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Introduction  



Introduction – Rationale for the 
research 



Background – 2007/08 global 
economic crisis 



Background – Impact since 2010 
Spending Review 

• Councils coping with less funding whilst demand 
for their services rise – leading to significant gaps 
in their budget. 

• Growing budget gaps – since majority of 
efficiency savings are exhausted and grant 
funding is depleting. 

• Resulting in a monumental task for s.151 officers 
in setting an annual balanced budget (statutorily 
required) and consequently pressure on financial 
governance arrangements has become greater. 

 

 



Background – Impact since 2010 
Spending Review 

• Additionally, Councils are becoming more 
resourceful to close growing budget gaps. 

 

• Councils deploying more innovative, 
commercial and entrepreneurial approaches 
to generate additional income to continue to 
deliver key statutory services. 

 

 

 



Background – Impact since 2010 
Spending Review 

Therefore, traditional and rigid financial 
governance arrangements may be a barrier in 
enabling Councils to generate new income 
streams; and 

 

Council’s current financial governance 
arrangements may not be robust or flexible 
enough to withstand the severe pressure of 
austerity measures on the sector. 



Research aim 

• To assess the effectiveness of financial 
governance arrangements in Local Authorities 
in the wake of the era of austerity. 

• To assess whether governance arrangements 
have been flexible enough, to cope with 
Councils undertaking more commercialised 
activities to generate additional income to 
fund budget gaps, whilst providing a 
framework of robust control. 



Research design 

• Research design based on: 

Prior NHS study by Prowle and Harradine (2014) 

Local government financial governance 
frameworks 

 

 



Research design 

Survey Questionnaire – split into 2 sections: 

1. What level do they agree that the authority 
conforms with the following key features of 
good financial governance (SA, A, D, SD, U) 

2. What level of priority does the authority 
place on the following key aspects of sound 
financial governance arrangements (H/M/L) 

 

 



Research design 

Survey Questionnaire – based on key themes of 
good financial governance: 

• Medium-term financial planning 
• Budget arrangements  
• Costing systems 
• Risk management arrangements 
• Audit 
• Financial reporting and decision making 
• The impact of Councils becoming innovative, 

entrepreneurial and commercialised 
 
 



Research Scope 

• This was a preliminary exploratory study 
based on local authorities located in the South 
East of England. 

 

• There are 74 local authorities located in the 
South East from a total of 353 Councils in 
England, which is 21% of the total population.  



Research Scope 









Data collection 

 

 

• 30% return rate  

• 46 responses from 153 invitations to 74 
Councils 

• c.48% were the designated s.151 officer 

• Return rate was much higher than prior NHS 
study in 2014 (c.12%) 



Research findings 

Overall findings: 

• Councils are committed to having effective 
financial governance arrangements in place – 
similar to the prior NHS study. This was reflected 
in both the high priority and level of conformance 
given to most of the key features of good 
financial governance 

• Notably, local authorities responses were 
stronger in nearly all the key features of good 
financial governance, compared to the NHS study. 



Medium-term financial planning 
• Ranked as the highest priority and level of 

conformance of all the key features: 
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Q8. The authority's strategic objectives are 
underpinned by a robust medium-term financial 

plan. 
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Q38. A medium-term financial plan which underpins 
the authority's strategic objectives. 



Medium-term financial planning 

Impact of austerity measures (if any) on MTFP? 

• ‘Tremendous impact’ 

• ‘Continued savings requirements year on year 
since 2010. Becoming more difficult each 
year’ 

• Highlighted the need to find alternative 
funding sources – since most of the efficiency 
savings are now exhausted and reductions in 
grant funding continues. 

 



Medium-term financial planning 
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Medium-term financial planning 

• ‘We are now having to explore income 
generation in ways that people who came into 
this sector more than 5 years ago never 
dreamed of...’ 

• ‘£8m of...grant lost in the last 6 years. Needing 
to find money from other sources to keep 
services going.’ 

• ‘No reliance on government funding has 
meant more commercialism.’ 



Budget arrangements –  
Budget alignment to strategic objectives 
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Q11. The authority's budget setting process is aligned to 
ensure it supports the delivery of its strategic objectives. 
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Q40. A budget setting process which supports the 
achievement of the strategic objectives. 



