Report to all Elected Members of Woking Borough Council
under
Section 114 (3) of the Local Government Finance Act 1988
by
Brendan Arnold FCPFA
Interim Director of Finance (Section 151 Officer), Woking Borough Council
Date of report: 7 June 2023

Purpose of Report

1. Members of the Council are asked to consider this report by the Section 151 Officer
(the Chief Finance Officer). The report is made under section 114 (3) of the Local
Government Act 1988 because the Section 151 Officer is of the opinion that the
expenditure of the authority incurred (including expenditure it proposes to incur) in a
financial year is likely to exceed resources (including sums borrowed) available to it
to meet that expenditure.

2. The Section 114 Notice is issued following statutory consultation with both the Chief
Executive (Head of Paid Service) and the Monitoring Officer. At the date of this report
that consultation has taken place. Following the issuance of the Section 114 Notice
the Council has 21 days to hold a meeting of Full Council to consider the report from
the Section 151 Officer and decide how it will respond.

3. The purpose of this Section 114 report is to make it clear to Members of the Council
that — following events that have played out over a long period of time and which relate
to the Council’'s Investment Strategy and which has resulted in (a) unaffordable
borrowing (b) inadequate steps to repay that borrowing and (c) high values of
irrecoverable loans - the Council faces a financial situation of an extremely serious
nature. In summary, the Council faces an unprecedented financial shortfall that
cannot be funded from resources available to the Council.

Key Issues

4. Following a searching and continuing review of the Council’s financial affairs (the
‘Financial Review’) the main issues that have come to light are as follows:

a. Over a long period of time the Council has been using a business model that
incorporated a 50 year payback period and has used assumptions that
inevitably entailed that the companies used for asset construction and
ownership would return accounting losses over a long period of time. The
Council — having insufficient revenue resources to fund these operating losses
— has chosen to fund them by advancing monies sourced from loans supplied
by the Public Works Loans Board (PWLB). Reflecting the business model
used, loans have been advanced to the Council’'s companies for capital
purposes (i.e. the construction of fixed assets or laying out of land under the
relevant legislation) and revenue purposes (i.e. to meet operating expenses).
Where the loans have been used for revenue purposes, this practice falls
outside Regulation 25(1)(b) of the Local Authorities (Capital Finance and
Accounting) (England) Regulations 2003, as amended.
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The Council has been setting aside insufficient monies for the repayment of
debt. The Council’s debt portfolio is £1.8bn at 31 March 2023 and the
Minimum Revenue Provision (to repay debt) appears to have been under-
calculated since 2007/08. This will result in an additional charges to the
Revenue Account (in 2023/24 in the region of £95m) and an average in the
region of £75m in each year moving forward.

In addition, as a result of the under-calculation, the opening balances in the
historic suite of final accounts at 1 April 2018 will need to be re-stated by c.
£80m and prior period adjustments (totalling £220m) made to the financial
accounts prepared by the Council for the years from 2018/19 to 2022/23. The
under provision for repayment of debt also affects the Council’s Medium Term
Financial Plan which will face additional charges in each year moving forward.
In order to explain the impact, if the additional charges of c. £75m in each year
were to be funded by service reductions, this would mean that the Council
could no longer afford to provide any services at all and would still see a net
budget shortfall.

The Council has passed the majority of the loans drawn down from the PWLB
to various of its companies (£1.3 billion in total) principally Victoria Square
Woking Limited (VSWL) and Thameswey Group Limited (TL). Most of these
loans were applied for capital purposes (as is correct), but a significant
proportion (up to c. £160m) is likely to have been used to fund revenue
expenses which is not in accordance with Regulation 25(1)(b) of the Local
Authorities (Capital Finance and Accounting)(England) Regulations 2003, as
amended. If loans were advanced for a revenue purpose these should have
been treated as revenue expenditure in the Council’s accounts rather than
funded from borrowing; this raises the prospect of a corrective charge.

The majority of the assets created by the Investment Programme that has
been in delivery over a number of years lie within the accounts of the Council’s
companies (some of which are joint owned with commercial parties). These
assets have been re-valued by experts in the field and it is clear that asset
values have diminished substantially over time and further valuation work will
be required to bring these values up to date.

