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“FILE ON 4” 
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Repeat:  Sunday 22 March 2009 

 

Producer:  David Lewis 

Reporter:  Allan Urry 

Editor:   David Ross 

 

ACTUALITY OF PROTEST 

 

MAN [VIA LOUDSPEAKER]: Why have I spent the last few weeks talking to people 

called social worker?  I’ve had a letter saying that he might be redundant.  Why have they 

…? 

 

URRY: It’s a tough time for local government. The recession 

means falling income for councils, jobs are being shed, services are suffering cuts. 

 

ACTUALITY CHANTING  

 

MAN [VIA LOUDSPEAKER]: …what the councillors in there this afternoon have got 

to remember, they can vote through this budget today, but we expect them to change it …. 

 

URRY: What’s helped keep local authorities buoyant in recent 

years is profits from money they’re able to invest, but as interest rates plummet, returns have 

fallen sharply.  To make matters worse, poor decisions mean almost a billion pounds of 

taxpayers’ money is beyond reach, tied up in October’s Icelandic banking crash. 
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STARKEY: Very many councils have put themselves in a very 

risky position, sort of sleepwalked into it really, without either the officers or the councillors 

realising the risks that they were running. 

 

URRY: Tonight we examine the impact of those bad 

investments and what it reveals about how risk has been managed by some local councils. 

Now, as the recession bites deeper, threatening jobs and services, we ask, shouldn’t they 

have been more careful with your money?  

 

SIGNATURE TUNE 

 

ACTUALITY OF CAR PARK TICKET MACHINE 

 

AUTOMATED VOICE: Fee is two pounds and eighty pence.  Please pay the 

parking fee by credit card, coins or bank notes. 

 

URRY: In Nottingham, an electronic lady tells you what to do 

at car park pay stations. 

 

AUTOMATED VOICE: A return ticket is required when exiting. 

 

URRY: But she’s had a lot less to say for herself recently.  

This multi storey is run by the city council, but although it’s in a prime location, shoppers 

have been staying away. 

 

ACTUALITY AT CAR PARK 

 

WOODS: There’s thirteen levels on this car park. 

 

URRY: It’s very quiet up here, isn’t it? 

 

WOODS: Yes it is, it is. 

 

URRY: Just a scattering really of vehicles. 
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WOODS: Yes. 

 

URRY: Coming up onto twelve, no cars at all. 

 

WOODS: No. 

 

URRY: Right in the open there. 

 

WOODS: Not one, not one on the roof.  And that’s where we 

start losing revenue when we can’t get people up here.  But you do get a nice view of the 

city. 

 

URRY: Robbie Woods, a parking services manager for the 

council, stares at empty floors. 

 

WOODS: Over the last six months we’ve noticed a big decrease 

in the number of people using the car park.   

 

URRY: It’s hit the City Treasury in the pocket, hasn’t it?  How 

much are takings down? 

 

WOODS: It has.  I think the figure that we’re looking at this year 

is probably somewhere in the region of three-quarters of a million pounds that we won’t be 

generating that we expected to from car parking. 

 

URRY: Just on lost car parking revenue alone? 

 

WOODS: Just on lost car parking revenue, yes.  People don’t 

seem to be spending that much time coming into the city and doing their shopping. 

 

URRY: It’s the same story at other municipal venues across 

Nottingham.  The council is £200,000 over budget for its Theatre Royal - box office takings 

are down.  Income from planning fees has fallen by £120,000.  There’s half a million pounds 
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URRY cont: less from property rental this year, and that’s set to 

drop a further million in the coming months.  According to Labour’s Graham Chapman, the 

deputy leader, like many councils the city has also had to budget for millions more spending. 

 

CHAPMAN: We have more demand for child protection, especially 

since the Baby P affair, we’ve also got more demand from people who are disabled, who are 

living a lot longer, and that’s a good thing, but it is a very very expensive business. 

 

URRY: You’ve got to generate the money for that, haven’t 

you?  You’ve got to get it from somewhere. 

 

CHAPMAN: We’re actually spending more this year than we did 

last year, so what we’re doing is shifting the budget and shifting the balance of the budget 

from largely back office activity towards child protection and people with disabilities.   

 

URRY: But extra spending means what?  Cutbacks elsewhere? 

