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1 Ymddiheuriadau am Absenoldeb
To receive apologies for absence.
2 Datgan Buddiannau
To be made at the start of the agenda item in question, in accordance
with the Members’ Code of Conduct.
3 Cofnodion (Tudalennau 5 - 6)
To approve as a correct record the minutes of the previous meeting.
4 Materion y Pwyllgor Archwilio 2.10 pm
4.1 lan Arundale - Cais am Absenoldeb (Tudalennau 7 - 8)
4.2 Amseroedd Cyfarfodydd y Pwyllgor Archwilio (Tudalennau 9 - 10)
5 Cyllid 2.20 pm

5.1 Diweddariad ar Gyllid gan gynnwys Materion Gwydnwch

5.2 Cynaliadwyedd Ariannol Llywodraeth Leol yn Sgil Pandemig COVID-
19: (Tudalennau 11 - 52)
e Audit Wales Report

5.3 Masna

Cardiff Council Management Response

cheiddio mewn Llywodraeth Leol (Tudalennau 53 - 114)
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7 Archwilio Mewnol
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(Tudalennau 149 - 222)

7.2 Polisi Drafft ar Atal Gwyngalchu Arian (Tudalennau 223 - 266)

8 Rheolaeth Trysorlys

8.1 Adroddiad ar Berfformiad (Tudalennau 267 - 272)

8.2 Adroddiad Hanner Blwyddyn (Tudalennau 273 - 300)

9 Camau sy’n weddill (Tudalennau 301 - 302)

10 Gohebiaeth

11 Diweddariad ar y Rhaglen Waith (Tudalennau 303 - 304)

12 Eitemau Brys (os oes rhai)

13 Dyddiad y Cyfarfod Nesaf — 26 lonawr 2021

e Adroddiad Archwilio Cymru

¢ Ymateb Rheoli Cyngor Caerdydd

Davina Fiore

Cyfarwyddwr Llywodraethu a Gwasanaethau Cyfreithiol
Dyddiad: Dydd Mercher, 11 Tachwedd 2020

Cyswllt: Graham Porter, 02920 873401, g.porter@caerdydd.gov.uk

2.50 pm

3.15 pm

3.35 pm
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GWE-DARLLEDU

Caiff y cyfarfod hwn ei ffilmio i'w ddarlledu’n fyw a/neu yn olynol trwy wefan y
Cyngor. Caiff yr holl gyfarfod ei ffilmio, heblaw am eitemau eithriedig neu
gyfrinachol, a bydd y ffilm ar gael ar y wefan am 12 mis. Cedwir copi O’r

recordiad yn unol & pholisi cadw data’r Cyngor.

Gall aelodau’r cyhoedd hefyd ffilmio neu recordio’r cyfarfod hwn

Ar ddechrau’r cyfarfod, bydd y Cadeirydd yn cadarnhau a gaiff y cyfarfod
cyfan neu ran ohono ei ffilmio. Fel rheol, ni chaiff ardaloedd y cyhoedd eu
ffilmio. Fodd bynnag, wrth fynd i’'r ystafell gyfarfod a defnyddio’r ardal
gyhoeddus, mae aelodau’r cyhoedd yn cydsynio i gael eu ffilmio ac y
defnyddir y lluniau a recordiadau sain hynny o bosibl at ddibenion gwe-
ddarlledu a/neu hyfforddi.

Os oes gennych gwestiynau ynghylch gwe-ddarlledu
cyfarfodydd, cysylltwch &’r Gwasanaethau Pwyllgorau ac Aelodau ar 02920
872020 neu e-bost Gwasanethau Democrataidd



mailto:democraticservices@cardiff.gov.uk
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Eitem Agenda 3

AUDIT COMMITTEE
20 OCTOBER 2020
Present: David Hugh Thomas(Chairperson)
Gavin MacArthur, David Price
Councillors Cunnah, Howells and Williams
41 : APOLOGIES FOR ABSENCE
Apologies for absence were received from Councillors Lister and Simmons.
42 . DECLARATIONS OF INTEREST

None received.

43 : DRAFT AUDIT OF ACCOUNTS REPORTS (ISA 260) FOR FINANCIAL
YEAR 2019/20

Resolved to:

Note the 2019/20 Audit of Accounts Reports (ISA 260) for the Statement of Accounts
for Cardiff Council, Cardiff Harbour Authority, Cardiff and Vale of Glamorgan Pension
Fund and the Audit Opinion for Cardiff Port Health Authority.

Agree that the 2019/20 Audit of Accounts Reports (ISA 260) for the Statement of
Accounts for Cardiff Council, Cardiff Harbour Authority, Cardiff and Vale of
Glamorgan Pension Fund and the Audit Opinion for Cardiff Port Health Authority, be
sent to Council for approval of the Statement of Accounts on 22 October 2020.

44 : URGENT ITEMS (IF ANY)

None received.

45 : DATE OF NEXT MEETING -17 NOVEMBER 2020

The meeting terminated at 2.45 pm

This document is available in Welsh / Mae’r ddogfen hon ar gael yn Gymraeg
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Eitem Agenda 4.1

CARDIFF COUNCIL hy ’_&
CYNGOR CAERDYDD

(RS

CARDIFF
AUDIT COMMITTEE: 17 November 2020 CAERDYDD
IAN ARUNDALE - LEAVE OF ABSENCE REQUEST AGENDA ITEM: 4.1

REPORT OF THE HEAD OF DEMOCRATIC SERVICES

Reason for this Report

1. For the Audit Committee to consider a request from lan Arundale, an Independent Lay
Member of the Audit Committee, to extend his current leave of absence until the end of
the municipal year 2020/21.

2. The report provides the Audit Committee with an opportunity to note the request and to
consider recommending its approval to Council.

Background

3. In accordance with section 82 of the Local Government (Wales) Measure 2011, the
Audit Committee is required to have at least one lay member, and at least two thirds of
the Audit Committee are to be members of the authority.

4. The Audit Committee is comprised of eight Councillors (5 Labour, 2 Conservative and 1
Liberal Democrat) and four Independent Lay Members. At the time of reporting, there is
one Labour Councillor vacancy, and one unoccupied Independent Lay Member position
(in lieu of the current leave of absence) on the Committee.

5. lan Arundale has served as a Member of the Audit Committee from 25 June 2014 and
as Chairperson between 22 June 2015 — 28 November 2019. Council approved his
reappointment to the Audit Committee for a second term for the period 25 June 2019 to
24 June 2024.

6. Council approved lan Arundale’s ongoing leave of absence of ‘up to a year’ on 28
November 2019, to enable him to take up the position of Deputy Chief Constable through
a short-term contract with Cleveland Police. The request followed consideration by Audit
Committee on 12 November 2019, and was recommended for approval.

Issues

7. Over recent weeks, lan Arundale has discussed concerns with the Audit Committee
Chairperson and the Audit Manager relating to his capacity to return to attend Audit
Committee meetings from 26 January 2021, being the first Committee meeting to follow
the end of the one-year leave of absence approval by Council.

8. On 1 November 2020, lan Arundale submitted a formal written request to the Audit
Manager for his current leave of absence to be extended to cover the remainder of the
municipal year 2020/21. The request is included in paragraphs 9 to 11.

Tudalen 9



10.

11.

12.

13.

Leave of Absence Request

Following our recent conversation, | am writing to update you, and outline my current
position, in relation to the leave of absence that | been granted as a member of the Audit
Committee.

As you are aware, the current expectation was for me to recommence attendance at
Audit Committee meetings from 26th January 2021. My contract with Cleveland Police
is still extant and the work programme | have contacted to complete continues due to
complications arising from the Covid pandemic and the additional challenges that have
arisen. It is therefore no longer realistic that | can make the projected return date for
these reasons.

| therefore request that consideration be given to extending my return date until the end
of this municipal year by which time | anticipate being able to return as a committee
member.

Reqguest Process

Council determines the size and membership of the Audit Committee, and has the
authority to approve a leave of absence request.

Prior to the Council decision, the Audit Committee has an opportunity to consider the
request, and to determine if it will recommend the approval to Full Council on 26
November 2020.

Legal Implications

14.

There are no legal implications other than those set out in paragraph 3 of this report.

Financial Implications

15.

There are no direct financial implications arising from this report. However, for any
period where there are fewer serving Co-opted Audit Committee Members there would
be a reduction in the need for payments associated with the preparation and attendance
of Committee Meetings, in accordance with the rates applicable through the Members’
Schedule of Remuneration.

RECOMMENDATIONS

16.

That the Audit Committee:
Notes the request for an extension of the leave of absence of lan Arundale to the
end of the municipal year 2020/21;
Considers recommending approval of the request to Full Council.

Gary Jones
Head of Democratic Services

Tudalen 10
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BRIEFING NOTE — AUDIT COMMITTEE TIMING OF MEETINGS

1. The Local Government (Wales) 2011 Measure provides the opportunity for Committees
to review the timings of their meetings to support the effective participation of its
members at its meetings. The guidance indicates that:

Although many councillors are retired, others have difficulty in marrying their work
commitments with those of their council duties, or, in other cases, did so at the
expense of any meaningful personal time. For many councillors in full-time
employment, the extent to which their employers are supportive of their new
commitment is a vital concern. Although employment legislation entitles councillors
to time off for public duties, operating that in practice may be more difficult. The
timing and frequency of meetings is the most problematic issue in this respect.
Other duties may be fulfilled at times which suit the individual but a meeting is at a
set time and (subject to any arrangements made for remote attendance) at a set
venue.

It is neither practical nor desirable for the Council to prescribe the times and
frequency of meetings of committees and sub-committees as these are matters for
each Committee to consider.

However, it is important that committees do not simply continue to hold their
meetings at the same time as they always have done simply out of inertia. What
may have been tradition or an arrangement which suited the previous councillors
and committee members will not necessarily serve the interests of the other
members

2. The legislation enables Committees to review the times at which meetings are
held. The rule of thumb should be that meetings will be held at times, intervals and
locations which are convenient to its members and as far as is practicable have regard
to equality and diversity issues.

3. It should be acknowledged that this could result in long-serving members having to
make changes to their pattern of working which would be worth doing if it meant that
the committee was better able to support its members with outside responsibilities.

4. Issues to be taken into account in during this discussion could include: whether:

e daytime or evening meetings are preferred.

e particular times cause difficulties for Councillors/Members with particular
characteristics, such as age, gender, religion, having caring responsibilities or
being in employment.

e there may be advantages to rotating meeting times due to an impossibility of
pleasing all their members all of the time.

Audit Committee members are requested to share their views on the timings of the
committee meetings and to determine the most suitable time for future meetings of the
Committee to be held.

GP Jones

Head of Democratic Services
09 November 2020

Tudalen 11
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CARDIFF COUNCIL é
CYNGOR CAERDYDD W,
CARDIFF
CAERDYDD

AUDIT COMMITTEE: 17 November 2020

FINANCIAL SUSTAINABILITY OF LOCAL GOVERNMENT AS A RESULT
OF THE COVID-19 PANDEMIC

REPORT OF CORPORATE DIRECTOR RESOURCES
AGENDA ITEM: 5.2

Reason for this Report
1. The Audit Committee’s Terms of Reference requires that Members:

e To report to Council on the Committee’s findings, conclusions and recommendations
concerning the adequacy and effectiveness of the governance, risk management and
internal control frameworks, financial reporting arrangements and internal and external audit
functions.

e To consider the external auditor’s annual letter, relevant reports, and the report tothose
charged with governance.

2. This report will outline to Audit Committee members the management response

Background

3. In October 2020, the Auditor General of Wales issued a report on its findings on Financial
Sustainability of Local Government as a result of the Covid 19 pandemic (Appendix A). This
national review built on financial sustainability of each local council during 2019-20, and these
reports showed that councils were in very different positions in terms of their level of reserves
and track record of spending within their agreed budgets. The individual report for Cardiff is set
out in Appendix B.

4. The report is the beginning of Audit Wales work on financial sustainability of local councils
during 2020-21, building on the work completed in 2019-20. The report sets a high-level
baseline position, including the reserves position, of local councils before the pandemic. It also
sets out the initial financial implications of the pandemic for local councils and the scale of the
anticipated challenge going forward, as well as some reflections on the preparedness of local
government in Wales for such an unprecedented event.

Issues

5.  The findings in both the Cardiff and the national report are set out in Appendix C. The findings
are broadly agreed and the Management response sets out the positions for Cardiff Council

Legal Implications

6. There are no direct legal implications arlsmg from this r%Port
Tudalen 1



Financial Implications
7. There are no direct financial implications arising from this report.
RECOMMENDATIONS

8. That the Committee notes and provide comment on the report and accompanying
appendices

Christopher Lee
Corporate Director Resources

The following appendices are attached:

Appendix A Financial Sustainability of Local Government as a result of the Covid 19 pandemic
Appendix B Financial Sustainability Assessment — Cardiff Council

Appendix C Management response

Appendix D Financial snapshot
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Adrian Crompton

Auditor General for Wales
Audit Wales

24 Cathedral Road
Cardiff

CF119LJ

The Auditor General is independent of the Senedd and government. He examines and certifies
the accounts of the Welsh Government and its sponsored and related public bodies, including
NHS bodies. He also has the power to report to the Senedd on the economy, efficiency and
effectiveness with which those organisations have used, and may improve the use of, their
resources in discharging their functions.

The Auditor General also audits local government bodies in Wales, conducts local government
value for money studies and inspects for compliance with the requirements of the Local
Government (Wales) Measure 2009.

The Auditor General undertakes his work using staff and other resources provided by the Wales
Audit Office, which is a statutory board established for that purpose and to monitor and advise
the Auditor General.

© Auditor General for Wales 2020

Audit Wales is the umbrella brand of the Auditor General for Wales and the Wales Audit Office,
which are each separate legal entities with their own legal functions. Audit Wales is not itself

a legal entity. While the Auditor General has the auditing and reporting functions described
above, the Wales Audit Office’s main functions are to providing staff and other resources for the
exercise of the Auditor General’s functions, and to monitoring and advise the Auditor General.

You may re-use this publication (not including logos) free of charge in any format or medium.

If you re-use it, your re-use must be accurate and must not be in a misleading context. The
material must be acknowledged as Auditor General for Wales copyright and you must give the
title of this publication. Where we have identified any third party copyright material you will need
to obtain permission from the copyright holders concerned before re-use.

For further information, or if you require any of our publications in an alternative format and/
or language, please contact us by telephone on 029 2032 0500, or email info@audit.wales.
We welcome telephone calls in Welsh and English. You can also write to us in either Welsh or
English and we will respond in the language you have used. Corresponding in Welsh will not
lead to a delay.
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<] Summary report

Summary

Why we have produced this report

1 We had already identified financial sustainability as a key risk to councils’
arrangements before the pandemic occurred. This was, in part, due to the
significant pressures on UK and, therefore, Welsh public finances following
the financial crisis of 2008-09. We produced a report on the financial
sustainability of each local council during 2019-20, and these reports
showed that councils were in very different positions in terms of their level
of reserves and track record of spending within their agreed budgets.

