fund to help councils 
fight fraud - and urged councils to use “idle 
assets” worth an estimated £220bn to pay for 

services, or avoid hikes in council tax. Pickles 
received a frosty reception. In a Q&A Guy Ware, 
strategic director of enabling at Lambeth Council, 
said his authority had to save £115m from its 
budget over the next four years. He told Pickles: 
“To come here and suggest that the most 
important way we can deal with that, and the 
most important thing we can do is tackle fraud, 
is either ignorance or mendacity. It is quite clear 
that there have to be huge changes in what we 
do and while fraud is important, and tackling 
it is essential... it is nonetheless marginal to 
the issue, as is the retention of business rates... 
as is the new homes bonus...” Pickles hit back 
insisting it was wrong to understand the fraud 
policy as compensating for big cuts in budgets, 
and suggested savings could come through 
other means. He said: “What you’ve got to come 
to terms with is that there is no restriction on 
local government finance. If you want to raise 
a few extra revenue pounds you can. I cannot 
stop you, you can put council taxes up. But 
you have to face a referendum, you have to be 
persuasive. And with great respect you’re not 
very persuasive, you’re just slightly insulting.”  
He concluded: “If you can make that case, you 
won’t hear a peep out of me.”

- Guy Ware writes on page 13

The conference was also asked to adopt more 
values from the private sector. The appeal came 
from Stephen Hughes, former Birmingham City 
Council chief executive and now strategic adviser 
to CIPFA. He said that too often the public sector 
failed to see how useful “commercial” values 
could be. He said: “One example is customer 
service. We obviously talk about customer 
service within the public sector...It’s about 
brand values and it’s about giving customers 
a positive experience. Too often the public 
sector acts as if it’s a gateway to entitlement 
operating rules. Even when people get through a 
process, they’ve filled in the forms, they get their 
entitlement, they feel that they got it despite 
the people who are there to serve them. They 
get a bad experience of their interface with the 
public sector, rather than a positive one. That is 
something which ultimately drives cost because 
it leads to unnecessary antagonism in the 
process of delivering services.”

Room151 at  
CIPFA conference July 2014

Eric Pickles

Mike Owen
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Treasury Profile

Treasury adviser:  

Capita Asset Services

Current account bank:  

National Westminster Bank PLC

Size of general fund: 

£459.040m as at 1/4/14

HRA Estimated CFR: 

£314.418m as at 1/4/14

Approximate treasury yield  

for YTD: Approx. 0.70%

Proportion of specified /  

non-specified investments: 

91.2% in specified investments and 

8.8% non-specified as at 15/7/14.

 

Main external investments as at 

15/7/14: total £170.080m, split: 

UK based foreign banks £90.0m, 

UK banks £35.0m, local authorities 

£15.0m, AAA rated Money Market 

Funds £30.080m.

Current loans as at 15/07/14: 
total £733.764m split: PWLB fixed 
rate £554.926m, Bank LOBO loans 
£139.5m, Local Authorities £27.5m,  
Other £0.338m. Temporary borrowing 
for cash flow purposes £11.5m.

Is treasury a shared service? No

Size of treasury team: 2.5 FTE

Average loan maturity to next 
option date: £60m of LOBO loans 
have annual call options.

Photo by Tina Miguel
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Profile: Richard Simpson

Director of finance 
and assets as well 
as s151 officer at 
Croydon, Richard 
Simpson runs a 
finance department 
with a general 
fund of £459m 
while working on a 
growth plan  
and a regeneration 
vehicle with  
John Laing

Describe your 
responsibilities. 
My key responsibility is obviously as section 151 

officer for the council, and given the financial 

pressures we are under keeping a clear focus on 

our financial strategy is key. 

I am particularly keen that this is understood 

across the organisation and at all levels. I also 

have responsibility for asset management as 

part of my brief.

What does the s151 
officer bring to Croydon’s 
regeneration vehicle and 
the trading company 
Croydon Care Solutions?
My roles as director in these two companies 

have been a great development opportunity for 

me and given me exposure to more commercial 

operations. 

Taking each in turn, Croydon Care Solutions is a 

wholly owned company to deliver a number of 

adult social care services. 

I have been the shareholder director for its first 

two years of operations, I have just come off the 

board. I have helped the company navigate its 

way to ensure a safe landing for the council and 

the company. 

Our regeneration vehicle is a different challenge, 

this is a 50:50 partnership with John Laing. One 

of the things I have brought to this is to help the 

company understand how the funding can work 

for both John Laing and the council given the 

different priorities and accounting treatments.

What’s the biggest piece 
of work you are working 
on currently? 
As a council, we are working on a growth plan 

for the borough which will focus on the delivery 

of homes, jobs and skills. My role is to ensure, in 

a time of reducing budgets, that we can find the 

investment to deliver. We are looking at options 

including a revolving investment fund and 

housing vehicles to help deliver our ambitions.

You’ve spent time in the 
private sector (Arthur 
Andersen), has that been 
an important formative 
experience?
I am glad I had an opportunity to work in the 

private sector early in my career, just so I know 

that it is a lot more enjoyable and satisfying to 

work in the public sector.

What’s your single most 
important piece of advice 
to others in your position?
Listen and don’t be afraid to innovate. Risk is 

part of life, understanding your exposure and the 

benefits you are looking to achieve are vital.

What’s the most 
important item in your 
office?
I don’t actually have an office but, taking it as 

the office, it is definitely the people I work with.
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Explain the context for 
Lancashire County Council.
GK: If you go back to when austerity hit in 
2010, if you go from that period up to the end 
of our current budget planning period 2017/18, 
Lancashire will have had to take half a billion 
pounds out of our [county council] costs.

That’s half a billion out of the local economy,  
it’s the impact on our services because although 
local government is absolutely excellent in  
terms of taking costs out, and in terms of 
actually pushing efficiencies and really driving 
change, you cannot take those sort of numbers 
out without impacting services. It’s the impact 
on our communities and also the impact on staff 
and at the end of the day, these numbers are 
about people...and for me, that’s really  
the challenge…

Over the period 2014/15 to 2017/18, bringing 
it to up to now, we’ve got £300m to take out 
of our cost base, based on current projections. 
And there’s risk with those current projections, 
impact of the Care Act for one being a very 
important consideration… there’s absolutely no 
way the council can take that sort of money out 
without impacting services.

The simple fact of the matter is that Lancashire 
will have a net budget of £682m by 2017/18 so 
the question for us as a council is how are we 
going to spend that money?

What Lancashire is doing now is redesigning. 
Redesigning not just the structure but our 
services because, actually, that’s what it’s all 
about; how do we provide the best or, rather, 
ensure services are provided to the communities, 
the best possible services that we can for that 
amount of money.

What we’re recognising is that we have to be 
different, we have to look different, we have to 
feel different, we have to be a different council 
because the approach has got to change. We 
cannot afford to continue as we are. In many 
ways, it’s a moral obligation to our communities.

 
Lancashire 
County Council 
is grappling with 
a £500m cut in 
its budget, issuing 
a bond and the 
fall out from a 
scandal involving 
anomalous 
payments 
connected to a 
BT contract. Gill 
Kilpatrick offers 
a view from the 
treasurer’s chair

Team player
How has the treasurer’s role 
changed since austerity began?
GK: I would say that Lancashire has always 
perhaps bred, or rather, expected the treasurer 
to play a key role in transformation, that’s its 
enabling role. There’s always the old joke, isn’t 
there? ‘The dead hand of the treasurer, wave 
that across.’ But actually money is about making 
things happen. If it wasn’t for the people of 
Lancashire, if it wasn’t for the services, there’s 
no need for finance. It’s always been the ethos 
that finance is here to make things happen. It’s 
got to be within our fiduciary duties, section 151 
responsibilities, so it’s about priority, it’s about 
governance, it’s about doing things properly.

The pressure is on treasurers across the country 
to deliver, and rightly so in this environment. 
We owe it to public services to actually get the 
best that we can. But, to me, the flip side of 
that is the role we have is also as an advocate, 
a lobbyist, a person that can actually stand up 
and say, ‘This is what the numbers mean for 
local government,’ and ensure that information 
is out there for government and organisations 
operating at a national level… 

But there’s also a massive role, and this is 
really the strategic role, which is about the 
whole of our resource base, which isn’t just our 
government resources and council tax; it’s also 
about other income streams that come into the 
council and, actually, how do we make that work 
for the good of the people of Lancashire?

It’s about prioritisation, but it’s about challenge, 
it’s about being a strategic member of the 
management team leading and influencing, 
not just the organisation, but beyond it into the 
North West and also nationally as well.

What are you doing differently?
GK: We are looking for approval to move forward 
to put in place the documentation necessary for 
Lancashire to not only join the Municipal Bond 
Agency, but also to look to issue our own bond. 
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What it will do is protect the council against 
future interest rate rises. The council has a policy 
that we have a significant proportion of our debt 
covered by a rolling short-term debt programme, 
because we’ve been able to significantly reduce 
our refinancing costs, although we budget for 
rates going up.

How much will you raise  
with the bond?
GK: We’ll be looking initially for around 
£250m-£300m. We may do it in a series of 
tranches and we may do it in a series of  
different lengths. We may do a proportion of it 
for five years, another proportion for 20, another 
proportion for 40. That detail is still being  
worked through, but what we’re looking for 
is approval, essentially to put everything in 
place ready to go. It’s all about interest rate 
movements and being ahead of when interest 
rate movements happen. So, it’s a case of 

watching the market and making sure that we 
don’t go to soon, or too late…

What’s brought about that 
decision? 
GK: The market research we’ve done in terms 
of our own bond issue shows quite clearly 
that the rates… are lower than PWLB. It’s 
simple economics in terms of what’s right 
for the council. Now the bond agency, if all 
goes according to plan and moves forward, 
will potentially be a triple rated organisation 
able to get the best possible deal for local 
government. Clearly if PWLB rates change, that 
makes a difference, but certainly we’re not 
seeing anything that indicates that’s likely to 
be the case. It will be about local government 
able to secure not only lower interest rates 
through bond insurance or lower borrowing 
rates, but also the bond agency will have access 
to differing financial markets that enable local 

government to access those sources of finance 
that, traditionally, we’ve not been able to. It’s 
fair to say (I want to use the word rhetoric 
but that’s too strong) the language of central 
government is about local government being 
innovative, new solutions driving change. To me 
the bond agency is part of that...but the agency 
will have to deliver lower borrowing [costs] 
than the government.

Any treasurer needs a number of tools in terms 
of delivering the lowest possible borrowing 
rates. So we see the municipal bond agency as 
an important part of the armoury. If you look at 
what’s happened internationally, agencies are 
up and running, and successful, across Europe. 
There’s no reason why it couldn’t be the same 
here, but it will take commitment from the local 
government sector to make it work.

Where did the idea come from 
for the bond? 
GK: It came internally from my chief investment 
officer Mike Jensen… Mike’s part of a team that 
we’ve built up who are private sector specialists 
in the investment world, not only to support 
our treasury management function, but also the 
pension fund. So we’ve professionalised. Mike 
sits over both the treasury, he runs the treasury 
management strategy, as well as the pension 
fund investment fund strategy.

Why hire private sector 
treasury specialists?
GK: It was a report the Audit Commission 
did. They recognised that one of the issues 
across treasury management… was it wasn’t 
professionalised. It tended to be run by 
accountants, very competent accountants, but 
without a treasury management background.  
So, at that time, I took the decision that there 
was the opportunity to make more out of 
a treasury management function. I don’t 
necessarily mean to make more money but to 
make us more secure, to be more sighted in 
terms of levels of risk and to actually have that 
professional advice coming into the treasurer. 
The treasurer needs to have good advisers and… 
different types of professional competence. It’s 
got to be a strong team because the treasurer 
does not stand alone.

What has professionalising 
meant for management?
GK: What we’ve done all along is make sure that 
as we’ve changed our treasury management 
strategy, it’s very clearly gone through 
governance procedures, and we’ve significantly 
strengthened our approach to governance. 

 The market research 
we’ve done in terms of our 

bond issue shows quite clearly 
that the rates...are lower than 

PWLB. It’s simple economics in 
terms of what’s right for 

the council.
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For example, monthly treasury management 
meetings are run as if they were a committee: 
they’re clerked, they’re minuted, the agenda is 
published, not externally, but we run it tightly. 
There are annual audits and we also report 
quarterly to the audit and governors committee. 

One of the things that was very clear was 
that as a council, when it came to treasury 
management, we did not understand risk. When 
we brought Mike in, we brought him in on a risk 
management platform, that was the brief. It 
wasn’t about, “we want you to make the most of 
the council’s money”. 