 

CHAPMAN: It does, yeah.  We are spending more, but in different 

areas to respond to the needs of the city, and we’re having to cut back in some areas that we 

wouldn’t have wanted to, but in some cases we’re also making efficiencies.   

 

URRY: It adds up to £20 million worth of savings to balance 

the books. Jobs are being cut. But the unions say some are in the very areas where the city 

council wants to increase spending on services and the workforce is protesting. 

 

ACTUALITY AT PROTEST 

 

WOMAN VIA MEGAPHONE: Several hundred both front line and back support 

services jobs are at risk, and as you know a lot of front line services are to be affected.  The 

effects will be devastating on the residents of Nottingham. 

 

URRY: Care workers and other staff staged a protest last week 

outside the council house, fearful for their future, and for those they serve. 
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ACTUALITY OF CHEERING 

 

WOMAN VIA MEGAPHONE: This is criminal.  You are guilty of theft.  You take 

this service away, you steal the vital educational support they desperately need.  I suggest 

you spend this money on Horlicks, because I don’t know how you can sleep at night. 

 

WOMAN: They’re getting rid of the dementia team.  What’s 

going to happen to the people that have dementia?   

 

WOMAN 2: It don’t make sense, it really doesn’t.  We are front 

line staff and families have phoned me up personally and they are absolutely devastated.  

Apart from supporting their mums or dads, we also support the carers as well.  And like the 

families say, they don’t know what they’re going to do without us.   

 

WOMAN 3: We were given a letter saying that our jobs are at risk.  

I feel really gutted.  I’ve worked here 22 years and I’ve put my heart and soul into it and I’ve 

given it 110%.  I feel really betrayed by it all, I do. 

 

URRY: It’s not just Nottingham - this is happening across the 

country. Research by the Local Government Association shows one in two councils in 

England have already cut jobs, and seven in ten are predicting further redundancies.  Richard 

Kemp, who speaks for the LGA, says it’s the worst time he can remember. 

 

KEMP: I’ve been a Councillor almost all the time since 1975 

and this is as bad as I’ve known it.  We’ve got income in some areas dropping off a cliff.   

We do know that a very large number of councils have already either laid off staff or 

certainly have put a freeze on.  I know of no council in the country which has an open-ended 

recruitment policy.  Every council is looking at every job case by case, even if they haven’t 

had to make the sort of big headline cuts.  But as things go on, things will get worse. 

  

URRY: Could some of those cuts have been avoided?   

Nottingham, where £20 million worth of savings is needed, is among 142 councils in Britain 

which lost out in a spectacular banking crash. 

 

EXTRACT FROM NEWS REPORT 
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MAN: On DAB Digital Radio, digital TV, downloads and 

BBC iPlayer. 

 

WOMAN: This is Five Live. 

 

NEWSREADER: And our top story this hour.  Hundreds of millions of 

pounds of public money invested in Iceland’s failed banks is at risk.  Iceland’s Prime 

Minister says … 

 

URRY: When Icelandic banks went into meltdown last 

October, almost a billion pounds worth of public sector money had been put there by local 

authorities in England, Scotland and Wales. Northern Ireland steered well clear.  They aren’t 

getting the income from the interest they would have received, the reason for lending to the 

banks in the first place. According to its deputy leader, Graham Chapman, Nottingham City 

Council had almost a quarter of its investments on deposit in Iceland’s banks. 

 

CHAPMAN: There’s £42 million tied up at the moment.  The 

impact this year, we will have lost interest on that £42 million. 

 

URRY: Why was it thought to be a good investment then, to 

put that amount of money into those banks? 

 

CHAPMAN: They were giving high interest rates and they all had 

very very good credit ratings from the credit agencies, and if that’s what you’re operating by, 

then that’s where you put your money.   

 

URRY: Nottingham’s lost £2.3 million in interest on that -  

money that Unison regional organiser Peter Savage says could have been put to good use 

right now. 

 

SAVAGE: You could certainly have gone a long way to alleviate 

the effects of these cuts with that money.  You could have kept a children’s home open, you 

could have kept day centres open.  There are various things you could have done about it.   
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SAVAGE cont: But apart from that, it’s very worrying that the council 

line has consistently been that Iceland has had no effect on these cuts, as we now find out 

that in fact they’re £2.5 million short because of Iceland. 

