East Lothian

Council
REPORT TO: Audit and Governance Committee
MEETING DATE: 11 June 2013
BY: Executive Director (Support Services)
SUBJECT: Responding to Challenges and Change: An Overview of

Local Government in Scotland 2013 (Accounts Commission
March 2013)

1 PURPOSE

1.1 To review East Lothian Council’s position in relation to the findings of the
Accounts Commission report, ‘Responding to Challenges and Change:
An Overview of Local Government in Scotland 2013’

2 RECOMMENDATIONS

2.1 Itis recommended that the Committee note that the improvement points
detailed in paragraphs 3.9, 3.14, 3.27, 3.37, 3.42 and 3.50 have been
included in the draft 2013/14 Council Improvement Plan.

2.2  Further, the Committee should review the contents of this report and
identify areas for further scrutiny at future meetings of the Audit and
Governance Committee

3 BACKGROUND

3.1 Each year the Accounts Commission produces an overview of issues
that have arisen from the local authority audits conducted by Audit
Scotland. The overview assists councils in identifying and planning for
pressures that they may face in the coming year. The report is in two
parts.

3.2 Part 1 highlights service challenges in 2013, in particular:
e Demand and resource pressures continue to build

e Public service reform is gathering pace including reform of police
and fire and rescue services and sharing services

e \Welfare reform



3.3

3.4

e Reform and growing expectations of community planning

e The need to ensure that councillors have the information and
support required to effectively fulfil their governance
responsibilities with respect to performance and improvement.

Part 2 reviews use of resources in 2012. The report highlights that
Councils are facing tightening budgets and continuing increase in
demand for services. Tighter budgets have been met by reducing staff
numbers and increasing charges. The report points out that across local
authorities as a whole, reserves have increased, but that reserves can
only be used once and are not a sustainable source of support for
expenditure. The report also comments on levels of capital expenditure
amongst local authorities and includes details of how the level of net
indebtedness has increased from 2003/04 to 2011/12. This part of the
report also deals with issues arising from the significant changes in the
make-up of the people leading and managing councils.

The report contains several recommendations for councillors. Each of the
recommendations is outlined in this report along with a summary of the
audit findings that support the recommendation. The position of East
Lothian Council in regard to each recommendation, including relevant
actions points contained in the draft 2013/14 Council Improvement Plan’,
is provided below the summary.

Leadership and Governance

Build and maintain strong working relationships, in councils and with
community planning partners

3.5

3.6

Audit Scotland found that political tensions have increased within
councils since the last election. Political change, allied with the changes
in management that many councils have experienced recently, means
that there needs to be renewed focus on building working relationships.

Overall there has been a trend towards creating smaller management
teams. Management restructuring is often accompanied by cultural
changes aimed at empowering middle managers to take more control.
Councils need to be careful to build capacity among managers and
ensure that they do not lose important skills and experience in the
process of restructuring.

East Lothian Council position

3.7

The need to ensure that councillors and officers maintain good working
relations based on trust, common understanding of responsibilities and
adherence to standards of good conduct has been recognised by the
Council. The Council’s Standing Orders include the Councillors Code of
Conduct and the draft revised Standing Orders include Councillors’ Role
Descriptions along with the Council's Statutory and Chief Officer Role
Descriptions.

! The 2013/14 Council Improvement Plan is to be approved by the Council, 25" June 2013



3.8

3.9

The review of the Council senior management structure (February 2012)
resulted in a reduction in the number of Heads of Service from 11to 7. A
Leadership Development programme involving a series of masterclasses
and the piloting of a structured learning programme has been established
in order to increase the skills and capacity of managers to lead change in
the authority.

The 2013 Council Improvement Plan includes five action points related to
elected members and officer development:

¢ Roll out CPD for elected members and continue to support elected
member and senior management development

e Hold training session for elected members on new Standing
Orders including session on Elected Members Code of Conduct
delivered by the Standards Commission

e Training for Audit & Governance Co and PPR Co members

e Review People Strategy including the how the values from the
East Lothian Way are disseminated to staff

e Develop Workforce Development Plan (including supporting
internal jobs market, management of change, leadership
development and succession planning).

Provide robust scrutiny of finances and service performance

3.10

Audit Scotland highlight the importance of the scrutiny of finance and
performance. Councils were found to be increasingly showing large
variances against their budget. Members need appropriate information to
allow them to scrutinise why budget variations occur.