This was about managing the risk that the 
council was exposed to in what turned out to 
be a very tumultuous economic and financial 
environment. It was certainly clear at the time… 
we weren’t looking at the right elements of risk.

We also made a decision to split our approach 
to borrowing and our approach to investments 
because again this is about transparency 
of decision-making. You have to do what is 
financially, and in governance terms, the correct 
thing. 

Your borrowing decisions and your investment 
decisions may need to be different, but what we 
had before was a lump that was all netted up 
and it needed to be brought apart.

Unless you actually have a separate borrowing 
strategy, a separate investment strategy, and 
you consider your options very carefully then, 
actually, how do you know whether it is better 
to borrow from yourself or to borrow and then 
invest your cash-back reserves.

This was part of the professionalising approach 
- being very clear. It’s back to being transparent: 
why we want to do something, what the risks 
are and what the proposed course of action is. 
But also to be clear that the strategy should 
change over time because you’ve got to be able 
to respond to the changing market and economic 
environment that you’re in. You’ve got to look at 
the way you’re managing your functions because 
they will need to change as well.

Will other authorities do the 
same thing? 
GK: Certainly, talking to our advisers, Arlingclose, 
they’ve reported back that more authorities 
are moving towards this form of treasury 
management.

Across the sector you see different levels of 
expertise. My concern is always for the smaller 
organisations that don’t have the ability to bring 
somebody in. That’s where I think there is the 
opportunity for organisations to work together 
and actually share in that professional expertise. 

I think that’s important because one thing we 

also do is run a facility for our district councils  

so the counter-party is the county council.

This shared investment  
scheme has proved popular. 
What is it?
GK: We act as a counter-party for district councils 

to deposit their money and we treat it as part 

of our borrowing… they get the security of the 

county council as counter-party… their credit risk 

is minimal and we give them an interest rate 

slightly above what they would get elsewhere. 

That forms part of our overall short-term 

borrowing strategy.

We’ve had to put a limit on it. Because it needs 

to form part of our borrowing strategy, it clearly 

has to form part of our prudential indicators 

so we’ve got to cap it just so we were able to 

control it, and then we don’t place ourselves at 

risk in terms of credit ceilings etc.

 I’m not afraid or 
ashamed to say, it was 
personally challenging, 

very challenging. But 
this again comes back 

to strength of the team 
because whilst the 

council and key officers 
that were involved in the, 

shall we say, resolution 
of a difficult situation, no 

one individual was 
by themselves.
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Are you happy with the 
Lancashire City Deal?
GK: I think it’s fantastic, an absolutely fantastic 
opportunity. The City Deal that we’ve got will 
bring real change across Lancashire and it will 
enable us to make a difference in terms of 
economic development. 

Ultimately when you think about what the 
council’s about, economic development is an 
absolutely key priority. I’m sure you’re familiar 
with all the maps (that have been around for 
a long time) of the red flags in terms of health 
of communities. It all tracks back to quality of 
the economics, not of the organisation, but of 
the area. And actually it’s a long-term goal for 
councils, to raise prosperity. 

Not only have we committed our own resources, 
in terms of capital resource, sites and also 
staff, but there are times when there is quite 
a significant gap between expenditure and 
resources, so we are also cash-flowing it. 

In terms of the cost, it’s relatively small 
compared to the rewards that we’ll get and the 
benefit to the organisation. If we’re really serious 
about, not only the council, but Lancashire being 
sustainable (and I wouldn’t say economically 
viable, because we’re not actually moving us 
forward in terms of economics) then we’ve got 

to grasp these opportunities. It brings risk but it 
brings reward too.

In terms of how we put the City Deal together, 
we’ve been clear that we’ve been, shall we 
say, generous in our assessment of costs so our 
optimum bias is quite high. We’ve been seriously 
prudent when it comes to the level of resources 
and income that are likely to come in so we’ve 
looked to mitigate those risks. There will be very, 
very careful management of the City Deal all the 
way through.

The One Connect partnership 
with BT became a problem 
when anomalous payments 
emerged. How has it been  
for you?
GK: The council is exceptionally committed 
to its partnership with BT and it was actually 
working together with BT that we recognised 
that the partnership needed to adapt to a 
changing environment and things could be done 
differently and it was a very positive experience 
working with BT to renegotiate the contract. OCL 
[One Connect Ltd] was brought to a conclusion at 
the end of March and BT Lancashire Services was 
formed from 1 April.

Clearly I’ve had a significant role in terms 
of the issues regarding payments and the 
ongoing investigation. I was also part of the 
negotiating team in terms of the new contractual 
arrangements with BT as well.

I’m not afraid or ashamed to say, it was 
personally challenging, very challenging. But 
this again comes back to strength of the team 
because, whilst the council and key officers were 
involved in the, shall we say, resolution of a 
difficult situation, no one individual was  
by themselves.

At times of absolute high pressure like this, you 
have got to be able to rely on those people who 
work on finance with you because we took a 
step back as a team and said, ‘We’re going to 
have to do things a bit differently. We’re going to 
cut up our responsibilities differently. How do we 
make this work?’ You’ve got to take the personal 
out of it and say, ‘Right: pragmatically, how do 
we make this work?’ 

It almost sounds a bit twee but it comes down 
to some real basics. It’s the same way you deal 
with any difficult situation… It was difficult 
and it remains difficult. It’s still a live police 
investigation but not demoralising. Different. 
As you say, nothing prepares you for that, but it 
comes down to keeping sight of what it is you’re 
trying to achieve.
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As the economy 
improves, the 
Bank of England’s 
governor is left 
judging whether to 
vote with the doves 
or hawks

The Bank of England’s bank rate stands at 

0.5%, where it has been since early 2009. 

Since then, much has been achieved to 

turn around the UK economy and to restore 

financial stability. The economy grew at a 

3.2% annualised rate in the first quarter and 

survey data suggest a similar growth rate 

in the second and third quarters. Inevitably, 

markets are beginning to speculate on when 

the bank’s Monetary Policy Committee might 

hike rates. 

It is worth remembering that MPC members 

vote as individuals. They do not represent 

particular constituencies or regions. Predicting 

how they might vote is therefore not easy. 

That said, there must be a growing realisation 

among MPC members that the economy has 

performed well and that inflation has become 

more of a threat than deflation. The longer 

they leave the policy rate at the level required 

to deal with the financial crisis, the more they 

risk asset bubbles and irrational exuberance 

building.

So when will they move? Already Governor 

Carney has abandoned the “forward 

guidance” he carefully crafted a year ago. 

Markets have already moved on and are 

setting forward rates at levels they consider 

consistent with the stronger fundamentals. In 

his Mansion House speech, Governor Carney 

warned the market that they may be too 

complacent in their expectations that rates 

will stay on hold.

So who on the MPC will be first to vote for a 

hike? Martin Weale is generally seen as the 

most hawkish member, and few would be 

surprised if he were to record the first vote 

for a hike. Markets would likely react, but 

the reaction might not be much more than 

is already priced in. Some other external 

members of the MPC might later add their 

votes for a hike. The key moment, however, 

will come when one or more of the internal 

members of the MPC vote for a hike. Governor 

Carney will then face a defining moment. 

Does he stick to his dovish guns and allow 

himself to be outvoted? Or does he seek 

unanimity as the MPC moves as one to hike?

Of course, higher interest rates have positive 

impacts as well as negative. They reward 

savers and make it slightly less difficult for 

investors to generate positive returns. By 

increasing interest rates sooner, the central 

bank may allow itself a more gradual 

trajectory of subsequent rises, which may 

be easier for markets and the economy to 

absorb.

The UK is a small economy on the global 

stage. What happens at the BoE is interesting 

but of limited overall impact. But markets will 

watch the UK intently because it provides a 

template for what might happen to the U.S. 

in time. Just as there is now talk that the BoE 

might fall behind the curve, it will not be long 

before there is talk that the Federal Reserve 

may also be behind the curve, especially 

if inflation continues to tick up and the 

unemployment rate moves down.

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.

Chris Morris 
Chris Morris, co-head of  
investments, Amundi (UK)

Defining moments  
for interest rates
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A jam-packed summer of sport is coming to 
an end. The Commonwealth Games and the 
familiar disappointment of England exiting a 
major sporting tournament early was joined 
by the televised sound of ball against racket 
– accompanied by an optional shriek – as 
Wimbledon added to the summer sport coverage.

And how the coverage has changed. Each year 
brings more analysis popping up on screen. 
Technical tools from goal line technology to 
Hawkeye provide new ways to capture and 
present information. Today’s sports stars have an 
entourage of analysts, crunching minute data as 
they seek ever higher performance.

A similar revolution has been brewing in the 
public sector as the industry starts to use “big 
data” more in how it makes decisions or targets 
and delivers services. But, like many sectors, it 
isn’t easy. 

The public sector, and local government in 
particular, work in some of the most complex 
areas of society that produce incredibly high 
volumes and varieties of information. Just 
collecting it is a challenge in itself; being able 
to analyse and make use of it is a task of epic 
proportions. But as guardians of value for  
money and financial investment, finance 
directors will need to get into big data and the 
opportunities it presents.

Big data, big deal? 

Big data, like the concepts of “transformation” and 
“community”, risk entering the lexicon of terms so 
frequently thrown around the public sector that 
the edges have worn off. 

It’s often defined simply in terms of volume 
– more data than any traditional analytical 
capability could meaningfully interrogate. 
Whether the birth of big data should be officially 
attributed to the date of the first Best Value 
Performance Indicators is therefore up for debate. 
However, big data really means more than this. 
It means the ability to find meaning and value 
from rapidly bringing together disparate data 

 
Big data is 
a coming 
revolution to 
local government 
that could enable 
innovation and 
the building of an 
evidence base for 
making “smarter” 
decisions

The big data crunch

sources. In local government, tonnes of data has 

been generated and captured for a long time. The 

game changers are the tools that can be used 

to capture the information in different and “live” 

ways, and to generate insight from them. 

It gives local government new opportunities 

to innovate and organise, to build a growing 

evidence base to make smarter decisions and to 

make our resources go ever further. 

Data, data, everywhere

Local government has the broadest reach of any 

public service. Ultimately local authorities are 

interested in the biggest and most complex parts 

of individuals’ and communities’ lives: health 

and well-being, safety, economic prosperity and 

education. At the same time, ever increasing 

expectations for public bodies to be accountable, 

transparent and to offer value for money drive the 

collection and publication of information about 

contracts, salaries, decision-making and more.

From this perspective big data could be seen 

as an ocean – big, unfathomable and hard to 

consume. The challenge is to reach into that 

information to find meaning, insight and value.

The big data authority

Our clients who have embraced big data are 

those moving beyond seeing themselves as 

service delivery functions, thinking instead about 

defining their impact in terms of the outcomes 

they are seeking to achieve. They are using data 

and analytics to improve the interventions they 

choose to make. They are using digital channels 

to transform how they operate and change 

the relationship they have with the different 

customer groups – whether vulnerable individuals, 

businesses, public sector partners or community 

and voluntary groups – who are ever more 

digitally sophisticated and whose expectations of 

public services are rising all the time.

The best of these authorities will continuously 

challenge themselves on how best to achieve the 

Jonathan House 
Jonathan House is a director at PwC and  
former chief executive of Cardiff Council
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outcomes they are responsible for and how to 

martial the resources at their disposal to have the 

biggest impact. This will have to be fuelled by a 

powerful analytical function that supports smarter 

decisions, and creates better outcomes. They will 

know big data is working for them when they:

n Have a higher evidence base and rationale 

for choices made

n Better understand customer wants and 

needs, and have a greater ability to respond 

to them when they change

n Drive changes in customer behaviour by 

providing real time feedback to them – for 

example, “smart meters”

n Are confident that resources are being spent 

in the areas they have the greatest “bang 

for the buck” in the areas the authority cares 

about most – making scarce resources go as 

far as they can go.

At PwC we describe how data and analytics come 

together to deliver change through “the analytics 

journey” (see below).

Section 151 officers – the new 
digital evangelists?
Organisations of every type are now expecting 

their business decisions to be based upon 

robust data analytics as opposed to intuition and 

experience. Decision-making is expected to be 

close to real-time and deeply embedded into 

day-to-day operational processes.

The digital enthusiasts don’t usually sit in the 

finance team. But a finance perspective on big 

data and the analytical power that it provides will 

be central to the local authority of the future. 