  

URRY: Have you asked specific questions about the impact of 

those investments on the current situation? 

 

SAVAGE: Yes.  We initially asked those questions, because it’s 

the obvious one that everybody would ask.  The initial response we got was, ‘No, Iceland 

has had no effect on these revenue cuts.’  We’re now getting a slightly different message.  

The interest on that investment does look like it is a factor in these cuts and I think people 

deserve answers about that. 

 

URRY: The unions are continuing to press their case about the 

impact of the loss of interest.  But what about the huge capital sums involved?  That problem 

was considered so pressing that the Government took the unusual step of changing the law 

earlier this month to protect the public in the short term from the consequences of those 

failed investments.  Ministers argue that without help councils would have had to account for 

their losses in their revenue budgets, with potentially serious impact on council tax or 

services. So they’ve ensured they don’t have to until next year. However, that accounting 

holiday doesn’t apply to the loss of income, the interest from those investments, which does 

have to be budgeted for.  Nevertheless, Graham Chapman argues that Nottingham will be 

okay because they’ve spread their risk. 

  

CHAPMAN: We do run what’s called a portfolio, and that portfolio 

overall has actually outperformed, despite the Icelandic banks, so I think we’re  

£2 million into the black above and beyond what we had budgeted for, and so that has helped 

get rid of the impact this year.   

 

URRY: At a time when you are having to make cuts,  

£2.3 million worth of interest would surely have helped you? 

 

CHAPMAN: It would have helped, but if you look at it in terms of 

portfolio, other parts of the portfolio have done a lot better. 
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URRY: Taxpayers are not going to be too pleased, are they, 

that more than £40 million worth of their money is tied up in this whole process? 

 

CHAPMAN: No they’re not, but we have managed to insulate them 

this year and we are hoping to get it back.  But no, of course they’re not going to be too 

pleased. 

 

URRY: Icelandic banks are in complex administration 

processes, but local government is consoling itself with the idea that even if it has to wait, 

there’s going to be a significant payout.  Nottingham, like all the other councils we’ve 

spoken to, is hopeful of getting its money back, and those with a large investment portfolio 

argue Iceland isn’t troubling them as much as the wider recession is.  But some smaller 

district councils feared they were in danger of going under. 

 

ACTUALITY ON BUS 

 

DRIVER: Bus 6 to base. 

 

MAN [OVER RADIO]: Base to bus 6 … 

 

DRIVER: Hello Bob, I’ve just dropped off … going on to the 

next one.  I’ll see you in a while. 

 

URRY: We’ve travelled the 85 miles from Nottingham to get 

on a bus at Stourport on Severn in the Worcestershire District of Wyre Forest.  It’s a lovely 

area of rivers, canals and woods, but we’re not here to sight see. This is Dial a Ride, it’s a 

service for the elderly and infirm, which is vital in this rural area to help people get about 

without them having to pay high fares.  Now the service is losing the subsidy it enjoyed from 

the district council, and its small, mainly volunteer workforce believes that could put it 

under. Our driver today is none too pleased. 

 

DRIVER: The main passengers we’re picking up have got severe 

disabilities, like in wheelchairs with MS.  A lot of them basically can’t get to the nearest bus 

stop to get on public transport, they can’t get into taxis, they totally rely on us to actually to 
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DRIVER cont: make them go out for the day.  Without us they just 

don’t go out the house, and those are the people that I’m afraid the council’s hitting. To cut 

any subsidy to us, I think it’s disgusting.  I may be speaking out of order but I’m sorry, that’s 

my view personally. 

  

URRY: Whilst the council argues that Dial a Ride should sort 

out a more sustainable business plan, there’s little doubt the district’s tiny budget of  

£14 million is under stress. A significant income for Wyre Forest came from its investments, 

and a significant amount of that – 25% - is tied up in Icelandic banks. So when they crashed, 

council leader, Conservative John Campion had to fight to keep the authority afloat. 

 

CAMPION: With any shocking news I think there is a short period 

of disbelief, but I think after that initial disbelief it’s about right, we’ve got to sort things out.  

We’ve got to make sure that we protect the services we deliver. 