It follows that the loans advanced by the Council to the various companies
need to be adjusted to reflect impairment of the underlying assets in a sum
exceeding of £600m. This has an adverse impact on the security available to
the Council in terms of the loan advances made.

The core funding of the Council in financial year 2023/24 — comprising Council
Tax, Business Rates and Government Grants - is just £16m. The size of the
debt portfolio acquired by the Council (£1.8bn) is out of step with the funding
streams available.



5.

h. Aside from the above, arising from a deterioration in the performance of its
acquired assets against the original commercial targets as a result of
economic factors (including general inflation, energy inflation, reduced parking
revenues owing to homeworking, moderated high street spending through
internet shopping), the Council is already facing a ‘business-as-usual’ budget
shortfall of £9m in financial year 2024/25 and thereafter. This shortfall is likely
to increase as additional pressures are identified at the next update of the
MTFS. In addition, the repair and maintenance budget is estimated to be
insufficient by £45m per annum based on the value of the Council’s asset
portfolio at 31 March 2021 and industry benchmarks for repair and
maintenance budgets. Overall, the balancing of the 2024/25 Budget will result
in very significant reductions in both budget and service levels.

i. The existence of the factors set out in this report, render the forward budget
shortfalls unbridgeable; there is no prospect that the Council will balance its
budget in 2023/24, 2024/25 or the successive years without external
intervention on a very large scale. On this journey, the enriched service suite
that the Borough has enjoyed over a number of years will need to be removed
or alternative funding sources found. In this regard, work has been underway
for some months to bring forward proposals to offset the £9m budget shortfall
- as adjusted by additional cost pressures — already identified.

j- When the overall deficit complicit with the points set out above is calculated,
and because calculation of the charge for Minimum Revenue Provision entails
a suite of prior period adjustments in the financial accounts for years past, the
Council presently has an estimated negative General Fund balance of c.
£350m at 31 March 2023. The negative value of the General Fund at this date
is forecast to more than triple to around £1.20bn by 31 March 2024. In order
to resolve this position the Council will need a commensurate injection of cash
or removal of liability.

k. At the date of this report the Council is working towards definition of the
revenue outturn position for 2022/23 against budget. It is considered likely
that an overspend will be identified; in this case for the reasons set out above
in this report there are in reality no cash backed reserves available to fund this
overspend because the General Fund balance is negative.

It should be noted that the figures quoted in the above paragraphs will change as the
ongoing work of the Financial Review continues in the period ahead. However, the
matters defined so far do not allow any doubt as to the scale and breadth of the
financial challenge described in this report.




Consequences of the Section 114 Notice

6. The issuing of the Section 114 report has the following impact on the work of the
Council:

a. A series of Financial Controls will be imposed until Council has had the
opportunity to meet and to consider an accompanying report from the Head of
Paid Service on how the Council should proceed.

b. Many of these Financial Controls will need to remain after the Council has met
to consider the Section 114 report. This is because the Council will lack the
resources to maintain spending in all areas moving forward.

The Financial Controls

7. The Financial Controls will be exercised by a Financial Control Panel (FCP) and will
apply from the date of this report. The FCP will comprise a small team of senior
officers selected and chaired by the Section 151 Officer. The controls — which are a
statutory requirement when a Section 114 Report is issued — are as follows:

A.

The Council is prevented without the explicit agreement of the Section 151 Officer
from entering into any new agreement or commitment for expenditure until Council
has met to consider the Section 114 report. These controls may be re-applied after
the date of that Council meeting.

Temporary Measures are in force from the date of this report such that all non -
essential expenditure will stop with immediate effect without the written
confirmation of the Section 151 Officer. For the avoidance of doubt non-
compliance with this requirement will be considered a disciplinary matter by the
Council.

These controls (A) and (B) equally apply where services are being delivered
through companies controlled by the Council or where the Council supplies funding
to companies that are jointly or partly owned by the Council.

