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AN ACCOUNTS COMMISSION FOR LOCAL GOVERNMENT

Jenorendun by the Secretary of State for the Environment

4, In E(81)52 and E(81)53 I discuss the measures on local
aithority expenditure and on the future of the rating system

yhich I propose that I should announce at the Consultative Council
for Local Government Finance on 2 June.

2, I think it essential that at the same time I should also
amounce the Government's decision to establish an Accounts
bmission for local government in England (and Wales, if the
Secretary of State for Wales decides that this would be the
right course for Wales.) If we are to secure our public
ependiture objectives there is a long overdue need for more
Value-for-money auditing and better comparative information
locally presented in local government. The present arrangements
©not achieve this and any attempt to make them do so would be
Seell as so Closely associated with our policies as to be a threat
the independence of the auditing arrangements.

gzlzdepghg importance of the Accounts Commission is that, as an
Pe‘vpoﬂx;ig’.lt! @political and authoritative body with exegutlﬁd
% chap, 1lity for the work of local government audit, it wo
€ed with the responsibility to
() | brin i ed public
g the work of the audit under increased p!
:gxe'utiny at both local and national levels, thus enhancing
8ccountability of local authorities;

1) Promote and undertake much more value-for-money work

(

in local v i i ved use
r overnm i bstantially impro

of esou cg 2 ent, leading to su
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bring about a substantial increase in the amount of
S

ector audit effort deployed in this field.
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he Advisory Committee on Local Covernment Ayqit (Th
\The

. i lternatives t
. The only practicable a © the Agq ngo, t :

either the status quo or the PAC proposa] e oUits \gué Committee), on which local
governuent audit under the C & AC. Both are ypo P Sting | luy, -niggd to offer local government gogggin&i:trepresemed; aud
the status quo the executive responsibility fop o rSfa ol 1 é ‘LAMSAC (Local Authorities' Management Se -5 Own management
audit of local authorities lies with me, ang the ecuring ‘cg' Uy, P2 y&tcr Committee), with the Commission Alln‘é;&:es iy
District Audit Service are my civil servants thms;taf of t; £ ngpnegd for a local government presence.in the 15 At
their powers and duties are statutory and they 4o gh o ouPe } also believe that there are people in local O‘S, ngle new body.
jnstructions from me on their exercise of them), gfﬁ take ¢ 5 very real contribution to make, government with

Audit Service is not equipped to perform the functj he pg
scale of our problem demands. It is too close 200§ that sl The Commission would take over fro i
of local government and its whole training ang :?ch he."i‘c‘ci‘cu;;"e Zér the existing District Audit Sel’“"icem %ols):p::'xent ity
in the ways of the public sector. The PAC pl."oposags 18 g eep:vT thus cease to be civil servants, and also the res oerisbwould
local authorities into a relationship with Parijams, o4 brip: approving private firms to act as auditors to 1°°§1ns-tiu?y'for
inconsistent with their constitutional status ag sim Which i ° Agg it would have one important new power: it would e
elected bodies not responsible to it, and is in my Doretel auditors to each authority, either from its own Staf?pgm?t e
and decisively objectionable on that ground. Equg'l‘l’lew fundapey,. rivate firms, and the authorities' freedom to choose b:twrom
Hoieylence o rusRestithat o' National Audii office Y there i ghe two would be abolished. (The Scottish Commission alreggn

a8 Propoge operates in this way). The Commission would be financed - ai the

by the PAC would be any better suited i

tZ achieve what I haveyin mind. There°§59§525292§§3 ;‘)h‘?“ the g audit is now - from fees. It would be required to publish an

of the central public sector for the C & AG to pursug ti{n the peg; annual report, which I might lay before Parliament, and empowered
_for value-for-money. € quest to publish such other reports as it thought fit. If, as is likely,

the Associations do not accept the offer of a merger with LAMSAC
I would expect the Commission itself to produce a better standard

out his audit of central government departments which hayy of value-for-money work than LAMSAC's. Certainly I would not
responsibilities for local government services or expenditure continue my Department's grant to LAMSAC of some £450,000 per