 

URRY: Within days the council’s chief executive had written 

to Gordon Brown, pointing out their losses in stark terms. 

 

READER IN STUDIO: Dear Prime Minister, The sum currently at risk is  

£9 million. The Council was also expecting almost £400,000 worth of interest.  This 

situation, unless resolved swiftly, will have a devastating impact on service provision, 

combined with rises in council tax which the Government would deem as excessive. 

 

CAMPION: At the end of the day, we don’t get enough money 

from Government and we don’t raise enough money from council tax to provide the services 

that the district needs, so we’ve had to use our investment and our assets to bridge that gap.   

And I don’t think that the Government understood early enough exactly what the impact of 

the loss of the interest that we were using to help keep the council tax down was going to 

mean on local councils.  We can’t just absorb huge great big tranches in reduction in money 

overnight. 

 

URRY: And you could have done with that money. 

 

CAMPION: Absolutely, we’ve had to plan not only for the loss in 

that interest but also the loss in the future interest. 
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URRY: The letter says, just to quote, this is money that would 

have been used to directly support the provision of all of our services  This is a sum that the 

council cannot afford to have at risk. 

 

CAMPION: It’s a huge amount of money for us here and we’ve 

had to use our reserves and our contingencies to make sure that we’re sustainable in the short 

term without the radical steps that we’ve had to take - reductions in some areas of service, 

reductions in the number of people that we employ. They’ve stepped into help huge great big 

banks with billions and billions of pounds of our money and yet local government have had 

no help at all. 

 

URRY: To make matters worse for Wyre Forest, more recent 

cuts in interest rates mean a lower return on the remaining millions they’ve held on to in 

other banks. The recession’s tightening grip has left the council to implement £2 million 

worth of savings to balance the budget. There is a compensation scheme, but the 

Government won’t pay out because it regards councils as so-called “informed  investors” 

assisted by codes of practice laid down by the professional accountancy body specialising in 

the public sector, known as CIPFA, and by Government guidelines updated following the 

BCCI banking scandal. These prioritise the preservation of capital and the management of 

risk. So how informed were they?  Where to put your money safely and still get a reasonable 

return can be a difficult balancing act, especially for a small authority like Wyre Forest. 

 

MARTIN: These decisions are being taken on a rolling basis, so 

it’s a very very difficult situation.  It’s not one that individual politicians understand in the 

way that our financial director understands them.  But he can’t spend his life looking at 

computers to work out where he should invest the money. 

 

URRY: Opposition leader, Howard Martin, chaired the 

scrutiny panel which investigated the council’s Iceland crisis.  Wyre Forest, like many other 

councils, paid for expert advice from consultants to help inform their investment decisions. It 

was a company called Butlers, a major player in the marketplace with more than 140 local 

authority clients. They helped with such matters as the choice of banks and building societies 

with which to place deposits. Those institutions go on what’s known as a counterparties list. 

Which ones stay on the list was a decision based on credit ratings, and this is where Wyre 
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URRY cont: Forest, like many others got caught out.  Ratings for 

the Icelandic banks were within the permitted range of investment grades for many local 

authorities, but in reality they didn’t reflect the parlous state of those institutions.  Some in 

the markets were already aware of Iceland’s problems, so Howard Martin argues Butlers 

should have given them the heads up. 

 

MARTIN:  I think the expectation is that the council would 

receive intelligence about how to make its investments, which would be safe and minimise 

the risk. 

 

URRY: Your external advisors were Butlers.  What can you 

tell me about the quality of their advice, their investment advice to the council? 

 

MARTIN: Without getting sued?  I think that we felt that their 

intelligence of what was happening in the market should have been better.  We looked very 

very thoroughly at all the information we had and decided that there was no political fault on 

behalf of the administration and there was no officer fault on behalf of our officers.  If there 

was any shortage of intelligence, then the information was external information which may 

not have been up to speed. 

 

URRY: It wasn’t good enough? 

 

MARTIN: It wasn’t up to speed.  The recommendation that we 

made was that we should look again at the quality of the financial information that they are 

receiving and should consider whether or not they should be looking at alternative or 

additional financial advice. 

 

URRY: As an opposition group leader, would you like to see a 

change then of external advisor? 