There will be an immediate suspension of the Council’s Investment Programme.
All expenditures generated by operation of that programme are suspended until
the Section 114 Notice has been considered by Council, unless Directorates can
evidence that the Council is in contract with suppliers for the delivery of
construction works or professional services essential to the continuation of works
for which the Council is in contract. That judgement will be exercised by the
Section 151 Officer in consultation with Monitoring Officer. On grounds of
affordability it is likely that this suspension will continue in the medium term.

The Financial Controls described apply to all Council services, including statutory
services, those delivered through Council controlled companies and connected
entities. The control framework will be set in place to ensure this happens while
ensuring that key services to vulnerable people and those who are homeless are
not affected by these controls.

Spending controls will need to remain in place for the foreseeable future i.e. at least
for 2023/24 and a progress report on the wider Recovery Plan including progress
with the Financial Recovery Plan will be made to Full Council on a quarterly basis
moving forward.
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G. Complicit with the position that the Council’'s loan portfolio is unaffordable the
Council’'s Capital Financing Requirement will be reviewed and re-calculated. In
addition, this means that no further loans will be sought from the PWLB unless
these are to be applied for capital purposes for which the Council is in contract, for
the replacement of existing maturing loans, the maintenance of working capital or
other specified matters agreed by the PWLB in conjunction with DLUHC and the
Commissioners and the Section 151 Officer.

H. Insofar as the Financial Controls generally have an adverse impact on the profit
and loss accounts of the various companies hitherto in receipt of support - and
which is now unaffordable - the boards of those companies may look to the Council
to make up for the lost funding from revenue resources. However, reflecting the
financial position, which is the subject of this Section 114 Notice, the Council is
unlikely to be in a position to consider provision of such support. Accordingly, there
is a responsibility for company boards that find themselves in this position to
consider taking professional advice on the options available to them. To provide
for this eventuality the Council has taken steps to set in place sources of
professional advice to support company boards in these considerations.

I. If the Financial Controls are not adhered to or for unforeseen reasons do not
achieve the required outcomes a further Section 114 report will need to be issued.

Support to be Sought from Government

Attainment of the actions envisaged in the emergent Recovery Plan will not by
themselves resolve the Council’s financial exigency. The Council must therefore
approach Government to explore the prospect of financial support and to seek views
on the provision of such support.

It follows that the Council, on the basis of the estimated financial deficit of £1.20bn to
31 March 2024 referred to in this report, needs to acquire financial support on a very
large scale. For the avoidance of doubt, the Council has no means of funding the
financial deficit from resources that are available locally and has a very small funding
base (just £16m in 2023/24 excluding use of reserves) in relation to the size of the
deficit identified.

The Legal Framework

. Section114 (3) requires that:

“The chief finance officer of a relevant authority shall make a report under this section
if it appears to him that the expenditure of the authority incurred (including expenditure
it proposes to incur) in a financial year is likely to exceed the resources (including
sums borrowed) available to it to meet that expenditure.”

. The process for issuing a Section 114 report and the effect of it are set out in various
sections under the 1988 Act. Subsection 3(A) requires the chief finance officer to
consult, so far as reasonably practicable, the Head of Paid service and the Monitoring
Officer. Both of these statutory officers have been fully briefed and consulted in the
preparation of this report. Further, the Corporate Leadership Team has been fully
briefed on the content of this report and have similarly been consulted.
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14.

15.
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17.

18.

Section 115 of the 1988 Act requires Full Council to consider and decide on the report
made under Section 114 within 21 days beginning on the day the report is issued.
Full Council must consider the report at a meeting where it shall decide whether it
agrees or disagrees with the views contained in the report and what action (if any) it
proposes to take in consequence of it.

Section 115 (6) states that pending consideration of the report by Full Council, there
is a prohibition period which runs from the date the report is made to the date of the
Full Council meeting. During this period, the Council must not enter into any new
agreement which may involve the incurring of expenditure (at any time) by the
authority unless the chief finance officer of the authority authorises it to do so.

Subsection (6A) states the chief finance officer may only give authority for the
purposes of subsection (6) if he considers that the agreement concerned is likely to:

a. prevent the situation that led him to make the report from getting worse,
b. improve the situation, or
c. prevent the situation from recurring.

