


















































Some of these companies are successful and appear well run, but this does not remove the need to the Council to have
effective governance arrangements in place for them or to ensure that the lessons from RHE are applied more widely.

In July 2017, the Audit Committee recognised that improvement was needed in the Council’s overall governance
arrangements for its companies, and requested that officers should to identify best practice in local authority company
governance with a view to proposing a framework for City Council owned companies. The scope of this work was confirmed
in September 2017 and the outcome was reported in April 2018. It highlighted areas of good practice which were absent in
Nottingham'’s arrangements. The Council recognised that it needed to strengthen the governance arrangements in place
across its companies and further work was then undertaken and reported in February 2019. As a result:
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- The principles set out that the companies would be provided with the necessary freedoms to achieve their
commercial and operational objectives, while the Council would retain controls to enable it to protect its investment
and ensure that objectives were met. It included expectations on information flow between the bodies and the need
to enforce protocols so that decisions taken were for the benefit of the company and the Council group.
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- The Executive Board Companies and Commercial Committee was proposed. The board would have the following
functions.

o To give direction to the Shareholder Board on the vision and ambition of the Council with reference to its
commercial activities

o To review the implementation of the Council's commercial approach including its group companies in
relation to development of the companies and the group

o To evaluate the impact of group companies and commercial activities on the achievement of the Council’s
strategic objectives

o To approve the Shareholder Board work programme

o To approve group company structure proposals and other formal structures to protect the legal and
commercial interests of the Council as shareholder

o To review, by exception, outcomes achieved and delivered against the company governance principles and
approve measures taken by the Shareholder Board to enable any deficiencies identified to be remedied.
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- The Shareholder Board would include the Chief Executive, the Strategic Director of Finance, the Monitoring Officer
and the Corporate Director of Commercial and Operations. The role of this board is to ensure that the Council’s
strategic objectives are met across the group and support the development of the group in line with the Council’s
regulations and ambitions.

However, progress in implementing the new arrangements has been mixed, with a significant delay in particular to the setting
up of the new member forum.

The first meeting of the new officer Shareholder Board occurred in May 2019 and this has continued to meet on a monthly
basis. The anticipated Companies and Commercial Committee has been replaced by a sub-Committee of Executive Board,
the Companies Governance Executive Sub-Committee, which eventually had its first scene-setting meeting in January 2020
and its second meeting in May 2020 (with the delay being mainly due to Covid-19). The terms of reference of this sub-
Committee, while focussing on the achievement of the Council’s strategic objectives for its group, include responsibility:

- ‘To approve group company structure proposals and other formal structures to protect the legal and commercial
interests of the Council as shareholder....

- To review, by exception, outcomes achieved and delivery against the Nottingham City council company governance
principles and approve measures taken to enable any deficiencies identified to be remedied.’
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While it is early days in the operation of the Sub-Committee, and we see it as a positive step, we are concerned that, like other
aspects of the governance arrangements, its effectiveness may suffer as a result of playing a dual role — as an executive
function driving forward policy initiatives trough the companies and as a scrutiny or monitoring function in safeguarding the
Council’s interests. It is vital that this latter part of the role receives due emphasis.

We understand that the original proposals for the sub-Committee envisaged the inclusion of a suitably experienced and skilled
independent member but no-one was appointed. Such an appointment could have greatly strengthened to operation of the
Sub-Committee by bringing in particular skills and experience.

The review of the Council’s company governance arrangements proposed (in April 2019) for the first time a definition of the
shareholder role:

‘Their role will be to engage monthly (or more frequently as required) with the Company to ensure that it meets the Council's
strategic objectives and

- receives from the group and
- provides to the group support towards development in line with the Council's policies and ambitions.’

It is noticeable that this definition does not include any element of safeguarding the Council’s interests, but in other authorities
with subsidiary companies this is a key element of the shareholder role. Given the example of RHE, where arrangements
clearly did not ensure the Council’s interests were adequately protected, the Council needs to consider whether the
shareholder role should, going forward, be clearly seen to encompass first-line protection of the Council’s investment in the
relevant Company.

We have not assessed the governance arrangements for all of the Council’'s companies as part of our work, although we did
assess them for a sample of organisations as part of our 2018/19 ‘value for money’ work. For those we considered, we found
that the governance arrangements were loose, with key information apparently not held by the Council and lack of evidence of
effective monitoring of the companies. Recent proposals to the Executive Sub-Committee however, suggest that much more
rigorous monitoring is starting to emerge, and this needs driving through.