East Lothian Council position

3.11

3.12

3.13

Quarterly reports describing the Council’s financial position are provided
to the Cabinet. The Financial Review reports outline the Council’s overall
financial position, its forecast position, and the position of individual
departments and budgets. Each service receives a risk assessment
based on the likelihood of over-spending and level of uncertainty in
demand for services.

Performance reports are provided to the Policy & Performance Review
Committee. Up-to-date performance information can also be accessed
via the Council's performance website. Several cost measures are
reported along with output and outcome measures.

‘How Good is Our Council?” (HGIOC) asks services to evaluate
themselves against the questions outlined in the table below. The
reporting of financial performance and service performance receives a
relatively high score, showing that services believe that it is a strength.



Question 2012 2013
How well does the service monitor, | Score: 4.5/6 4716
review and report wupon financial Rank: 23 / 102 87102
performance? '

How well does the service report its | Score: 4.6 4.5
performance to stakeholders? Rank: 13 / 102 23 /102

3.14 The draft 2013/14 Council Improvement Plan includes two actions that
aim to strengthen the scrutiny of finance and service performance:

e Review and revise the Improvement Framework, including making
more effective use of benchmarking

¢ Review and further strengthen the financial management process
Ensure effective financial planning, management and controls are in place

3.15 Councillors need to be satisfied that the chief financial officer has
appropriate access to the Chief Executive where the officer is not part of
the senior management team.

East Lothian Council position

3.16 Following the review of the Council senior management structure in April
2012 the Council appointed Head of Council Resources, who is a
member of the Council Management team, as the Council’'s Chief
Finance Officer. The roles description of the Council’s Statutory Officers,
including the Chief Finance Officer is included in the revised Standing
Orders.

Provide clear information about the purpose and intended use of reserves

3.17 The overall level of reserves for Scottish councils increased by 14% in
2012. Lower interest rates and interest rates and general under-spending
against budgets helped to increase reserves. 27 councils experienced an
increase in reserves. The percentage of general fund reserves
considered to be ‘non-earmarked’ (i.e. available to deal with unforeseen
circumstances) as a proportion of the net cost of services was 2.7%

3.18 Audit Scotland found that councillors need a clear picture of how the
planned use of reserves fits in to the overall financial strategy. Audit
Scotland also suggests that the reasons for holding reserves need to be
communicated to communities. Any communications should explain that
reserves cannot be used to fund service provision on an ongoing basis.

East Lothian Council position

3.19 In contrast to the rest of Scotland, East Lothian Council's general fund
usable reserves reduced by £4.172m during 2011/12. The purpose and
intended use of the Council's reserves — and their role in the medium
term financial plan - is described in the Financial Strategy 2013/14 to



2015/16. The Strategy was reported to the East Lothian Council meeting
of the 12™ February 2013. The Financial Strategy recommends a limit on
the use of reserves to £2.284m across 2013/14 and 2014/15 with a view
to returning to a sustainable budget in 2015/16. Any unexpected reserves
will be transferred to the Cost Reduction Fund.

Working in Partnership
Ensure effective leadership of community planning

3.20 COSLA and the Scottish Government produced a Statement of Ambition
for community planning partnerships. The Statement summarised the
key priorities for community planning partnerships as being to
understand place, plan outcomes and deliver outcomes. Audit Scotland
note that strong leadership is required at a local level to achieve the
Statement of Ambition. Community planning partnerships need to be
clearer about local priorities in particular.

East Lothian Council position

3.21 The outcome of the review of governance arrangements for the East
Lothian Communi'f}/ Planning Partnership was reported to the Council
meeting of the 23™ April 2013. The revised structure of the East Lothian
Partnership (the new title for the East Lothian Community Planning
Partnership) includes three supporting Partnerships with representation
from the Council’s Administration and Opposition.

3.22 The revised structure of the East Lothian Partnership takes account of
the Audit Scotland report ‘Improving Community Planning in Scotland’.
Each Partnership is responsible for leading a culture of collaboration,
developing and delivering priorities and outcomes, and scrutinising the
delivery of outcomes. The new Single Outcome Agreement which is to
being developed is to be focused on a smaller number of key outcomes

Demonstrate that the council’s contribution to community planning is
resulting in better services and improved outcomes

3.23 The Accounts Commission report highlights that Community Planning
Partnerships have so far been unable to demonstrate that they have had
a significant impact on improving outcomes.