Three areas in particular stand out:

Firstly, building up the understanding of “what 

works” in delivering effective, as well as  

efficient, services. The finance function will be 

central to challenging how evidence is used.  

This is going to increasingly mean taking on 

service directorates with a vested interest in the 

status quo to open up to new delivery models 

and new ideas. The “what works” centres in the 

Cabinet Office are a welcome addition to the 

landscape but they aren’t going to have the same 

influence from outside as the finance team can 

have from within. 

Linked to this, the finance team should support 

the construction of a more sophisticated 

understanding of the portfolio of investment in 

terms of preventative and pre-emptive activities 

to reduce demand on costly service areas. Whilst 

the ideas aren’t new, big data gives organisations 

the confidence to try new things – modelling, 

scenarios, predictive abilities mean greater ability 

to manage risk.

Finally, big data will give new strings to old 

bows as the finance function has new tools and 

information to understand operational efficiency, 

stimulate greater productivity and make assets 

go further, as a result of better information about 

performance. 

All of this will provide the evidence base for 

the “return on investment” – understanding the 

choices available and the trade-offs involved 

in making those choices, and providing an 

increasingly holistic perspective on a more 

varied suite of options. Big data and analytics 

will be central to this more commissioning-based 

approach.

What will this mean in 
practice? 
Smarter decisions will be about making 

informed choices about how the organisation 

lives within its means and best aligns its 

resources to priorities. Our clients that have 

adopted this mindset are moving away from 

annual programmes of savings. Instead they are 

carrying out organisational surgery when budget 

challenges arise, and moving to more agile ways 

of responding to changes such as reduced, or 

even additional, funding.

Operational efficiency will be about an in-depth 

understanding of cost drivers and ability to  

drive performance and productivity. Local 

authorities will need to match the strides made 

in the commercial and consumer industries to 

better understand customers’ wants and needs 

and make sure the service is continually adjusted 

to them.

These tools will change the way the leadership 

of the organisation is conducted, as the new 

“control panel” increasingly sophisticated, 

increasingly real-time data is used to manage 

their organisation. There will still be politics, 

relationships and the messy business of  

making an organisation work. The data revolution 

doesn’t mean we can turn management over to 

algorithms. But a more evidence-based, holistic 

perspective that leads to better informed  

choices is a future for which the finance director 

should be salivating.

Source: PwC
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Borrowing power

Trust, stability and a positive working relationship 
built up over a number of years – if you’re 
asking me what the cornerstones of the council 
proceeding with this loan were, these traits 
would be high on my checklist. And we may be a 
long way from what some people perceive as the 
business hub of the UK, but we pride ourselves 
in Northumberland on taking some bold and 
innovative financial decisions.

The idea to buy out the loan actually started 
around two years ago. The council and 
Northumbria Healthcare have a well-established 
working relationship and currently share a 
director who covers public health, children’s 
services and adult care for the council, and also 
manages the community health service within 
Northumbria Healthcare. As a result of  
these close working relationships, there 
have always been meetings between senior 
management teams to explore how the two 
organisations can further work together in a 
mutually beneficial way.

The trust had done a lot of work to demonstrate 
they could secure significant efficiency savings if 
they could terminate their PFI contract and this 
led to discussions with us around how they could 
raise the necessary finance to achieve this.

I suggested we, as the council, could use 
prudential borrowing powers to provide the 

 
A loan of £114m 
was agreed earlier 
this year from 
Northumberland 
County Council 
to Northumbria 
NHS Trust. Steve 
Mason explains 
how it came about 

Steve Mason  
Steve Mason is lead executive director of 
Northumberland County Council

funding. We therefore embarked on a scoping 
exercise to explore the feasibility of these 
proposals. Little did I know at that time how  
long the process would take - I hadn’t envisaged 
two years.

One of the first steps was to seek joint counsel 
opinion on whether the trust and the council 
actually had the legal powers to progress this. 
Once it was confirmed to us we could go ahead, 
we engaged our own legal representatives to 
produce a detailed loan agreement and agree 
heads of terms.

I took it through the council and obtained 
approval from councillors to grant the loan – but 
that’s a very condensed way of telling things. As 
you would expect some probing questions were 
asked along the way – it would be naïve to think 
a loan of this scale wouldn’t attract a good deal 
of scrutiny.

One of the main concerns of members was 
the question of security and what would 
happen if the trust got into financial difficulties. 
Members weighed up the risks but felt 
protecting healthcare services and jobs within 
Northumberland was vital and it was a risk  
worth taking. 

From our perspective the process was reasonably 
straightforward but the NHS had to go through a 
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much more complex process. They had to obtain 
clearance from the Treasury, the Department 
of Health and Monitor, the sector regulator for 
health services in England, whose job it is to 
protect and promote the interests of patients by 
ensuring that the whole sector works for their 
benefit. The NHS also had to prove the loan 
represented value for money overall to the public 
sector. This process took longer than originally 
envisaged, hence the time taken to conclude the 
loan agreement.

Although this is the biggest deal of this kind 
we’ve done, we already have a good track record 
of working with local public sector organisations 
to enhance services within the county by using 
our prudential borrowing powers. For example 
the council has in recent years made two loans 
to Northumberland College to help it reconfigure 
services and improve the quality of its buildings.

Certainly the scale of the loan to the trust is 
what’s caught people’s eye – it is a large loan 
but we were reassured that should the trust run 
into problems we could sit down with Monitor to 
work out how the trust could manage its way out 
of its difficulties.

We also obtained security over assets within 
the trust but I recognise the value of assets is 
based on their existing use as hospital sites. 

I’m reassured though as I do believe there is a 

long-term requirement for hospital provision in 

Northumberland.

In terms of whether we’re likely to proceed with 

something like this again, there is no reason 

why we shouldn’t, but it is very dependent on 

the rules and regulations which govern both the 

health service and local government.

The bottom line is if the trust had prudential 

borrowing powers, and could access PWLB 

borrowing directly, it would have done so rather 

than use us as an intermediary, although it would 

need to prove it provided value for money overall 

to the public sector.

What also made it easier for us is the fact 

the NHS has healthcare facilities across 

Northumberland and there is a direct 

geographical correlation between us and  

the trust. As an example, if you look at a  

large city centre hospital, the patients they 

treat may come from a number of different 

council areas. This could lead to more complex 

discussions about whether a number of local 

authorities should provide the finance, rather 

than just one organisation. 

Given austerity and the continuing need for 

funding cuts across the public sector, the 

amalgamation of public services at a local level 

provides a more obvious approach to reduce cash 

input and protect service levels. The more we 

can work together at a local level across all public 

services the more we can reduce costs.

Thinking about whether I’d recommend this 

approach to others, I think you’d need to look at 

it on a case-by-case basis. I’d say it is important 

to have a strong working relationship with the 

trust, and one which has an effective and stable 

management team. This loan is essentially the 

result of years of good joint working. On the flip-

side, I was talking to someone in the NHS whose 

trust had had five chief executives in just five 

years. Clearly, if there was that level of instability 

within an organisation we would regard it as too 

much of a risk to be dealing with. It probably 

means the organisation is unstable.

Thankfully, we were working with one of the 

best performing trusts in the country. If it wasn’t 

classified as that I would have been much more 

reticent in proceeding with any loan.

One final issue, which is a wider question but not 

one I have an answer for, is whether it is sensible 

or practical for the government to buy out a 

number of PFIs contracts, but that’s a national 

debate for the future.

It was billed as unique. The first deal in which a local authority agreed a loan to an 
NHS trust. Northumberland County Council signed papers in June lending £114.2m to 
Northumbria Healthcare NHS Foundation Trust. 

The money was to enable the trust to exit the private finance initiative contract that 
funded the construction of the 227 bed Hexham Hospital. The trust believes the loan 
will save it £3.5m a year which will be spent on front-line services.

The deal, now approved by HM Treasury and the regulator for foundation trusts, has 
been two years in the making with discussion opening in 2013 when it became 
apparent that finances at the trust were coming under pressure. Reports in the press 
suggest the full cost of the PFI arrangement would have been £249.1m by the time it 
expired in 2033.

Jim Mackey, chief executive of Northumbria Healthcare, said in a statement: “Without 
PFI, we would never have been able to build the fantastic facility we have today at 
Hexham General Hospital, which has served people in Northumberland so well over 
the last decade. However, given the financial challenges facing the NHS we must 
constantly look for new and innovative ways to deliver good value.”

The county council and trust have been working closely for some time. Staff from 
both organisations have come together to be managed in one unit to integrate some 
services. Doctors, nurses and adult social care workers are now all managed by 
Northumbria Healthcare.

The trust has also received the best possible school report from Fitch, the ratings 
agency, highlighting its “stable financial position” in December 2013. 

Financial health
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Danny Mather 
Danny Mather is corporate finance  
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Warrington Borough Council has been providing 
loans to registered providers (RPs) for the 
provision of housing since 2009 following the 
banking crisis and to date have provided loans to 
the value of £162m. 

The largest loan to date was for £90m to housing 
association Helena Partnerships. The council has 
several other loans in the pipeline and has been 
contacted by a large number of authorities for 
details of how to implement such a scheme. 
The interest stems from the simplicity of the 
product, the value for money opportunities that 
it offers both parties and the need for registered 
providers to raise capital at a time when there is 
a lack of bank lending to the sector.

The legal powers the council is using to complete 
these deals are contained within Section 1 of 
the Local Government Finance Act 2003 which 
gives councils the power to borrow. Section 24 of 
the Local Government Finance Act 1988 permits 
councils to lend to registered providers. Councils 
also have a power to borrow and to make loans 
under the powers of general competence in 
Section 1 of the Localism Act 2011.

In making these loans, councils will need to fully 
comply with the Prudential Code, to ensure that 
the decision to enter into a loan is prudent and 
affordable. Prudential indicators and treasury 
management strategies will need amending 
accordingly. 

The intent for these loans is a capital purpose 
and they are accounted for as capital 
expenditure and included within the capital 
financing requirement as a long-term debtor.

State aid is a critical factor that will need to be 
addressed for any council that is considering 
a loan to a registered provider. The loan will 
need to be on full commercial terms and most 
importantly have attached to it a competitive 
interest rate, arrangement fee and a charge over 
RP properties that are related to the degree of 
risk involved.

The council commissions an independent 
due diligence exercise on all RPs that it is 
considering for a loan. This is a crucial document 
in determining the risk profile of deals and 
influences the overall structure of the deal. 

Effective corporate governance is a foundation 
stone for any council considering giving a loan 

Warrington 
council is lending 
£90m to a housing 
association 
but it’s a deal 
underpinned by 
education and 
value for money

Reasonable proposition

to an RP. It is crucial that the decision making 
process is procedurally sound and that the final 
form of report to members is frank, as well as 
realistic about the proposal and business case as 
a whole.

Education is a key aspect of corporate 
governance enabling decision makers to 
understand fully the risks of their decisions. 
With the large size of these loans, members 
of all political parties need to fully understand 
them and most importantly the risk. Warrington 
Council approached this by holding a risk 
workshop for leading members of all political 
parties and senior officers of the council together 
with key partners, senior legal and banking 
representatives, external auditor and treasury 
advisers. At this session, the key risks of making 
loans to RPs were explored alongside the 
opportunities. The prudential code was explained 
and a greater understanding developed.

In order for members to make a reasonable 
decision on any loan the final report presented 
to members is comprehensive, containing a copy 
of the business case, a copy of the due diligence 
report and a full risk analysis.

A key question often asked by members, and 
other commentators, is about the government’s 
view of the scheme, and does it add to public 
sector debt? The housing minister endorsed the 
scheme on national TV when we announced 
the Helena deal and urged other authorities to 
follow Warrington’s lead. Based on our current 
knowledge, the deals do add to national debt, 
but is this such a bad thing when the loans 
are addressing a national shortage in housing, 
which is an issue for all councils? The option 
may also exist to exclude these loans from 
national borrowing figures, similar to the £200m 
the government is injecting into housing in 
London, which does not form part of the national 
borrowing requirement due to the fact it will 
be paid back in 15 years. Also, as previously 
mentioned, councils have the legal powers to 
make these loans.

Warrington does not see the loans it offers to 
RPs as reinventing the wheel. Councils making 
loans to RPs was commonplace in the 1970s 
and 1980s. In the spirit of the ‘’Wednesbury’’ 
principle these loans would appear to be a 
reasonable proposition in today’s world.
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Game of loans...

Northumberland County Council was recently in 
the news for buying out Hexham hospital’s private 
finance initiative contract to the tune of £114m.