2 Against this backdrop the pandemic has already had an even more
profound and immediate effect on public sector finances as a whole and,
as a consequence, on councils’ financial position. The impact on public
sector spending over such a short period of time is unprecedented in
modern peace time.

3 This report is the beginning of our work looking at the financial sustainability
of local councils during 2020-21, building on the work we completed in
2019-20. The report sets a high-level baseline position, including the
reserves position, of local councils before the pandemic. It also sets out the
initial financial implications of the pandemic for local councils and the scale
of the anticipated challenge going forward, as well as some reflections on
the preparedness of local government in Wales for such an unprecedented
event. Finally, we set out how Audit Wales intends to provide support and
constructive challenge to councils and the local government sector, as a
whole, over the remainder of 2020-21, in their efforts to maintain financial
sustainability against such significant funding pressures.

Tudalen 20
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<] Detailed report

Councils and the Welsh Government have worked
well together to mitigate the impact of the pandemic
to date but the future sustainability of the sector is
an ongoing challenge

Against a backdrop of existing funding pressures, the financial
costs of the pandemic are unprecedented in modern times

4 Local government funding in Wales has been under significant pressure
for over a decade, following the financial crisis in 2008-09 that triggered a
severe worldwide recession.

5 In response to this, councils have relied on a combination of significant
savings for example through efficiencies, transforming services and cuts
to services to reduce costs. Councils have also increased their income
through council tax and the fees and charges applied to some services.
Our previous reports on the financial sustainability and resilience of local
councils, including our work on savings planning in local government,
includes more detail on this. These reports are available on the Audit
Wales website.

6  Against this backdrop, the cost to public spending of tackling the pandemic
will seemingly dwarf the cost of the financial crisis, affecting health and
wellbeing, the wider economy and public spending. Below are just some of
the predictions that the Office for Budget Responsibility has made recently
(July 2020):

« net UK public sector borrowing to be between £264 billion
and £391 billion for 2020-21;

o UK GDP will shrink by between 10.6% and 14.3%; and

« borrowing to fund public spending will rise to between 94.8%
and 113.2% of GDP over 2020-21.

Tudalen 21
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page 6 Financial Sustainability of Local Government as a Result of the COVID-19 Pandemic

7 It is highly unlikely that the financial impact of the pandemic will be limited
to the current financial year. It will almost certainly affect public sector
finances including local government, for many years to come regardless
of the future path of the pandemic. In an earlier blog in June 2020, we set
out how £2.5 billion additional funding has been allocated to, and within,
Wales in response to COVID-19. This illustrates the scale of the financial
response to date. As with many things associated with the pandemic,
things continue to change rapidly with further funding announcements from
both the UK and Welsh Governments. ‘The Local Government Hardship
Fund’ now makes available nearly £500 million in support including an
announcement from the Welsh Government of up to £264 million in
financial support for local authorities for the remainder of the financial year
on 17 August 2020. Other funding available has also been made available
for local authorities in addition to the hardship fund, for example in relation
to extra funding for teachers for catch up support from education, cleaning
materials for schools and part of the cultural fund.

Some councils were better placed financially than others to
respond to the challenges of the pandemic

8  Over 2019-20 we looked at the financial sustainability of councils in Wales
and produced a report on each council. Publication of some of these
reports was delayed by the pandemic but most are now available on our
website.

9  The reports show that some councils were much better placed than others
to weather a financial challenge such as the pandemic. This is most
clearly illustrated by the varying levels of usable revenue reserves held
by councils, their track record of spending within their agreed budgets in
recent years and, linked to this, the extent to which their usable revenue
reserves have been increasing or decreasing in recent years. We also
think that the ability of councils to identity, plan and deliver savings is a key
indicator of financial sustainability.

10  The report Independent Review into the Oversight of Local Audit and the
Transparency of Local Authority Financial Reporting by Sir Tony Redmond
noted that:

‘This suggests that the external auditor should report to Full Council
on risks identified and conclusions reached, in a transparent and
understandable format. To be of most use, such a report would need
to be timely.”

11 The report also summarises CIPFA’s pillars of financial resilience and
indicators of financial stress?. These are presented in Exhibit 1 below and
include several areas that we commented on in our work in 2019-20.

1 Independent Review into the Oversight of Local Audit and the Transparency of Local
Authority Financial Reporting, Sir Tony Redmond, September 2020

2 building financial resilience: managing finaf¢iptlefaginZd2al authorities, CIPFA, June 2017


https://walesauditoffice.wordpress.com/2020/06/24/welsh-government-covid-19-funding/
https://audit.wales/publications?combine=financial+sustainability&field_topics_tid_i18n=All&field_sectors_tid_i18n=55&created_1=All&field_reports_tid_i18n=All&field_area_tid_i18n_1=All
https://audit.wales/publications?combine=financial+sustainability&field_topics_tid_i18n=All&field_sectors_tid_i18n=55&created_1=All&field_reports_tid_i18n=All&field_area_tid_i18n_1=All
https://www.gov.uk/government/publications/local-authority-financial-reporting-and-external-audit-independent-review
https://www.gov.uk/government/publications/local-authority-financial-reporting-and-external-audit-independent-review
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Exhibit 1: CIPFA Pillars of Financial Resilience®

©

Running down reserves

Failure to deliver planned
savings. Shortening medium
term financial planning

PILLARS
OF FINANCIAL
RESILIENCE

Getting routine financial
management right

Benchmarking against nearest
neighbours - eg unit costs,
under/overspends by service

horizons area, underrecovery of income

Increase gaps in saving plans
(ie where proposals are still to

Clear plans for delivering savings

be identified)

Managing reserves over
the medium-term financial

Increase unplanned overspends planning horizon

in service delivery departments

INDICATORS
OF FINANCIAL
STRESS

12 Exhibit 2 shows the level of usable revenue reserves held by each council
at 31 March 2019 and then at 31 March 2020, together with the amount by
which they increased or decreased over that time. Exhibit 2 shows that,
in total, councils held over £1 billion usable reserves at the end of March
2020. We commented above that for 2020-21 additional funding from
the Welsh Government has largely mitigated the financial impact of the
pandemic on local councils. However should the impact of the pandemic
continue into future years, it may be the case that councils will need to
increasingly use their reserves to meet additional costs or supplement
income losses.

13 We would expect differences in the level of reserves held by each council
with, for example, those councils with larger net cost of services are likely
to hold higher levels of reserves. Exhibit 3 shows the amount of reserves
held by each council as a percentage of their net cost of services. This
varies considerably between councils, with the usable reserves as a
percentage of the net cost of services varying from 33% to 5%.

3 Taken from the Independent Review into the Oversight of Local Audit and the Transparency
of Local Authority Financial Reporting, Sir Tony Rgdppeld | Eept@®er 2020
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However, the level of usable reserves should be treated with some
caution. Whilst we have defined this as the level of revenue reserves
including ‘earmarked’ reserves and ‘general fund’ reserves that could be
re-purposed should the council decide to do so, we recognise in practise
that some reserves would be easier to re-purpose than others, depending
on what they have been earmarked for.

There are clearly a range of factors that could affect a council’s financial
sustainability as we noted above. These also include but are not limited

to its balance sheet, level of liabilities and also other funding that it has
available that could be re-directed such as contingency funds that are not
part of reserves. Nevertheless, clearly a council with significantly higher
levels of revenue reserves relative to its net cost of services that have
been increasing in recent years, indicates that its financial position is more
sustainable than a council with lower reserves that have been reducing
over several years. Particularly where reserves have been used to fund
unforeseen revenue expenditure.

The table below sets out the level of usable revenue reserves held by
each local council at the end of 2018-19 and 2019-20. By usable reserves
we mean the total general fund balance, together with earmarked
reserves that councils are not legally prevented from redirecting to use
for another purpose.

What we mean by ‘usable reserves’

Reserves usable for revenue costs, where the @
purpose is not protected by law. This is the total

of the general fund, earmarked reserves and -
schools balances. It excludes the HRA, Capital

receipts and capital grants unapplied.
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Exhibit 2: amount of usable reserves by local authority 2018-19 and 2019-20

Net cost
of services

2019-20
in £000*

Usable
revenue

reserves at
31 March 2019

in £000°

Usable
revenue

reserves at
31 March 2020

in £000°

Increase/
(decrease) in
usable revenue
reserves between
2019 and 2020

in £0007

Blaenau Gwent £148,762 £12,725 £14,056 £1,331
Bridgend £289,242 £56,883 £64,562 £7,679
Caerphilly £370,910 £90,896 £100,547 £9,651
Cardiff £712,11 £67,969 £69,149 £1,180
Carmarthenshire £373,888 £93,898 £100,837 £6,939
Ceredigion £155,817 £24,192 £27,688 £3,496
Conwy £237,279 £14,114 £11,005 (£3,109)
Denbighshire £207,366 £38,047 £36,434 (£1,613)
Flintshire £315,765 £27,334 £24,318 (£3,016)
Gwynedd £250,149 £64,885 £71,090 £6,205
Isle of Anglesey £143,705 £15,271 £16,017 £746
Merthyr Tydfil £118,608 £16,743 £15,875 (£868)
Monmouthshire £177,834 £13,741 £15,246 £1,505
Neath Port Talbot £306,961 £61,394 £59,093 (£2,301)
Newport £313,904 £94,742 £78,806 (£15,936)
Pembrokeshire £240,375 £46,435 £45,746 (£689)
Powys £276,153 £26,758 £28,584 £1,826
Rhondda Cynon Taf £529,390 £119,470 £119,873 £403
Swansea £444 555 £77,022 £93,752 £16,730
Torfaen £186,602 £18,690 £16,738 (£1,952)
Vale of Glamorgan £248,602 £81,161 £83,008 £1,847
Wrexham £257,842 £28,944 £26,205 (£2,739)
Total £6,305,820 £1,091,314 £1,118,629 £27,315

4 Draft statement of accounts for 2019-20 subject to audit. Value used is the net cost of
services charged to the general fund from the Expenditure Funding Analysis, less any
Housing Revenue Account cost of services, plus precepts, levies and debt interest

5 Audited Statement of Accounts for 2018-19
Draft Statement of Accounts for 2019-20 subject to audit
7 Audit Wales calculations

(o))
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17 The exhibit below sets out the level of usable revenue reserves held by
each local council at the end of 2019-20 as a proportion of the net cost of
services of each council.

Exhibit 3: amount of usable reserves as a proportion of the net cost of
services of each council

Blaenau Gwent
Bridgend
Caerphilly
Cardiff
Carmarthenshire
Ceredigion
Conwy
Denbighshire
Flintshire
Gwynedd
Isle of Anglesey
Merthyr Tydfil
Monmouthshire
Neath Port Talbot
Newport
Pembrokeshire
Powys
Rhondda Cynon Taf
Swansea
Torfaen

33%
Wrexham l l |

Vale of Glamorgan

0 5 10 15 20 25 30 35

® Usable revenue reserves as a % of net cost of services®

8 Usable reserves at 31 March 2020 as a prqudgﬂe‘mch@st of services 2019-20



page 11 Financial Sustainability of Local Government as a Result of the COVID-19 Pandemic

18 As shown above, at the end of the 2019-20 financial year councils held
over £1 billion in usable revenue reserves, which equates to 18% of the
total net cost of service across all councils. However, this is not evenly
spread across councils, and it is also clear that some councils hold
significantly more reserves than others relative to their approximate net
cost of services. Although this is a relatively simplistic analysis, the level
of usable reserves available to a council is one of the key indicators of
financial resilience and sustainability.

19  From the work we undertook during 2019-20, that largely focused on the
position at the end of the 2018-19 financial year, we identified some of the
following themes that pre-date the pandemic but may well impact on the
ability of councils to respond to it. These include:

« most councils reported either relatively small underspends or
overspends overall in 2018-19 and it was a similar picture for 2017-18.

« some councils relied on the unplanned use of reserves to balance their
budgets during 2018-19. This approach is unlikely to be sustainable,
particularly in those councils whose levels of usable reserves were
already relatively low.

« some councils relied on planned use of reserves as part of budget
setting. Whilst this may have been planned at the start of the financial
year, nevertheless, consistently using reserves, even in a planned
way, to balance revenue expenditure is unlikely to be sustainable if this
contributes to declining levels of reserves.

« most councils, including those who delivered an overall surplus, still
had some significant overspends in some demand-led services, with
services such as social services being an area of overspend in many
councils. Pressure on many demand-led services is likely to intensify
as a result of the pandemic.

« most councils delivered most of their savings, but very few delivered all
of their planned savings in 2018-19.
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The cost of the pandemic to councils is significant, although a
large proportion of the short-term impact has been mitigated
through the provision of extra funding

20  The costs to councils in responding to the pandemic have been
unprecedented both in their scale and the speed with which they have
arisen. Additional funding has been made available to councils to mitigate
these costs, however, the extent to which this will fully fund the cost of
dealing with the pandemic, particularly over the medium to long term, is
unknown. This is partly inevitable due to the rapidly developing picture in
terms of the progress of the pandemic, as well as its economic impact.
This picture will also change considerably depending on whether or not
there are future waves of the pandemic, and how many and how severe
they might be.

21 The pandemic has affected local government finances both in terms
of increased costs and loss of income. Exhibit 4 shows the estimated
additional net expenditure and income loss that councils have estimated
as a result of the pandemic for the first six months of the 2020-21 financial
year for quarter 1 and quarter 2.

22 The biggest areas of increased cost pressures so far are in social services
and education.

23 Councils receive income from a range of services including leisure
facilities, car parking, school meals and school transport. The largest
estimated income losses are in leisure and cultural services.

24 ltis also clear that the financial impact of the pandemic is likely to continue
throughout 2020-21 and into future years.

25 Exhibit 4 sets out the total amount of additional expenditure and income
loss that local authorities have estimated as a result of the COVID-19
pandemic, based on submission from local authorities to the Welsh Local
Government Association (WLGA).

Tudalen 28



page 13 Financial Sustainability of Local Government as a Result of the COVID-19 Pandemic

Exhibit 4: total estimated additional net expenditure and income loss
across the 22 unitary authorities in Wales as a result of the COVID-19
pandemic

Estimated revenue

Estimated additional net income loss as a result of

revenue expenditure COVID-19
Quarter 1 (Apr-Jun) £84.2 million £100.1 million
Quarter 2 (Jul-Sept) £81.3 million £59.7 million

Source: WLGA

26  Public services have been significantly impacted by the pandemic and,
in this context, mitigating the impact on councils will not only depend on
the actions that they are able to take, but also to a large degree on the
amount of resources allocated by governments. We recognise that a
key issue for councils in trying to financially plan over the medium term
remains uncertainty around both the level of funding they will receive
from government, and their own income streams, such as council tax and
fees and charges. Added to this is the uncertainty around the potential
future costs associated with the pandemic. We note above that Welsh
Government made nearly £500 million available for councils through the
Local Government Hardship Fund as well as other additional funding.