East Lothian Council position

3.24 Performance in relation to the achievement of outcomes is reported via
the East Lothian Community Planning Partnership website. More detailed
performance reports are provided to the East Lothian Community
Planning Partnership Board on a quarterly basis. The revised
governance arrangements for the East Lothian Partnership will enhance
the reporting and scrutiny of the achievement of outcomes.

3.25 Reporting on the achievement of outcomes is complicated as the factors
that contribute to outcomes are often complex. In many cases changes in
outcomes only becomes apparent in the long-term and are difficult to



3.26

3.27

attribute to individual actions. Logic models have been prepared for
some outcomes to help evaluate how activities contribute to outcomes,
although their use has been inconsistent.

Council services have evaluated themselves against the following
questions as part of HGIOC. The results show that services feel that they
are relatively weak at monitoring their contribution to outcomes and the
performance of partnerships. However, it should be noted that the latter
improved considerably between 2012 and 2013.

Question 2012 2013
How well does the service monitor its | Score: 4.0/ 6 39/6
contribution to outcomes? Rank: 72 / 102 741102
How well does the service monitor the | Score: 3.6 4

performance of partnerships? Rank: 93 / 102 68/ 102

The draft 2013/14 Council Improvement Plan includes two actions that
aim to further strengthen the Council's approach to ensuring that its
strategic partnerships, including the East Lothian Partnership are fit for
purpose, effective and focused on achieving collaborative gain.

e Develop toolkit for self-evaluation of strategic partnerships

e Induction programme for all members of new Community Planning
Partnerships, including elected members.

Service Changes

Monitor the impact of the major changes in the welfare system

3.28

Audit Scotland highlight some of the actions that councils have
undertaken to prepare for the introduction of the Welfare Reform Act
2012. Monitoring of the impact of the provisions of the Act is
recommended in the short-term. Assessing the longer-term implications,
for example reviewing house building to ensure that there is adequate
supply of houses with fewer bedrooms, should also be considered.

East Lothian Council position

3.29

Several reports have been provided to Council committees regarding the
impact of welfare reform. The most recent report was provided to the
Council meeting of the 26™ February 2013. Further reports on the subject
have been made to the Cabinet and the Audit & Governance Committee.
A further report on the impact of welfare reform is due to be considered
by the Policy Performance and Review Committee in September 2013.




Ensure rigorous and challenging appraisal of options for delivering
services

3.30

The duty of Best Value requires councils to demonstrate that they review
services and use options appraisal on a regular basis. Reductions in
resources, increased demand for services and changes in the workforce
provide even greater impetus to review the way that services are
provided. Options including delivering services through contracts with
external suppliers and setting up arms-length external organisations
need to be considered along with council provision.

East Lothian Council position

3.31

3.32

3.33

The Council is bringing together a number of change projects and
initiatives under the umbrella of a Transformation programme assisted by
a multi-disciplinary team. A key aspect of the Programme will be to
oversee and assist in reviewing the way in which services are delivered.

HGIOC does not include a general question regarding the use of options
appraisal, although it is referred to in relation to financial planning and
asset planning. Services give themselves a relatively low score in
relation to these questions, suggesting that they are an area for
improvement.

Question 2012 2013
To what extent does financial planning | Score: 3.8/ 6 3.9/6
demonstrate Best Value? Rank: 83 / 102 74 /102
To what extent can options appraisal | Score: 3.8/ 6 3.6/6

and Best Value be demonstrated in

asset planning? Rank:83/102 | 85/102

The draft 2013/14 Council improvement Plan includes an action point to
review and refresh the Council’'s Improvement Framework to make more
effective use of benchmarking, develop guidance and training on the use
of benchmarking, Best Value reviews and options appraisal.

Improve workforce planning to understand how changes in staff numbers
are affecting services and the capacity for improvement

3.34

Across Scotland’s councils the overall number of employees has reduced
by 6.4% since 2010. The trend is set to continue with the application of
workforce management approaches, for example voluntary early release
and vacancy management. Such a turnover of staff brings risks including
weaknesses in governance when senior officers retire, a loss of skills
and a failure to achieve planned savings. Councils that have prepared
workforce management plans are better positioned to identify potential
skills gaps, workforce pressures and future needs.