 

MARTIN: Once bitten, twice shy. 

 

URRY: Butlers refused to be interviewed by File on 4. In a 

statement they told us they weren’t there to provide that kind of intelligence. 
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READER IN STUDIO: We have no specific comments on the investment 

decisions made by any of the councils who are our customers.  Butlers is primarily a treasury 

management consultancy and does not offer specific investment advice. The councils 

received the service they contracted to receive from Butlers and they made their own 

investment decisions. 

 

URRY: The company’s definition of its role is somewhat 

narrower than some councils believed it to be. It also came as a surprise to a parliamentary 

select committee, which recently took evidence about the affair.  MPs were startled by the 

response from Butlers’ Managing Director, Chris Anthony. 

 

ACTUALITY OF MEETING 

 

CHAIR: Did you at any point advise local authorities to stop 

investing in Icelandic banks, and if so when? 

 

ANTHONY: We pass the information on to our clients with regard 

to credit ratings. We provide them, keep them fully informed on that and we believe that 

with all the information they have at their fingertips as professional investors, that they 

should be able to make the decisions themselves. 

 

CHAIR: I think the short answer is, you did not at any point 

advise them to take their investments out of Icelandic banks? 

 

ANTHONY: No, we do not provide advice, we just give out 

information. 

 

URRY: The difference between advice and information may 

seem a semantic one, but with so much at stake it’s become a contentious matter. Lawyers 

have been poring over contracts, deciding whether to take legal action against those paid for 

advice, but who say they were only obliged to offer information. We understand the report of 

the parliamentary select committee, due out within weeks, is likely to be critical of the role 

of two of the three main treasury management consultancy firms for failing to warn their 

clients about Iceland. So what about that third company which did?   
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ACTUALITY IN OFFICE 

 

HORSFIELD: These particular screens here are just tracking what’s 

going on in the UK, mainly in fixed income markets.  The yellow box you’re seeing flashing 

up on that screen there are changes in prices and securities that largely dominate what local 

authority treasury management functions …. 

 

URRY: At his offices in London, Director Mark Horsfield of 

advisors Arlingclose told File on 4 he became concerned about Icelandic investments as far 

back as 2006, partly because of the way its banks were then touting for business. 

 

HORSFIELD: It was a reasonably aggressive approach, it was quite 

direct, and they were quite terrier-like in their approach.  It just added to the position that we 

were taking.  There was a degree of increasing unease with it, and in fact we did go and see 

one of the Icelandic banks in December 2007 and we received a presentation from them, and 

we came out of that presentation more negative than when we went in.  It didn’t convince us 

in any shape or form. 

 

URRY: What also troubled Mark Horsfield was the gathering 

storm around the Icelandic economy, which called into question the nation’s ability to bail 

out its banks if they got into trouble. 

 

HORSFIELD: It’s GDP, the value of the economy was pretty small.  

When you compared it to the liabilities that its banks were building up, what that told us was 

that, if in the worst case scenario, and the banks had to rely on an Icelandic Government bail 

out, there wouldn’t be enough money to cover those liabilities. 

 

URRY: Were most of those signs there for anyone to see if 

they were prepared to look then? 

 

HORSFIELD: Yeah, I think so.  We haven’t got any privileged 

access to any information here, it was just general market intelligence. 

 

URRY: So given that local authorities are supposed to be 

informed investors, how come they didn’t spot what was going on?  In fact, some were told 
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in very explicit terms about the dangers. Mark Horsfield says he was writing warnings to 

councils when tendering for their business as far back as 2006.  By early 2008 he was 

appearing at conferences organised on behalf of the professional body which sets down 

codes of practice for council investments, he was sounding the alarm. 

 

HORSFIELD: One of the issues I raised was my surprise that local 

authorities were continuing to invest on a reasonably long term basis with Icelandic banks. 

 

URRY: You couldn’t have been much clearer really, could 

you? 

 

HORSFIELD:  I don’t think so.  The other factor that was influencing 

our decisions at that time was you don’t forget that in September 2007 we had the first run 

on a British bank in over a hundred years, and for us that was quite a signal that something 

should generate a more cautious approach. 