27  This has mitigated local councils additional costs and income losses to
date, but depending on the future course of the pandemic, there may still
be a significant funding shortfall for local authorities during 2020-21. Welsh
Government has also accelerated access to the Revenue Support Grant
and other funding streams early in the financial year to help councils’
cashflow. Welsh Government also announced in August 2020 an extra
£2.8 million for councils to help fund the increase in demand on the Welsh
Government’s Council Tax Reduction Scheme (CTRS) since the start of
the pandemic. There is clearly uncertainty surrounding the future course
of the pandemic and therefore the costs and income loss associated
with it. This poses a considerable challenge to both local and national
governments in supporting the sustainability of the local government
sector. We recognise the many uncertainties around the course of the
pandemic and the future funding that will be available to councils. This
makes it more difficult for councils, and governments, to plan over the
medium term. However to ensure the future sustainability of councils,
robust medium term financial planning is crucial.

28  Our local work on financial sustainability will continue to examine the extent
to which councils face a budget shortfall for this and future years, and their
plans to mitigate this in the context of future Welsh Government funding.
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The financial challenges arising from the pandemic are
numerous and go well beyond the more immediate and obvious
costs of responding to the crisis

29 The pandemic is likely to affect almost every aspect of local government
services, and therefore finances. The income loss and additional
expenditure costs noted above are a significant element of this. But even
as services re-open in the short to medium term, there will be added costs
around the provision of personal protective equipment for staff and for other
safety measures. For example, as schools re-open in September, there are
likely to be costs associated with the re-introduction of school transport.

30 At the same time, it is likely that income streams such as from leisure
centres and car parks will continue to be affected, due to safety
requirements and/or potentially less demand for services. The economic
impact of the pandemic is also likely to have wider repercussions for
people’s ability to pay for services, particularly those that they may view
as ‘non-essential’. This could also lead to an increase in eligibility for
concessionary pricing schemes, which might also affect the level of
income that councils are able to draw in.

31 As the economic impact of the pandemic deepens, it is also likely that
income from council tax will fall, as well as housing revenue for those
councils that still hold their own housing stock.

32  The sustainability of some services may be under threat with particular
pressures likely to be felt in areas such as leisure services and the social
care sector. The WLGA has also identified significant cost pressures in some
service areas, most notably social services and education. By 2022-23
it estimates that the combined costs pressures in these services alone
will equate to approximately £600 million.

33 Given the breadth, and depth, of the impact of the pandemic to date,
alongside the uncertainty surrounding its future course, local

authorities are likely to face difficult choices over the short a
and medium term. In this context, good strategic financial ' \
planning and robust governance and decision-making
arrangements become even more important. 2 . L 4
L o® -§
4 ¢
[
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Audit Wales future work — supporting financial sustainability
and recovering planning

34 Over 2020-21, in keeping with our commitment to support public bodies’
response to the pandemic, we will work with councils to gain assurance
that they are putting in place proper arrangements to secure financial
sustainability. In doing so, we will seek to gather and share real-time
learning and practice across the public sector. The focus of our financial
sustainability work over 2020-21 will be on the issues identified above and
how councils are planning for a sustainable recovery over the medium
and long term. This work will also run alongside our support and challenge
of recovery planning and the work we are undertaking through our
‘COVID-19 learning project’. We will shortly be engaging with councils to
discuss the next phase of our financial sustainability work in more detail.
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Summary report

Summary

What we reviewed and why

1

The project sought to assess the sustainability of councils’ short to medium-term
financial position.

This included a focus on the financial strategy of each council as well as reviewing
financial ‘indicators’ of each council’s financial position in relation to:

o Performance against budget
° Delivery of savings plans

o Use of reserves

. Council tax

o Borrowing

Exhibit 1: about the Council [sources: 2018-19 statement of accounts and 2019-20
budget]

This exhibit sets out some background information on the Council’s net revenue
budget, the number of staff it employs and the value of its fixed assets

- ®
S= 0o O
— <
. ——

The Council’s net The Council employs The Council’s Plant,
revenue budget for around 11,994 people Property & Equipment
2019-20 was £623.589m (5344 FTEs and 6600 and Investment
school-based Property assets as at
employees) 31 March 2019 were
£1,867m

We undertook this assessment because we identified financial sustainability as a
risk to councils putting in place proper arrangements to secure value for money in
the use of resources. In part, this was informed by the recent experiences of some
councils in England, our knowledge of the financial situation in councils in Wales,
and the general trend of decreasing resources for local government combined with
rising demand for some services.
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Exhibit 2: the Council’s sources of revenue — source — Council’s financial
sustainability self-assessment

The pie chart below shows how much money the Council received from different
funding sources during 2018-19

Revenue sources in £m

202,564

192,605

325,564

= Council tax
= Fees and charges and other income
Revenue Support Grant from Welsh Government
= Specific grants and contributions
= NNDR

4 We undertook the review during the period July to December 2019.

What we found

5 Overall, we found that: Currently, we have no major concerns about the Council’s
financial resilience. However, the Council continues to face significant financial
challenges over the medium term given the level of savings required, and the
Council needs to have more of a focus on how it will narrow the gap over the
medium term, including improving its savings planning.

6 We reached this conclusion because:

o The Council has a medium term financial plan based on reasonable
assumptions but needs to consider how it is going to meet its longer-term
funding gap, including strengthening the links between its transformation
programme and its medium-term financial plan.

o Overall, the Council has managed its spend within budget but there is a
pattern of overspending in some service areas
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° The Council has a track record of achieving the majority of its overall
savings, but it will become increasingly challenging to deliver them in the
future and the Council needs to strengthen its savings planning process.

° The Council has not made any unplanned use of reserves to fund its
revenue budget and its level of useable reserves has generally increased
over time.

° Council tax collection rates have generally improved over the past few years.

° The Council’s capital city status and major capital programme mean that it

has a relatively high level of borrowing.
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Detailed report

Currently, we have no major concerns about the Council’s
financial resilience. However, the Council continues to face
significant financial challenges over the medium term given the
level of savings required, and the Council needs to have more
of a focus on how it will narrow the gap over the medium term,

including improving its savings planning

The Council has a medium term financial plan based on reasonable
assumptions but needs to consider how it is going to meet its longer-term
funding gap, including strengthening the links between its transformation

programme and its medium-term financial plan

Why strategic financial planning is important

7 A clear and robust financial strategy is important to identify the likely level of
funding available to a council, as well as the anticipated level of demand for, and
cost of, providing services. Given the recent and anticipated funding pressures
facing all councils it is also important to identify how it intends to respond to those
pressures, and particularly how they will meet projected funding gaps.

What we found

8 The Council has a medium term financial plan based on reasonable assumptions
but needs to consider how it is going to meet its longer-term funding gap, including
strengthening the links between its transformation programme and its medium term
financial plan.

We reached this conclusion because:

9 o the Council has already made £220 million savings over the past 10 years
and has reduced its non-school staff by about 20%.

o the Council’'s medium-term financial plan 2020-21 — 2023-24 agreed in July
2019 was based on reasonable assumptions. It identified a budget gap of
£101m.

° the Welsh Government'’s provisional settlement issued in December 2019,
indicated that for 2020-21, the Council is likely to receive an increase of
4.1% as opposed to the 0.5% reduction anticipated in the medium term
financial plan. After an assumed Council tax increase of 4.5% in 2020-21
therefore, the Council needs to find £9.8 million savings rather than the
£18.5 million forecast in July 2019. In February 2020, the Council updated its
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medium term financial plan for 2021-22 and beyond to reflect this more
positive settlement.

° as the Council’s reports to Cabinet on 19 December 2019 and 20 February
2020 recommend, whilst this is a more positive position, the Council must
use the opportunity to strengthen its financial resilience and build a robust
position from which to move forward recognising the medium and longer
term challenges.

° the Council intends to meet its budget gap over the period of the MTFP
through a combination of:

- efficiency savings;
- service change/transformation;
- increases to fees and charges/income opportunities; and

- increases in Council tax

° the Council’s focus is mainly on addressing the annual budget gap for the
immediate financial year but it needs to determine how it will address the
budget gap over the medium to longer term.

o in addressing the funding gap identified in the MTFP, the Council aims to
maintain the delivery of its services where possible but recognises that this
will become increasingly difficult.

o the Council recognises a need to make significant efficiency savings over
the medium-term but intends to make the majority of these savings form
services other than education and social services. The Council is
considering reducing the level of savings it will seek from the education and
social services departments in future years due to funding pressures and
difficulties in meeting previous savings targets. As these services account for
two thirds of the Council’s budget, it will be increasingly challenging to find
the equivalent savings from other areas without making significant changes
to the way the services are delivered.

o the Council has implemented a range of alternative delivery mechanisms
and continues to explore options to address its budget gap. For example, it
has outsourced eight leisure centres and it is transferring the running of the
New Theatre to a partner provider.

° the extent to which the Council’s transformation programme will contribute to
achieving the required savings required remains unclear.

° the Council does not have a corporate strategy for income generation
despite us raising this as a proposal for improvement in our Savings
Planning report issued to the Council in March 2017. There is no consistent
approach to fees and charges. For example, charges for some services
have remained at the same level for a number of years.

° the Council has included a contingent liability for landfill tax in its financial
statements since 2017-18. This remains an ongoing matter with HMRC and
the extent of any potential liability is as yet unknown. We will continue to
monitor the position.
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Exhibit 4: projected funding gap [sources — Budget report 2019-20, Budget report 2020-
21 February 2020 and Council’s medium term financial plan 2021-22 — 2024-25,
February 2020]

The following graph shows the funding gap that the Council has identified for this year,
and the following five years as identified in its medium term financial plan agreed in
February 2020.
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Overall, the Council has managed its spend within budget but
there is a pattern of overspending in some service areas

Why accurately forecasting expenditure is important

10 It is important that overspending and underspending are kept under control and
that actual expenditure is as close to the levels planned as possible. A council that
is unable to accurately forecast and plan expenditure runs the risk of creating
unforeseen financial pressures that may compromise the ability to set a balanced
budget. Significant patterns of underspending may be reducing the ability of a
council to deliver its key objectives or meet its statutory responsibilities.

What we found

11 Overall, the Council has managed its spend within budget but there is a pattern of
overspending in some service areas. We reached this conclusion because:

o overall the Council delivered a balanced outturn position. However, there
has been a trend of overspending in some key services: social services,
education and waste.

o the Council is continuing to take action to address and understand these
overspends, such as re-basing its social services budgets.

Exhibit 5: amount of overspend/underspend relative to total net revenue budget [sources
— Council’s financial sustainability self-assessment, annual outturn reports and month 6
report 2019]

The following exhibit shows the amount of overspend or underspend for the council’s
overall net revenue budget for the last two years and the year to date as at month 6
September 2019.

Original Actual Amount of Percentage
Budget net Outturn net overall difference
revenue revenue surplus/overs from net
budget budget pend revenue
budget
2017-18 £586,984m £586,984m 0 0%
2018-19 £608,913m £608,913m 0 0%
2019-20 £623,589m £623,803m £214,000 0.03%
overspend overspend
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The Council has a track record of achieving the majority of its
overall savings, but it will become increasingly challenging to
deliver them in the future and the Council needs to strengthen
its savings planning process

Why the ability to identify and deliver savings plans is important

12

The ability to identify areas where specific financial savings can be made, and to
subsequently make those savings, is a key aspect of ensuring ongoing financial
sustainability against a backdrop of increasing financial pressures. Where savings
plans are not delivered this can result in overspends that require the use of limited
reserves whilst increasing the level of savings required in future years to
compensate for this. Where savings plans are not delivered and service areas are
required to make unplanned savings, this increases the risk either of savings not
being aligned to the Council’s priorities, or of ‘short-term’ solutions that are not
sustainable over the medium term.

What we found

13

The Council has a track record of achieving the majority of its overall savings, but it
will become increasingly challenging to meet them in the future and the Council

needs to strengthen its savings planning process. We reached this conclusion
because:

the Council has a track record of meeting the majority of its overall savings
but is predicting that it will not deliver £6.200 million of savings out of a total
of £19.157 million in 2019-20.

Underachievement of savings is a common theme within most directorates.
The fact the Council has managed in recent years to balance its outturn
position overall is as a result of several factors. For example, this includes
achieving additional savings elsewhere or from underspends in other
services. This approach is unlikely to be sustainable.

Robustness of savings plans remains an issue despite us raising related
proposals for improvement in our previous financial resilience reports. For
2019-20, for example, about £3.5 million of savings were still at the planning
stage at the time the annual budget was agreed. The Council is now
addressing this by ensuring that from 2020-21 onwards, no savings are
included in the budget unless they are supported by detailed savings plans,
which have been subject to scrutiny and challenge.

The Council does not undertake an annual lessons learnt exercise
highlighting the key reasons why savings plan have not been achieved in
order to learn lessons and inform future plans.
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Exhibit 6: savings delivered during 2018-19 as a percentage of planned savings [source —
Council’s financial sustainability self-assessment]

The following exhibit sets how much money the Council intended to save through
planned savings during 2018-19 and how much of this it actually saved.

£14,296m £10,207m £4,089m 71.4%

Total planned Planned savings Planned savings not Percentage
savings delivered delivered savings
achieved

The Council has not made any unplanned use of reserves to
fund its revenue budget and its level of useable reserves has
generally increased over time

Why sustainable management of reserves is important

14 Healthy levels of useable reserves are an important safety net to support financial
sustainability. As well as being available to fund unexpected funding pressures,
useable reserves can also be an important funding source to support ‘invest to
save’ initiatives designed to reduce the on-going cost of providing services.
Councils that show a pattern of unplanned use of reserves to plug gaps in their
revenue budget that result in reductions of reserve balances reduce their resilience
to fund unforeseen budget pressures in future years.

What we found

15  The Council has not made any unplanned use of reserves to fund its revenue
budget and its level of useable reserves has generally increased over time. We
reached this conclusion because:

o the Council’s level of useable reserves (which includes earmarked reserves)
has increased throughout the period 2014-15 (£57.579 million) to 2018-19
(£85.935 million).

° the Council’s general fund reserves has remained static at about £14.25
million since 31 March 2017.
o the Council has adopted a relatively prudent approach to managing its

reserves. It has a number of contingency budgets and strategic earmarked
reserves, such as the Strategic Budget Reserve, Financial Resilience
Mechanism, General Contingency budget and looked after children reserve.
These provide the Council with options to respond to budget pressures.

o the Council has used its reserves in a planned way to help it balance its
budget and intends to use £5.75 million of its Strategic Budget Reserve to
support the budget over the period.
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Exhibit 7: amount of reserves vs annual budget, 2018-19 [Source: Balance sheet as at 31
March 2019 insert source]

This exhibit shows the amount of usable reserves the Council had during 2018-19
compared with its net revenue budget for the same year.
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£608,913m £85.935m 14.11%

Net Revenue Budget Total Useable Reserves Total Useable Reserves as
a percentage of Net
Revenue Budget

Council tax collection rates have generally improved over the
past few years

Why council tax collection rates are important

16  Failure to collect the amount of council tax due to the Council will result in less
income. This in turn may increase the financial pressures on the Council and
require it to make additional savings. Whilst council tax is not the biggest source of
funding for councils in Wales, it remains a key income source.