Subsection (6B) requires that authority for the purposes of subsection (6) shall:

a. be in writing,
b. identify the ground on which it is given, and
c. explain the chief finance officer's reasons for thinking that the ground applies.

Subsection (8) states that if subsection (6) is not complied with, the Council shall be
taken not to have had power to enter into the agreement (notwithstanding any option
to do so under contract or otherwise). Therefore, the Council’s actions will be deemed
unlawful.

Section 116 requires the Council to notify its external auditors of the report and the
time, date and place of the full Council meeting. The external auditors also need to
be informed of the outcome of the meeting as soon as practicable. The external
auditors have been kept informed of the emerging financial position and the planned
work. The external auditors will need to consider the implications of this report on their
statutory functions and the implications for their opinion on the 2019/20 and
subsequent accounts which remain unaudited at the date of this report.

CIPFA guidance recommends that informal contact is made with DLUHC, lead
members and statutory officers in advance of issuing a Section 114, to undertake a
level of scenario testing and to ensure a robust action plan to address the issues
raised is able to be prepared. Lead members have been kept up to date on the
emerging budget situation, as has the Executive and the key statutory officers and
there has been regular liaison with DLUHC officials and professional advisers
including CIPFA Solutions and others.



19. The Council’s legal duties around budget setting are set out in Section 31A of the
Local Government Finance Act 1992, which states:

(1) In relation to each financial year a billing authority in England must make the
calculations required by this section.

(2) The authority must calculate the aggregate of:

(@)

(b)

(©)

(d)

(e)

(f)

(¢)]

the expenditure which the authority estimates it will incur in the year in performing
its functions and will charge to a revenue account, other than a BID Revenue
Account, for the year in accordance with proper practices.

such allowance as the authority estimates will be appropriate for contingencies in
relation to amounts to be charged or credited to a revenue account for the year in
accordance with proper practices.

the financial reserves which the authority estimates it will be appropriate to raise
in the year for meeting its estimated future expenditure.

such financial reserves as are sufficient to meet so much of the amount estimated
by the authority to be a revenue account deficit for any earlier financial year as
has not already been provided for.

any amounts which it estimates will be transferred in the year from its general fund
to its collection fund in accordance with regulations under section 97(2B) of the
1988 Act,

any amounts which it estimates will be transferred in the year from its general fund
to its collection fund in accordance with section 97(4) of the 1988 Act; and

any amounts which it estimates will be transferred from its general fund to its
collection fund pursuant to a direction under section 98(5) of the 1988 Act and
charged to a revenue account for the year.

20. The findings of the continuing Financial Review are such that the financial parameters
described above and which were considered by the then Section 151 Officer when
Council met on 27 February 2023 to agree the Budget for 2023/24 now need to be
reviewed and considered in the context of a revised Medium Term Financial Plan and
Strategy. The intention is to present a revised MTFS in July 2023. Accordingly, the
Council will seek to open discussions with Government to inform this reporting
timetable.

21.

Following these considerations Council may wish to call for a revised Budget for
2023/24 in order to endorse:

(a) the financial support arrangements which may then pertain.

(b) to agree budget savings for 2024/25 in order to reach for savings in advance of

the 2024/25 financial year; and

(c) to receive a report on how the Financial Review has led changes to financial

management arrangements on a broad front.


https://uk.westlaw.com/Document/I67E9B2E0E44B11DA8D70A0E70A78ED65/View/FullText.html?originationContext=document&transitionType=DocumentItem&contextData=(sc.DocLink)
https://uk.westlaw.com/Document/I67E9B2E0E44B11DA8D70A0E70A78ED65/View/FullText.html?originationContext=document&transitionType=DocumentItem&contextData=(sc.DocLink)
https://uk.westlaw.com/Document/I67EC9910E44B11DA8D70A0E70A78ED65/View/FullText.html?originationContext=document&transitionType=DocumentItem&contextData=(sc.DocLink)

22.

23.

24.

25.