East Lothian Council position

3.35

3.36

3.37

Cabinet agreed to introduce a Voluntary Early Release scheme at its
meeting of the 12" March 2013. Efficient Workforce Management
Planning, including vacancy management, has been in place since 2010.

HGIOC asks services to evaluate whether they have sufficient staff to
deliver their activities. The score for this question is relatively low and
has declined between 2012 and 2013.

Question 2012 2013

Does the service have a sufficient | Score: 3.8/6 3.6/6
nur_nt_)_er of employees to deliver its Rank: 83 / 102 85 / 102
activities?

The draft 2013/14 Council Improvement Plan includes two actions that
aim to address the weakness identified by the HGIOC self-evaluation
and the issues raised by the Accounts Commission report:

e Review People Strategy including the how the values from the
East Lothian Way are disseminated to staff

e Develop Workforce Development Plan (including supporting
internal jobs market, management of change, leadership
development and succession planning).

Performance Information and Management

Promote thorough and robust self-evaluation

3.38

Audit Scotland note that councils must be self-aware in order to improve
performance. However, there is a long way to go before self-evaluation
forms an integral part of councils’ performance management
arrangements. The use of self-evaluation could be improved by the
including more benchmarking information and service user views.

East Lothian Council position

3.39

3.40

3.41

Council services undertake self-evaluation using ‘How Good is Our
Council?” (HGIOC). The most recent round of self-evaluation was the
fourth time that HGIOC has been undertaken. Services have become
more experienced in practising self-evaluation and are now able to draw
upon more robust evidence that has been built up over time.

Other, service specific, self-evaluations models are also used in different
parts of the Council. Examples include ‘How Good is Our School?’, ‘How
Good is Our Community Learning and Development?’, and ‘How Good is
Our Culture and Sport?’

Services evaluated their own use of self-evaluation as part of HGIOC.
The overall score demonstrates a significant improvement between 2012
and 2013.




Question 2012 2013

How effective is the services use of self- | Score: 3.9/6 43/6
evaluation in service improvement? Rank: 77 / 102 39/102

3.42 However, following the principle of continuous improvement the Council
will be working in partnership with the Local Area Network on an agreed
programme of self-evaluation for improvement around the development
of HGIOC. Also, the draft 2013/14 Council Improvement Plan includes
an action to review and further develop HGIOC self-evaluation.

Ensure performance information supports scrutiny and service
improvement

3.43 Councillors need good quality performance information to perform their
scrutiny role. Performance reports were found to contain too much detail,
which obscured the most important messages. Exception reports
highlighting areas that are not meeting targets are recommended.

East Lothian Council position

3.44 Audit Scotland published the report ‘Managing performance: Are you
getting it right?’ in October 2012; the Council’s response to the report
was provided to the Policy & Performance Review Committee of the 27"
November 2012.

3.45 Performance indicators are reported via the Council performance
website. The website includes a summary page showing the indicators
that relate to each of the Council's outcomes. The summary page
provides an overview of performance using a red (worse than target),
amber (slightly worse than target) or green (better than target) scale.
More detailed information for each indicator, including the trend and
comparisons with other councils, can be accessed by clicking on the
name of a specific indicator in the summary page.

3.46 Members of the Policy & Performance Review Committee are briefed on
performance by officers from the Corporate Policy & Improvement Unit
on a quarterly basis. The briefing highlights indicators that are below
target or demonstrate a worsening trend. Members of the Committee
determine lines of enquiry at the briefing to allow officers to prepare a
more detailed report on the subject for a future Committee meeting.

3.47 The most relevant HGIOC questions are those that have been referred to
in paragraph 3.13. Services regard performance reporting to be a
strength.



Question 2012 2013

How well does the service monitor, | Score: 4.5/6 4716
review and report wupon financial Rank: 23/ 102 8/102
performance? '

How well does the service report its | Score: 4.6/ 6 45/6
performance to stakeholders? Rank: 13/ 102 23 /102

Make better use of cost information and benchmarking to assess value for
money

3.48

Audit Scotland published a report in May 2012 regarding the use of cost
information by councils. The report suggests that more can be done to
report on service costs. Unit costs were considered to be particularly
useful as they allow for benchmarking between councils.

East Lothian Council position

3.49

3.50

4.2

The Council’s response to the Audit Scotland report was provided to the
Audit & Governance Committee on the 18" September 2012. The recent
introduction of the Local Government Benchmarking Framework will
assist the Council in benchmarking its service costs with other councils.
The Framework includes 55 indicators relating to the quality and cost of
services.