What we found

17  Council tax collection rates have generally improved over the past few years. We
reached this conclusion because:

o Council tax accounts as a proportion of the Council’s funding annually has
increased over time — from 14.7 % in 2017-18 to 16% in 2019-20.
o Council tax collection rates have been between 97% and 97.7% over the

past five years, having increased from 94.5% in 2010-11.

Page 13 of 16 - Financial Sustainability Assessment — Carélifu:dlafén 45



Exhibit 8: council tax collection rates [source: StatsWales]

This exhibit shows the percentage of council tax due that the Council collected during
2018-19

e

Cash collected from

Council Tax at 31 March
2019 was £168.455m

([97.4%)]) against a
collectable debit of
£172.908m

The Council’s capital city status and major capital programme
mean that it has a relatively high level of borrowing

Why maintaining sustainable levels of borrowing is important

18

Borrowing can be a valuable source of funding, for example to fund large scale
capital projects such as new schools or leisure centres. However, the cost of
repaying borrowing including interest costs can have a long-term impact on
ongoing revenue budgets. Councils that fail to properly balance the benefits and
costs of borrowing with their current and predicted revenue budgets risk reducing
the amount of funding available for service delivery. Borrowing to fund commercial
activity has the potential to generate additional income to fund council services,
however, it can also bring significant risks that would be associated with any
commercial activity.

What we found

19

20

21

22

The Council’s total borrowing as at 31 March 2019 was £731m. Total borrowings
have increased by approximately 8% since 2016 (31 March 2016 £676 million).
The Council’s total borrowings are the highest in Wales, but this is not unexpected
given the Council’s capital city status, its significant capital programme and the fact
that it retains its housing stock.

The Council’s borrowings mainly consist of Public Works Loan Board loans
(PWLBs) and Lender Option Borrowing Options loans (LOBOs) — £669 million and
£52 million respectively as at 31 March 2019.

The level of the Council’'s PWLB loans is the highest in Wales and LOBOs are the
4t highest in Wales.

The Council has recently purchased a commercial property as part of its plan to
develop a new indoor arena which will require additional borrowing.
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23  Interest and similar charges payable on the Council's borrowings totalled £32.176
million in 2018-19 which represented 5.3% of the Council’s 2018-19 Net Revenue

budget.

Exhibit 9: Council borrowing [source: 2018-19 statement of accounts]

The exhibit below shows the cost of all the borrowing that the Council has as a proportion
of its net revenue budget.

o
“al
5.28%

Cost of total borrowing as a proportion of
net revenue budget 2018-19
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Management Commentary, Findings and Recommendations

1. Financial Resilience

Findings: Cardiff Council

Currently, there are no major concerns about the Council’s
financial resilience. However, the Council continues to face
significant financial challenges over the medium term given
the level of savings required, and the Council needs to have
more of a focus on how it will narrow the gap over the
medium term, including improving its savings planning

The Council has a medium-term financial plan based on
reasonable assumptions but needs to consider how it is going
to meet its longer-term funding gap, including strengthening
the links between its transformation programme and its
medium-term financial plan

Overall, the Council has managed its spend within budget but
there is a pattern of overspending in some service areas

Management Response:

e Agreed
e More robust savings methodology introduced in advance of
the 2020/21 budget with a focus on:
o Efficiency
o Transformation / Service Change
e Business case development strengthened, and no savings
included in the budget strategy 2020/21 ‘at planning stage’
e Focus on identification and delivery of savings in year, not just
as part of an annual budget setting process

e Agreed — closer working underway between Performance,
Finance, Risk and Service Planning ... both in terms of strategy
planning and reporting

e Critical issue remains the annual nature of funding
settlements inhibiting the ability to provide robust enough
longer-term planning

o Agreed

e Budget monitoring processes robust and identify / report over
and under spends appropriately

e Forthe Budget Strategy 2020/21 realignments of budgets in
some areas addressed some historic budget overspend areas
e.g. waste, but volatility still exists in some areas e.g. Social

Financial Sustainability
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Management Commentary, Findings and Recommendations

The Council has a track record of achieving the majority of its
overall savings, but it will become increasingly challenging to
deliver them in the future and the Council needs to
strengthen its savings planning process

The Council has not made any unplanned use of reserves to
fund its revenue budget and its level of useable reserves has
generally increased over time

Council tax collection rates have generally improved over the
past few years

Services ... but more effective demand modelling is being
developed

Agreed that the delivery of savings is becoming more
challenging which is in part a consequence of many service
areas now at core levels following delivery of successive year
reductions (cumulatively over £200m of savings in the last 10
years)

As noted, for the 2020/21 budget strategy, no savings were
included if only ‘at planning stage’ and new business case
methodology was developed

Agreed

Noted that use of reserves is appropriate where planned e.g.
to support the phasing of part year savings delivery

Reserves are a key part of the Financial Resilience Snapshot
reported regularly to Members (example included at Appendix
D extracted from the Medium Term Financial Plan reported to
Council September 24t 2020)

Agreed but under constant review and an assessment is
currently underway to assess whether the COVID-19
pandemic is having a significant detrimental impact on
collection rates

Financial Sustainability
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Management Commentary, Findings and Recommendations

e The Council’s capital city status and major capital programme
mean that it has a relatively high level of borrowing

e Agreed but noted that it is ‘relatively high’ in comparison to
others given the size of the Council’s Capital Programme
requirements and number of major project developments

e The delivery of Major projects has the potential for a positive
impact not only within the city, but also regionally and
nationally

e All borrowing is undertaken in accordance with Prudential
Code requirements and is supported only where it is
affordable and sustainable

e Key Prudential Indicators are reported regularly to all
Members and Audit Committee plays a key challenge and
oversight role

e Key Prudential Indicators are included in the Financial
Resilience Snapshot (See Appendix D)

Findings: Financial Sustainability — Local Government

e Councils and the Welsh Government have worked well
together to mitigate the impact of the pandemic to date but
the future sustainability of the sector is an ongoing challenge
Against a backdrop of existing funding pressures, the financial
costs of the pandemic are unprecedented in modern times

e Some councils were better placed financially than others to
respond to the challenges of the pandemic

Management Response:

e Agreed

e Positive engagement between councils and Welsh
Government (along with other key stakeholders e.g. Health)
has been critical in steering the sector through the crisis

e Welsh Government have supported all councils through a
claims based process for the vast majority of additional
expenditure and lost income as a result of the pandemic

Financial Sustainability
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Management Commentary, Findings and Recommendations

e The cost of the pandemic to councils is significant, although a
large proportion of the short-term impact has been mitigated
through the provision of extra funding

e The financial challenges arising from the pandemic are
numerous and go well beyond the more immediate and
obvious costs of responding to the crisis

e Agreed

e Agreed

e Risk analysis for the 2021/22 Budget Strategy includes
potential ongoing pressures and wider concerns that will
continue to be monitored, for example:

o

@)
@)
@)

Failure of businesses / unemployment
Public Health Issues

Behavioural Shift

Demographics

Financial Sustainability
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The following tables, charts and figures give an indication of the financial resilience of the Council as per the Statement of

Accounts.
Level of Useable Earmarked Reserves and Useable Reserves as a % of net Council Budget
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Cardiff Council Historic Cumulative Budget Savings
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Actual Revenue Funding Split
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------- Net Expenditure

Other Financial Indicators

Indicator | 2016/17 | 2017/18 | 2018/19 | 2019/20* |

Working Capital as a percentage of Gross 6.99% 8.69% 7.15% 10.94%
Revenue Expenditure (%)

Unallocated/General Reserves to Gross 6 6 6 6
Revenue Expenditure (days)

Long-term Borrowing to Long-term Assets 35.13% 36.36% 36.91% 38.46%
(ratio)

Long-term Borrowing to Taxation & Aggregate
External Finance
* 2019/20 figures are estimates, subject to Audit.

103.10% 103.10%  104.00% 114.75%

Appendix 3

The tables below show the Outturn position for the 2019/20 financial year for both revenue and
capital, and the current position at Month 4 2020/21.

Revenue Outturn Position

Net Expenditure

Directorate Budget Outturn Variance Variance
£000 £000 £000 %

Corporate Management 26,337 26,290 (47) (0.2%)
Economic Development 4,035 4,425 390 9.7%
Education & Lifelong Learning 272,126 272,812 686 0.3%
People and Communities

Housing and Communities 45,145 44,416 (729) (1.6%)

Performance and Partnerships 2,762 2,616 (146) (5.3%)

Social Services 172,727 177,241 4,514 2.6%
Planning, Transport and Environment 37,702 41,027 3,325 8.8%
Resources

Governance & Legal Services 5,493 6,136 643 11.7%

Resources 16,662 16,655 (7) (0.0%)
Capital Financing 35,236 34,789 (447) (1.3%)
General Contingency 3,000 0 (3,000) (100.0%)
Summary Revenue Account etc. 1,964 571 (1, 393) (70.9%)
Discretionery Rate Relief 400 421 5. 3%
-m
Funded by:
Revenue Support Grant 328,126 328,126 0 0.0%
Non-Domestic Rates (NDR) 116,504 116,504 0 0.0%
Reserves and Balances 2,750 2,750 0 0.0%
Council Tax 176,209 180,019 (3,810) (2.2%)
TotalFunding | 623580  627,399]  -3810]  0.0%
Net (Surplus) /Deficitforyear | o o o o0

Capital Outturn Position - 19/20

(Under)/
Directorate Budget | Outturn | Variance Var|ance Overspend | Slippage
£000 £000 £000 £000 £000

Economic Development 72,119 65,665 (6,454) (8 9%) 0 (6,454)
Education & Lifelong
Learning 42,759 17,236 (25,523) (59.7%) 2,453 (27,976)

People and Communities

Housing and Communities 13,285 8,937 (4,348) (32.7%) 0 (4,348)

Social Services 899 616 (283) (31.5%) 0 (283)
Planning Transport and
Environment 39,288 23,772  (15,516) (39.5%) (50) (15,466)
Resources 9,005 6,670 (2,335) (25.9%) 0 (2,335)
Total | 177,355| 122,896] (54,459)| (30.71%)| _2,403[ (56,862)]
Month 4 Monitoring Position

. Covid-19 Directorate In-Year Total
Directorate o . N

Impact Position Savings Variance

Corporate Management 1,013 (0] (0] 1,013
Economic Development 45 (150) (399) (504)
Education & Lifelong Learning 155 2,401 (1,035) 1,521
People and Communities

Housing and Communities 19 (432) (536) (949)

Performance and Partnerships 0 0 0 0

Social Services 113 3,878 (753) 3,238
Planning, Transport and Environment 134 (43) (91) 0
Recycling & Neighbourhood Services 6 (6) 0 0
Resources

Central Transport Services 0 327 0 327

Governance & Legal Services 0 512 (11) 501

Resources (305) (65)
mm-m
Corporate Contingency (3,000) (3,000)
Capital Financing 0 300 0 300
Summary Revenue Account (400) (400)
m-mmm

The tables below show the Medium Term Financial Plan (MTFP), the risks and affordability indicators facing the
Council.

MTFP Scenario

2021/22 | 2022/23 | 2023/24 |2024/25| TOTAL
£000 £000 £000 £000

Total Pressures 32,453 24,285 28,954 25,702 111,394

Funding Assumptions (7,036)  (2,380) (2,392) (2,404) (14,212)
budget Requirement Reducton | 25,417 21,905] 26,62 23,98] 91,182
Council Tax Assumptions - at 4% 6,090 6,334 6,587 6,880 25,891
Total Savings 19,327 15571 19,975 16,418 71,291

| 2s5417] 21,905 26,562] 23,298 97,182

Total Strategy

Modelling of Budget Gap 2021/22 - 2024/25

120

100

£m

60

40

2020/21 2021/22 2022/23 2023/24 2024/25
== Pressures - Base Case

Capital Expenditure & Capital Financing Requirement (CFR)

31 Mar 20|31 Mar 21(31 Mar 22 31 Mar 23 (31 Mar 24|31 Mar 25
EDUD EUDU EDDD EUDU EDDD EDDD
apltal Expenditure

Council Fund (General Fund) 122,896 101,953 196,028 168,801 59,508 27,304
Housing Revenue Account 41,521 52,783 87,565 87,330 55,805 62,230

Total Capital Expenditure | 164417 154,736 283,503 256,131) 115313 89,534
Capital Financing Requirement excl. Landfill _-_

Council Fund CFR
Housing Revenue Account CFI 290,217 314,000 381,433 441,044 464,434 493,030

537,273 532,000 600,666 633,580 634,247 614,697

Affordability Indicator - Capital Financing Costs as a % of Controllable Budget

Difference
2011/12 | 2019/20 | 2020/21 | 2021/22 | 2022/23 | 2023/24 | 2024/25 | 11/12-
24/25

Ac‘tual

Net 13.47 11.87 11.21 11.35 11.21 12.88 12.49 (7.28)

Gross 15.17 17.27 16.02 16.41 17.05 19.35 18.82 24.06
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AUDIT COMMITTEE: 17 November 2020

COMMERCIALISATION IN LOCAL GOVERNMENT

REPORT OF CORPORATE DIRECTOR RESOURCES
AGENDA ITEM: 5.3

Reason for this Report
1. The Audit Committee’s Terms of Reference requires that Members:

e To report to Council on the Committee’s findings, conclusions and recommendations
concerning the adequacy and effectiveness of the governance, risk management and
internal control frameworks, financial reporting arrangements and internal and external audit
functions.

e To consider the external auditor’s annual letter, relevant reports, and the report to those
charged with governance.

2. This report will outline to Audit Committee members the next steps to be taken having received
this report

Background

3. In October 2020, the Auditor General of Wales issued a report on its findings on
Commercialisation in Local Government. This review has been undertaken through a
combination of literature review, surveys and fieldwork.

Issues

4. The report is split into seven sections and considers each in turn as a building block of
commercialisation. The Seven sections are as follows;

e Agreeing what commercialisation means for us and our citizens / communities

e Creating a commercial culture

e Having the right skills and capacity to be able to initiate, implement and manage commercial
ventures

e Setting a clear vision and taking a strategic approach to commercialisation

¢ Robust options appraisal processes to decide on commercial ventures

o Identifying the risk and reward of individual commercial ventures and managing reputational
risk and political exposure

e Appropriate and effective accountability and scrutiny of commercial ventures

5. The report has one recommendation and considers that undertaking commercialisation requires
councils to have enough capacity, the right skills and robust but agile systems to be in place.
The recommendation is that councils use Audit Wales self-evaluation tools to develop a
strategy for the extent to which they want-to gursue mercialisation.
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Legal Implications

6. There are no direct legal implications arising from this report.

Financial Implications

7. There are no direct financial implications arising from this report.
RECOMMENDATIONS

8. That the Committee notes, considers and provide comment on the report.

9. That the Committee receives an update on the results of the self-review exercise by April 2021

Christopher Lee
Corporate Director Resources

The following Appendix is attached
Appendix A - Commercialisation in Local Government
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page 2 Commercialisation in Local Government

This report has been prepared for presentation to the
Senedd under the Public Audit (Wales) Act 2004.