This makes sense for Hexham hospital - which 
was procured under the Private Finance Initiative 
and was costing the NHS Trust an amount it could 
no longer afford - and also for Northumberland, 
which wanted to maintain healthcare provision in 
its area and which has borrowed the money from 
the Public Works Loan Board.

It will apparently be at least £3.5m cheaper for 
the hospital to be financed by the local authority 
than by private equity.

In today’s climate this sort of deal makes 
increasing sense where public bodies are 
struggling to afford the costs of privately financed 
infrastructure especially PFI or PPPs, and where 
local authorities have reserves or access to 
cheaper funding - particularly after recent 
concerns about the value for money of PFI unitary 
charges once construction has completed and risk 
is “swapped out”.

We are now also seeing an increase in local 
authorities funding regeneration projects. They are 
investing in service spin-outs to local authority-
owned or joint venture companies, social 
enterprises and mutuals. Local authorities are also 
involved in private sector rented housing vehicles 
outside the housing revenue account, establishing 
mortgage-lending schemes and municipal banks 
while the Local Government Association is 
pressing forward with its multi-authority bond.

Local government is in some cases becoming 
the funder of last resort and in others acting as 
a catalyst to grow local economies. However, 
local authorities should tread somewhat carefully 
when embarking on these sorts of deals to protect 
themselves against potential vulnerability to 
challenge under statute and common law as well 
as European law.

Local authorities have investment powers under 
section 12 of the Local Government Act 2003 
which states “a local authority may invest - (a) for 
any purpose relevant to its functions under any 
enactment, or (b) for the purposes of the prudent 
management of its financial affairs”, provided 
when exercising the power they comply with 
current secretary of state guidance and stay within 
their prudential indicators.

However, investment funding cannot necessarily 
be used to finance a council leader’s latest pet 
project. As is well-known, under common law 
local authorities are creatures of statute and 
as such have powers to do only what statute 
provides (Attorney-General v Great Eastern 

Local authorities 
have recently made 
some big loans. 
How is it lawful 
and what should 
they beware?

Railway Co. (1880) 5 App Cas 473), have fiduciary 
duties of stewardship regarding public funds to 
secure value for money (Roberts v Hopwood 
(1925) AC 578) and have legal duties to act in 
a reasonable and business-like way (Prescott v 
Birmingham Corp (1955) Ch 210. (1954) 3 All ER 
698).

Hexham is a public NHS hospital which serves the 
entire community hence state aid is unlikely to be 
an issue. 

But in a joint venture context state aid is 
increasingly important, given that widespread 
state aid and procurement compliance audits of 
local authority recipients of European funds are 
now being rolled out.

Simply put, state aid is a benefit or advantage 
given by the state, or through the state’s 
resources, to one or more selected economic 
operators which has the potential to distort 
competition in the single European market and 
affect trade between EU member states. State 
aid is by default unlawful unless it is specifically 
permitted under ‘State Aid law’. Authorities 
should therefore ensure they invest on the basis 
of the Market Economy Investor Principle, which 
basically means that the terms and conditions 
of authorities’ investments should be acceptable 
to a private investor operating under a normal 
market economy. There are additionally a number 
of exemptions for state aid available including 
de minimis and new general block exemptions, 
which may be helpful depending on the precise 
nature of the proposed investment and market 
sector. In any event, the issue with state aid is 
that it is assessed in the hands of the recipient, 
and if funds are clawed back the recipient might 
be put into an insolvency situation.

Once you are clear that your authority’s proposed 
loan is legally compliant, you will want to consider 
its terms carefully. Is the investment going to be 
made as a pure loan or equity funding by way of 
share capital? How do you want to take security 
over the asset for the finance? What due diligence 
are you going to undertake regarding the assets 
you are financing to ensure you are not acquiring 
a white elephant? Do your elected members 
appreciate the difference between shareholding 
and dividend distribution policy? How will any 
local authority appointed directors avoid conflicts 
of interest, and what will their mandates be?

All these issues can be addressed but as ever 
need sufficient planning, prior briefing and 
negotiation to secure the most profitable and 
successful outcome.

Helen Randall
Helen Randall is a partner in the public  
sector commercial team at law firm  
Trowers & Hamlins
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From Capital of Culture  
to capital strategy

Sir Paul McCartney’s performance in front of 

40,000 fans at Anfield stadium in June 2008 

was perhaps the zenith of Liverpool’s year as 

European Capital of Culture. The year-long event 

was not cheap, with Liverpool City Council 

contributing £75m towards the £130m budget of 

the organising body, Liverpool Culture Company. 

But it undoubtedly played a key part in helping 

cast off the city’s bleak image as a victim of 

social deprivation. Tim Povall, head of finance 

for regeneration, communities & capital at the 

council, tells Room151 that the council’s money 

was well spent. “There has been a snowball 

effect,” he claims. “Thanks to the change in 

perceptions about the city, we are now hosting 

more and more international events, which is 

helping to increase income from tourism. And as 

we go on, these events are costing the council 

less and less – commercial sponsors are much 

keener to get involved.” 

Povall, who joined the council as finance 

manager in 1998, is one of three heads of finance 

at the council reporting to the director of finance. 

He is responsible for an annual budget of £100m 

across regeneration and communities services 

– covering planning, housing, environment, 

leisure, libraries, highways, youth services, and 

property management. And while admitting that 

the Capital of Culture title has made life easier, 

he says there is still plenty of work to be done 

to complete the transformation of the city’s 

fortunes. 

The most tangible sign of the city’s new-found 

confidence are some of the major physical 

changes being driven partly by increasing  

private sector confidence, but partly by Povall  

and his team. Chief among these at the moment 

is the major extension to the city’s arena  

and convention centre, which originally opened in 

2008. The new extension will add a new 8,000m2 

exhibition hall and 200 bedroom hotel next to the 

existing arena. 

The plans are being driven forward by a 

standalone company owned by the council, an 

arrangement which has attracted key managers 

 
The image of 
Liverpool is 
changing as the 
council targets 
redevelopment 
to transform the 
city’s fortunes 

Colin Marrs  
Colin Marrs is a journalist and writes on public 
sector finance for Room151.co.uk

from Birmingham’s national exhibition centre. 
Povall says: “The council underwrites the 
company, which started to make surpluses after 
just five years of the original opening. But it is not 
just about the cash it provides to the council – the 
economic benefits to the city from conferences 
and concerts are huge.”

The council is also making the most of its 
strategic property assets. At the time we talk, 
Povall says his team is close to finalising a deal 
which will allow a charity providing children’s 
services to move into a building currently sitting 
on the council’s books. “They currently provide 
services in Liverpool but are based outside the 
city. Under this deal, they will pay a commercial 
rent but the council is going to carry out some 
improvements before the provider moves in.” 
Povall says that although the council, along with 
many others, faces massive pressures on its 
resource budget, it is in a good position in relation 
to its capital budget thanks to receipts from the 
sale of some of the land it owns. Part of this 
was prompted by a need to find cash to improve 
schools after central government funding was 
slashed. Land freed up by the programme has 
been sold to housing developers, creating capital 
receipts on top of the school rebuilding work.

The council has not been slow to make use of this 
income. Last year it paid £1.95m to acquire the 
leasehold of the former Royal Insurance Building 
to help high-end hotel operator Aloft open its 
first facility in the UK outside London. Povall says: 
“The council will now get the business rates and 
the rental yield from the building – after ten years 
we will have made our investment back. And 160 
jobs will have been created.” Using the receipts 
from the sale of two of its other buildings, the 
council has acquired the famous Grade II★ listed 
Cunard building on the city’s waterfront.  
The council will relocate staff to the site, 
generating accommodation savings of around 
£1.35m per year. It is hoped that another £1.75m 
will be generated from renting out spare office 
space in the rest of the building. And the council 
will have the option to buy the freehold for a 
nominal fee after five years. 
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Liverpool has also put some of its land into a 
joint venture partnership created with urban 
regeneration investor Sigma. The company, 
Regeneration Liverpool, was originally established 
in 2006 but was rebranded in 2012 following a 
lull in operations during the recession. Aimed at 
projects in the most deprived areas of the city, 
the firm is developing housing and commercial 
schemes. 

Separately, the council has appointed a 
consortium of official housing delivery partners – 
housebuilder Redrow, building contractor Willmott 
Dixon, and housing association Liverpool Mutual 
Homes. The council says the partnership has the 
potential to deliver 1,500 new homes and bring 
a further 1,000 back into use. The partnership 
will provide executive homes side by side with 
affordable housing, with Liverpool selling surplus 
land to the partnership for development. 

Both projects are helping the authority deal 
with the coalition government’s decision to 
withdraw funding which had been promised to 
help demolish and rebuild areas of low demand 
housing within the city. Povall says that the 
council has responded to criticism of the scale 
of demolition programme and is now taking a 
more sophisticated approach. He says: “We are 
compromising and are now carrying out some 
refurbishments – including knocking smaller 
homes in terraced streets together to create 
larger properties.” 

Coalition policy has led to changes elsewhere 
in the city. Liverpool has been allocated two 
enterprise zones. The first covers the Liverpool 
Waters development being brought forward by 
developer Peel, aimed at regenerating rundown 
dockland areas. The second, announced earlier 
this year, covers land next to Liverpool Waters, 
but away from the waterfront. The enterprise 

zones allow the council to provide business rate 
discounts to enterprises moving into the areas. 
Povall says that these discounts have attracted 
a number of businesses into new offices and 
industrial facilities. But, he says, appeals mean 
that “although we are winning on jobs, we are 
losing out on the business rate income.” 

The dampened business rate increases from new 
development are one of the reasons the council 
has not yet created a tax increment finance 
scheme to borrow against expected future rises 
in rates. But Povall says the strategy is set to 
pay dividends in the long term. He says: “We are 
trying to get a few sites ticking over. If we can 
offer occupiers a good deal on business rates, 
that is often the difference between a developer 
building a scheme speculatively or not. Once 
a few start moving in then others will get the 
confidence to build.” 

Finally, the city is using European aid to provide 
grants to small and medium sized businesses 
to create jobs. Last year, Briggs Automotive 
Company moved production of its BAC Mono 
sports cars to the city, creating 60 local, high-end 
manufacturing jobs. Povall says: “We give them 
a percentage of employment costs and capital 
investment. There are terms written in which 
mean if they achieve certain profits then they 
repay us. But we could waive this if they wanted 
to reinvest the profits to expand.”

Povall proudly points out that Liverpool’s capital 
strategy is currently being used as a case study 
on the website of CIPFA. The council’s “invest to 
earn” approach revolves around using one-
off capital receipts to assist the creation of 
sustainable revenue streams for the future.  
If successful, it could do as much for  
Liverpool’s reputation as the 2008 Capital 
of Culture jamboree.

City deals, 
mayors and 
development 
Early in 2012, the Liverpool city region 
became the first to agree a new City Deal 
with central government. The deal is 
aimed at bringing new investment and 
decision making powers to the city, aimed 
at attracting private investment, closing 
skills gaps and creating new jobs. The 
arrangement created a single investment 
pot of public and private funds to help 
achieve these aims, initially worth £130m, 
but with the potential to grow to up to 
£1bn. The initial pot will include £75m of 
new money from Whitehall. 

The deal will see the establishment of the 
first Mayoral Development Corporation 
outside London, supported by a package 
of measures to support growth. The 
package includes a new enterprise 
zone for north Liverpool and the central 
business district, allowing greater 
freedoms over business rates alongside 
a relaxed planning regime. It allows the 
council to retain 100% of any growth in 
business rates from the zone for use in 
five other Mayoral Development Zones 
around the city. 

The deal also sees the directly elected 
mayor acting as the chairman of an 
investment board to oversee the growth 
package and manage all of the land, 
commercial and residential buildings, 
previously owned by the North West 
Development Agency and abolished by 
the coalition government. Councils in the 
Liverpool City Region will also work with 
schools, the private sector and universities 
to develop specialisms to meet local skills 
shortages. A secondary school investment 
plan will see 12 new schools built, 
including at least six new academies. 

In addition, the deal also provides a 
programme of support for people to help 
them off benefits and into work. Liverpool 
has also become one of the first places to 
work with government to pilot the new 
Universal Credit scheme. At the same 
time, the government has recognised 
that cities are “engines of growth” and 
how they perform is critical to the UK’s 
economic recovery. In 2011 they invited 
the core cities to come forward and 
negotiate city deals to realise their own 
economic potential. Liverpool was the 
first city to agree a deal. In February, the 
government confirmed it would provide 
new money and powers to the city. 
The same day, the council voted for the 
elected mayor to lead the changes.