HGIOC asks services to evaluate what benchmarks show. The use of
benchmarking by services is mixed; in some areas it is a long-standing
strength, although in other areas it is not very well developed. This issue
has been raised an area for improvement in the draft 2013/14 Council
Improvement Plan:

e Review and revise the Improvement Framework. Make more
effective use of benchmarking, develop guidance and training on
the use of benchmarking, Best Value reviews and options
appraisal.

POLICY IMPLICATIONS

Councils are required under the Local Government in Scotland Act 2003
to achieve Best Value in regard to economy, efficiency, effectiveness,
equal opportunities and sustainable development. The ‘Overview of Local
Government in Scotland 2013’ will assist the Council in recognising the
challenges that it faces in achieving Best Value in the future.

The analysis of the results from the HGIOC self-evaluation and
comparison with the key issues highlighted in the ‘Overview of Local
Government in Scotland’ report has identified several improvement points
which have been included in the Council Improvement Plan 2013/14,
specifically those detailed in paragraphs 3.9, 3.14, 3.27, 3.37, 3.42 and
3.50.




S EQUALITIES IMPACT ASSESSMENT

5.1 This report is not applicable to the well being of equalities groups and an
Equalities Impact Assessment is not required.

6 RESOURCE IMPLICATIONS
6.1 Financial — none.
6.2 Personnel - none.

6.3 Other — none.
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7.1 ‘Responding to challenges and change: An overview of local government
in Scotland 2013, Accounts Commission
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The Accounts
Commission

The Accounts Commission is a statutory, independent body which, through the
audit process, requests local authorities in Scotland to achieve the highest
standards of financial stewardship and the economic, efficient and effective use
of their resources. The Commission has four main responsibilities:

» securing the external audit, including the audit of Best Value and
Community Planning

following up issues of concern identified through the audit, to ensure
satisfactory resolutions

carrying out national performance studies to improve economy, efficiency and
effectiveness in local government

issuing an annual direction to local authorities which sets out the range of
performance information they are required to publish.

The Commission secures the audit of 32 councils and 45 joint boards and
committees (including police and fire and rescue services).

Audit Scotland is a statutory body set up in April 2000 under the Public
Finance and Accountability (Scotland) Act 2000. It provides services to the
Auditor General for Scotland and the Accounts Commission. Together
they ensure that the Scottish Government and public sector bodies in
Scotland are held to account for the proper, efficient and effective use of
public funds.
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Summary

Councils that place Best Value at the centre
of all they do are well placed to deal with
challenges and change




Introduction

1. The Accounts Commission’s
overview report last year identified the
pressures facing local government.
This year, we look at how councils are
responding and identify what more
needs to be done. There are many
challenges facing local government.
The most immediate are managing
financial pressures, dealing with
welfare reform and continuing to
provide Best Value.

2. Our report draws on recent audit
work including the annual audits, Best
Value audits and national performance
audits to provide an independent
view on the progress councils are
making. The report is in two parts:

e Part 1 highlights service
challenges in 2013

e Part 2 reviews use of resources
in 2012.

3. There are short summaries at
the end of each part of the report,
leading to a checklist of actions for
councillors in Appendix 1. There is a
glossary of terms used in the report
in Appendix 2.

Context

4. Budgets are tightening and councils
anticipate even tougher times over
the next few years. Reserves have
increased but they can be used only
once and are not a sustainable source
of support for expenditure. Demands
on services continue to rise and the
longer-term impact of changes in

the population and, in particular, the
growing number of older people, is
likely to be substantial. So far, tighter
budgets have been met by reducing
staff numbers and increasing charges.

5. There have been significant
changes in the make-up of the people
leading and managing councils. Over
a third of the councillors elected

were new to local government at

the May 2012 elections. About a

third of councils have changed their

chief executives over the last two
years. Councils are also changing
how they deliver services with, for
example, more arm’s-length external
organisations (ALEOs) now in place.

6. Politics is, of course, an integral
part of local government and
heightened political tensions are
apparent. Further pressures are likely
as the new administrations strive to
deliver manifesto commitments at a
time when reduced budgets mean
that choices and decisions are harder.