The Auditor General is independent of the Senedd and government. He examines and certifies
the accounts of the Welsh Government and its sponsored and related public bodies, including
NHS bodies. He also has the power to report to the Senedd on the economy, efficiency and
effectiveness with which those organisations have used, and may improve the use of, their
resources in discharging their functions.

The Auditor General also audits local government bodies in Wales, conducts local government
value for money studies and inspects for compliance with the requirements of the Local
Government (Wales) Measure 2009.

The Auditor General undertakes his work using staff and other resources provided by the Wales
Audit Office, which is a statutory board established for that purpose and to monitor and advise
the Auditor General.

© Auditor General for Wales 2020

Audit Wales is the umbrella brand of the Auditor General for Wales and the Wales Audit Office,
which are each separate legal entities with their own legal functions. Audit Wales is not itself

a legal entity. While the Auditor General has the auditing and reporting functions described
above, the Wales Audit Office’s main functions are to providing staff and other resources for the
exercise of the Auditor General’s functions, and to monitoring and advise the Auditor General.

You may re-use this publication (not including logos) free of charge in any format or medium.

If you re-use it, your re-use must be accurate and must not be in a misleading context. The
material must be acknowledged as Auditor General for Wales copyright and you must give the
title of this publication. Where we have identified any third party copyright material you will need
to obtain permission from the copyright holders concerned before re-use.

For further information, or if you require any of our publications in an alternative format and/
or language, please contact us by telephone on 029 2032 0500, or email info@audit.wales.
We welcome telephone calls in Welsh and English. You can also write to us in either Welsh or
English and we will respond in the language you have used. Corresponding in Welsh will not
lead to a delay.

Mae’r ddogfen hon hefyd ar gael yn Gymraeg.
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Councils need the right culture, skills and systems to unlock the
benefits and mitigate the risks of commercialisation

Recommendations

Councils need to define and agree what commercialisation means
for themselves, their communities and citizens

Creating a strong commercial culture is key to pursuing commercial
activity

Councils pursuing new commercial activity will need to invest in
their workforce to ensure they have sufficient capacity and the right
skills

Councils need to agree a clear vision and strategic approach for
commercialisation that integrates with wider priorities

Councils need robust options appraisal processes to be able to
evaluate and decide on commercial choices

Councils need to define and agree their appetitie to risk and reward
when deciding on pursuing commercialisation

Councils need to have effective governance and oversight of
commercial decisions

Appendices
1 Audit Methodology

2 The key legislation governing commercialisation

Tudalen 59

16

21

27

34

38

49

56
57
58



page 4 Commercialisation in Local Government

<l Summary

Councils need the right culture, skills and systems
to unlock the benefits and mitigate the risks of
commercialisation

1 Local government has handled the impact of austerity well so far. This
has been achieved in several ways. Mainly by implementing efficiency
measures, cutting back on service offers, reducing staff numbers, and
increasing council tax. With rising citizen expectations and increasing
demand for services, councils face a challenging future. With the impact
of the COVID-19 pandemic, they are also working in ways and delivering
services to communities that may have fundamentally changed.

2 In recent years there has been a shift in councils’ attitudes to change
and innovation, largely brought about by austerity. However, whilst many
councils are now thinking radically, a significant proportion are less willing
to change, or have the will but are unsure how to. With future funding at
best unpredictable, new thinking is needed to transform the way councils
operate to protect and improve services for their communities. The result is
that there has never been a more pressing need to innovate and transform
local government, to think big and think radically about what councils do
and how they do it, and the relationship they have with their residents.

3 Councils have undertaken some form of commercial activity for a long
time, and many councils are exploring additional commercial opportunities
to mitigate against the financial pressures they face. In the recent
past commercial activity has mainly focussed on charging for services
and selling services to neighbouring councils. Commercialisation has
consequently focussed on traditional areas of council operation and has
usually been an extension of well-established and well used services.
However, with ever more ambitious financial targets, there is a need to
look at different ways to make savings, safeguard services and generate
income. Commercialisation is consequently becoming more important for
councils.
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Commercialisation in Local Government

There is no agreed definition of what constitutes ‘commercialisation’.
Working more commercially can range from:

a operating a service more efficiently by, for example, reducing cost,
raising charges, attracting new customers or users;

b generating profit by charging more than it costs to provide a service
and not subsidising it;

c delivering services differently with less council ownership, influence
or control by outsourcing an activity or transferring an asset to a
community group to enable the service to operate in the commercial
world with little or no council subsidy or influence; and

d developing entirely new services in the ‘private’ marketplace in
competition with private businesses for the specific purpose of creating
profit.

However, because councils are responsible for the provision of an
extensive range of public services, they must also balance being more
commercially focussed with their primary responsibilities as the ‘safety
net’ for their citizens and communities. A key challenge facing councils is
to therefore judge the extent to which they should, or should not, pursue
‘commercialisation’.

Should councils decide to invest in commercial opportunities, they need

to be clear what the benefits of this are for the council, local people and
the wider community. It is also important that a council’s key partners

and stakeholders understand and know what commercialisation is for the
council, and what it is not given councils are investing public money. Being
open about where money is being invested and the benefits this will bring
is essential to get buy in from stakeholders.

If the approach to commercialisation is not well managed or does not
deliver what is intended, it can also place the council’s financial health

at risk. And the more a council adopts a commercial mind-set, the more

it pushes beyond its comfort zone and management of risk. It will place

a council, its processes, members and staff in a very different place and
there is no guarantee that everything will just come together, and work as
expected. There is a degree of risk involved in commercial activity and it
can require the investment of significant sums of money which may not be
recouped if investment decisions do not deliver what was anticipated and/
or customers do not use the new services and opt to buy from others.

Tudalen 61



page 6

10

11

12

13

Commercialisation in Local Government

Given the challenges of pursuing commercialisation and the need to
maximise reward and minimise risk, on behalf of the Auditor General for
Wales, we have examined how councils are approaching commercial
ventures. Overall, we have concluded that councils need to have the
right culture, skills and systems to unlock the benefits and mitigate
the risks of commercialisation.

Below we provide an analysis of why commercialisation is important;

the challenges facing councils in addressing these matters; and some
pointers, drawing on our research and fieldwork, on how councils can take
commercialisation forward.

This report is specifically targeted at helping elected members and senior
officers to examine and judge the potential impact on their organisations
when considering whether to undertake commercialisation. It will also
help councils to demonstrate how well they are discharging their value for
money responsibilities.

The report is split into seven sections. Each of the sections focuses on a
core aspect of commercialisation. These are set out in Exhibit 1. In each
of these sections of the report we summarise our key findings to help
councils:

a understand this aspect of commercialisation;
b challenge current approaches; and

¢ judge where and how they could take this work forward.

Each section concludes with a short self-evaluation based on key
questions for councils to reflect on and judge where they are now, and
where they need to improve. These assessments can be used individually,
but we recommend that you consider them together and this report in its
entirety. Taken together, we believe these provide a helpful framework for
councils to use when considering commercialisation.

Finally, Appendix 1 sets out our audit methods and Appendix 2
summarises some of the ley legislation that underpins commercialisation.

Tudalen 62



page 7

Exhibit 1-The ‘building blocks’ of commercialisation

7

Agreeing what Creating a commercial

comercilisation means culture

: 4

for us and our citizens /
communities

-

Identifying the risk and
reward of individual
commercial ventures and
managing reputational risk
and political exposure

Robust options appraisal
processes to decide on
commercial ventures

Appropriate and effective
accountability and scrutiny of
commercial ventures

Source: Audit Wales.
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Having the right skills
and capacity to be able
to initiate, implement
and manage commercial
ventures

Setting a clear vision and

taking a strategic approach

to commercialisation
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Commercialisation in Local Government

Recommendations

Recommendations

Recommendations

R1

Undertaking commercialisation requires councils to
have enough capacity, the right skills and robust but
agile systems to be in place. We recommend that
councils use our self-evaluation tools to develop a
strategy for the extent to which they want to pursue
commercialisation.
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Councils need to define and agree what
commercialisation means for themselves, their
communities and citizens

1.1 Commercialisation, if undertaken in the right way, properly planned,
implemented and controlled, offers opportunities for councils to
safeguard the provision of essential public services by delivering them
through new models which reduce cost or generate profit. Pursuing
commercial opportunities can also result in a greater choice of services
to address wider needs in the local area and supports modernisation and
transformation of a council.

1.2 Pursuing commercial opportunities and becoming more entrepreneurial
also brings with it a degree of risk. Thinking commercially requires a
council to be able to generate insight by joining different parts of the
organisation together. To do this well you need to have people with the
right skills who understand the wider operating environment and have
commercial acumen. They must be able to make a compelling case
for pursuing options and this must be based on good quality data and
analysis.

1.3 Given that entrepreneurship is a process of balancing risk and reward,
there are two fundamental issues that councils need to consider and agree
on before pursuing commercialisation.
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Agree what commercialisation means for our council

1.4

1.5

At its simplest commercialisation is about selling goods or services

to citizens or organisations. This is not controversial and is a well-
established practice for local government. However, where it can become
more controversial is the extent to which a council intends to pursue
commercial activity. There are key questions that need to be considered
to ensure a council sets appropriate parameters on the extent to which

it wants to pursue commercial activity. We call these the ‘principles of
commercialisation’. For example, are they:

* going to pursue commercial activity that builds on their existing
services?

* going to enter entirely new areas of operation?
* pursuing commercial activity only within their geographical boundaries?

« prepared to pursue opportunities in other local authority areas and/or
countries?

* going to compete with local businesses?

+ going to compete with the third sector?

» going to compete with other councils?

* looking to recover all costs associated with the activity?

+ seeking to maximise profit generation?

« clear on how they will use the profits they create?

Knowing up front the extent of what is considered acceptable for your
council gives clarity to all on what commercialisation means for you, but
also what it is not. In our fieldwork, we often heard a genuine concern from
senior officers and elected members that commercialisation is (or could be
seen as) privatisation or the selling off of council services. The danger is
councils may lose their core purpose: ‘Is our main aim to serve the public

or to make money from them?’ Commercialisation therefore needs to be
considered in the round; warts and all.
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1.6 Why is this important? Well, councils are the leaders of their local
community and the safety net for some citizens. They are often the
organisation people turn to when they are in crisis and need help. They
organise and provide a wide range of services that help keep people
safe and well. If they divert too much from their core activity, they run the
risk of failing to meet their wider statutory obligations. The pandemic has
shown how much citizens rely on council services and exposed how much
austerity has threatened the provision of highly valued council services.
The profile of local government’s role in shaping and serving communities
has been raised during our fieldwork and put simply, if councils continue
to cut services it is questionable what relevance they continue to have for
many of their citizens.

Understand the potential impact of commercial choices on our
citizens and communities

1.7 Involving citizens and local communities is vital when it comes to
developing a sense of ownership in local decision-making and service
delivery. It is essential when councils are considering diverging from their
core activity and engaging in things that many may consider outside their
comfort zone.

1.8 The message from our survey is clear. Councils should invest in
opportunities and activities that directly benefit their area and the citizens
they serve but should not seek to compete with private businesses. They
should not expose themselves to unnecessary risk even if there is an
opportunity to recoup greater income. The people we spoke to value their
council for doing what it does well. Whilst they see benefits in becoming
more entrepreneurial, they do not want to see core services in jeopardy
because their council is pursuing risky activities.

1.9 Importantly, our citizen survey highlights that there is strong support
for councils to act more commercially. Nine in ten respondents broadly
supported their council pursuing commercial activities which ultimately
support the local area through economic growth and investment in the
most disadvantaged communities. Two in three also agreed that the
council should only pursue commercial activities that help to support and
assist the most vulnerable in society. Many that we surveyed want to see
their council take steps to safeguard highly valued local services and
recognise one way of doing this is to increase revenue and develop new
sources of income.
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1.10 This support, however, comes with some strings attached:

1.11

1.12

1.13

* just over half of respondents (51%) did not support their council
pursuing commercial activity in other parts of Wales;

+ over half of respondents did not want to see councils competing with
private businesses (53%); and

* most people responding to our survey (63%) opposed their council
undertaking new commercial activity in other parts of the UK, and three
quarters (74%) in other European countries.

When it comes to appetite for risk, citizens have mixed views. Just under
40% support their council using their financial reserves to generate
income. But a quarter (23%) are opposed to public money being invested
in commercial activities at all, and a fifth (17%) want to see their council
prioritise getting their money back rather than take riskier decisions that
can get a better return on their investment.

In addition, councils need to ensure the choices they take for their
communities reflect the socio-economic make-up of the area. Many
communities in Wales have significant social, health and economic
challenges. Even before the pandemic, people were struggling with low
incomes, low wage growth, in-work and out-of-work poverty. Similarly,
many towns and businesses across Wales have also been struggling in
recent years with reducing footfall, competition from online suppliers and
rising costs. And this has been accentuated with COVID19.

The bottom line is that local councils need to be mindful of how their
commercial choices affect their communities and local businesses. For
example, we found that where councils have changed services to operate
more commercially and increase income, citizens have not always had a
positive experience. Our survey found that nine in ten citizens consider
traded services like leisure to be more expensive now, and eight in ten
stated that they could not afford to use services as much as they would
like. Roughly seven in ten survey respondents also felt that the quality of
their council’s offer is not as good as before.
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1.14 The opportunity to generate significant levels of new income must
therefore be balanced with judging the potential impact on people and
businesses. If you increase charges there could be a fall in usage — this
may balance out, or you may see an increase in revenue. You could
also experience a fall in income if services are felt to be unaffordable.
Similarly, competing with private businesses may offer an opportunity to
raise new income. But being in competition could put local businesses
at risk, adversely impact town centres with more empty units/properties,
and result in rising unemployment. Councils are very mindful of this based
on our survey of elected members, where 53% of respondents flagged
an adverse impact and reaction from the local community as a barrier to
commercialisation.
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Agreeing what commercialisation means for us, our citizens and
communities

Below we have set out a self-assessment to help councils evaluate their current
performance and identify where they need to improve.

Yes, we are

clear on

this and no No, there is

further work is more for us to
Issues for us to consider and agree required do

We are going to pursue commercial activity that
builds on our existing services.

We are going to enter entirely new areas of
commercial operation.

We are going to pursue commercial activity only
within our geographical boundaries.

We are prepared to pursue opportunities in other
local authority areas and/or countries.

We are going to compete with local businesses.
We are going to compete with the third sector.
We are going to compete with other councils.

We are looking to recover all costs associated with
the activity.

We are seeking to maximise profit generation.

We are clear on how we will use the profits we
create.