Liverpool Waterfront: (artists’ impressions)
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Since the Icelandic crisis the mantra ‘security, 
liquidity and yield’ has been drilled into every 
treasury manager’s mind - if it wasn’t already 
branded on their forehead.

This principle must be upheld: but in the face of 
ultra-low rates for the vast majority of councils, it 
is the cost of maintaining debt that is the bigger 
burden. If this is managed by taking advantage of 
the market opportunities then you can generate 
significant year-on-year savings.

To illustrate the point Leeds has loans currently 
totalling £1.4bn at an average rate of 3.93%. 
If these were at the average of metropolitan 
districts (4.64% in 2012/13 as per those 
authorities that responded to CIPFA) then  
that would add £10m to the debt budget. Over a  
25-year period that would equate to a staggering 
£250m.

It wasn’t always the case that Leeds’ borrowing 
rate was so low. Back in 2006 our average 
borrowing rate was 5.65%. It was around 
this time that we began to see rescheduling 
opportunities in the market. Ultra-long rates 
had dropped in response to pension fund and 
insurance demand leading to an inversion of the 
yield curve.

This gave us the opportunity to reschedule PWLB 
debt, achieve a discount and lock in long-term 
value. This was in the days when the margins 
applied to new loans and repayment loans were 
similar. The decision to reschedule debt was taken 
after consideration of:

n NPV analysis of the option to reschedule 
against continuing with the existing loan

n impact on volatility

n impact on the maturity profile

n impact on the HRA account

n accounting implications

n fees payable 

Examples include: rescheduling into market debt 
that involved the repayment of PWLB £95m at 
an average rate of 3.8%. Re-borrow LOBOs at an 
average rate of 3.79% generating a large cash 
discount taken straight to revenue; and repayment 

In recent years 
Leeds has 
remodelled its 
loan book to 
significantly 
improve its  
debt cost

Opportunity knocks for  
debt managers

of £360m at an average rate of 5.15% of PWLB 
loans, and re-borrowing at an average rate of 
4.6% generating annual savings of £3.2m, after 
effects of premiums and discounts.

In 2006/07 the strategy produced £22m of in-
year savings. This involved repaying more than 
£600m of loans and taking on new borrowing of 
more than £800m. Our rescheduling activity has 
reduced in recent years as our strategy has shifted 
to fund borrowing from our balance sheet and 
short-term money markets. The increase in the 
margin above gilts has also affected the number 
of opportunities to reschedule debt.

Seizing rescheduling opportunities coupled 
with investment income generated significant 
budgetary savings as shown in the table opposite.

The effect of overhauling virtually our entire loan 
book has been to reduce the average borrowing 
rate and provide substantial in-year budgetary 
savings. The only loan we have now that pre-
dated 2007 is one at 7.35% (£14.1m taken out 
in 1997). This will probably remain on our books 
now until it matures in 2058.

What has this done for our portfolio maturity? 
Have we put too many loans into a particular 
period? We do not match our maturities to our 
Minimum Revenue Provision profile, but look for 
maturity periods that offer good value whilst 
still achieving a manageable maturity profile. A 
number of loans have been put into 2051 and 
beyond, but based upon past experience there 
will be opportunities in the future to reschedule 
these loans into different periods. If not, inflation 
will also have a bearing on the capital outstanding 
in real terms.

To help smooth our volatility profile, we have 
£445m of market debt mainly in the form of 
LOBOs. These are instruments that have a fixed 
period of paying a fixed interest rate. After that 
period the lender has the option to vary the rate 
and if exercised the borrower can pay the new 
rate until the next option date or repay the debt 
outstanding, with a penalty. During this time we 
have more or less structured our LOBO portfolio 
so that they have options every three, five and six 
years. When we embarked on the use of LOBOs 

Bhupinder Chana
Bhupinder Chana is the principal finance  
officer at Leeds City Council
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we had seen a piece of work that pointed to an 
average LOBO life of 17 years before the loan  
was collapsed, but we were prepared for a shorter 
lifespan.

However, as the market has moved to an era of 
ultra-low rates our LOBOs have been very stable. 
From the lenders perspective they have provided 
a good return for an investment in a stable name. 

Whilst the costs of establishing a LOBO are 
higher than the PWLB, they have proved efficient 
vehicles to raising finance as the documentation is 
light touch. There is no need for expensive credit 
rating valuations and there is no dependency on 
market fluctuations once you have confirmed the 
rate. Additionally, both parties have the option 
to walk away from the deal if the market moves 
detrimentally. 

We’ve also considered bond options both as a 
single issuance and as part of a consortium. Whilst 
we remain open to these routes of securing 
finance they present some important issues that 
have yet to be resolved:

n There are considerable costs in getting a 
rating and costs in maintaining it

n Uncertainty of the rate that will be achieved

n Market movements mean that any gain to 
comparable PWLB loans could be quickly lost

n Documentation is particularly onerous and 
requires detailed examination

n Taxation issues on paying interest gross can 
cause investor nervousness

n Cross guarantees – are local authorities 
happy to cross guarantee the debt of other 
locals? Even if the likelihood of default is 
low? Is this legal? 

Perhaps we have become too comfortable with 
raising finance from the PWLB. But they have 
been around since 1793; they are our lender 

of last resort and have no intention of moving 
away from providing funds. The PWLB recently 
increased the limit on the amount of loans that 
they are prepared to lend councils from £70bn  
to £95bn.

Their process of awarding loans is efficient, the 
costs are low, and funding is available based 
upon real-time gilt prices, plus a margin, which 
arrives in your bank account in two days. Simple, 
efficient and transparent.

Whilst the average borrowing rate has continued 
to fall it is important to note the average maturity 
profile of the council’s debt. The average length 
of all loans to final maturity, including temporary 
loans, is 37.6 years. The average length of 
all loans to the next option date, including 
temporary loans, is 20.8 years. This provides 
a large degree of funding certainty within the 
overall debt portfolio. 

So, the rescheduling that we undertook has 
introduced significant certainty in our costs of 
funding and furthermore has now allowed us to 
fund our capex requirements from ultra-low  
short-term rates. One of the anomalies that 
we see is that despite significant reductions in 
funding (between 2010 and 2016 our funding 
will have reduced by £170m, or about 43%) our 
balance sheet strength is currently funding around 
£300m of our requirements. 

At some point we’ll have to convert that into 
longer term funding. So we’ll continue to watch 
the markets and when there are signs that the 
economy starts to normalise we’ll look to secure 
longer term funding. Principally that will be from 
the PWLB and market loans but we are not  
averse to looking at credible alternatives that  
offer real value.

In terms of investments, it’s simple: security 
liquidity and yield – that’s one constant in a 
changing world.
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Capex and differential rates 
There are three PWLB rates ranging 
from gilts plus 60 to 100 basis points, 
but the rates do not reflect the true 
premium risk relative to investment 
in gilts but apply an arbitrary uplift. I 
believe we should support a body of 
work that defines the true additional 
risk premium relative to gilts that 
investors should pay when investing in 
local authorities.
Maybe this is too simplistic as different 
authorities will obtain different credit 
ratings. However, as an asset class 
broad assumptions can be made. My 
own view is that this risk premium 
should be in the region of gilts plus 
50bp. If it is, then PWLB should reflect 
this in their offerings.
To have differential rates for capex 
does not make sense. If we buy into 
the argument that capex stimulates 
economic investment and use the 
government’s own analysis: “Funding 
and Planning for infrastructure 2010” 
states:

£1 spend on construction = £2.84 
GDP increase
£1 spend = 56p return to the 
exchequer in tax/benefits
£1m spend on road maintenance = 
15 jobs + adds £500k to local supply 
chain.

The government benefits from local 
authority capex. Therefore does it not 
follow that a higher PWLB borrowing 
rate leads to reduced capex, and 
reduced benefit derived by the 
government. Yes, councils still need 
a rigorous assessment of their capex 
priorities, but when the objective of 
meeting housing growth needs (that 
leads to an increase in new homes 
bonus) and increasing economic 
development (which leads to increased 
retention of NNDR) then this further 
strengthens the argument that lower 
costs of borrowing supports higher 
targeted capex.
The policy of LEPs/city regions etc. 
being given cash grants to stimulate 
economic growth seems to be at odds 
with restricting capex through higher 
than necessary costs of borrowing 
for councils. In many respects these 
organisations have the same economic 
growth objectives. 

Source: Leeds City Council
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Has there been a change of stance by 
the EU authorites regarding money 
market funds (MMFs) reforms that 
may have prompted IMMFA to update 
its position paper?

MQ: Not exactly. What we’ve seen is a process 
of proposed reform to MMF regulations which 
by dint of recent European elections is now, to 
some extent, up in the air again. The committee 
in charge of the reforms before the election 
weren’t able to reach a consensus and we’ve all 
had an opportunity since then to think in even 
more detail about how the MMF market could be 
affected if the new committee were to try again 
to impose capital buffers, for example. 

IMMFA’s excellent and detailed paper examines, 
amongst other things, the problem with capital 
buffers, which would effectively kill off MMFs 
with a constant net asset value (CNAV). It also 
explores some very sensible proposals based on 
gates and fees. We don’t know much about the 
new people on the committee and there’s very 
little clarity about what they think about the 
MMF reform proposals so papers like IMMFA’s 
help reiterate why the reforms, as they were set 
out prior to the election, just weren’t going to 
work in any sensible way. 

How do gates and fees work?

MQ: The principal issue is that if there were a 
significant set of withdrawals from a fund, gates 
and fees provide a mechanism to ensure there 
is no first mover advantage. In all circumstances, 
all unit holders in the fund are treated equally. 
Gates and fees essentially will allow CNAV 
MMFs to continue but provide a mechanism for 
addressing systemic risk, should there be some 
wide-ranging crisis again. 

What’s the UK government’s position? 

MQ: The government has taken a formal position 
now and is opposing moves to introduce capital 
buffers and will instead be proposing a system of 
gates and fees as a means to address systemic 
concerns.

A recent paper on 
proposed money 
market funds 
reform shows the 
way to better MMF 
regulation

And has CCLA’s position changed  
at all? 

MQ: We’ve updated the paper Money Market 
Funds and their value to charity and 
public sector bodies but our overall position 

is unchanged. Where I think the argument 

has moved on a bit partly relates to the 

developments surrounding bail-in proposals. 

There is a serious trend now towards bail-in 

policy sweeping across the global financial 

system. We’ve seen agreement here in the UK 

and elsewhere to implement a bail-in system 

where instead of getting bailed-out in a crisis, 

depositors incur a loss. So when you look now 

at the creditworthiness of individual banks, it’s 

impossible not to do so without some pretty 

bleak assumptions about government support 

in a crisis. That throws the onus back on to 

the investor to take diversification even more 

seriously. So that’s the other part of the jigsaw 

we’ve looked to weave into our report. 

If you’re a local authority investor in a 
CNAV money market fund, should you 
be planning any differently than you 
were prior to the EU election?

MQ: Well, it’s my view that there won’t be 

a change, not with regard to capital buffers 

anyway. The beauty of gates and fees is that 

they don’t have any material effect on MMFs 

other than in periods of great stress. There’s 

going to be an awful lot of notice to anything 

that develops in Europe. 

We don’t know at the moment what sort of 

priority ECON is going to give to this particularly 

piece of legislation so we’re not going to wake 

up one morning and find out everything is 

different. There’s going to be a long gestation on 

this, particularly given the quality of arguments 

that are being made, such as IMMFA’s. I think 

the interests of local authority investors in 

these funds are being well protected and well 

represented. 

See: www.psdf.co.uk and www.ccla.co.uk

Defeating capital  
buffers for MMFs

Michael Quicke 
Michael Quicke is the chief executive  
of CCLA, investment managers of the 
Public Sector Deposit Fund and Local 
Authorities’ Property Fund

36 Issue 4 September 2014 



Nick Vickers’
Chronicle

Diversification
Took an update report on treasury strategy to 
cabinet. Felt a bit uncomfortable as council only 
agreed the new strategy in February but we are 
really committed to trying to get some added 
return for the same level of risk. I went to a 
Room151 treasury roundtable at the end of April 
and was amazed by the number of authorities just 
sticking with bank deposits. At a time when every 
penny counts this just can’t be sustainable.

So the cabinet report did a number of things:

n Expanded our use of covered bonds (this really 
has been a good source of return and with no 
bail-in risk).

n Within our investment portfolio, increased  
the allocation to the CCLA LAMIT Property  
Fund to £10m from £5m (an excellent fund 
and we can invest without having to use 
capital receipts).

n Introduced corporate bonds to the range of 
asset classes we can use.

n Increased the Svenska Handelsbanken limit to 
£40m from £20m.