 

URRY: But even when all the treasury management 

consultants were passing on warnings, some local authorities continued to make deposits in 

Iceland’s banks. Kent, the largest county council in England, has its own in house team of 

treasury managers, as well as using outside consultants. It’s highly rated by the Audit 

Commission for its financial performance. All the more puzzling then, that Kent had  

£50 million tied up in Iceland, and continued to put money in right until the end. £3 million 

was deposited on the 1st October, just days before the crash.  And this time, according to 

Liberal Democrat councillor Trudy Dean, no-one could blame consultants, because they’d 

sent a warning about falling credit ratings the day before. 

 

DEAN: The county council’s advisors, Butlers, sent an email 

to an officer in the county council to advise them that this particular bank should be taken off 

the list of people with whom we make deposits - that’s called the counterparty list.  They 

advised that that bank should be taken off.  The email was not opened at county council and 

the county council made a deposit of £3 million therefore, not being aware that the advice 

had changed. 

 

URRY: Well, why wasn’t the email opened? 
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DEAN: Well, that’s a good question. The answer appears to be 

that the county council specified that all advice from its treasury advisors came to a named 

individual and that is the process that Butlers followed.  That named individual did not open 

the email until after the deposit had been made and there were clearly questions being asked 

about whether that process was sufficiently robust. 

 

URRY: £3 million of taxpayers’ money gone to an Icelandic 

bank because of an unopened email. Kent’s cabinet member for finance, Conservative 

councillor Nick Chard, admits there were errors. 

 

CHARD: This email went to a junior officer.  Unfortunately he 

was away from his desk and he did a deal prior to reading the email.   

 

URRY: He was away from his desk? 

 

CHARD: Well he was away for that day, yes. 

 

URRY: And so when he came back the next day, what 

happened? 

 

CHARD: One of the first things he did was to do the deal.  What 

he should have done was to have read the email first, but he didn’t. 

 

URRY: And why did the email go to him, the junior officer as 

you describe him? 

 

CHARD: Well he’s the one who actually does the dealing and we’ve 

made sure that in future if anything similar happens again that it goes to more than one individual, 

that it goes to at least three so that there are sufficient checks and balances, if the person had been 

ill or, as he was away for a day’s leave, then there are others who are aware of it. 

 

URRY: But that £3 million deposit foundered on one email 

really, didn’t it? So I’m asking how come you didn’t have a better system in place to alert 

the whole of the treasury management team when ratings were downgraded? 
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CHARD: Well the email alert came from our professional advisors.  

We’ve now made it very clear that we expect the email alert to go to more than one individual.  

We’ve made sure that our processes are fit for purpose, that that sort of error couldn’t happen again. 

 

URRY: After the Icelandic collapse, the county council 

commissioned a review of compliance and adequacy of its own policies from an external 

auditor, Price Waterhouse Coopers. PWC discovered that the council’s treasury management 

department as a whole had a previous history of being slow to react to warnings.  

 

READER IN STUDIO: We noted several emails received from Butlers with 

warnings about specific banks for which the council’s approved counterparties and limits 

were not updated for some time.  A small number of deposits in building societies were 

made after Butlers suggested that these counterparties be removed. 

 

URRY: PWC recommended the council internally reviews it 

counterparties list regularly.  But it also emerged that Kent had already been warned about 

improvements needed in their procedures. They’d done their own internal audit in 2006, 

which gave an overall assurance that risks were managed effectively. But it also highlighted 

the need for better practice, and made recommendations which, according to Liberal 

Democrat councillor Trudy Dean weren’t acted upon. 

 

DEAN: Many of them have not been implemented to date.  

And the suggestion was made by the county council in response that those were technical 

issues, and the implication was that they weren’t very important.  But internal audit 

themselves rated the five changes which they wanted in procedure as in the high category.  

That’s not in the very top category which is very high, but it’s the next one down, so one 

would have assumed that five changes should have been made very quickly indeed. 

 

URRY: What were those changes that they were wanting? 

 

DEAN: They were concerned that the proper procedures 

hadn’t been followed for deposits, so the point that they’d made is that the lax process that 

was being used could result in inappropriate and unauthorised investments being made, 

which is exactly what happened subsequently of course. 
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URRY: What does that tell you about the process internally 

then? 