We have involved citizens, businesses
and stakeholders to help us define what
commercialisation is for our council.
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Issues for us to consider and agree

Commercialisation in Local Government

Yes, we are

clear on

this and no No, there is
further work is more for us to
required do

We understand the impact of pursuing
commercialisation on:

« Citizens

* Businesses

* Our communities
« Partners

« Stakeholders

We have gauged what is affordable for our citizens

and communities.

We communicate effectively internally and
externally what commercialisation is for this council

and what it is not.
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Creating a strong commercial culture is key to pursuing
commercial activity

2.1 Councils are changing. The last 20 years have seen major shifts in how
services are commissioned, managed and delivered with a growth in
shared services, digital delivery, joint ventures, and city region and growth
deals. Local government does not stand still and has a long history of
innovation and change.

2.2 However, once a council has established the extent to which it wants to
act more commercially, it needs to ensure that it has the right ethos or
culture with clear and effective senior leadership to drive the process. To
do this requires a council to ensure that the way that it works supports
entrepreneurship and enterprise to create a ‘commercial culture’.

2.3 From our fieldwork we found that changing the culture of organisations is
the topic flagged most consistently as the key challenge facing councils
becoming more entrepreneurial. Councils are beginning to apply a
more commercial mindset to both in-house service provision, but also in
considering new opportunities.

2.4 Early on, Monmouthshire County Council identified the importance of
culture, and political and professional leadership. There has been a clear
steer from the top of the Council on being more innovative and proactive.
Rather than respond to austerity by continuing to make cuts, the council
encourages staff to pursue options that can make a profit for the benefit of
council services.

2.5 Some authorities have embedded commercialisation in their
transformation programmes recognising that successfully becoming more
entrepreneurial is ultimately about changing their organisation’s culture.
For example, the approaches in Cardiff Council, Rhondda Cynon Taf
County Borough Council and Caerphilly County Borough Council.

2.6 Despite recognising the importance of creating a commercial culture
and needing effective leadership to underpin new approaches, progress
has often been limited and/or slow in some councils. Building the
appetite, skills and culture within both the elected member group and the
workforce to innovate and operate more commercially requires motivation,
commitment and focus to accomplish. This can be challenging to achieve
when you need to balance providing services for the public good with
running services as a business that focusses on creating profit.
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2.7

2.8

29

Our survey of elected members found that there is strong support for their
council pursuing new commercial activity, with three-quarters favouring
this activity. This is echoed by Corporate Management Team survey
respondents where 83% noted that they have support from Elected
Members to pursue new commercial activity, with the key drivers of the
entrepreneurial agenda being the Leader of the council and/or the chief
executive.

Despite this, seven in ten members do not want their council to take
greater risks to generate greater rewards. Importantly, only a third of
elected members believe that their council has the right organisational
culture to be able to effectively pursue commercialisation.

Often the starting point for many councils at the beginning of their
‘commercial journey’ relates to winning ‘hearts and minds’. We found
that the task of nurturing a more commercial culture often sits with
transformation lead officers and involves defining what commercialisation
means to their council; what commercial activity is already taking place
and determining the council’s risk appetite.
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2.10 From our research the key features of an organisation with a positive commercial
culture will be embodied by the following — Exhibit 2:

Exhibit 2 - A council with a positive commercial culture is characterised by....

QO o LOLO0B =

Committed, highly visible political leaders, with ambitious goals, supported by a strong
officer management team

A clear understanding that commercialisation is ‘how we do things around here, and
commercialisation reflects our values’

Transparent, accountable and timely
decision making

Acknowledging that those making decisions are accountable and will be held
to account

Realistic expectations that are clearly understood by all areas of
the council

Effective communication that makes clear what commercialisation is and
what it is not

High levels of support between leadership and staff demonstrated by high levels of
commitment to the council’s commercial vision and strategies

Commitment to delivery and attention to detail and thoroughness in the execution of
commercial policies and strategies

Source: Audit Wales
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2.11 Involving local stakeholders in commercial decision making is a good
way of drawing on local expertise, knowledge and skills and to ensure
decisions are mindful of the local context. Councils also need to ensure
that they effectively communicate with stakeholders and are clear
about how commercial choices will impact on citizens, businesses and
communities. This is important because citizens may not understand what
is going on and may resent public money being spent on new commercial
ventures such as commercial property acquisition.

Creating a commercial culture

Below we have set out a self-assessment to help councils identify and evaluate
their current performance and identify where they need to improve.

Yes, we are

clear on

this and no No, there is

further work is more for us to
Issues for us to consider required do

We have set realistic expectations on what
commercialisation is for us and this is clearly
understood by all areas of the council.

We understand that commercialisation is
part of ‘how we do things around here, and
commercialisation is reflected in our values’.

We have committed, highly visible political leaders,
with clear commercialisation goals.

We have a strong officer management team that
is clear on commercialisation and is supporting
delivery of our goals.

We have set clear expectations that decisions
relating to commercialisation will be taken
transparently and as soon as it is appropriate to do
SO.
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Yes, we are

clear on

this and no No, there is

further work is more for us to
Issues for us to consider required do

Those who make decisions on commercialisation
are accountable for their choices and are held to
account through clear governance arrangements.

There are high levels of commitment to work
together to deliver the council’s commercial vision
and strategies.

We have a good attention to detail and are thorough
in how we assess and challenge ourselves.

We have an open and honest learning culture to
help the council learn from investment decisions
from across the UK and use this information to
shape our approaches.
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Councils pursuing new commercial activity will need to
invest in their workforce to ensure they have sufficient
capacity and the right skills

3.1 The experience, knowledge and skillset required to successfully pursue
commercial activities are not those that are traditionally associated with
local government. However, as more and more councils begin to pursue
commercial activities, it is important that they equip themselves with the
right skills to do this well.

3.2 The pursuit of new commercial ventures requires people who can spot
opportunities and apply commercial acumen to their understanding of the
wider operating environment. Importantly, doing this well also requires
senior officers and Elected Members to have the right skills to oversee and
scrutinise decisions and commercial activity that involve public money.

3.3 Councils need people who can undertake robust options appraisals, cost
modelling, market and segmentation analysis; people who are skilled
at making a compelling case for pursuing options based on sound data
analysis; and who can identify and mitigate risk in unfamiliar or new areas
of business. Exhibit 3 shows that in these key fields, councils believe that
they do not always have the necessary skills and experience.
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Exhibit 3: The views of corporate management teams about having the right
level of commercial skills in three key areas

Less than a third of corporate management team members believe that their
council has the necessary skills and expertise to successfully undertake com-
mercialisation in key areas.

Analysing market

demand

Marketing and
sales

Pricing and
trading

0% 20% 40% 60% 80% 100%

® Yes ® No ® Don't know

Source: Audit Wales, Corporate Management Team Survey, January 2020.

3.4

3.5

Our survey of corporate management teams found that councils recognise
that they are not currently resourced or skilled to pursue new commercial
activity. Only 16% of respondents to our survey of corporate management
teams believe that, broadly, their council has the staff skills and resources
to pursue and deliver new commercial activity. Elected Members are of the
same view, with 57% of those who responded to our survey citing officers’
skill levels as a barrier to the successful pursuit of new commercial
ventures.

Austerity — in many ways the catalyst for more and more councils needing
to pursue commercial activity — has paradoxically also hampered councils’
ability to do just that, by eroding the level of skills and expertise in their
workforce. Council workforces are less resilient and lack the capacity to
generate and deliver on new ideas because services are stretched, and
people are under pressure.
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3.6

3.7

3.8
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Competing with the private sector to secure the right people with the right
skills to progress commercial activity can also be challenging. Councils
we spoke to highlight the difficulties of being able to attract people of the
right calibre without an ability to match private sector salaries. There is a
reluctance in some councils to offer market salaries, which inhibits their
ability to secure people with the right skills and experience. Similarly,
national bodies such as the Federation of Small Businesses, and Wales
Trades Unions Congress believe that councils in the Cardiff city region are
better placed to attract people with the right skills, but councils in other
parts of Wales will struggle to compete with the private sector and need to
pool their resources.

Despite these workforce pressures, only one of the commercialisation
strategies we examined identified this as a major risk and had set out
how that council is seeking to address it. This is concerning as over half
of councils responding to our survey of corporate management teams
highlighted that they needed to enhance staff skills to equip themselves to
be able to pursue new commercial activities.

Bristol City Council’s Commercialisation Strategy
2019-22

ﬂ The Council recognises the importance of
investing in its current workforce to ensure it has

19-22 the skills and capacity to pursue new commercial
activity. This includes a considerable amount of
‘hearts and minds’ work with Elected Members to
promote the benefits of commercialisation — both
financial and strategic — for Bristol, the Council
and its citizens.

However, there are some councils that are addressing the issue of

staff skills and capacity. At the time of our fieldwork in early 2020,
Monmouthshire County Council had just established a Commercial Legal
Team to help support the Council in delivering its commercial ambitions
and focus on mitigating key risks. The Council actively sought to fill these
new posts with people who primarily had a commercial background, rather
than local government experience.
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3.9 Some councils are addressing gaps by using external support — for
example, Neath Port Talbot County Borough Council is working with
the Association for Public Service Excellence. However, with councils
increasingly looking at generating income through commercial means,
many need to do more to invest in their workforce and ensure they have
the right skills and capacity.

3.10 Our survey of corporate management team members highlighted that only
six councils have invested in dedicated officers to lead on commercial
activity. These are:

* Blaenau Gwent County Borough Council;
» Caerphilly County Borough Council;

* Merthyr Tydfil County Borough Council;

*  Monmouthshire County Council;

* Pembrokeshire County Council; and

» Swansea Council.

3.11 Almost two-thirds of the Elected Members who responded to our survey
cited Elected Members’ ability to effectively decide on options as a barrier
to their council’s pursuit of new commercial ventures. Responses to our
corporate management teams survey correspond with this — only 19% said
they believe that Elected Members are sufficiently trained and skilled to
be able to consider, and then approve, new commercial ventures. Senior
management team members are also highlighted by Elected Members as
lacking in commercial acumen.

3.12 Our evidence identifies scrutiny as another area that councils need to
invest in upskilling when pursuing new commercial ventures. Respondents
to our corporate management teams highlighted weaknesses in their
council’s ability to effectively oversee commercial activity — 41% of
respondents said that their council’s scrutiny committee does not
have the knowledge and experience to provide effective risk oversight
of new commercial activity. If councils are to unlock the benefits of
commercialisation, an investment in upskilling their workforce must form a
key part of their commercial strategy.
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Our workforce, skills and capacity

Below we have set out a self-assessment to help councils identify and evaluate
their current performance and identify where they need to improve.

Yes, we are

clear on

this and no No, there is

further work is more work for
Issues for us to consider required us to do

We have prioritised the creation of a commercial
culture and entrepreneurial mindset within the
council.

We have the right experience, knowledge and
skillset required to successfully pursue commercial
activities.

We have enough staff to undertake commercial
work.

We have staff in the right services and with the
required seniority to undertake commercial work.

We can recruit the right people with the right skills
to deliver our commercial work.

We have set out how the council will equip elected
members and staff with the key skills to successfully
deliver commercialisation including:

* Analysing markets and demand
* Marketing and sales
* Pricing and trading

We have a training programme that is equipping our
staff and elected members to undertake commercial
work.
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Yes, we are

clear on

this and no No, there is

further work is more work for
Issues for us to consider required us to do

We have defined and clarified roles, responsibilities
and the legal powers for pursuing commercial
activity.

We have taken legal opinion to support all aspects
of commercial activity and especially on how to
treat profits raised, and staff are clear on how to
address this.

We can draw on and utilise the skills and
knowledge of our local businesses and
stakeholders to help us develop our workforce to
become more commercially skilled.
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Councils need to agree a clear vision and strategic
approach for commercialisation that integrates with
wider priorities

4.1 Councils and private business are not the same. They have different
responsibilities, obligations and aims. While there may be a common
language around income generation and acting commercially, councils
also need to have due regard for their statutory obligations and duties.
Whilst acting more commercially is focussed on generating income,
this should not be an end in itself. Councils must also consider how
commercial activity can help support the delivery of their core services and
the achievement of strategic priorities.
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A good strategic approach to commercialisation will:

« take a long-term corporate council-wide approach and start with the purpose and
function of the council, not the form or structure of current service delivery;

* be based on a clear set of principles and values that set out the importance of social
value and ‘ethical’ investment principles;

* integrate commercialisation initiatives with programmes of long-term transformation and/
or organisational recovery to ensure commercialisation is part of a ‘bigger picture’ and
not seen as outside core council activity;

* show the benefits and risks of commercialisation for citizens, the local economy and
local communities, and clearly define what commercialisation is and is not for the
council;

+ integrate and link with wellbeing objectives, corporate priorities and other council and
regional strategies, especially plans for organisational transformation and recovery from
COVID-19;

+ seek to ensure commercial activities deliver more than just profit, or at least do not
hinder their wider contribution to the local area and community;

* recognise the importance of creating a commercial culture and entrepreneurial mindset;

+ set out how the council will equip elected members and staff with the key skills to
successfully deliver commercialisation;

+ define and clarify roles, responsibilities and the legal powers for pursuing commercial
activity. For instance — client, commissioner, contract manager, board of directors
(Company Law), shareholders, etc;

* identify who is accountable for decisions; and

* have clear, transparent and appropriate governance arrangements for
commercial activity that are embedded fully in the local democratic
decision making and accountability system.

Source: Audit Wales.
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4.2

4.3

4.4

4.5

From our fieldwork we found that few councils have created a strategy

for commercialisation. Monmouthshire County Council has integrated its
commercial approach with its Investment and Treasury strategy, and these
align well with the corporate plan and wellbeing plan. Caerphilly County
Borough Council has a draft commercialisation and investment strategy,
but at the time of our fieldwork this had not been approved. A further six
councils are in the process of developing a commercial strategy but have
not yet agreed their commercial values and principles.

Whilst commercialisation has become more important, and figures more
on scrutiny and cabinet agendas, our review of council papers in the last
two financial years found that progress has mostly been slow. Too often
councils are focussed on what they already do, and whilst a growing
number talk about being more commercially minded in how they deliver
services, few have developed a specific commercial policy or strategy.
Lacking an agreed strategic approach to commercialisation means that
councils are not maximising the potential benefit of commercial ventures
and risks missing out on opportunities when they arise.

Other councils have been slower to adopt a strategic approach to
commercialisation, and progress has been more organic, with the appetite
for acting more entrepreneurial varying widely between senior officers,
members and operational services. For instance, our survey of all 22
councils’ corporate management teams found that in total eight councils
have or are in the process of developing a commercial strategy and have
not agreed their commercial values and principles.