unless he has not only his present access to all departmental el

5. The PAC's argument is that the C & AG cannot properl

papers but elso access to the work of local governm $¥ors
and that those auditors ought therefore to bg undereg'saﬁgtitggf; 8. The Commission would take over from me all my present powers
supervision, as the E & AD auditors are now. The Committee ame over the audit service, including the power to direct extra-
;gif.thls would not compromise local authorities' independence ordinary audits. However, I have in mind that, in certain cases
indi\l/?gent because the c & AG would not report on the affairs of where the _expenditure performance of a particular authority seemed
locall u:;.z local authorities but only on general issues. But to me to justify it, I should be able to require the Commission
agtas authorities would - rightly in my view - see this distinctic to direct an extraordinary audit, The decision in this I;igd of
ot unreal one and as quite insignificant compared with the case would be an essentially political one which it would be
:c that their auditors would be under a chain of comand the inappropriate for the Commission to take. In addition I would
Orger end of vhich was in Parliament. Moreover, under their want a general power to give the Commission directions; the
proposal Departments would be liable to PAC Stioning based on Secretary of State for Scotland has such a power in relation to
information t, i 0 gues the S i fisa3 d he has not used it.
0 to which they themselves had no access. cottish Commission, though I understand he has nc 3
6 The A The object would be to enable me to-ensure, if the need artgze% that the
=2 State fccounts Commission would be appointed by the Secretary %omm1551on pursued its duties vigorously; and to do so without going
would b: agxs‘wgﬁlgs and me (if there is a joint Commissionf itcsl © the lengths of dismissin§ it don i&sleghag-vll'ﬂelf_g- e o
functions, It wogga’riclaLly to us for its performance o) the Commissi thosy vosuired for appointing (and
drawn par t1y frgguldthﬂe an independent chairman and g ::ﬁagewg removingﬁsftzncﬁm-‘l“ be tgosgmgzgtsu:n S approging their remuneration,
outsiders with rel oy i cial an : ! airman and m sy |
expertise and partly ¢ relevant finan ttach approving its a intment of a Head of Audit, and funding its
great importance toy rom local government itself. athorities in1tial ope t.PPOL me: O 2.1t power to prescribe audit fees
to accept a ge this. We are going to ask local auti® e in th perations, and a delauLt BOMER C st Ealonfeiofaliocal
gree of scrutin: {11ty unknown ¥ G € event of a disagreement between the sion's
15 S36ure Meir albeit 11 Tng aceopience T beLicvo L EeP|  SLaority. “he reorudtnent, pey and mmbers,of, e SOt SHL,
ey should €al influence through membership of 8¢ “l,d cov i s ated jointly by the
therefore stﬁf.;‘ _g;mpr ise more than half its membership.ailo v twoels"i‘é,’;’;ese powers would, of course, be oper Jointly
for concessiong, I:fﬁerins a majority of outsiders 107 exs aries of State.

ddition I propose the ending ©
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5 ~ 1 has been previously_gonsiglered by t
T?iZIPj\gzggis?s Committee, but conslqeratlon was 2
receipt of the PAC's report. (H(80)19th meeting
\pinutes item 3). With the Committee's agreement I Subsequent
\mave evidence to the PAC, and the further lnter—depar‘tmontal
giscussions which I was invited to undertake then have g
been completed. e /

1 s proposal to transfer the staff of the Djgpy
gg}vigeti’“’éhz g &pAG was only one of various 1f€°°""nendat§é,°,§ li‘;‘ldit
report on the role of the C & AG, and some of these recommendatiotheir
linked. Thus in announcing & decision 1¥_pr1nc3ple o set 1 r 75 o
Comnission, we should in effect be rejecting one of the ppcig o hecouy,
proposals. I understand that some of the other proposals, notabfi .
on nationalised industries audit, have not yet been fully °°n5ide3» that
that ve could not give the PAC a complete response. But ye shoulg g,
to explain to them (and in our public state;nerxt;) our decision o t;ﬂe
local authority aspect, and makg J_.t clear that it vould stil] por the
Parliement and PAC to examine Ministers and Accounting Officeps onpen X
governnent policy in relation to local authorities to the same o
now, and drawing on reports by the Accounts Commission. Thys tas
Parlianentary accountability would not be hindered, and might indeeqy,
helped, by a more effective external audit of local authorities, i

8ﬁd So
pending
1

Costs

11. Some additional on-going annual costs will arise due mainly

to the extra audit effort and increased private sector participation
needed to achieve the Commission's objectives, and to the
remuneration of members of the Commission and of a small
secretariat. I estimate that these additional costs might add
something like £1.1m to the 1980-81 cost of external audit to

local government of £8.4m. There would also be some non-recurring
start-up costs including those involved in transferring staff.

12, The additional annual costs would be borne by the local
authorities through the audit fees. This would represent an
insignificant increase in their expenditure; the total audit cost
of £9.5m would represent only 0.05% of total local government
expenditure (at ¢ £20bn). But I am confident that the increased
impact of audit, and particularly of value-for-money work, would
pay for itself many times over; even if it achieved a reduction

of only 0.1% in local overnment i 1d save
£20m T3 F011 yesn: g ent expenditure this wou.

Conclusion

13. I invite my colleagues to agree

4 and
zgx;c)l i‘ifhzﬁ an Accounts Commission for local authorities in Bugl
AEiin e Welsh Secretary so decides, Wales, should be
g shed on the lines set out in this memorandum;

(G thatimezno,
.
gr‘irnciple on thislga
une, and o; m
imediately thereatter, - -On® On the detailed arrané?
Department of the :
2 Mersham Street Environment

LONDON  siiq M.H,

8 lisy 1981 CONFIDENTIAL '

announce the Government's decision if

tter at the Consultative Council cments 1