7. The public service reform agenda is
gathering pace and significant changes
lie ahead for local government.
Reform of the welfare system is likely
to have significant and far reaching
consequences for councils and their
communities. There are plans for
major change in adult health and social
care. The new single police and fire
services mean new relationships will
need to be established with councils.
It is also very clear that the Scottish
Government expects Community
Planning Partnerships (CPPs) to

oversee and lead public service reform.

Priorities

8. Against this backdrop, the overall
aim for councils is to achieve Best
Value and improve outcomes.
Common themes are leadership and
governance, partnership working,
service changes and performance
information and management.

We return to these themes in the
summaries at the end of each part of
the report.

9. There are many aspects to the
councillor role, and there is a wide
range of material available to support
them. In recognition, and drawing on
the range of issues covered in the
report, we have identified a small
number of key recommendations for

councillors in 2013 (Exhibit1, overleaf).

Summary 3

10. Councillors and senior managers
should consider this report, identify
what they are doing in response

and, where there are gaps or where
progress is slow, determine the
immediate actions they need to take
to improve. We would also encourage
councils to discuss the report with
their commmunity planning partners.
Local authorities that place Best Value
at the centre of all they do are well
placed to deal with the challenges in
2013 and beyond.



Exhibit 1
The Accounts Commission’s key recommendations for councillors in 2013

Pressures Challenges
Resource and Public service
service demands reform ]
Recommendations

© © 0 0 00 000000 00000000 0000000000000 00000000000 0000000000000 00000 0 O

Leadership and governance

e Build and maintain strong working relationships, in councils and with
community planning partners

e Provide robust scrutiny of finances and service performance

e Ensure effective financial planning, management and controls are in place

e Provide clear information about the purpose and intended use of reserves

Working in partnership

N e Ensure effective leadership of community planning \ “ |

e Demonstrate that the council’s contribution to community planning sy
is resulting in better services and improved outcomes

Service changes

e Monitor the impact of the major changes in the welfare system

N e Ensure rigorous and challenging appraisal of options for delivering «
services

e Improve workforce planning to understand how changes in staff
numbers are affecting services and the capacity for improvement

© © 0 0 00 000000 00000000 0000000000000 00000000000 0000000000000 00000 0 O

Performance information and management

e Promote thorough and robust self-evaluation
™ | I

N e Ensure performance information supports scrutiny and service
improvement

%

e Make better use of cost information and benchmarking to assess
value for money

Source: Audit Scotland




Part 1. Service
challenges in 2013

The councillor role in performance,
improvement and governance is crucial
in 2013 and beyond




11. In this part of the report, we
consider the resource and demand
pressures facing local government
in 2013, the impact of public
service reform and underline why
the councillor role in performance,
improvement and governance

is crucial.

Demand and resource pressures
continue to build

12. Councils are managing their
finances in challenging economic
circumstances and against a backdrop
of increasing demand for services.
As shown in Part 2 of the report,
reserves have increased but this is
only one indicator of financial health.
The position at each council needs
to be considered overall, taking
account of borrowing and other
commitments, for example.

13. The Scottish Government funding
settlement to local authorities for
2013/14 is £9.9 billion, a decrease of
about 0.2 per cent in cash terms or
2.2 per cent in real terms." While local
government'’s share of the Scottish
budget has remained fairly constant,
the actual amount of money councils
receive has been cut. Councils are
increasing charges for some services
but need to weigh these decisions
against the impact on service users.
There are also uncertainties about the
scale of any further reductions which
may flow from the UK Government's
Comprehensive Spending Review
later in 2013.

14. At the same time, councils are
facing continuing cost pressures.
Following a series of pay freezes,
salaries are set to increase. There
are also pressures in a range of other
areas, including food and energy
costs, waste disposal and building
and road maintenance.

15. Staff early-release schemes
continue to feature strongly as an
option to reduce costs. Councillors
should take a close interest to ensure

the principles of transparency and
accountability are observed in an area
which is, rightly, of particular interest
to the public.

16. Cost pressures have to be
managed alongside substantial
service demand pressures relating
to, for example, looked-after children,
supporting people most affected

by economic recession and welfare
reform, and the effect on services
of the ageing population. Many of
the services which councils provide
are non-discretionary, leaving limited
room for manoeuvre in budgets.
Typical cost and demand pressures
facing councils are summarised in
Exhibit 2; their impact will vary from
council to council.

17. Achieving savings will become
progressively more challenging. Most
councils are predicting substantial
funding gaps over the next three
years and need to consider seriously
policy options which in the past

may have been rejected. Councils
are putting plans in place to address
funding gaps, for example through
savings and efficiency programmes.
However, longer-term plans with
clear links to workforce and asset
strategies are less well developed.