The Financial Review - Background

The Council has been in dialogue with DLUHC — the relevant Government Department
- since May 2022. This dialogue focussed on the very large loan portfolio held by the
Council and risks around the ability of the Council to manage the scale of operations
then in place. As a result of this engagement the Council was offered and welcomed
a non-statutory review by DLUHC that commenced in December 2022; the report from
this review was published in May 2023.

In setting the 2023/24 Budget in February 2023 the then Section 151 Officer approved
the setting of a balanced budget through use of reserves but did so with the cautionary
advice that ‘the Council was in Section 114 territory’. Further information was included
in the Section 25 report which formed part of that Budget Report.

On appointment, having taken note of work already undertaken by the leadership
team and having made further observation, the new Section 151 Officer with support
from that team (a) presented an updated MTFS to the Executive and Council (from 23
March 2023) and (b) commissioned a suite of work to unpack and define aspects of
the Council’s financial affairs. This work, undertaken with support from professional
advisers including CIPFA Solutions and other specialists comprises the Financial
Review referred to in this report. This work is ongoing.

Detailed Points Arising from the Review

The key findings arising from the Review and which have been operating in the
Council for some considerable time period (with the exception of (g) prior to 2016)
include:

a. A weak financial control environment.

b. Sub-optimal record keeping.

c. Weak management review processes.

d. Weak understanding of accounting guidance.

e. Weak understanding of statutory requirements in respect of accounting
arrangements.

f. Insufficient resources generally to manage successfully the scale and complexity
of the company structures, assets and liabilities that had been brought into
existence by the Council over many years.

g. The absence of external audit opinions on the Councils accounts since 2018/19.
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27.

. The Financial Review commissioned by the current leadership team has brought to

light and defined the financial deficit in the Council. The financial challenges with
which the Council is faced have been acquired over a long period of time and in
particular have accelerated between 2016 and 2021. It is likely that further issues will
arise in the coming months as more work is completed and the recovery planning is
developed fully to set the Council’s financial affairs on an appropriate course. It
follows that these matters will take some time to resolve and the estimated timeline
until a substantive recovery has been achieved is likely to be two years from the date
of this report. That said, the financial recovery is being pursued at pace and a plan for
the first 100 days is being prepared as a component of the wider Recovery Plan and
action is already being taken as part of this greater whole.

It is notable that had the issues now being drawn out been understood in previous
years (i.e. before 2021) the Council would have had grave difficulty in setting lawfully
balanced budgets in the period since 2018/19. The following points are relevant:

The current estimated negative General Fund balance prior to submission of any
request for support from DLUHC is ¢. £350m to 31 March 2023. The additional in-year
deficit for 2023/24 is estimated to be in excess of £800m resulting in an overall deficit
of almost £1,200,000,000 or £1.2bn forecast to 31 March 2024. This is further
described at paragraph (29) of this report.

It is fair and reasonable - given the circumstances - that the Council take all possible
steps to mitigate the level of financial support needed from Government in order to set
the Council's affairs on an appropriate financial course. To this end the
recommendations prepared by the Chief Executive in the accompanying report on this
agenda are of critical importance.

The financial deficit identified in this Council has the highest ratio compared to the
resource base of any major Council in recent years. The expected deficit at 31 March
2024 (£1.181bn as defined at paragraph (29)) is estimated to be 107 times greater
than the amount raised in Council Tax in each financial year (E11m). This raises an
important point; that the resource base in this Council is insufficient to accommodate
meeting the overall deficit even if capitalised over a very long period of time.

Further Section 114 Notices may need be issued if means of managing the position
are not able to be agreed with partners in Government in the weeks ahead. That said,
there is a level of confidence that the position faced by the Council is understood in
DLUHC and thanks are extended to officials in the Department who have been both
supportive and helpful in wider discussions that have so far taken place.

The Minimum Revenue Provision (MRP) calculation to set aside resources for the
repayment of debt has not been undertaken in the manner required for a number of
years. The additional charge to be made in 2023/24 is in the region of £95m. Given
that the charge has been calculated on a basis that is (a) incorrect and (b) lacking a
prudent basis it is clear that the Council has not complied with the relevant guidelines
and Codes of Practice that apply.

