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Background

I was called to this organisation as it had problems in recruiting for the specific role of Chief Accountant to the authority. Within local government, this role has two specific purposes:

· Ensure that the Authority maintains effective internal controls

· Ensure that the year-end process is managed so that the organisation meets its deadlines and that its accounts are not qualified.

The accounts for 2002/03 were qualified on the grounds that there had been a significant failure in internal controls in a particular directorate of the organisation. This had to be set against the background that the role of Chief Accountant had been vacant for the previous 5 years.

I was recruited to hold this role ahead of a new appointment or the restructuring of the department and to ensure that the accounts for 2003/04 were not qualified (which meant ensuring that internal controls were effective).

I started the role in May 2004 and after several contract extensions, completed the role in November 2005.

Back to the Top
Interim Scenario

This was a key staff replacement assignment. However, with the computer implementation requirement, I was able to extent the size of the role very easily.

Back to the Top
Local Government Accounting

My experience is with commercial companies that are registered under the Companies Act. Although the county were keen to employ a technical person well versed in the accounts for local government, this skill is particularly difficult to source. Therefore I was recruited on the basis that I would have to learn the legal framework in which local government reports its annual accounts.

At the time, the format of these accounts was very different from companies (from 2006/07 they have converged significantly) and there are a number of laws that impact on the disclosures that local authorities have to make. A key disclosure is the Statement on Internal Control, something that is similar to the Sarbanes Oxley disclosures that US-quoted companies are required to make.

In addition, local authorities have a timetable by which they have to have their accounts approved and at the time the regime around this was becoming increasingly strict. This required changes in the way in which authorities prepare accounts, in particular applying the accruals and materiality concepts.

In addition, the government introduced a concept called “whole of government accounts” (WGA). This was a requirement for the government to produce consolidated accounts using UK Generally Accepted Accounting Practice. The clear implications for local authorities for this were:

· By using UK GAAP, 2 sets of accounts would have to be produced as local authority accounts are not UK GAAP-compliant

· There would be a significant amount of additional work to complete to identify transactions and balances with other government bodies completing accounts under WGA

It was my responsibility to ensure that the procedures for dealing with these points were set up and that the deadlines for WGA were met.

Back to the Top
Controls

The reason for the qualification revolved around the use by one of the directorates of a non-financial system to drive its accounting. The difficulty with this is that such systems do not have the internal controls that are needed in a financial system, particularly audit trails to show the flow of transactions, and period end to ensure that transactions have an effective cut-off.

In association with the accounting staff in this directorate, a number of procedures were put into place to ensure that the required controls were apparent. This work was complicated by the fact that the reconciliation of the system had to be completed from the initial implementation of the system several years previously, that there were copies of its database made at the end of each month and that the numerous transactional errors that arose from control weaknesses were corrected. Finally, it had to be shown that the financial data coming from this system was robust and then that it was completely and accurately transferred to the main accounting system.

Back to the Top
Resolution of year end due diligence

The auditors for 2003/04 were the Audit Commission and for 2004/05 KPMG. Both auditors recognised the difficulties that were to be had with the system causing the problems in 2002/03. Specifically, my role was to manage the day-to-day relationships with the auditors and to ensure that the control weaknesses outlined above were not a cause for qualification in either of these two years. This exercise was successful.

Back to the Top
Computer implementation

Two years previously, the Authority had implemented SAP. It was criticised for not “doing the job it was bought for, namely reporting” and consequently it had a poor reputation. I was asked to bring my experience of the private sector in working with the external SAP consultants to make improvements to “reporting”. In terms of finance, I identified a number of areas:

· There was no standard structure of cost centres across the Authority and this meant that there was no standard format of management accounts

· The Authority could not predict the amount and timing of grants nor manage the application process for them and their subsequent receipt

· Despite considerable amount of work, the Authority had control weaknesses in accounting for fixed assets and in particular it was not using the full capability of SAP’s fixed asset module

· There are certain grants that are made by building developers for local authorities to provide essential services, such as schools and libraries. Again, SAP functionality was not being used effectively in this area.

These areas needed considerable systems design consideration and persuasion of key financial officers to ensure that the appropriate controls and reporting were implemented.
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Reporting

As part of this process, I introduced a management accounts format for use throughout the Authority. Using a drill-down capability, this format:

· Compare month’s actual results to budget. This was a useful measure for cost centre managers

· Compare year-to-date results to budget year-to-date. This measure was used by the Council’s senior managers and politicians

· Month-by-month trend of actual results. This was used by finance managers as a sense-check for the previous two points

· A forecast of results going forward to the year end together with a note of outstanding purchase order commitments. This was used to highlight whether a cost centre would overspend for the year overall and would predict the year’s outturn (a particularly important measure in local government)

The drill-down enables reporting in this format at the following levels:

· Overall Council level. This highlights financial performance by each of the 5 directorates in the Council

· Directorate level. This enables reporting within directorate and holds heads of service to account (there were 25 heads of service in the Council)

· Heads of service level. This enables reporting within each service and holds cost centre managers to account.

There were other areas of work in which I was not involved, such as the integration of various computer systems with SAP that were in use throughout the Authority nor its use of SAP’s shared service centre and HR capabilities.

An pro-forma of this style or reporting can be found here: this is in the format of a small trading company.
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Change management

There were two main areas of change management:

· Putting into place the systems to ensure that the new timetable was met. This had already been started the previous year, but I had to ensure that it was implemented.

· The changed processes around SAP. This needed a degree of my visioning and persuasion for the managers that were expected to use it
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