When you look now at our investments they really 
are quite diversified by asset class and geography, 
and I think this is where we all need to be.

Award winning portfolio
The pension fund has a £320m direct property 
portfolio managed by DTZ, they also manage 
a discretionary £40m indirect portfolio and we 
have just made £90m of secondary property 
investments with Fidelity and Kames. 

Property has been a really successful asset class for 
us and, with DTZ, who have managed the portfolio 
since 1995, we have an exceptional manager. It’s 
an interesting thought that any one of our equity 
managers can buy a particular company but each 
property is individual. The manager needs to 
get the acquisition right and then the property 
management - on the former, DTZ - will not 
overpay for assets. As for the latter, it’s where they 
add lots of added value. 

As it’s a fully discretionary mandate they make all 
the buy and sell decisions and I represent KCC as 
client on their quarterly investment committee.

We picked up the Investment Property Databank 
best performing fund three years to 31 December 
2013 award with an annualised return of 10%, 
which reinforces the positive feelings towards DTZ 
and the asset class. 

All our woes
DCLG published its consultation document on 
Pension Boards. Totally pointless – pension boards 
with no clear role and no rationale for why they 
are being created. I fear people on the Shadow 
Advisory Board in general have very little local 
authority investment experience. They seem to 
think that governance can solve all our woes. It 
won’t. Local authorities are tremendously well 
governed organisations and the last thing LGPS 
schemes need is yet more governance. A pointless 
and expensive diversion from the true business of 
making money to pay past and future pensions.

Damp squib
A really busy agenda mainly of our own issues, the 
most important item being Hymans Robertson’s 
thoughts on where we go next in evolving our 
investment strategy. Unfortunately the topic I’m 
going to focus on here is the fund’s response to 
the DCLG consultation document on the future of 
LGPS funds. 

The only positive thing to say is at least the 
madness of forced fund mergers didn’t make it 
in – even if that’s possibly because this late in the 
coalition government they were never going to get 
primary legislation through. I personally think it is 
a missed opportunity – 89 funds is too many and 
it’s clear there needs to be more professionalism 
in how we manage what, for the bigger funds, 
are very large sums of money. The Kent fund, at 
£4.1bn, has doubled in value over the last five 
years. This is big, important business, which KCC 
takes seriously.

But that opportunity was missed and the 
consultation paper is a damp squib. I expect 
responses which overwhelmingly rubbish the 
idea of passive only management. The collective 
investment vehicles have a place but, to me, only 
in alternative asset classes. 

Strange how the DCLG paper did not reflect the 
Hymans Robertson detailed research report 
which said that LGPS funds pay less in investment 
management fees than in the corporate sector. 

I conclude that the Treasury just wants to make  
up a big figure, savings of £660m, whether it’s 
right or not. I do feel that managing £178bn of 
pension fund money deserves rather more thought 
and care.

Anyway: busy month. I’m off to watch the Tour 
de France for a few days. But in France, where it 
should be seen!

Nick Vickers
Nick Vickers, head of financial  
services, Kent County Council

Discomfort 
on treasury 
strategy, property 
investments, 
LGPS and lost 
opportunities
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CB: The idea of the commissioning council 
is not a new concept and has in many ways 
evolved from the days of compulsory competitive 
tendering (CCT) in the 1980s. In Wandsworth, 
the idea of market testing was embraced 
with enthusiasm by the council, not from an 
ideological perspective that the private sector 
was best placed to provide services, but from 
the practical view point that going to the market 
meant the council needed to think about what 
it wanted, and thus specify the outcomes and 
outputs for the services being commissioned. 

This accurate specifying of outputs and outcomes 
was key in the 1980s to getting the service right, 
and is the basis of the commissioning philosophy 
of the council today. However, does getting 
the commissioning right mean that the council 
ceases to provide the services itself? Well, to be 
honest the answer in my experience is no. There 
is no reason why a council shouldn’t commission 
services and then price in competition with the 
market for the delivery of those services and, on 
the basis that it meets the specification and can 
deliver on price, provide those services in-house. 

It may surprise some readers that Wandsworth 
(aka the Thatcherite jewel in the crown) still has 
a blue collar labour force providing highways and 
housing maintenance services despite over thirty 
years of competition. The organisation competes 
on price on the same specification as the market 
and ensures that the private sector prices remain 
keen. The commissioning role is kept separate 
and they are treated like a contractor.

There is a risk if the decision is made for the 
council to be both provider and commissioner 
to make the specification like the current in-
house service. That risk needs to be avoided so 
that the council in these straightened financial 
circumstances receives the services that it can 
both afford and its residents need. However, this 
doesn’t mean that the council should discard the 
option of providing a service in-house as, in my 
experience of almost 40 years of market testing, 
many services can be provided competitively, 
effectively, efficiently and with innovation by the 
council’s own staff. 

The range of local authority services 
commissioned has developed over the past 30 
years and we now deal with a wide range of 
softer services than in the days of CCT. But the 

 
Barnet may have 
paved the way for 
“virtual” councils 
to move away from 
direct delivery to 
commissioning 
services, but 
service provision is 
developing into a 
complex landscape
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Chris Buss
Director of finance and deputy chief executive 

for the London Borough of Wandsworth

Vic Allison 
Deputy managing director and S151 officer for 

Wychavon District Council

Dave Kempson
Chief finance officer, Luton Borough Council

MIXED MESSAGES: Commissioning  
isn’t a case of one size fits all.  
Sometimes, direct delivery still works

same basic skill is required of knowing what 
you want from a service in terms of outputs and 
specifying outcomes. The key in getting this right, 
in terms of innovation and price is, in my view, 
not fettering a bidder or provider in their choice 
of delivery mechanism. 

Councils by all means should move towards 
better commissioning as a way of providing 
services that are fit for the next decade and  
are affordable; but the idea that either the private  
or third sectors has a monopoly on the provision 
of effective and economic services is a dangerous 
fallacy. 

VA: At Wychavon we often talk about our 
mixed economy approach to service delivery. 
We were one of the first to transfer our housing 
stock back in 1994 and set up a trust to manage 
our leisure centres a few years later. Refuse 
and street cleaning was also outsourced in the 
early 1990s and more recently we entered into 
a strategic partnership with Civica for our South 
Worcestershire Revenues and Benefits shared 
service, a joint initiative between Wychavon, 
Malvern Hills and Worcester City Councils.

We don’t have an ideological position on 
commissioning or direct service provision.  
Each service will be considered individually and 
where we think that an alternative delivery 
model would work better then that’s what we 
will pursue. Equally, we recognise the advantages 
of directly providing some services. Our new 
Grow Save Charge business plan promotes 
growing what we do as a council both for our 
own community and for other councils. The 
importance of economies of scale and local 
jobs are both recognised here but that doesn’t 
necessarily mean more directly employed 
people.

Under our partnership with Civica for instance, 
where we are insourcing work from other 
councils, we do not employ the staff. But we 
do enjoy the benefits of economies of scale 
and of course the new employees work locally, 
with the associated economic benefits. Car park 
management is something which we do  
for a number of other councils, offering both  
an enforcement service and a back office 
processing service. Here we directly employ  
the staff involved.
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We will outsource service provision where the 
other party has something to contribute over and 
above what the councils can achieve.  
We don’t mind whether the other party is from 
the private, voluntary or public sector. This 
additional contribution might be better buying 
power, particular technical expertise or, in  
the case of our revenues and benefits strategic 
partnership, the ability to market our services  
to others.

Staff terms and conditions are always at the 
centre of any debate around commissioning 
versus direct service provision and can be a 
barrier to change. Staff may often see a move  
to the private sector as a threat to their terms and 
conditions. But that’s not been our experience. 
In fact, our revenues and benefits staff generally 
regard the move to Civica as a positive move. Pay 
and pensions are protected under TUPE but staff 
do enjoy more career development opportunities 
working for a bigger organisation and, for many, 
more challenging and rewarding work.

Genuine partnerships provide the flexibility 
that traditional outsourcing contracts do not 
and for some areas of work this is vital. The 
nature of revenues and benefits work means 
that it is impossible to specify precisely what 
you need over the next 10 years. We think 
we have achieved a genuine partnership with 
Civica, where the councils and Civica each bring 
something to the party and staff and customers 
are pleased with the outcome. For the councils 
we are also saving money and bringing jobs to 
the area. We would argue that councils shouldn’t 
pursue being a virtual council or cling on to 
providing services directly but instead should be 
open minded about the best solution. 

A further element of the Northampton Alive 
programme is Project Angel, a major invest-to-
save scheme, and a continuation of the county’s 
successful asset exploitation programme, that 
has seen us exit over sixty properties in the last 
eighteen months. This will also see the council 
exit twelve buildings, mainly out of town, to 
a new office for 2,000 full-time employees in 
the town centre. The buildings being exited 
are a mix of leased and owned, but are all 
typically expensive to run. The capital receipts, 
surrendered leases and, most importantly, 
significantly reduced utility costs, more than 
cover the cost of the new build of £48m and, 

indeed, deliver an efficiency to our medium-term 
financial plan, as well as more footfall and spend 
in the local economy.

Other initiatives, while not strictly financial 
interventions, are part of the big overall push 
on growth and economic development. There 
is a highly effective growth hub in place 
which is an excellent first point of contact for 
companies new to Northamptonshire, a ‘We Love 
Northamptonshire’ campaign also aimed at new 
business, and enterprise hubs operating in our 
libraries which have enabled the set up of new 
businesses, to name just a few.

This is all the more remarkable given the local 
challenge of currently having to work through 
two overlapping LEPs – Northamptonshire 
Enterprise Partnership and South East Midlands 
Local Enterprise Partnership. The most recent 
challenge here is the bidding process for 
infrastructure previously directed through county 
councils but now part of the Single Growth Fund. 
The Strategic Economic Plan has consequently 
received significant scrutiny if not duplication of 
effort at a time of very scarce resource. Don’t 
they say, “always finish on a high note?”

DK: We are all commissioning councils 
now. Does that imply a uniform approach? Of 
course not. Like most things in life and local 
government, there is an infinite variety of 
approaches. Some commissioning councils 
have recently insourced particular services. 
Some commissioning focuses on social 
enterprises (many specifically set up as part 
of the initial commissioning exercise), some 
on Teckal companies, some on traditional 
outsourcing, and most on mixed economies. 
Some commissioning remains wholly in-house 
based on a commissioner/provider split. Some 
commissioner/provider relationships are working 
in partnership - others are clearly not.

What lessons can we learn from all this? From 
my perspective, from discussions with colleague 
treasurers, and from an excellent workshop 
on Contract Management at the recent CIPFA 
conference, I offer the following five. 

The first, I’d suggest, is that standard commercial 
contracts are not well-suited for the current local 
government financial situation, where large 
reductions in cost are required year-on-year and 

sections of service may be stopped. This is one 
reason why contracts have been insourced. 

The second is a reminder that for any contractual 
relationship to be viable, the commissioner, the 
contract manager, and the provider have to see a 
reasonable way in which the provider can make 
a financial return from future service provision. 
This is one of the key challenges for the 
commissioning council in current times, where 
savings are needed on an ongoing basis. Good 
social care contract managers have been aware 
of this for some time – others have wondered 
why providers have closed down. Where a return 
can’t be made from the specified work, the 
provider/commissioner relationship breaks down. 
The provider has to manipulate the contract to 
extract cash. It becomes a matter of survival.

The third is that good contracts are generally 
simple ones. Complex clauses may be an 
intellectual triumph, but if the contract manager 
does not understand them, the contract won’t be 
managed effectively. 

The fourth is that the social enterprise/trust 
approach to provision has often enabled 
authorities to work with providers to implement 
major changes in service despite what is in the 
contract. That would not be so easy with  
a private sector provider. However, a well-
thought through contract incentivising a private 
sector partner to produce savings options can  
be very effective.

The fifth is that in a commissioning council, the 
contract manager is king – or one of the kings. 
Creating a contract delivers potential value. 
Managing a contract delivers the actual savings 
or costs. The ideal contract manager needs to 
be a hard-headed, commercially-astute, thick-
skinned individual with great attention to detail, 
who understands the contract documents and 
double-checks every bill and contract change 
request. Trafford Council has recently advertised 
for a contracts director at the same rate of pay as 
their commercial director. 