We also noted that, of the seven group companies, only two posted an operating profit during 2018/19, and these were small,
and more companies have been given significant additional loans by the Council, the ones other than RHE being:

- Nottingham City Homes £19.8m in 2018/19 — also £6.6m in 2019.20
- Enviroenergy £12m in 2018/19, nil in 2019/20
- Nottingham Ice Centre nil in 2018/19, £4.5m in 2019/20

In the light of our findings in respect of RHE, and the financial pressures which the Council is currently experiencing which
mean it cannot afford any repetition of the RHE scenario, and recognising our view that some of the circumstances around
RHE are unique, the Council needs to re-review its overall company governance arrangements robustly, ensure that the
improved monitoring proposed to the sub-Committee is implemented and embedded and that other aspects of the
arrangements are strengthened where appropriate.

R9 Within the new arrangements involving the Companies Governance Sub-committee, the Council needs to ensure that
responsibilities for scrutiny and risk management are given sufficient prominence, including giving the Audit Committee explicit
responsibility for scrutiny of governance and risk management across the group.

R10. In addition to those referred to in recommendations above, the Council should formally establish the lessons from its
involvement with RHE and ensure these are addressed in a further review of its company governance arrangements, in
particular to ensure that risks are appropriately flagged and managed, as well as successfully implementing the more robust
monitoring agreed by the Companies Governance Executive Sub-Committee.

R11. As part of this review, the Council should consider the appropriateness of the definition of the shareholder role adopted in
the 2019 report and give it an emphasis on protection of the Council’s financial interests alongside other elements.
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Wider governance issues

The Council’s overall governance arrangements have not been within the scope of our work. Based on the situation we have
described in relation to RHE, however, we would suggest that the Council needs to reflect on its overall governance
arrangements, which are based on the ‘strong leader and cabinet’ model set out in the Local Government Act 2000, as
amended, and associated guidance. The period during which RHE has existed has been characterised by very strong (in its
general sense) and ambitious leadership within the Council, and this has enabled many successful policy initiatives to be
driven through. However, in such a leadership model, it is vital that there are also sufficient checks and balances in place and
in particular that risks are appropriately recognised and managed, that there is an effective scrutiny function and that challenge
of political priorities by both members and officers is seen as a positive. This has not been the case in relation to RHE. We
suggest therefore that the Council uses this opportunity to consider whether its overall governance arrangements continue to
serve it well.

R12: The Council should use the experience of owning RHE to consider whether there are any lessons for its wider
governance, particularly in relation to the ‘checks and balances’ which need to be in place, including the need for a stronger
monitoring and scrutiny function and moving to a culture where challenge of policy priorities and how they are being
implemented is seen as a positive.

Impact on the Council’s financial position

RHE has impacted on the Council’s financial position in two ways:

- Through lending large and increasing amounts of cash to RHE, the Council has had less cash available to it for other
purposes, or alternatively has had to borrow more — although this has had only limited impact as the Council has
ready access to additional PWLB borrowing where prudent

- Much more significantly, the impairments which the Council has now had to make to the values in its balance sheet
relating to its equity investment, loans and other interests in RHE mean that it has significantly depleted its useable
reserves, which means that those reserves are no longer available to be used to support Council services. The need
to make significant savings in the running of services, either through service cuts or increased efficiencies, has thus
been significantly increased directly as a result of the financial performance of RHE.

Accounting standards, which the Council is legally obliged to follow, require that the Council values assets such as loans made
and equity investments taking into account not the original costs of the assets but the likelihood of them being repaid.
Following the finalisation of the audit of RHE’s 2018/19 accounts, which disclosed a loss of £23.1m for the year, almost 25% of
turnover, and taking into account RHE’s updated forecasts for 2019/20, the Council has reassessed the likelihood of
repayment in accordance with appropriate accounting guidance and as a result its own revised accounts now include
impairments of £10.5m on the £20.2m of loans and £7.5m on the £7.5m equity. This has effectively reduced the Council’s
reserves by £18m. At the same time, the Council has increased the liability value in respect of the Parent Company
Guarantees which it has provided in respect of RHE, because there is an increasing likelihood of these being ‘called in’ by
suppliers, and this has reduced the Council’s reserves by a further £6.4m.

A further impairment of £7.9m has been required in 2019/20 to reflect the continuing deterioration in RHE’s finances. It is also
likely that there will be a further cost in 2020/21 once the future direction of the Company has been determined.

This has occurred at a time when the Council’s finances are already under pressure as a result of the additional costs and lost
income due to Covid-19. The Council has some hard choices to make and cannot afford to become involved in further risky
initiatives without very robust risk management arrangements in place.

R13. The Council should ensure that it reflects the financial pressures arising from RHE alongside those from covid-19,
demand-led services and other areas to produce balanced and achievable financial plans for the current year and for the
medium-term, without disproportionate, unsustainable reliance on one-off measures.
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(1) Note the recommendations made by the NCC external auditor.

(2) Note the position of RHE'’s external auditor

(7) To approve the necessary actions to respond to NCC'’s External Auditor recommendation;
(8) To approve a full options appraisal regarding the future structure of the Company;
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