 

DEAN: I think it contributes to my view that the management 

is not as tight as it should be and that this is very sloppy and rather worrying that that should 

be the case when you’re dealing with such large amounts of taxpayers’ money. 

 

URRY: Cabinet member for finance Nick Chard argues there 

were two kinds of risk - those relating to the council’s treasury procedures and those relating 

to their investments. Mr Chard suggests one had little impact on the other. 

  

CHARD: What you are talking about is, quite rightly, an internal 

audit paper that identifies risks. Prior to the Icelandic banks problem, that was still overall in 

terms of deposits they were very low risk.  And yes there are ….  

 

URRY: But why is it saying that your processes were high risk here? 

 

CHARD: Can I just finish talking before you interrupt?  What 

we’re really talking about is the risk to the capital and to the interest on the deposit.  Council 

taxpayers’ money.  The risk to that money was still very very low. 

 

URRY: It says here that inappropriate and unauthorised 

investments may be made.  This 31st October 2006.  Now we move forward to 1st October 

2008 and an inappropriate and unauthorised investment was made.  You had warnings that 

your systems were not working properly two years prior to that. 

 

CHARD: I come back to the point, it is about risk.  What you’re 

talking about is the process, the internal process that we had.  An internal audit said that we 

should have improved it.  That has been improved.  The other risk was to the money that was 

deposited.  Up until the banks started to collapse there was very very little risk to the money 

deposited and therefore it’s quite appropriate, particularly in these very turbulent times, to 

make sure that all of the processes are correct, which is one reason why we asked PWC to 

look at the processes again and we’ve made sure that we’ve implemented a change in 

process to reduce the risk. 
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URRY: Well you have now, but the point that PWC were 

making was that you were given warnings two years ago about the risks of your treasury 

management function and you did not implement those recommendations. 

 

CHARD: No change in process would have actually preventing 

us from depositing very much the bulk of that money, which is the £50 million. 

 

URRY: We wanted to know when the bulk of that £50 million 

was deposited by Kent, but they refused to tell us. Just like Nottingham, the council points 

out it spreads its risks across a total investment portfolio of between £400 and £500 million.  

But could a better run treasury management process, compliant with its own rules, and alive 

to the crisis in the banking sector have saved Kent taxpayers from a £50 million exposure to 

the Icelandic crash?  Liberal Democrat councillor Trudy Dean thinks it could. 

 

DEAN: There is a body of evidence which suggests that there 

were sufficient indicators in the market for people to have taken notice and been more 

careful.  There is a Price Waterhouse report which says that we were not sufficiently robust 

in managing our deposits, and all of those lead me to suspect that we have put money at risk 

which could potentially have been safeguarded.  The council taxpayer deserves a clear and 

sensible argument about what has happened and they have not received that. 

 

URRY: Shouldn’t you have been more alert to these problems 

before they happened? 

 

DEAN: I think that’s a very reasonable comment and I’ve 

admitted that from the start.  I’m a member of the opposition here and therefore I’m not 

party to many of the discussions that go on, but I think it’s reasonable to say that councillors 

everywhere have not been careful enough about their own responsibility with regard to 

treasury management and I think that’s a totally reasonable point to make.    

 

URRY: So if councillors have been careless and treasury 

departments were falling down on the job, was there another organisation which could be 

relied upon to oversee the proper functioning of such matters? An independent body 

responsible for ensuring that public money is used wisely?  For England that would be the 
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URRY cont: Audit Commission, who say their primary focus is 

safeguarding the interests of taxpayers.  Dr Phyllis Starkey is chair of the Parliamentary 

Select Committee for Communities and Local Government, which has been taking evidence 

about the English local authorities’ investment in Icelandic banks. The committee’s not yet 

published its findings but, Dr. Starkey argues, the Audit Commission too failed to fulfil its 

responsibilities and wasn’t even checking compliance.   

 

STARKEY: I find it astonishing that they had not focused more on 

treasury management functions over the last year or two.  The evidence that the Audit 

Commission gave to us was that they regarded treasury management as low risk.  Well that 

may have been the case five, ten years ago, it’s clearly not low risk now. 

 

URRY: Were they not getting to grips then with the detail of 

how treasury management was operating as a function within the local authority? 

