
FINANCIAL MANAGEMENT IN THE PUBLIC SECTOR

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.
Discuss the current balance of funding for local authorities between central and local government. In your view does the balance of funding actually matter to a local authority. How might the balance be altered?
2.
Describe the current system of financing capital expenditure in a local authority. How are capital programmes drawn up and monitored?
SECTION B

Answer FOUR questions from this section
3.
Describe the importance of fees and charges to a local authority. How might these be set in a corporate way and how often do they need to be reviewed? Confine your answer to the General Fund.

4.
Describe the role of financial planning in a local authority. What would you expect to find in a Medium Term Financial Plan?
5.
Explain how a system of cash flow management is essential to the operation of financial management in a local authority. Describe how such a system might work.

6.
In outline how does central government maintain control over local government finances? Cover both income and expenditure in your answer.

7.
Assume you have just taken up the post of Chief Revenues Officer in a Local Authority. How would you ensure that the budget for which you are responsible would be properly controlled?
8.
Describe the way in which a Housing Revenue Account operates. What is its relationship to the General Fund?
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EXAMINER’S REPORT

OVERALL

The general level of papers was poor, certainly compared with the recent past. Candidates’ answers tended to be rather superficial and not up to date.

QUESTION 1

It was very surprising to find that many candidates did not seem to have any knowledge of the current balance of funding review. Some even centred their discussion around grant distribution issues. 

The question was in 3 parts and should have been dealt with like that in a logical fashion. There was an opportunity to discuss the current balance between local and central government   and a discussion about issues arising such as gearing. The second part allowed a discussion about localism and accountability and public perception and the last section gave opportunities for how the balance could be changed which allowed candidates to be innovative. Failing that even a discussion around NNDR would have been useful.

All in all the candidates responses were not very good which was surprising particularly because of the press coverage this issue has received.

QUESTION 2

Very few candidates knew that the whole system of capital finance had changed in April 2004. Again this was a major change which has received much coverage in the Local Government Press. The new system of Prudential funding is radically different to the old system particularly in terms of the freedom it offers authorities.

Obviously the exceptional candidates who could talk about the new system obtained the higher marks although most candidates got marks for the principles of capital expenditure budgets. This question was not about capital financing and therefore long discussions about the PWLB and other financing methods were not required although a number of candidates produced it regardless. The question did require some knowledge of financial appraisals and options for expenditure and a discussion about the role of members. Both these are central to the new prudential system. Few candidates bothered with the part of the question on monitoring and wasted the marks that were available for this.

The two compulsory questions therefore covered major current issues in both revenue and capital financing. The topics are of fundamental importance to study and understanding of local government finance generally, hence their inclusion as compulsory questions.

QUESTION 3

Over the last few years this area has assumed much greater importance not only because of the need to generate additional finance but also because the financial assessments for CPA require a corporate strategy to be in place in this area. Again the question was in three distinct parts and provided a logical framework for the answer. Candidates were a little confused about the strategic issues involved in deciding the approach to charges ,few mentioned statutory fees and charges , very few dealt with ascertaining the costs of providing services , but most agreed that there should be an annual review and at least an increase of the level of inflation.

QUESTION 4

Local authorities have a statutory duty to produce at least 3 year forecasts of their likely Council tax levels and the Prudential Code leads to the need for at least 3-5 years capital programmes if not whole life costing. However there are any number of quite small points which could have been put forward concerning the difficulties of forecasting the future cost of services etc. This topic also includes policies on reserves ,etc.

QUESTION 5

The question quite clearly asked about the practicalities of the system and how it might work on a day to day basis. It needs an explanation that this is part of the Treasury Management Strategy of the Authority. The vital point is that this has to be done on a day to day basis starting from the bank balance and allowing for a whole series of events that may affect the answer. It also needed a very brief discussion on the investment and borrowing powers of local authorities in order to enable the short term position to be addressed.

QUESTION 6

This question was rather better done than most. The controls on revenue expenditure were at the forefront of everybody’s mind but the question demanded a much wider discussion than that involving  controls on capital , specific grants, controls on charges ,business rates , public sector agreements ,improvement plans etc.

QUESTION 7

This was a reasonably straightforward question and was quite well done .It started from a discussion about the component parts of the budget, items already committed, calculation of staff costs, overheads etc. The answer needed to cover the sort of information required  , the intervals for receiving it and how it would be dealt with. Then how potential overspends might be faced and the need for budget amendments during the year.

QUESTION 8

This should have been familiar territory and it was a very popular question with candidates.

Generally the description of the account and the way it worked including subsidies was well done , the account was well defined and the statutory backing to it discussed.

The second part of the question about the relationship to the General Fund proved more of a challenge and several candidates ignored this completely. There are however important issues around community functions , overheads etc that need to be addressed.

CONCLUSIONS

I was left with a very strong feeling that many candidates could have done much better if they had read the questions properly and been more disciplined and logical in answering them.
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