Budget arrangements –  
Budget alignment to 

management/organisational structure 
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Q12. The budget has been constructed in line with the authority's management/organisational structure. 

91% 



Budget arrangements –  
Budget alignment to service delivery, 

quality and accountability 
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Q15. For budget holders in the authority, there is a 
clear link between their allocated budget and 

expectations of service delivery and service quality. 
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Q13. Within the authority, there are some remaining 
areas where financial responsibility and accountability are 

not sufficiently clarified through the budget 
arrangements. 

78% 



Risk management arrangements 

24% 

70% 

7% 

0% 0% 
0%

20%

40%

60%

80%

100%

Strongly agree Agree Disagree Strongly
disagree

Unsure

Q21. The authority's approach to risk assessment 
(including financial risk) is appropriate and adequate. 
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Q23. The authority has effective arrangements in place 
to manage the risks it identifies. 

   96% 



Risk management arrangements 
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Q43. Strategically focused and effective risk assessment and risk management arrangements. 



Risk management arrangements 

Risk 
Tolerance  

Financial 
circumstances 

Political & 
Management 

culture (buy-in) 



Risk management arrangements 

 

 

Risk Tolerance 
More 

visibility 
Awareness 

of risk 

‘Risk management has become much more sophisticated since 
2010.’ 



Impact of Councils becoming innovative, 
entrepreneurial and commercialised 
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Q34. Financial governance arrangements in local government 
have been a barrier, in allowing the authority to generate 

additional income streams since the 2010 Spending Review. 
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Q36. Financial governance arrangements in local 
government have been a barrier, in allowing the authority 

to become more innovative, entrepreneurial and 
commercialised since the 2010 Spending Review. 

 
   72% 



Impact of Councils becoming innovative, 
entrepreneurial and commercialised 

‘Financial governance arrangements don’t 
stop local government doing things but 
assist… in making informed decisions and 
understanding the risks.’ 

‘In times of austerity, strong financial 
governance is essential to ensure that 
potential ideas are sustainable and in line with 
financial regulations.’  



Impact of Councils becoming innovative, 
entrepreneurial and commercialised 

Common 
potential 
barriers 

Lack of 
‘acceptance of 
risk’ resulting 

in Councils 
‘remaining risk 

adverse’ 

Lack of skills 
and 

experience 

Internal 
governance 

processes and 
political 
decision 
making 



Impact of Councils becoming innovative, 
entrepreneurial and commercialised 

Formal 
frameworks 

Restrictions 
on the ability 

to trade 

Impact of 
changes arising 

from IFRS9 
(financial 

instruments) 

New 
statutory 

guidance on 
investments 



Audit 
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Q24. An effective internal audit service is in place 
in the authority. 
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Q27. An effective external audit service is in place 
in the authority. 
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Audit 
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Q25. Internal audit services are targeted at the 
high risk areas in the authority. 
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Q28. External audit services are targeted at the high 
risk areas in the authority. 

  
  77% 



Conclusions 

Effective Financial Governance 

Conformance 



Recommendations for future research 

District & 
Borough’s 

Identified a strong need to 
generate additional 
income to balance their 
budgets 

Identified weaknesses 
regarding the alignment of 
budgets to clear 
expectations of service 
performance and financial 
responsibility. 

Why?  
What is the reason for 

this? 
Is this being 

experienced more 
widely in D&Bs across 

the UK? 

Why? 
Is it the result of more 
organisational change 
than other Councils?  



Recommendations for future research 

63% 96% 
Effective 

arrangements for  



Recommendations for future research 



Finally… 



Key Questions – Your Views 
1. What do you think some of the reasons are for 

the key findings?  
a) Why are D&Bs feeling a greater need to generate 

additional income to balance their budget compared 
to other types of Councils? 

b) Why are D&Bs identifying more weaknesses 
regarding the alignment of budgets to clear 
expectations of service performance and financial 
responsibility compared to other types of Councils? 

c) What do you think the reason is for the sector divide 
in responses to having effective risk management 
arrangements? (i.e. 63% NHS vs. 96% LG)  
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