 

STARKEY: They seem not to have done. I mean, everybody seems 

to have relied on the fact that there was a code of conduct and there was broad guidance 

from the Government, and that councils could be trusted to follow those broad guidelines 

and the code of conduct, and that if they did that everything would be well. 

 

URRY: But it wasn’t, not even for the Audit Commission.  

Incredibly, they too had loaned money to Icelandic banks.  £10 million. 

 

STARKEY: The Audit Commission’s own internal report on their 

handling shows that they had violated parts of their own code on how they place their own 

investments, and this has contributed to the fact that they had this money in the Icelandic 

banks at the point when they went into liquidation. 

 

URRY: What were those breaches? 

 

STARKEY: They were related to not getting the proper 

authorisation within the proper level of the organisation, so to that extent they are sort of 

technical, but as I say they’re there for a reason, they’re there to make sure the proper 
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STARKEY cont: consideration is taken before a decision is taken to put 

investments at risk, and it’s not helpful if the Audit Commission itself is found not to abide 

by its own standard procedures. 

 

URRY: On its website, the Commission lists accountability as 

being among its core values - fair and transparent in the way it operates, communicating 

openly and honestly. So we were surprised when they turned down our request for an 

interview for this programme.  But in a statement we were told: 

 

READER IN STUDIO: We have nothing to add to the detailed reports we 

have already put into the public domain and the many questions we have already answered 

about this.  At the end of this month, the Commission will be publishing an in-depth 

examination of treasury management arrangements across local government, but is not able 

to comment until it is complete. 

 

URRY: The Audit Commission joins the public sector queue 

along with Nottingham, Wyre Forest and Kent, trying to get their money back. During our 

research for the making of this programme we’ve usually been given an upbeat assessment 

of the chances of a major payout. But those assessments have come mainly from councils 

whose judgement led to the bad investments in the first place.  And they’re in for a shock.  

We asked the man who got it right about Iceland.  Mark Horsfield from the consultants 

Arlingclose has been watching the markets. 

 

HORSFIELD: We’ve been tracking this, looking at what the senior 

unsecured debt of the Icelandic banks is trading at in the market, this is what we call 

distressed debt, because it’s linked to an institution that is being wound up.  It’s trading at 

the moment somewhere between half a pence in the pound through to a maximum of about 

nine and a half pence in the pound across the institutions concerned.  That is an indicator of 

the potential payout on the capital that’s at risk. 

 

URRY: Just to be clear about this, the market is saying, is it, 

that at best local authorities are going to get back 9.5 pence in the pound of what they owe 

and at worst half a penny in the pound? 
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HORSFIELD: Unfortunately that is the indicator. 

 

URRY: Is the market judgement pretty good on these sorts of 

things? 

 

HORSFIELD: Yes, yes, it’s usually been pretty good.  I think it’s 

unlikely that local authorities will be getting significant capital repayments on their 

exposures to Icelandic banks. 

 

URRY: If he’s correct, they’ll have to start writing off their 

losses from next year, and that’s just when the expected squeeze on public sector borrowing 

is likely to kick in.  The Parliamentary Select Committee is shortly to publish its findings 

about what went wrong. Dr Phyllis Starkey, who chairs that committee, points out she can 

only speak for herself until those findings are made public.  But she does offer an assessment 

of the consequences of a thousand million pounds worth of taxpayers’ money deposited in 

Icelandic banks remaining beyond the reach of town hall treasurers.  

 

STARKEY: They’re very significant and it varies from council to 

council.  For some small district councils they are extremely significant, a very high 

proportion of a few councils’ reserves are at risk in Icelandic banks, and of course for all of 

them they are not getting any income from the money, and that may be a significant 

proportion of their additional income. 

 

URRY: Is anybody going to be held to account for any of this 

mess then? 

 

STARKEY: Well I can’t say exactly what the committee report is 

going to say.  On the basis of the evidence we’ve given I think it will be highly critical of 

some local authorities, of the Audit Commission and certainly of some of the treasury 

management advisors. A great many people who should have known better seem to have 

been asleep at the wheel whilst this crisis was developing.  And very many councils have put 

themselves in a very risky position, sort of sleepwalked into it really without either the 

officers or the councillors realising the risks that they were running. 
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