IRRV EXAMINATIONS
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FINANCIAL MANAGEMENT IN THE PUBLIC SECTOR

Level 2
Time allowed: 3 hours

Answer BOTH questions in Section A and FOUR questions from Section B

All questions attract equal marks

Maximum marks: 300

SECTION A
Answer BOTH questions

1.
What would you expect to find in a Capital Strategy in a local authority? 

How would a local authority prioritise capital bids before putting them in the Capital Programme? Why is this process necessary?

2.
Describe the outline of a Medium Term Financial Plan. Why do local authorities prepare them and over what period are they most likely to prove useful?
SECTION B

Answer FOUR questions from this section
3.
Why do public bodies have internal audit? What are the main objectives of internal audit and how can their success in reaching these objectives be measured?

4.
Describe the role of Treasury Management in a local authority.

What controls would you expect to find over borrowing and investment decisions?

5.
How might a local authority approach a comprehensive review of its budgets in order to meet a 2% target for economies in the next financial year?
6.
Discuss the role of the Chief Financial Officer in a local authority. How does the role relate to the role of Chief Executive?

7.
How are the costs of support services dealt with in a local authority? Define support services and discuss any options available for their treatment. Why is this area so important for financial control?

8.
How and when would the Chief Financial Officer involve elected members in the setting of a capital programme in the agreement of the Housing Revenue Account budget for the next year? 
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GENERAL

The December examinations attract relatively few candidates and it is therefore impossible to draw general conclusions from the papers marked. However there were some very fine answer papers for this subject at this session.

There has been some comment about the inclusion of the two compulsory questions in this paper.

The rationale is that the syllabus is very broad and it would be quite possible for candidates to answer sufficient questions without actually demonstrating the basic understanding of how an body’s revenue and capital finances work. The compulsory questions therefore give candidates an opportunity to show off their basic understanding of the fundamentals.

QUESTIONS

Question 1 

The answer expected in this case was an examination of how a local authority capital programme is built up. The capital strategy setting the overall framework for both new schemes and large scale maintenance and then bids being received to meet these objectives with some kind of appraisal system to prioritise the bids to ensure the overall objectives were met.

There is no one approved or recommended way of evaluating capital schemes and candidates had therefore free rein to draw up a scheme which covered the basic requirements.

The capital strategy will be part of the top level planning of the authority and will reflect the objectives of the community plan. It will also be an important part of the medium term financial plan thus feeding in to the revenue budgets. The strategy will also look at alternative ways of funding capital, for instance PFI or PPP. It will address the use or retention of capital receipts and investments.

The appraisal scheme must address political priorities, sustainability, affordability and overall value for money.

Overall candidates had surprising difficulty with this question and still a number of candidates are discussing the capital financing regime which ended in April 2004.

Question 2

The Medium Term Financial Plan is a key part of the revenue budgeting process. It enables financial decisions to be taken over a 3 -5 or even 10 year period. Allowing a proper programme of efficiencies to be drawn up and options for budget savings to meet projected levels of resources. It also allows for a strategy around future council tax levies. Even if the capital programme is drawn up with best practice it must also be affordable in the context of overall financial resources and that is achieved within this document. Normally the Plan contains such items as; review of fees an charges , the revenue balances policy, the capital programme, forecasts of central government resources etc. There is a statutory need to forecast council tax levels and it is best practice to have a good medium term financial plan.

Question 3

It is true to say that internal audit is statutory and the section 151 officer or equivalent has to ensure continuous internal audit does happen. There are however very good reasons to have internal audit in any case. Internal Audit ensure that  financial regulations are adhered to, that assets are protected, internal controls work and that fraud and corruption are minimised. 

It would be impossible for the Chief Financial Officer to fulfil their statutory duty without internal audit assurance.

This was not a popular question but those candidates who did attempt it managed the first part reasonably well but the measurement of the success of internal audit was largely ignored. There is once more no authoritative answer but measurement of numbers of recommendations implemented, coverage of audit plan, customer satisfaction, cases prosecuted will all play their part.  It was also worth noting that measurement is difficult because of the importance of the deterrent part of audit’s work.

Question 4

Candidates really should note that questions clearly asking for information on Treasury Management have nothing to do in detail with an exposition on  the methods of financing capital schemes. Treasury Management is the day to day management of cash flow. That involves  determining the best sort of investment or even the best method of borrowing .The problem is more of long tremor short term borrowing rather that PWLB versus Bonds for instance. 

Thus for this question I was looking for an examination of cash flow management with the objective of minimising cash balances. Clearly the need to anticipate capital payments and receipts does form part of this. 

The issue of controls was about spreading borrowing and investment and judging the credit worthiness of counterparties. There is a framework for ensuring elected members approve the Treasury Strategy and receive reports on how it has all actually worked out. 

Question 5

The question of economies in budgets is always a topical one but it is particularly so at present when authorities need to be addressing the issues raised in the Gershon report. 

The question asks for a comprehensive review of the budget and that normally means separating out those things that are either totally statutory ,met by specific sources of finance or are long term contractual matters such as debt charges etc. Once these are removed the 2% requirement is likely to be nearer 4% on the items remaining. It is necessary to examine the political priorities and ensure they receive due weighting. Also to examine increases in fees and charges and correct recovery of overheads where these are charged outside the general fund. Keeping elected members involved in the deliberations is important as it is obvious that much time can be wasted putting forward economies in areas where they are never likely to be politically acceptable.

Question 6

This was a very straightforward question and was very popular but strangely not always well done. The question is a broad one and all roles need to be touched on. That is to say statutory roles, line management roles, advisory roles and accounting officer roles. 

There was a tendency to ignore the second part of the question about the relationship with the Chief Executive. Good local authorities are normally those where there is a strong relationship and understanding at this level and the two officers should always work closely together.  

Question 7

This dealt with another contentious area but one that is extremely important. It is particularly important in areas where recharges are made or fee levels set where under recovery may be very serious indeed.  The question required support services to be defined, a review of methods of allocating the various costs. The final part dealt with control of these costs which is best achieved before allocation. There should also have been a mention of the role of service level agreements.

Question 8

Basically this question which was almost universally ignored was about the involvement of members in what might well be a politically sensitive budget issue

There is a need not only to get members signed up to a course of action but to have sought their assistance in doing so . Elected members will then be able to explain to key stakeholders the reason for the course of action proposed.
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