As commissioning councils continue to evolve 
in different ways, it is likely that more of us will 
need to consider how we create excellence in 
contract management in order to ensure delivery 
of the value and savings that a commissioning 
council approach appears to promise.

Talking         POINT
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CIPFA suspends former s151  
over investment
July 17: Another council finance officer has been disciplined by his professional body for financial 
mismanagement surrounding investments in Icelandic banks in the run up to the 2008 credit crunch. 
The disciplinary committee of CIPFA has announced it has taken action against Andrew Tremaine, 
previously head of financial services, director of corporate resources and section 151 officer at 
the now-abolished Restormel Borough Council in Cornwall. The committee found Tremaine had 
breached one or more of CIPFA’s guides to conduct, principles or rules. It added that: “…by failing 
to follow applicable standards and failing to ensure, in accordance with those standards, that a 
proper framework of financial control was in place and operating effectively, he had conducted 
himself in such a way so as prejudicially to affect the status, reputation or welfare of the Institute 
and, by his misconduct, brought discredit on himself, the Council, the Institute and the profession of 
accountancy.”

www.room151.co.uk/news

LGPS consultation welcomed but  
active/passive debate heats up 
May 8: Local Government Pension Scheme (LGPS) officers breathed a collective sigh of relief as 
the government ruled out local government pension scheme mergers – but have indicated their 
opposition to proposals which could end active investment in listed assets.

Late last week, the Department for Communities and Local Government released a long-awaited 
report by pensions consultancy Hymans Robertson into the future of LGPS investment.

Responding to the report, the department launched a further consultation, but said that asset 
allocation will remain with the administering authorities, and that the government does not intend to 
pursue fund mergers for the time being.

Local government minister Brandon Lewis said: “The proposals I am setting out today will help reduce 
investment costs by £660m a year.”

His figure is based on an analysis by Hymans Roberston which said that moving to passive 
management of listed assets like bonds and shares could save £230m in investment fees and a 
further £190m by reducing transaction costs – assuming all funds were to participate.

Michael Johnson, research fellow, Centre for Policy Studies, welcomed the conclusion, saying: 
“Hymans Robertson has produced robust evidence from the largest data set in Europe that tells me 
that we don’t need 80 per cent of asset managers.”

www.room151.co.uk/local-government-pension-scheme-
investment/

Croydon rids itself of “unethical”  
investments 
July 24: London Borough of Croydon’s pension fund is moving all of its equity assets – a total of around 
£350m – to a Legal & General global ethical investment fund. The decision was taken at a meeting of 
the council’s pension committee and follows local elections in May when Labour wrested control of the 
council from the Conservatives.

www.room151.co.uk/151-news/
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Councils face  
increasing  
funding gap
June 30: Councils in England face a funding gap 
of £5.8bn if they want to maintain current service 
levels next year, according to the Local Government 
Association.

The association said that figures released in June 
had been calculated by the total money councils 
will have during 2015/16 (£46.3bn) and the 
amount of cash they would need to maintain 
2013/14 levels of service.

The findings also argue that the total funding gap is 
set to rise at an average of £2.1bn every year until 
2019/20, when it will reach £12.4bn.

www.room151.co.uk/funding

Q&A with Cheshire East’s  
Peter Bates
June 27: Chief operating officer and section 
151 at Cheshire East Council Peter Bates talks 
about his council’s hybrid approach to service 
delivery mechanisms.

Room151: Why are you creating so many 
standalone companies to run council 
services?

PB: We aren’t wedded to a particular 
philosophy and published a document 
outlining a hybrid approach to best meet the 
needs of our residents. We are exploring a 
plethora of delivery models – wholly owned 
companies, in-house delivery, trusts, social 
enterprises, outsourcing.

Room151: What are the outsourced 
companies you have created?

PB: We have one for environmental services 
– Ansa – and another called Orbitas which 
runs bereavement services. We have also 
created a new trust called ESAR to run our 
leisure services. More are in the pipeline 
including transport and planning services. 
We are also reviewing our schools catering 
and cleaning arrangements, possibly though 
a staff mutual model. 

All of them report into a holding company 
also owned by the council.

Room151: What are the advantages of 
running standalone companies?

PB: Firstly, just preparing for transfer 
of services requires a targeted focus on 
understanding the cost base and to define, 
with absolutely clarity, the purpose of 
the business and measures of success. 
Secondly, they can be more tax efficient and 
productive. There have been some concerns 
from unions about the terms and conditions 
of staff through the traditional outsourcing 
route. However, we have a constructive 
dialogue with them, and they are happier 
with the model of effectively keeping staff 
in house through a standalone company. We 
have seen greater empowerment of staff, 
increased innovation and creativity which 
is leading to greater productivity and lower 
absence rates.

www.room151.co.uk/
interviews

Miliband pledges 
greater freedoms 
for councils
July 3: Labour leader Ed Miliband has outlined 

proposals to devolve £30bn from central 

government spending to new “super councils”.

In an article for the Sunday Times, he said that 

large councils similar to the Greater Manchester 

Combined Authority would also be allowed to keep 

100% of extra revenue they generate through 

business rates, as well as getting greater freedom 

to set levels. 

Labour is also planning to slash the number of local 

enterprise partnerships. 

www.room151.co.uk/news

Four virtual  
councils to  
merge services 
May 28: Four councils have unveiled proposals 
to merge all of their services into a single, 
jointly-owned standalone company. Leaders at 
Cotswold, Forest of Dean and West Oxfordshire 
District Councils and Cheltenham Borough 
Council have set out their 2020 Vision for Joint 
Working, which councillors will vote on by the 
end of June. The move would mean that the 
councils would no longer directly employ any 
of their own staff, although a small number of 
advisers may be retained for councillors. David 
Neudegg, chief executive of West Oxfordshire 
District Council and Cotswold District Council, 
told Room151: “Lots of councils, including 
ourselves, have done elements of this – 
shared services and standalone companies to 
deliver services – but nobody has taken the 
comprehensive approach we are suggesting.”

www.room151.co.uk/
resources

London CIV begins 
to take shape
July 24: London Councils has set up a limited 
liability company to run its proposed collective 
investment vehicle on behalf of the capital’s 
boroughs’ pension schemes.  

The CIV will deliver a platform through which 
the boroughs can collaborate and collectively 
invest their assets. Chair of London Councils Jules 
Pipe said: “There are many more milestones to 
achieve before the CIV will be fully operational, 
but it is now possible to say that we are ‘in 
business’.”

www.room151.co.uk/news
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Bournemouth launches  
mortgage loan scheme

Councils pledge almost  
£3m to bond agency 
July 10: The nascent municipal bonds agency 
was expected to begin recruiting staff as early 
as mid July, after it was revealed that councils 
have pledged almost £3m of capital.

Outgoing Local Government Association 
chairman Sir Merrick Cockell said that not only 
had an initial £400,000 in start-up costs been 
met, but the agency was almost all the way 
to raising the £3.5m needed for the vehicle to 
break even.

He said: “We have not only reached our July 
fundraising target, we are on course to hugely 
beat it. At the close of business yesterday, 
we had known council commitments worth 
£2.9m…”

The pledges, he said, have been made by 22 
councils, “large and small, districts, counties, 
cities and London boroughs, of all political 
colours and from both north and south of the 
country”.

Some councils have committed to staged 
payments, with a proportion to be held back 
until a final review of the project towards the 
end of the mobilisation stage. This means that 
not all of the total outlined by Sir Merrick is 
directly relevant to the set-up stage..

www.room151.co.uk/
funding

June 27: A finance scheme offering mortgages to homebuyers and loans to local businesses 
has been launched by Bournemouth Borough Council. The council committed to the Community 
Finance Initiative (CFI) in July 2013 and is already using a £15m pot to lend to small businesses. 
Loans to first time buyers who hold a minimum 5% deposit are now available at a rate of 4.2% 
over a period of 10 to 30 years. Liz Wilkinson, the council’s executive director for finance, said: 
“All applications for mortgages will be considered on a case-by-case basis.

“Our research showed that 73% of potential first-time buyers in Bournemouth are struggling 
to save the necessary deposits required by lenders. This is all about making mortgages more 
accessible to local people.”  

www.room151.co.uk/investment

CIPFA set to revise 
the CFO role 
July 3: The Chartered Institute of Public Finance 
and Accountancy (CIPFA) is set to revise its 
guidance on the role of chief financial officers in 
local government.

The move was revealed by Alison Scott, CIPFA’s 
assistant director for policy and technical, 
at the organisation’s annual conference in 
London yesterday. CIPFA has now launched 
a consultation into a revised document to 
clarify the role of the CFO due to the rise in 
joint venture partnerships with the private 
sector, along with standalone council-owned 
companies.

She told a workshop at the conference: “CFOs 
setting up third party organisations have 
often got involved without thinking about the 
consequences. It is very easy when setting up a 
new trust to get involved without thinking ‘do I 
have a conflict of interest?’

“If money is being spent with a third party then 
they cannot be expected to perform the same 
role.”

www.room151.co.uk/news

Report slams capital buffer proposal for MMFs
July 9: A body representing money market fund managers has warned 

that European proposals to regulate money market funds (MMFs) could 

take €250bn out of the European economy.

The Institutional Money Market Funds Association (IMMFA) produced 

a 45-page report in July criticising proposals being considered by the 

European Parliament’s economic and monetary affairs committee 

(ECON). The proposed reforms have been opposed by councils who are 

estimated collectively to have around £3.8bn invested in such funds, 

according to recent DCLG figures.

The IMMFA report pressed the case for an alternative system of 

regulation based on redemption gates and liquidity fees, saying that 

the European Union proposals requiring managers to hold a 3% capital 

buffer would have a significant impact on bank lending and the wider 

economy.

The report said: “The current assets under management of constant net 

asset value (CNAV) MMFs are around €480bn. Applying the proposed 

3% buffer would require a total of around €14bn of capital to be set 

aside. Of this, €4bn would be provided by non-bank sponsors, but the 

balance of €10bn would come from bank sponsors. This effect would 

be amplified, as banks are geared typically between 20 to 25 times, 

resulting in a reduction of lending to the European economy of €200bn 

to €250bn.”

www.room151.co.uk/investment

42 Issue 4 September 2014 



The latest from think tanks and associations and local government

Research & Publications

Building homes, the funding outlook, city governance, 
county growth ambitions and LEP prospects

 
Housing revenue account borrowing programme: 
prospectus (2015-16 and 2016-17) 

Published by DCLG

Date  July 2014

@   see above 

This document lays out how local authorities can bid for additional 
borrowing to help fund an increase in the supply of affordable housing 
through commissioning and building. The government’s Autumn 
Statement revealed an increase in the Housing Revenue Account 
borrowing limits by £150m in 2015-16 and the same sum in 2016-17 to 
fund 10,000 new homes. But it links homes to “innovation”.
The prospectus says; “The Government wants to see active asset 
management and the disposals of high value vacant stock forming 
part of any bid as well as public sector land being brought forward – 
councils should be using their land proactively and not just mowing 
it. Local authorities should also consider partnership working with 
housing associations or through joint ventures to deliver their 
schemes. In a nutshell we want this additional borrowing to be used 
to drive innovation in how local authorities deliver housing for their 
local communities.”

 
Benchmarking Analysis: Accountancy in local government

Published by CIPFA

Date  July 2014

@  www.cipfa.org/policy-and-guidance/  

  publications/

In this guide, CIPFA lifts the lid on its successful benchmarking service 
and provides valuable insight into the current state of local authority 
accountancy and finance services across the United Kingdom. Content 
for the guide comes from CIPFA’s accountancy benchmarking club.

The guide looks at the accountancy function, its cost, how it is staffed, 
the quality of service it provides and concludes by considering its 
future. CIPFA says: “As the drive to cut costs continues, local authorities 
are taking difficult decisions about what gets funded and what does 
not. Never before has a skilled and experienced finance team played 
such a critical role in determining the organisation’s future.

“But with all services coming under intense scrutiny, it is vital that the 
accountancy function has its own house in order, too. It needs to be 
cost effective, high quality and responsive to the needs of its users. 
And it needs to be able to demonstrate that this the case.”

 
Future Funding Outlook 

Published by Local Government Association

Date  July 2014

@  www.local.gov.uk/web/guest/publications/

 
From 2010/11 to 2013/14 local authorities have made savings of 
£10bn, largely through efficiencies. But many believe the efficiencies 
are running out. This report sets out the impact of further saving on 
local government in England.

“Local government is widely held to be the most efficient part of 
the public sector. In addition councils have coped successfully with 
unexpected additional challenges such as winter floods.