Only 41% of elected members from across all 22 councils responding

to our survey, agreed that their council has agreed a position on pursing
commercialisation. Despite two-thirds of elected members acknowledging
that commercialisation will help to alleviate the impact of funding cuts, and
over half feeling it would support delivery of wellbeing objectives, most
have concerns about a commercial activity going wrong and less about
learning from what is working. Generally, elected members see getting
the ‘return of their money’ as more important than getting ‘a return on
their money’. Elected members are more comfortable with investment in
commercial activity that helps to improve local infrastructure and deliver
regeneration programmes than directly investing in ventures that simply
create profit.
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4.6

4.7

The best councils are using commercial opportunities to help deliver their
strategic priorities and wider community benefits. From our work we saw
several good examples of how councils in England use their statutory
powers and approach to commercialisation to focus on:

* helping to support and assist the most vulnerable in society, especially
when they ‘fall’ or ‘fail’;

* improving people’s lives and the place in which they live; and

« creating new income streams to create wealth and improve the
economic circumstances of those in disadvantaged communities.

For instance, defining both the commercial and strategic benefits of a
potential venture will allow a council to identify both the opportunity to
generate income and the wider benefits of pursuing an option. Exhibit 4
provides examples of four commercial activities that can generate income
for a council, and also help to deliver strategic benefits such as wellbeing
goals.
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Exhibit 4: Defining the strategic benefit of commercialisation

Thinking of commercialisation in the round and highlighting both the profit and
community/strategic benefit of options and activities can help decision makers
to contextualise and make fully informed decisions.

Activity

Commercial Benefit

Strategic Benefit

Energy supply

Y4

A

Profit with increased
income

Ready to use
infrastructure to be able
to take advantage of the
opportunity (data, etc)

Tackling ‘fuel’ poverty
Championing social equality
Championing local renewables
Tackling poverty

Commercial Property

v
i

New income stream
Create profit
Grow tax base

Regeneration (physical, social
and economic)

Attracting inward investment
Supports delivery of local
development plan targets

Acts as a catalyst for change —
e.g. investment in designated
regeneration zones, etc.

Private housing
development —
residential lettings
and/or sales including
affordable and low-cost
housing for sale

New income stream

Create profit through
rental income and sales

Create/use S.106
contributions to
improve community
infrastructure

Tackle homelessness and
housing need

Reducing social inequality
Improving people’s health

Supports local housing
developers

Create jobs/apprenticeships

Energy Generation

Source: Audit Wales.

New income stream
Create profit through
‘Feed in Tariff scheme

Access to grant
schemes and renewal
programmes
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4.8

4.9

In recent years, a number of City and Growth Deals have been signed.
City Deals and Growth Deals give more power and flexibility to cities and
regions to develop employment and skills, commercial opportunities,
business support, housing, transport and inward investment. There are
several such Deals in Wales — the Cardiff Capital Region and Swansea
Bay City Deals and Growth Deals in Mid Wales and North Wales.

City Deals are bespoke packages of funding with devolved decision-
making powers negotiated between governments and local councils. Audit
Scotland’s January 2020 report on Scotland’s City Region and Growth
Deals concluded that councils should ensure Deals are aligned with

an agreed regional economic strategy, with input from a wide range of
partners, and can demonstrate how they will help deliver national and local
priorities for economic development.

Exhibit 5 - Tay Cities Deal

A regional economic strategy was developed first and used to inform the
Tay Deal proposal. The strategy considered the economic issues identified
in the Community Plans and Local Outcomes Improvement Plans (LOIPs)
for the region. The objectives in the Tay Cities Regional Economic Strategy
are based on the key priorities in Scotland’s Economic Strategy. Inclusive

growth is at the heart of the Deal and there is a clear
understanding of what inclusive growth means for the Tay
Cities Region. More effort was made to engage with
stakeholders when identifying projects, including through
an open invitation for project ideas.

Source: Audit Scotland”.

1 Audit Scotland, Scotland’s City Region an§l @jdiga88anuary 2020
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A strategic approach to commercialisation

Below we have set out a self-assessment to help councils identify and evaluate
their current performance and identify where they need to improve.

Yes, we are

clear on

this and no No, there is

further work is more work for
Issues for us to consider required us to do

We have an agreed corporate council-wide
approach to commercialisation.

We have a clear set of principles and values that
set out what we are trying to achieve through
commercialisation.

We focus on social value and ‘ethical’ investment
principles in our commercial work.

Our approach to commercialisation is part of a
‘bigger picture’ and not seen as outside core council
activity.

We have embedded commercialisation with
programmes of long-term transformation and/or
organisational recovery from COVID-19.

We are clear on the benefits and risks of
commercialisation for citizens, the local economy
and local communities.

We have clearly defined what commercialisation is
and is not for the council.

Our approach to commercialisation is integrated and
links with wellbeing objectives, corporate priorities
and other council and regional strategies.

We are seeking to ensure that commercial activities
deliver more than just profit and make a wider
contribution to our area and communities.

We have identified who is accountable for
commercial decision making and it is clear where
the ‘buck stops’.
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Councils need robust options appraisal processes to be
able to evaluate and decide on commercial choices

5.1 An effective options appraisal will identify the most appropriate set of
actions needed to achieve desired outcomes. It needs to have the right
information and data to consider and decide on the right option. It should
clearly show how the commercial opportunity contributes to delivering
corporate objectives. Options appraisals need to follow a structured and
documented process so Elected Members know what to expect and are
clear on their role in decision making.

5.2  We found some good examples of councils’ consideration of a range of
commercial options. Monmouthshire County Council has clear routes
of accountability for their two-stage process, with investment proposals
first presented to an Investment Committee for consideration on
whether to proceed to undertake due diligence and further negotiation.
The Investment Committee then receives a business case and
recommendation following the conclusion of the due diligence process.
This process allows for a full discussion of options and assessment of
risks and provides elected members with opportunities to challenge and
examine business cases in detail before deciding to invest. Likewise,
at the time of our fieldwork Caerphilly County Borough Council were
introducing a new business planning template and options appraisal
process. Templates included options for crowdfunding and community
asset transfer.

5.3 The findings of our survey of corporate management teams identify that
roughly half of councils believe they have a robust approach to options
appraisal for commercial ventures and are focussing on the key issues
when considering choices. For instance, risk to the council and risks
associated with undertaking the venture, the ‘true’ cost of options and how
they will be funded, likely service usage and how options fit with statutory
responsibilities such as the Welsh language and equalities. These are key
areas to focus on to inform discussions and provide assurance to decision
makers.

5.4 Councils’ appraisal arrangements generally have less emphasis on
external factors. For instance, quantifying and understanding the impact
of options on local business and the community, analysing markets, and
determining pricing and trading issues. Competition analysis is especially
underdeveloped. Business cases mostly do not include a sufficiently
detailed assessment on the impact of competition. This is important
because commercial investments can either have a detrimental or a
stimulating effect on local competition.
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5.5

5.6

5.7

5.8

5.9
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In addition, through our fieldwork and document reviews, we identified
several other areas where options appraisal processes and documentation
need strengthening. Options appraisals are generally not reported or made
available publicly. We recognise the likelihood of commercial sensitivities
in assessing options, however this must be balanced with the wider
council responsibilities of acting transparently especially in relation to the
investment of public money. Being open wherever possible is a principle
we would expect councils to embrace.

In some councils, documentation is not sufficiently detailed and is based
on a simple ‘yes’ or ‘no’ sign-off, without an accompanying rationale for
the decision. We found that a number did not include implementation and
benefits realisation timescales, nor summarise or set out why an option
has been rejected. In addition, few include the risk of ‘doing nothing’ as

an option. Including an analysis of why an option is not supported and
being clear on the wider risks of doing nothing helps to strengthen working
practices and decision making by elected members.

Diversification is the best way to increase the stability of investments

and decrease the risk of losing money if a single commercial venture
decreases in value. However, we found that too many options appraisals
consider commercial investment in isolation and did not consider the total
investment portfolio. Diversification does not remove risk in its entirety,
but it will help maintain a portfolio’s stability over time. It is important to
therefore consider individual options within the totality of all investments
that have been approved and rejected to ensure decision makers see the
totality of current activity.

Ensuring clear links between commercial decisions and strategic

priorities or corporate objectives and identifying the social value and long-
term community benefit such as increases in average earnings, more
apprenticeships, and local procurement needs more emphasis. Equality
impact assessments and single impact assessments are not routinely
included in business cases. Some impact assessments take a short-term
focus and several national stakeholders noted a tendency to treat them as
a ‘tick box exercise’.

A good way of doing this is by completing a commercial due diligence
assessment. Due diligence helps to consider the risk of funding decisions
and is essential in creating an environment of accountability and
transparency. Due diligence is important to enable elected members to
make an informed decision on whether to pursue a commercial venture or
not — Exhibit 6.
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Exhibit 6 - The importance of commercial due diligence

Commercial due diligence is the process of gauging the commercial attractiveness of an
investment decision. Unlike financial due diligence, which focuses solely on the financial
health of the decision, commercial due diligence provides a fuller overview of both the
finances and also the internal and external environment the commercial venture will operate
in.

A commercial due diligence assessment will analyse performance, the likelihood that the
targets will be met, and highlights potential problems that may occur. The assessment helps
to provide councils with an in-depth knowledge of their venture and the market in which
they are positioned. It is designed to enable the council to make an informed decision, and
highlight any potential risks associated with the commercial decision it is taking.

A commercial due diligence assessment will vary but typically will include the following
information:

* Review of the options appraisal predictions
- How realistic are targets?

- How achievable is the business plan?

Research and assessment of the market
- Where is the option positioned within the market?

- Where is the market heading?
- How could this affect the value/success of our venture?
- What are the trends in the market?
* Analysis of competitors and customer base
- Who are the strongest and weakest competitors?
- How will this venture perform against its competitors?
- What is its customer profile?
* Revenue/capital modelling
- What are our prospects for reaching our projected revenues?

- How much can we expect to make over a set period?

Pricing and margins
- How have average prices fluctuated historically?

- What is the forecast for prices in the future?

Source: Audit Wales.
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Options Appraisal for commercialisation

Below we have set out a self-assessment to help councils identify and evaluate
their current performance and identify where they need to improve.

Yes, we are

clear on

this and no No, there is

further work is more work for
Issues for us to consider required us to do

We have a clear options appraisal process for
deciding on each commercial option.

Within each commercialisation options appraisal we

always:

+ clearly define our objectives, the constraints/
risks, the potential rewards and what we want to
achieve;

« gather enough information to fully understand the
options being considered;

+ consider a wide range of options for the
commercialisation venture;

* include consideration of the risk of ‘doing
nothing’;

+ assess and analyse options using an agreed
rating/scoring matrix; and

* select the appropriate option based on our
analysis.

We make transparent decisions based on good-
quality information when deciding on each
commercialisation options appraisal.

We implement the decision that has been taken
on completion of an options appraisal in a timely
manner and effectively.

We have robust performance management
arrangements in place to monitor delivery of the
selected option.

We review the effectiveness of our decisions and
undertake post-implementation evaluation to check
that the objectives we set are being delivered.
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Councils need to define and agree their appetitie
to risk and reward when deciding on pursuing
commercialisation

6.1 Risk appetite is a hot topic and matters because it is fundamental to
making the right decisions. It is often driven by recognised financial and
accounting standards, corporate governance regulations, and other
statutory requirements?. The ability to understand and express risk
appetite allows decision makers to decide how much risk the council
should take in each situation.

6.2 The attitude and appetite for risk is therefore a political decision: it is part
of a council’s culture and is set by the senior leaders of the organisation.
It is important for all levels of the council to understand their risk appetite,
from the Cabinet to the Corporate Management Team to the project
manager, and for these multiple levels to be consistent, coherent and
aligned in their attitude to risk.

6.3 However, being good at managing risks is not about avoiding decisions
and maintaining the status quo. No decision is risk free. There is always
some uncertainty associated with decisions and decision-making, and
there is always risk. Similarly, doing nothing may also be risky, as cost
pressures from ageing populations, increasing demand for services and
increasing wage bills continue to grow. In the current financial climate,
thinking that the status quo is the less risky path could itself be a far riskier
decision than seeking to change a service or develop a new one.

6.4 In respect of taking decisions on commercial activity, councils need
to contextualise the relative risk with the potential reward that will be
received. This is important because some councils (particularly in England)
place a high reliance on commercial income to fund frontline services.
Therefore, any loss of commercial income could have a detrimental effect
on front line services. Councils must therefore weigh the potential reward
against the risks to decide if it is worth putting public money and the
Council’s reputation at risk.

2 For example, CIPFA’s Statutory Guidance on Local Government Investments makes clear
that local authorities must not borrow more than or in advance of their needs purely in order
to profit from the investment of the extra sums borrowed and that a local authority should

avoid exposing public funds to unnecessalfy gladentiG4 risks.



https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/678866/Guidance_on_local_government_investments.pdf
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6.6

6.7

6.8
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For instance, acquiring commercial property such as airports or harbours,
retail parks, supermarkets, hotels, education campuses or GP surgeries to
generate income through rents offers an opportunity to make large sums
of money. It is also riskier because it often requires unsupported borrowing
to invest in such acquisitions. In 2014-15, English councils invested just
over £1 billion to acquire land and buildings. By 2018-19 the figure had
risen to £4.4 billion. The Ministry of Housing, Communities and Local
Government (MHCLG) data shows that in 2018-19 the largest investors

in commercial property were Spelthorne Borough Council at £270 million,
Warrington Borough Council with £220 million and Eastleigh Borough
Council which spent £194 million3.

The growth in borrowing to fund commercial acquisitions in England has
therefore raised concerns in both government and professional bodies
like the Chartered Institute of Public Finance and Accountancy (CIPFA),
that councils are taking progressively riskier decisions. The latter advises
councils to refer to the government guidance, which cautions councils
against becoming dependent on commercial income; taking out too much
debt relative to expenditure; and taking on debt to finance commercial
investments.

For example, when considering property investment, if retail properties
remain vacant for long periods and are not generating any rental
income then other sources of funds will be required to maintain loan
repayments. Similarly, a downturn in the property market is likely to lead
to a fall in property values and the risk of negative equity for the investor
local authority. Risks are also apparent for other non-property related
commercial ventures®.

In response to the increased risk of borrowing for commercial activity,
some important changes are being made. Firstly, the MHCLG consulted
on revising the Prudential Code in 2017° to require the development and
publication of an annual capital strategy. Secondly, CIPFA published new
guidance in autumn 2019 focused upon commercial property investment.
And thirdly, and most significantly, the HM Treasury Public Works

Loans Board’s future lending terms consultation on loans provided for
commercial investments®. Taken together, it is anticipated that the impact
of these changes will reduce the level of public borrowing for commercial
investment in the future.

3 Ministry of Housing, Communities and Local Government, Local Authority Capital
Expenditure and Receipts, England: 2018-19 Final Outturn, 26 September, 2019.

4 Bournemouth Borough Council set up a Bank of Bournemouth with the aim of lending to local
businesses. Eighteen months later it was forced to close having only acquired 22 customers
in that time.