18. Councils are doing more to
engage local people in discussions
about the financial position and the
choices available to balance the
budget, eg by online questionnaires
and through meetings in local
communities. This is a healthy
development which provides

councils with more information about
residents’ views and promotes a
wider understanding of the tough
decisions councillors face. It is
important that councils follow through
on these initiatives by publishing
information on what people said and
how this influenced budget decisions.

19. Set against a background of
substantial demand and resource
pressures, there is a range of

changes on the horizon to which local
government will need to respond
(Exhibit 3, page 8).

Public service reform is gathering
pace; councils and Community
Planning Partnerships are at its
centre

20. Public service reform is gathering
pace and local government is at its
heart. The Scottish Government's
reform approach across public
services is founded on “four pillars’
for change: shifting resources
towards prevention; integrated local
services through better partnership
working; workforce development;
and transparent and improving
performance. Responding to public
service reform can help public
services, including councils, deal with
demand and resource pressures.
Shifting resources to preventative
activity presents a major challenge for
councils and their partners.

21. Councils are reviewing services
to meet the changing demands, to
address inequality and better meet
the expectations of people and
communities. In doing so, councils
need to work with partners so

we also look at what more needs

to be done to meet the growing
expectations of community planning.

Reforms and changes, now and
in future

22. Councils and local services face
significant changes. Welfare reform,
the new national police and fire and
rescue services and adult health
and social care reform will all have a
significant impact on local government.
An increasing emphasis on
partnership working and community
empowerment also provide
opportunities for new approaches to
service delivery.

Welfare reform

23. The Welfare Reform Act 2012 of
the UK Parliament aims to improve
work incentives, simplify benefits

1 Local Government Funding: Provisional Allocations for 2013-2014, Scottish Parliament Information Centre (SPICe), December 2012.
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Exhibit 2

Demand and resource pressures in 2013 and beyond

Demand pressures

e Population growth and changes:

eg care for older people
— demand on school places

e Economic pressures:

— increasing benefit claimants/
pressures on welfare benefits
and advice services

— social housing demand

— demand on economic
regeneration and business
advice services

e |mpact of welfare reform

e |mplementing national and local
priorities
e |ocal pressures:
— increasing maintenance costs
for roads and other assets

— flooding/winter maintenance
demands

— demand for social care services

Council
services

Source: Audit Scotland

Resource pressures

Reducing revenue and capital
budgets

Salary and pension commitments

Early release costs and equal pay
commitments

Reducing staffing numbers
Borrowing commitments
Capital programme slippage

Economic pressures:

— reduced income from non-
domestic rates

— impact on council tax payment/
arrears

— reducing income from sale of
buildings/assets

— reducing income from cash
deposits/investments

— reducing income from planning
and building control fees

— inflation and rising costs eg fuel

and their administration, and deliver
substantial savings. It is the biggest
reform of the UK welfare system in
60 years, which could change the
lives of millions of people and have
significant implications for councils
and the services they provide. The
most significant changes include:

a new universal credit to replace
existing benefits, including housing
benefits currently administered by
councils; the introduction of a benefit
cap which will limit the amount paid
to households; and a new scheme
to replace existing council tax
benefits.

24. Councils are taking this very
seriously and are responding to this
major change by identifying the
implications for existing services

and anticipating the effect on local
communities. Some councils have
estimated the effect on disposable
income in their area, further
emphasising the farreaching effect of
the reforms. There is also evidence of
councils working together and working
with their partners, such as housing
associations, to plan for the changes.
Some councils are involved in testing
aspects of the reforms, including direct
payments to benefit claimants (as

opposed to offsetting benefits against
rents due under current arrangements).