“But the AnyCouncil and AnyHouseholds appendix to this report draws 
on real life examples to show that reductions are beginning to have 
a real impact on local service users, and this will get worse as further 
reductions are made to balance budgets to meet the major funding 
reductions now forecast,” says the report.

 
Local Growth Deals

Published by DCLG

Date  July 2014

@   www.gov.uk/government/organisations/

department-for-communities-and-local-

government

This collection of documents details the first wave of Growth Deals, 
with the first £6bn of spending revealed to have supported local 
businesses through training, creating jobs, building homes and 
launching infrastructure projects including transport and superfast 
broadband.

A statement from DCLG says: “Growth Deals are a revolution in the 
way our economy is run. For the first time ever, housing, infrastructure 
and other funding is being brought together in a single pot, and put 
directly into the hands of local authorities and businesses to spend 
the way they know best. Projects beginning 2015-16 are expected to 
be matched by local investments worth around twice the contribution 
from central government.”
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Right Tier, Right Now: Perspectives on harmony in local 
government 

Published by The New Local Government Network

Date  July 2014

@  www.nlgn.org.uk/public/2014/

The NLGN says the future of two-tier local government is a “vexed 
question”. This collection of essays explores the future of local 
government making the assumption that the current division of labour 
between counties and districts is unsustainable as they struggle with 
budget cuts.

“This is a complex and highly charged debate in which solutions must 
emerge from localities. The essays gathered here are not intended to 
provide easy answers, but to explore how counties and districts are 
approaching the problem in practice. They are intended to clarify the 
options and to move the discussion forward,” says the NLGN.

 
Ambitious growth deals for counties

Published by County All Party Parliamentary Group

Date  June 2014

@  www.countycouncilsnetwork.org.uk/library/

This report attempts to answer the question: what should ambitious 
growth deals for counties look like? The concern of the all party 
parliamentary group is that the recent round of growth deals are 
arbitrarily aimed at the UK’s largest cities and that government has 
failed to provide the “necessary policy tools” county areas need to 
exploit local economies.

The report says: “More broadly, we also believe that the government’s 
response to the Heseltine Review has not matched Lord Heseltine’s 
ambition. In fact the signs are that the government’s focus is on 
funding a number of projects which can start in 2015-16 and that 
the vision of localities being genuinely empowered to set, fund and 
deliver local growth strategies will not be achieved. We have concerns 
about the ability of government to negotiate in a constructive way 
with 39 LEP areas. The current government has in effect recognised 
this by giving priority to agreeing deals with the major cities. We 
believe that the government should respond to this reality by 
making a new devolved core settlement available to all places and 
negotiating more bespoke deals with those places with the greatest 
ambition and best track record, regardless of whether they are city or 
county areas.”

 
Benefits to Bricks: Mobilising local leadership to build 
homes and control the benefits bill 

Published by The Institute for Public Policy Research

Date  June 2014

@  www.ippr.org/publications/

This report attempts to find ways to increase the housing supply and 
reduce the housing benefit bill.

The IPPR proposes a plan in four phases to give local authorities powers 
and incentives to move from current arrangements which sees 95% 
of government spending on housing going the benefit system. These 
include earn-back deals to encourage local authorities to find savings; 
allowing councils to revert to paying landlords direct and keep a share 
of savings; give combined authorities more control over social rent 
setting; provide cities and counties with an upfront Affordable Housing 
Fund covering multiple years to help build homes and subsidise rents. 

“During the course of this parliament, 95% of government spending 
on housing will go through the benefit system, with just 5% invested 
in new homes. This more than reverses the balance of spending in 
the late 1970s, contributing to the undersupply of homes and a rising 
housing benefit bill. Without a change of course, rising house prices are 
set to put homeownership further out of reach for millions, especially 
young people, and the share of households facing higher private rents 
will grow. Even as the economy recovers, the housing benefit caseload 
is set to rise, with more working people finding themselves unable to 
pay their rent without a subsidy. The housing benefit bill is projected 
to rise in real terms throughout the next five years, reaching a level 
around £8bn a year higher in real terms than before the recession.” 
writes the IPPR.

 
Accounting for Local Government Pensions Scheme 
Management Costs

Published by CIPFA

Date  June 2014

@   www.cipfa.org/policy-and-guidance/

publications/

The cost of managing the Local Government Pension Scheme (LGPS) 
has come under close examination in recent years, ending in the 
DCLG’s call for evidence on the future structure of the LGPS. This 
guidance from CIPFA is aimed at addressing shortfalls in reporting the 
management costs generated by LGPS. 

A foreword to this report says: “Practitioners have been aware of 
deficiencies in the comparability of data between funds for many 
years. A second distinct, but related element of the data issue is the 
extent to which there is complete reporting of costs, particularly 
transaction costs. It is interesting to note that element is now being 
picked up across the wider industry.”
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Building economic resilience? An analysis of local 
economic partnerships’ plans 

Published by The Institute for Public Policy Research

Date  May 2014

@  www.ippr.org/publications/

 
In this report the IPPR examines whether local enterprise partnerships 
are preparing for the long-term economic and social challenges facing 
their areas.

“In the wake of the recession, the tools of national and local 
government have been re-geared for growth. However, the basis 
of the burgeoning recovery is still in question: long-term youth 
unemployment is persistently high; business investment and the 
balance of trade remain significant concerns, as does household 
debt; and there remain major disparities in the relative performance 
of different cities and regions – in some areas, the fragility of earlier 
growth has been exposed as investment has drained away,” says the 
IPPR.

The report considers the strategies created by LEPs to win part of the 
Local Growth Fund, judging them against a newly developed “LEP 
resilience framework”.

“Local enterprise partnerships (LEPs), set up by government to drive 
the growth agenda at the local level, have never been directed to 
address matters of wider economic resilience. However, they have 
the freedom to develop growth plans that address wider ideas of 
local economic resilience as well as narrow concepts of productivity 
growth,” says IPPR.

 
Prospects for Combined Efforts: The future  
governance of England’s Cities

Published by The New Local Government Network

Date  June 2014

@  www.nlgn.org.uk/public/2014/

 
 
This is a collection of works providing an examination of combined 
authorities and what the future may hold for them. The NLGN 
says the rise of the combined authority has been one of the most 
significant developments under the government’s urban policy. Until 
its emergence northern cities have arguably suffered from a lack of 
influence to win support and funding from Whitehall. Nor have they 
had the governance arrangement that would allow them to “pool” 
funds for targeting the best prospects for growth. 

“The last four years have seen a new flowering of urban collaboration, 
with most of the north’s great cities now clustered together into 
city regions with clear economic strategies and substantial pooled 
investment funds. The most ambitious of the new combined 
authorities in Greater Manchester has struck deals with government 
that give the city access to an element of benefits spending and a 
share in the uplift in national taxation driven by its new tram project,” 
says the NLGN.

 
Managing Council Property Assets: Using Data from The 
VFM Profiles Tool 

Published by The Audit Commission

Date  June 2014

@  www.audit-commission.gov.uk
 
 
The Audit Commission estimates that there are surplus assets worth 
£2.5bn owned by local government. The public spending watchdog is 
calling on local authorities to ensure they have a strategic approach to 
their management and extracting the best value.

Audit Commission Chairman, Jeremy Newman comments: “To be 
clear, we are neither advocating that local government starts a 
wholesale sell-off of their land and property nor are we suggesting 
councils shouldn’t spend money on buying assets or on investment to 
improve their existing property. 

“What we are highlighting is a group of assets that do not provide 
immediate benefit to local communities, but still require councils to 
spend money on maintaining them. These assets have potential value 
for councils.”

This paper from the commission “prompts” councils to assess if they 
should sell, keep or transfer assets and how much should be invested 
in building, buying and maintaining them.

 
Municipal Futures 

Published by Local Government Information Unit

Date  June 2014

@  www.lgiu.org.uk/publications/

What does local government mean in the 21st century? This collection 
of essays by LGIU staff aims to answer that question by considering 
councils as “sites of power, learning, relationships and as part of global 
networks”. The essays take as their starting point that local authorities 
are near to exhausting efficiencies as a means of managing spending 
cuts and chief executives and council leaders will now have to think 
very differently about the future of services and their provision.

 
Digitally Positive 

Published by The New Local Government Network

Date  June 2014

@  www.nlgn.org.uk/public/2014/

What is the future of digital technology in local government? 
NLGN convened a roundtable to explore the implementation and 
implications of digital works. Several themes emerged.

“It is clear that the key to the digital future is not in the technology 
but in people. The tech is impressive and important. But unless it is 
designed with the users and those whose job it is to promote it at the 
heart of the project it will fail,” says the NLGN.
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European and council elections were held in May. 
The results have been discussed ad nauseam. 
The new landscape already feels quite familiar. 
However, we should consider whether there 
are particular lessons for us folk to assimilate, 
especially in the current austere local  
government climate. 

From a financial viewpoint, one of the issues is 
whether, as an organisation, you are ready to 
deliver the victorious party’s manifesto. Preparation 
for this begins way before the election is even a 
blurry shape upon the horizon, by working with 
politicians of all parties to ensure they are properly 
briefed on the local financial situation. 

This means sessions (and I mean sessions plural – 
one won’t do the trick!) with each of the political 
groups explaining in simple terms such arcane 
mysteries as the grant settlement, the medium 
term financial strategy, and the council tax base. 
This time around, the important message for each 
group to comprehend was that they would have 
no money to spend on expensive promises to the 
electorate. Not a difficult one, you might think, 
considering the frequent reminders of public sector 
austerity from central government and the media. 

You would be wrong, of course. Election campaigns 
are, after all, about promising things. 

The manifesto itself, mostly drafted in a flurry of 
activity in the weeks preceding the election, is a 
document in which the s151 officer should take 
a particular interest. A quiet word at the drafting 
stage is the most direct opportunity to ensure 
that it does not contain unaffordable promises. 
Unfortunately, this kind of support is sometimes 
rejected by local politicians on the grounds the 
contents are secret. By implication this reveals 
a paranoid belief that the s151 officer will be 
bursting to blurt the highlights to opposition parties. 
Of course, such a belief couldn’t be further from 
the truth – we s151 officers are by nature entirely 
impartial and very good indeed at keeping secrets.

Perhaps in such cases the local politicians’ secrecy 
is itself just cover for discomfort at having their 
homework marked. One way around this impasse 
is to offer the dedicated services of a deputy who 
will be subject to a strict ban on discussing what 
they see or hear with anyone else – including you. 
Nearly all manifestos fail to say how their promises 

will be funded, and the ones that do refer only to 
the sort of cuts local politicians imagine will go 
down well with residents: fewer senior managers 
(hurrah!); a reduction in the use of consultants 
(yippee!); fewer agency staff (whoop whoop!). 
Such proposals ultimately deliver comparatively 
little in cash savings. As s151 officer, your job, 
of course, is to anticipate the extra sum that will 
be needed to balance the budget and to line 
up palatable options for the victorious majority 
members.

The next election issue is the event itself - the 
poll followed by the count. Your finance staff 
members are potentially a valuable asset to the 
Returning Officer if you can make them available 
and it won’t interfere with business as usual such 
as closing the accounts. After all, accountants are 
particularly good at counting. They also have skills 
with spreadsheets, which have been the saviour of 
many a count. 

Hopefully they will emerge after the training and 
pressures of the event having enjoyed a great 
team-building experience. It’s possible, however, 
that they will have endured the relentless, 
vulture-eyed scrutiny of politicians, the anger and 
rudeness that the stress of a manual count can 
bring on in those being judged, and a good deal 
of disorganisation and procedural dysfunction. The 
tediously long paper-based manual process, its 
vulnerability to error, and the large numbers of staff 
needed all argue strongly for the introduction of 
electronic voting as soon as possible. 

Finally, with new members installed, the task is 
to complete their induction in a way that does 
not put them off finance-related matters forever. 
In their first few weeks, the members will be 
treated to a succession of presentations of such 
mind-boggling awfulness that they might imagine 
they have, due to a council administrative error, 
ended up a prisoner at Guantanamo Bay, and 
will be hoping, by the time you get to them, 
for some waterboarding as a bit of light relief. 
Bearing in mind the somewhat dry nature of local 
government finance, audit committees and pension 
panels, it’s fair to say that you have a bit of a 
challenge on your hands. But you’re equal to the 
task, I’m sure. Now, about those glove puppets  
I ordered….

 
Educating 
members, 
unaffordable 
manifesto promises 
and surviving the 
count - all part 
of the election 
experience

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

AGENT 151
Election lessons
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