5 GOV.UK, Proposed changes to the prudential framework of capital finance, November 2017
(updated February 2018).

6 CIPFA, Future Lending Terms Consultation, July ZPRfdalen 95



https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/834468/Local_Authority_Capital_Expenditure_and_Receipts__England_2018-19_Final_Outturn.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/834468/Local_Authority_Capital_Expenditure_and_Receipts__England_2018-19_Final_Outturn.pdf
https://www.gov.uk/government/consultations/proposed-changes-to-the-prudential-framework-of-capital-finance
https://www.cipfa.org/policy-and-guidance/responses-to-consultations/local-government-consultations
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6.9 One of the most important decisions for any council considering
commercialisation, is therefore, how much risk to take. The phrase ‘risk
appetite’ is often used to describe the level of acceptable risk, but there is
no accepted definition for this term. Important management decisions can
often involve risk taking, and councils need to be able to answer some key
questions:

How much risk do we face?

How much risk can we take?

How much risk should we take?
How much risk do we want to take?
How much risk will we take?

How much risk are we taking?

How much risk are our citizens comfortable with us taking?

6.10 Consequently, councils need to assess and understand the decisions
they are making and seek to mitigate and control their potential impact.
Councils need to therefore highlight the likelihood of things happening and
how severe the impact could be. This assessment should be jargon free
and easy to understand. Some options will be relatively low risk with low
reward and others the opposite — Exhibit 7.
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Exhibit 7 — The risk: reward "'matrix’

Councils need to consider the risk and reward of the commercial decisions
they take. Being low risk often means that the financial return is low. Accepting
greater risk can bring greater reward, but it also places the council’s finances
and services in danger if it does not work out as envisaged or hoped.

LOW REWARD HIGH REWARD
1 >
Generating profit
HIGH RISK . . .
Borrowing money to invest in
commercial property, energy
supply or airports/harbours
with the intention of increasing
revenue to invest in the
council and its services
Being more economic
Removing council subsidy from
traded activity, charging
what it truly costs to
provide a service
LOW RISK Being more efficient
Explore opportunities to raise
income from advertising,
council-wide
commissioning to save
costs, etc

Source: Audit Wales.
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6.11 Councils need to therefore consider what the risk means for them and

how comfortable they are undertaking such an activity. This is not a black
and white issue — it is about getting the balance of the decision right when
you are considering commercial choices. Based on our fieldwork and
research, we summarise below the key features of an effective approach
to assessing risk and reward when evaluating commercial investments —
Exhibit 8.

Exhibit 8 - The key features of an effective approach to assessing risk and
reward when evaluating commercial investments

Understand who and what is at risk, and who will benefit from the
commercial decisions. Pure financial gain for a Council is too narrow an
objective and the wider social or economic worth of a decision needs to be
considered

Ensure commercialisation forms part of the Council’s high-level strategic
risk assessment process

Assess the impact of risk on business continuity scenarios such as the
impact of a drop in investment income and a fall in demand

Ensure commercialisation is subject to appropriate due diligence, scrutiny
and evaluation which includes consideration of wider social benefit, market
shaping, and impact

Focussing on social responsibility considerations such as keeping
investment local, and not investing in companies or banks with a poor track
record on ethical investment

Using a single impact assessment template that considers all relevant legal
issues, social wellbeing, environmental wellbeing, economic wellbeing, and
equality, diversity and Welsh language considerations

In considering risk focus on the impact of ‘doing nothing’ as well as doing
something

Source: Audit Wales.
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Councils need to understand and manage reputational
risk and political exposure when deciding on which
commercial opportunities to pursue

7.1 Poor commercial investments can dent public perceptions of the decision-
making ability of their local council. This is important because a poor
understanding and mismanagement of risks can have a severe impact on
a local council’s reputation, and this can have significant knock-on effects
on the public perceptions of the trustworthiness and effectiveness of our
democratic institutions. Poor risk management can also affect staff morale,
deter high quality staff applying for council jobs, and adversely affect
the willingness of stakeholders and suppliers to work with the council.
Ultimately it will also influence the council’s appetite for taking risks in the
future.

7.2 A council’s reputation is not formed in the same way as that of a private
sector company. The public’s view of councils is heavily influenced by
previous experience, expectations, political beliefs and an array of other
personal factors such as your age, health and wellbeing. From our survey
with citizens it is also very clear that people view councils very differently
to private businesses — they have a different role and value.

7.3 One way of councils managing reputational risk is to pursue ventures
that are bedded in doing things ethically and ensuring commercialisation
supports a council’s reason for being; activity which is as much about
addressing local problems such as fuel poverty or growing the third sector
and investing in ways that embody the council’s vision.

7.4 Senior council staff need to work closely with elected members and give
them reassurance any commercial decisions will not leave them unduly
over exposed. Focussing on the wider benefits of a commercial decision
is one good way of framing this debate. For instance, highlighting that
commercial ventures can often be more responsive to residents’ needs,
offer greater choice and provide better quality services. Commercial
approaches can provide affordable alternatives to private businesses and
respond to unmet demand and enable councils to deliver services that the
private market does not supply.
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7.5

7.6

7.7

Making socially responsible commercial investments is one way of
improving citizens’ confidence in their local council’s decision-making.
There are some good examples of socially responsible policy making
in Wales. Flintshire, Monmouthshire and Cardiff councils are at various
stages of establishing systems to monitor the organisation’s ethical
standards and performance. Cardiff has a Standards and Ethics
Committee and a new Socially Responsible Procurement Policy” and
the council plans to consider commercial investments as part of the
committee’s work programme.

Our detailed examination of a sample of ethical governance policies from
across the UK plus analysis of comments and opinions from our national
interviews and fieldwork find some important learning points on socially
responsible commercial investment. These include being clear on what
social investment, ethical governance or fair-trade means for the council
and its communities. Favouring local companies and keeping investments
local are an increasing feature of council commissioning frameworks

and recovery planning to ensure investment makes a positive impact

on a council’s communities. The Welsh Government’s 2017 Ethical
Employment in Supply Chains Code of Practice® provides a good
range of information that will help councils ensure their activity supports
ethical employment practices.

Following our detailed evaluation of commercial investments across
Wales, we set out below in Exhibit 9 four key principles for how councils
can seek to manage reputational risk and political exposure.

7 Cardiff Council’s Socially Responsible Procurement Policy

8 Welsh Government, Code of Practice — Em@@glqagt in Supply Chains, 2018



https://www.cardiff.gov.uk/ENG/Business/Tenders-commissioning-and-procurement/Policies-procedures-and-guidance/Documents/SOCIALLY%20RESPONSIBLE%20PROCUREMENT%20POLICY%20Eng%2017.4.2018.pdf
https://gov.wales/sites/default/files/publications/2019-11/code-practice-ethical-employment-in-supply-chains.pdf
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Exhibit 9: Principles of ‘Socially Responsible’ commercialisation

Establish a set of ethical and socially responsible standards for commercialisation and
insist suppliers, lenders, and partners act in accordance with these

Effectively communicate what the council is trying to achieve internally and
externally

Ensure council leaders and staff practice what they preach and demonstrate ethical and
socially responsible behaviour

Creating an open and honest learning culture to help the council learn from investment
decisions from across the UK and use this information to shape its work

$ & § 7

Source: Audit Wales
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Balancing the risk and reward of commercialisation

Below we have set out a self-assessment to help councils identify and evaluate
their current performance and identify where they need to improve.

Yes, we are

clear on

this and no No, there is

further work is more work for
Issues for us to consider required us to do

We have agreed what is an acceptable level of
commercialisation risk.

When considering and approving a commercial
venture we know:

* how much risk we face;

* how much risk we can take;

* how much risk we should take;

*  how much risk we want to take;

* how much risk we will take;

* how much risk we are taking; and

* how much risk our citizens are comfortable with
us taking.

When approving a commercial venture:

* we set a realistic net profit target — i.e. profits
after all operating expenses are accounted for;
and

* we have made a realistic forecast of income by
month for each commercial venture.
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Yes, we are

clear on

this and no No, there is

further work is more work for
Issues for us to consider required us to do

We have established a commercial due diligence
process, and we use this to support us when
approving commercial risks. Our due diligence
assessment leads us to:

 set realistic and achievable targets and business
plan goals;

* research and assess the market and identify
where we are positioned;

+ assess where the market is heading and how this
will affect the value/success of our venture;

+ identify and analyse who are our strongest and
weakest competitors and assess how we will
perform against them;

* identify our customer base and profile likely
usage and demand for our venture;

 evaluate our prospects for reaching our projected
revenues and in what period;

+ identify average price fluctuations historically;
- forecast prices in the future; and
* model revenue spend and capital spend.

We risk assess commercial activity and ensuring

the same level of governance and accountability

arrangements extends to all high-risk commercial
activity consistently.

We have effective delegation arrangements for low
risk commercial activity.

Our approach to commercialisation aligns with
the council’s priorities and we are clear how each
option contributes to delivering our corporate plan
and wellbeing objectives.
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Yes, we are

clear on

this and no No, there is

further work is more work for
Issues for us to consider required us to do

We effectively communicate internally and
externally what the council is trying to achieve
through commercialisation and specifically focus on
the social value of our ventures.

Our options appraisal process includes a specific
assessment of how the commercial venture will
deliver social value for the council.

We have established a set of ethical and socially
responsible standards for commercialisation.

We insist suppliers, lenders, and partners act in
accordance with our ethical and socially responsible
standards.

Our monitoring and evaluation of commercial
ventures explicitly focus on what social value is
being delivered.
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Councils need to have effective governance and

oversight of commercial decisions

Sound decision making leads to better commercial investments

8.1 Doing business in the post pandemic world means maximising all
the resources councils have and taking every opportunity to support
the economy. Having appropriate governance and accountability
arrangements to approve and scrutinise new commercial activity is key
to achieving this wider goal. Exhibit 10 shows the Bristol City Council
approach to understanding how to balance commercial freedom with
public accountability. The City Council’s Commercialisation Strategy
2019-22 identifies and sets out the need to get the right balance between
operating commercially and being accountable and transparent for public

money.

Exhibit 10 - Bristol City Council approach to managing the tension between
operating in a commercial environment whilst having due regard to the

proper use of public money

Operating commercially

Financial return — Profit motivation and
financial return to shareholder.

Commercial freedom — Unfettered:
Financially motivated decision making,
e.g. to participate in tax efficiency schemes
bringing Council into disrepute.

Condfidentiality — Strict confidentiality:
Accusations of secrecy and breach of
transparency legislation.

Swift decisions — Decision making
autonomy: Quick and opaque decision
making, can suffer from ‘siloed thinking’ as
not joined up with city.

Industry standards — Procurement
Autonomy: Ability to implement the latest
industry systems, but with no ability to
share data with the Council.

Source: Bristol City Council.

Proper use of public money

Impact/improved outcomes — Improved
outcomes aligned to Council’s strategic
outcomes and social mission

Democratic control - Tightly Controlled:
Micromanagement by elected officials, as
opposed to business experts.

Transparency — Unrestricted transparency:
Damage to the companies’ commercial
interests and market position.

Due process — Operational control:
Organisation losing dynamism and market
position, with layers of approval required
to act. Competition with council business
for day to day decision making.

Council systems — Procurement control:
Organisation being locked into Council
procurement rules/approval processes
which may lead to delayed systems
implementation and competition for
council resources.
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8.2

8.3

We find elected member engagement and involvement in
commercialisation issues vary. The best approaches involve elected
members early and have specific, well defined, and regularly updated
policies that are appropriate to local circumstances and support
councillors to discharge their governance, decision making and oversight
responsibilities. Industry standards and best practice should be considered
in any decision-making process, and we find the most effective councils
are outward looking and seek to learn about what works and from other
councils’ experiences.

Despite finding a mixed picture of effective governance and oversight of
commercial decisions in Wales, we did identify some good approaches
through our review of cabinet and scrutiny papers. Both Monmouthshire
County Council and Neath Port Talbot County Borough Council have
created specific cross-party investment committees made up of
councillors, officers and external experts, which can help de-politicise
issues. Conwy County Borough Council and Flintshire County Council
follow a pre-decision scrutiny model and provide elected members with
the opportunity to challenge and shape the focus of commercial activity
on wider issues such as economic wellbeing. Cardiff Council uses task
and finish groups to undertake in-depth analysis and research and identify
options for future commercial activity.
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Exhibit 11 - ensuring effective governance and oversight of commercial
decisions

Dorset County Council has a clear decision-making framework for the governance and
oversight of commercial issues. The Council sees this as integral to ensuring there is a
transparent and accountable ‘One Council’ approach to commercialisation and income
generation.

Commercial activity and key decisions to pursue and support such activity are overseen by
the Commercialisation and Income Generation Board.

The key responsibilities of the Board are to:
+ act as a gateway for commercialisation and income-related business case investment;

* make ‘go’ and ‘no-go’ decisions in relation to new and existing income opportunities and
ensure that income decisions are taken on evidence-based principles which support
realistic estimates of the income level to be achieved;

* ensure that commercialisation and income generation is being maximised within the
framework set out in the policy;

* monitor and review performance of commercialisation and income generation against
agreed targets;

* receive and consider an annual review of all chargeable Council services;

+ consider and take decisions on proposals for changes in prices
and the balance of cost and income;

« consider and take decisions where it is proposed that a
‘subsidy’ will be required; and

« consider and take decisions on concession rates and
target groups.

Source: Dorset County Council, Commercialisation and Income Generation Strategy.
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Effective scrutiny of decision making can ensure better results and
ensure lessons are learnt

8.4

8.5

Effective scrutiny is important because, at its best, it can contribute to
good decision making and ensure public money is being spent wisely.
Our survey of councils’ corporate management teams highlights that 86%
of respondents believe their council has appropriate and clear scrutiny
processes to oversee commercialisation and 84% that elected members
are provided with the information they need to challenge and scrutinise
commercial matters.

However, only 27% believe that elected members have effective sKills,
expertise and knowledge to be able to provide effective challenge and
scrutinise decisions and options. This is not helped by gaps in key
information and elected members are often not getting the level of detail
required to scrutinise and decide on commercial choices. For instance,
consideration of usage, pricing, market conditions, competitor analysis and
growth. Corporate management team members acknowledge that these
are big gaps in key data needed to understand, monitor and evaluate
commercial activity.

Exhibit 12 - ensuring effective scrutiny of commercial decisions

Medway Council in Kent set out the key role of internal scrutiny in its commercialisation
framework in 2015 and updated it in 2020. Specific Member training and guidance has
been developed to help scrutinise commercial activity. This includes case studies and
performance measures that set the agreed balance between economic, social and
environmental objectives contained in business plans.

The six key areas the council has identified for scrutiny include:

helping drive forward cultural transformation and setting a good example.
supporting judgements about the rationale underpinning commercial activity.
a focus on reputational, financial and partnership risks.

oversight of relationships between partners.

oversight of performance monitoring (rather than performance monitoring
itself).

early engagement with scrutiny is included in the business development
process for major and mid-sized commercial ventures. Minor investments
have specific checks and balances under delegated powers contained

in the updated council corporate governance framework.

Source: Medway Council.
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8.6 Our detailed review of all 22 councils’ cabinet and scrutiny meeting
reports and minutes since January 2018 highlights the importance of clear
recommendations that are underpinned by good quality evidence when
presenting information to elected members. The best scrutiny reports
and minutes also clearly set out what constitutes commercial a