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Item 9. LASAAC 27/02/19
To: 

LASAAC     
From:

Gareth Davies
Date:

27 February 2019
Subject: 
Financial Sustainability: Financial Reporting Considerations 

Purpose of Paper
1. To provide a basis of discussion regarding the financial reporting considerations arising from recent focus on UK local government financial sustainability.
UK Local Government Financial Sustainability
2. The issue by Northamptonshire County Council of an initial s114 notice (Feb 2018) followed by a later s114 notice (July 2018) attracted significant UK media attention. 

3. S114 notices (under the 1988 Act) are, or have been, extremely uncommon and they will generally only be issued by the CFO in the event of significant financial difficulties, where expenditure is anticipated to exceed the available resources. Significant and immediate spending limitations or cessation, and budget changes will often result.
4. The s114 notice legislation does not apply in Scotland.

5. The situation has however raised discussion across the UK regarding the overall control and monitoring of local government financial sustainability and the future delivery of local public services.

6. For example a recent House of Commons Public Accounts Committee report on English local authorities included comments regarding sustainability. 
Scottish Local Government Environment
7. The funding and structure of local authorities in England is significantly different to the environment in Scotland. 

8. While there is no current specific identified risk of Scottish local government spending cessation, the recent Audit Scotland Financial Overview 2017/18 indicated that some councils were facing future challenges, with a limit to their ability to absorb these through the use of reserves.

9. It is therefore relevant for LASAAC to consider whether Scottish Local Government financial reporting requirements appropriately address the reporting of financial sustainability challenges.  
Northamptonshire County Council
10. This paper will not seek to explore all the aspects of Northamptonshire’s position, the causes or the recovery plan now being implemented. Instead the key focus is on the financial reporting aspects. In this respect the following documents are relevant.
11. Northamptonshire County Council’s statement of accounts 2016/17., being the accounts which most immediately preceded the first s114 notice. Key points of note are: 

· Narrative report (page 8): 

“Despite the challenging financial environment, the Council delivered its overall budget, reporting a small overspend of £0.3m, which is an increase of less than 0.04% of its Net Budget.”

“Although there were significant overspends across People Services largely caused by increases in demand, and increases in the cost of social care provision, which was over and above budgeted levels, and the difficulties in delivering the 2016-17 Budget Proposals in full. These pressures were mitigated in the main, through the use of one-off funding, and management interventions throughout the year.”

· Independent auditor’s report (page 23) includes:
Base budget calculations for 17/18 “..are based on predictions of reductions in service pressures which contrasts with the increase in demand the Authority has faced historically.”

“The un-forecasted demographic pressures and increases in service demand and therefore service costs seen in 2016/17 repeats the pattern seen in previous financial years.”

The auditor issued an ‘adverse conclusion’ stating “we have concluded that the Authority did not have proper arrangements in place to take properly informed decisions and deploy its resources to achieve planned and sustainable outcomes for taxpayers and local people plan, [sic] to effectively to support the sustainable delivery of strategic priorities and maintain statutory functions.” 

12. Northamptonshire County Council Best Value Inspection (January – March 2018). Key elements from the executive summary are:

“…NCC lost tight budgetary control and appeared to abandon strong and effective budget setting scrutiny..”

“…the Council was persuaded to adopt a ‘Next Generation’ model structure as the solution. There was not then and has never been any hard edged business plan or justification to support these proposals…”

“…there had been no report to full council, or anywhere else, which set out the specific transformation that was to be achieved, on a project by project basis, as required, nor has there been any report to full council which sets out the actual outcome compared to the prediction.”

“In Local Government there is no substitute for doing boring really well…”

Potential Scottish Financial Reporting Aspects for Consideration
13. Annual accounts are, by their nature, primarily ‘backwards looking’ documents which are intended, amongst other purposes, to support transparency of past (historic) stewardship actions.

14. Annual accounts are therefore unlikely to become the single, or even primary, mechanism for ‘live’ monitoring of financial sustainability.

15. It is however a key requirement that the financial statements should provide a ‘true and fair view’ of the year being reported, including financial performance, the closing financial position and where relevant events after the reporting period.

16. Key aspects for potential consideration therefore include 
· Going Concern: The Code of Practice generally requires that, due to the legal framework, local authorities themselves are reported on a ‘going concern’ basis. This does not however prevent an authority from disclosing any concerns relating to financial sustainability.. Additionally the ‘going concern’ approach does not automatically apply to group entities, and therefore intra-group or external to the group transactions (eg commitments by ALEOs) and arrangements may affect the treatment and disclosures required for the group.

· Role of Audit & Scrutiny: The role of audit and scrutiny, both external and internal, and the reflection of how well financial and other controls were operating is required to be reported in the Annual Governance Statement.

· Evidence: The evidence that is presented, both in the financial statements and the Management Commentary, regarding the financial performance and position of the authority for the relevant year should be balanced and support a true and fair view. This will relate to:
· Quantitative data and analysis of financial aspects 

· Relevant service performance information (or links to this) as referenced in the annual accounts

· Explanations provided regarding the financial performance of the authority

· Explanations provided regarding the financial position of the authority at the end of the financial year

· Management Commentary: The Local Authority Accounts (Scotland) Regulations 2014 (SSI 2014/200) and Finance Circular 5/2015 requirements include specification that authorities provide information including (summarised text) :

· a description of the principal risks and uncertainties facing the authority

· a balanced and comprehensive analysis of the development and performance of the authority’s business during the financial year, and the position of the authority’s business at the end of the year, consistent with the size and complexity of the business
· the main trends and factors likely to affect the future development, performance and position of the authority’s business (Note: Authorities could potentially refer to existing MTFP and LTFPs or guidance such as the Directors of Finance Long-Term Financial Planning Checklist to inform this)
· the above applies for group arrangements
Committee Action 
17. The Committee is requested to 

· Discuss the contents of this report and

· Consider whether specific LASAAC action is indicated in relation to this topic
LASAAC is funded by:
    [image: image2.png]VAUDITSCOTLAND



            [image: image3.jpg]< : IPFA The Chartered Institute of
Public Finance & Accountancy




The Scottish Government

[image: image2.png][image: image3.jpg]_1115728758