From the observations made there is a high probability that the Council’s various
reports which have been produced over a number of years to deal with budget setting,
financial monitoring, capital programming, capital financing and treasury management
have all contained inaccuracies and misassumptions. Improvements are needed to
ensure that these documents meet the needs of decision makers through suitable
transparency and clarity as the Council moves through the process to achieve
recovery.



The Chief Executive has sought to ensure that the incoming external auditor (Grant
Thornton LLP) is aware that the leadership team is keen to see the initiation of suitable
enquiries to clarify how the matters described in this report unfolded in the period 2016
to 2021. This initiative is supported by the Section 151 Officer and at the date of this
report a meeting has taken place between the statutory officers and the incoming
external auditor who had already been in the process of forming proposals to serve
this need.

The accounts for the Council for 2019/20 are still awaiting an audit opinion from the
previous external auditor and the audits for years following have yet to commence.
Over a substantial period the leadership team has sought to bring this matter to a focus
with the external auditor and Public Sector Audit Appointments (PSAA) (the agency
responsible for appointing external auditors to local government). In addition the
Standards & Audit Committee has enquired closely on this issue. The delivery of an
effective external audit service is a continuing priority for the Council and work
continues to bring this matter to a focus with providers and stakeholders in the near
future.

The Council has a number of wholly or partly owned companies. Historically
governance and financial management processes in relation to these arrangements
have been weak and a number are in need of ongoing financial support which — on
grounds of affordability — the Council is unable to provide. This being so it is inevitable
that unless additional resources can be made available by Government some of the
boards of these companies will need to seek advice on available options in the period
ahead. The Council has set in place sources of such advice where this is needed and
- thanks to the efforts of the Council’'s leadership team - the strengthened
arrangements for shareholder liaison are beginning to enable a more structured
approach to governance and decision making.

The Finance Directorate — never of adequate size for the commitments it has faced —
has sustained in recent weeks the departure of a number of staff experienced and
knowledgeable about the arrangements made by the Council. As at the date of this
report the majority of the Finance Directorate Management Team is formed of interim
contract staff who have been retained by the Council only recently.

Financial processes, reporting and internal controls need in some cases to be
strengthened. Budget monitoring processes in particular are weak and poorly
designed. These are being redesigned at pace and support for budget managers is
being put in place in the period ahead.

The Housing Revenue Account is under severe financial pressure significantly
because the Sheerwater housing development scheme has removed a large portfolio
of dwellings from the portfolio of HRA rental properties with commensurate loss of
rental income. A HRA Financial Recovery Plan is in development to focus on rent
collection, the level of recharges from the General Fund and a number of other key
opportunities for cost reduction. The Council does not have a 30 year business plan
for the HRA at this time.
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n.

28.

The Council’'s company structures are in need of detailed review and simplification and
initial steps have already been taken and resources assigned to begin work in this
regard. Given the financial position of the Council, itis likely that the case for using
companies to develop assets and run services may be significantly weakened and that
alternative approaches will need to be explored through conversations with DLUHC
and other Government agencies on the forward journey.

The Council’s leadership team has been fully briefed on the conclusions of the
Financial Review.

Other Issues

The Council has already noted (See the Medium Term Financial Strategy reported to
the Executive on 23 March 2023) that in 2024/25 it faces a budget shortfall of £9m. It
is expected that additional cost pressures (estimated presently at c. £1m) will need
to be added to this total as when the MTFS is next updated. The shortfall is already
being targeted through the roll out of the Fit for the Future Programme which is
designed to bring forward proposals to enable a balanced budget to be formed. The
results of this exercise will be presented as part of the July update of the Medium
Term Financial Strategy and will form part of the over-arching Recovery Plan led by
Commissioners under the terms of their appointment in pursuit of the Best Value duty
held by the Council.
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The Deficit

29. The deficit now faced by the Council from the conclusions of the continuing Financial
Review at the present time is as follows:

A B C D E F G H | J
Element 2018/19| 2019/20( 2020/21| 2021/22| 2022/23| 2023/24| 2024/25| 2025/26
£m £m £m £m £m £m £m £m
General Fund Balance as originally stated
Balance at 1 April a (30) (28) (31) (41) (30) (30) (30) (30)
In year transactions on the General
4 b 2 (3) (10) 11 0
Fund
Balance at 31 March c=a+b (28) (31) (41) (30) (30) (30) (30) (30)
Restated General Fund balance
Balance at 1 April d=n (30) 73 102 134 199 347 1,181 1,329
Restatement at 1 April 2018 for 78
MRP understated in previous years
Revised balance at 1 April 2018 f=d+e 48
In year transactions on the General
y g=b 2 (3) (10) 11 0 0 0 0
Fund
Restatements:
MRP understated h 23 32 42 54 67 94 93 73
Revenue loans i 81 80
Impairment of loans j 614
Understated repair and
. P k 45 45 45
maintenance budget
Budget cost pressures I 9 10
Other cost pressures m 1 1 1
) n=f+g+h+i+
Revised balance at 31 March . 73 102 134 199 347 1,181 1,329 1,458
jrk+l+m
Notes:
1. Allfigures are at Outturn prices. The figures for 2018/19 are taken from the audited Statement of Accounts. The
figures for 2019/20 to 2021/22 are taken from draft accounts for those years as no audit opinions have yet been
provided by the external auditor.
2. For 2022/23 the balances have been rolled froward from 2021/22. The outturn has yet to be completed for
2022/23 and will impact the In-year transactions on the General Fund at rows b and g above.
3. For 2023/24 onwards the balances are taken from the 2023/24 Budget and MTFS reported to Council on 23
March 2023.
4. Rows (a) to (c) show the movement on the General Fund balance as originally reported in the Statements of
Account and projected forward to 2025/26.
5. Rows (d) to (n) show the revised General Fund balance after restating the accounts for understated MRP in the
years to 31 March 2018 (row e) and annual adjustments detailed in rows (h) to (m).
6. The detail of the restatements is in the following paragraphs:

30.

e Rows (e) and (h) (MRP understatement) paras 4(b) to (c);
e Rows | andj (revenue loans and loan impairment) paras 4 (d) to (f) :
o Rows (k) to (m) (repair and maintenance budget understatement and budget cost pressures) para 4 (h).

It is clear from this analysis that the Council cannot meet these very large costs from
its own resources. The only way forward is to open discussions with DLUHC on the
provision of financial support from Government.
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32.

33

34.

35.

. Council is asked to note that any support made available by DLUHC is likely to require

the Council to dispose of surplus property or otherwise secure value from the assets
under ownership, in order to discharge at least part of the ongoing financial liabilities
that may be incurred by the public purse generally in the years ahead if a package of
support is able to be secured. Accordingly, Council needs to prepare itself for such a
course moving forward.

Similarly, on the forward journey, Council needs to consider that it might be invited to
pass ownership of the relevant assets into the care and management of other
agencies as part of a quid pro quo for financial support if negotiations with Government
are able to be undertaken successfully. At this time and pending the opening of
discussions with Government on the matter of support the approach preferred by
Government in this matter is not yet known.

Next Steps

. The issuing of a Section 114 report is a serious matter and will impact on how the

Council operates. Local Authorities however cannot go into Administration or
Liguidation as they are backed by taxation and Government. This means that all
creditors are secured, contracts in flight are secure and the Council will continue to
pay staff and deliver its statutory services, particularly services to the vulnerable and
homeless. That said, the Financial Controls referred to in this report will operate from
7 June 2023.

Council is required under legislation to hold a meeting of Full Council scheduled for
the purpose of considering this Section 114 report and the Chief Executive’s
Response to this report so that Council can decide on any action to be taken as a
result.

Future Intervention

I will monitor in line with the responsibilities of my office the Council’s response to this
Notice on an ongoing basis to ensure that sufficient action is taken at pace to address
the issues identified. If | am not able to see satisfactory progress, | will consider the
issuing of a further Section 114 report. It is also the case that an inability to agree
financial support from Government may inevitably lead to further Section 114 reports
being laid before Council.

Brendan Arnold Ba MA FCPFA DMS
Interim Finance Director & Section 151 Officer
Woking Borough Council

7 June 2023
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