25. Immediate challenges include
monitoring the impact of changes
from April 2013. Work is continuing
to ensure council staff are prepared
to deal with issues that arise and to
assist those most effected. In the
longer-term, councils may review
new house building to address the
likely increased demand for properties
with fewer bedrooms because, under
the reforms, benefit will be restricted
if a dwelling is larger than required.
Many councils have yet to address




Exhibit 3

Summary of changes facing local government

2013

Apr 2013

begins

Act

2014 2015 2016
| @ | lgl [ | [ 1 | A I O |
Spring 2013 Summer 2013 Oct 2013 Jun 2014 Sep 2014 Apr 2015 May 2015 Late 2015

* Welfare reform < Integrated Community Welfare European  Independence  Public Sector UK General  Welfare
Adult Health  Empowerment  reform: Parliament  referendum Pensions Act  Electionby  reform:

« New duties and Social and Renewal Bill ~ Universal  elections 2013 May 2015 council
under Equality Care Bil for consultation Credit implemented housing

* Integrated benefit

. Children and closure

New police and Young People begins

fire and rescue
services

Bill

» Referendum
Bill

Source: Audit Scotland

fully the longer-term implications. This
is mainly because they are unable

to predict with certainty the services
they will be expected to provide and
therefore the number, skill mix and
staff grades required.

26. It is difficult to overstate the
potential implications of welfare reform
on people and communities, on council
services and their policy objectives,
and on council staff. Welfare reform
represents a major challenge for
councils in the short to medium term.

Other changes
27. The Police and Fire Reform
(Scotland) Act 2012 of the Scottish

Parliament established a single police
service and a single fire and rescue
service from 1 April 2013. This is

a substantial undertaking involving
major change in vital public services.
During 2012, we produced overview
reports” * highlighting the main issues
from Best Value audit and inspections
of police authorities and forces and
the Best Value audits of fire and
rescue authorities.

28. In December 2011, the Scottish
Government set out plans to
integrate adult health and social care.
This aims to improve the quality

and consistency of care for older
people, and to shift resources to

community services and away from
institutional care. The Government
plans to introduce Health and Social
Care Partnerships (HSCPs) to replace
the existing Community Health
Partnerships. These changes affect
major public services and, potentially,
represent the biggest change in local
government since its reorganisation
in 1996.

29. Demographic changes,
particularly the ageing population,
have significant implications for
council services and will increase
demands in key areas such as
homecare and housing. Registrar
General for Scotland” figures show

2 Best Value in police authorities and police forces in Scotland, Accounts Commission and the Auditor General for Scotland, November 2012.
3 Best Value in fire and rescue services in Scotland, Accounts Commission, July 2012.
4 Scotland's Population 2011 — The Registrar General's Annual Review of Demographic Trends, General Register Office for Scotland, August 2012.




that Scotland’s population reached

a record high, growing by 0.6 per
cent in the year to June 2011, largely
due to inward migration with 27,000
more people entering Scotland than
leaving, and 4,809 more births than
deaths. Projections suggest further
growth, and a significantly ageing
population. From 2010 to 2035 the
number of people aged 75 and over
will increase, by over 80 per cent,
representing about a third of a million
people (Exhibit 4).

30. The anticipated effect across
council areas is not uniform, with rural
areas likely to see proportionately
larger increases in the number of
older people, with the potential to
compound the challenges in meeting
service demands. The demographic
changes mean significant and pressing
challenges for councils and the

wider public sector. There is a wide
recognition that services need to
change but services have been slow
to adapt and there is limited evidence
of changes in the way resources are
being used over time.

Reform and the growing
expectations of community planning
31. By working together to plan
services and make best use of

the overall resources, partners can
achieve better outcomes and value
for money than by working alone.
Community Planning Partnerships
(CPPs) offer part of the solution to
the pressures on resources and will
play a crucial role in public service
reform. The Scottish Government
expects CPPs to take the lead in
improving outcomes with reduced
budgets.

32. Community planning involves
councils and other public bodies
working together, with local
communities, the business and
voluntary sectors, to plan and
deliver better services and improve

and Healthcare Improvement Scotland.
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Exhibit 4

Projected change in age structure of Scotland’s population, 2010-35
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outcomes for people. CPPs set out
their priorities in Single Outcome
Agreements (SOASs).

33. Local authorities have a duty®

to initiate, facilitate and maintain
effective community planning, and
statutory partners such as health
boards are required to participate. Al
councils have established a CPP to
lead and manage community planning
in their area. CPPs are not statutory
committees of the council or public
bodies in their own right.

34. As part of its response to the
Christie Commission’s report on the
future delivery of public services,’
the Scottish Government worked
with the Convention of Scottish Local
Authorities (COSLA) to produce a
Statement of Ambition for community
planning.” It requires community
planning partners to achieve better
outcomes for communities and

to work together to help prevent
problems arising. It also emphasises
that all partners are collectively
accountable for delivering services
(Exhibit 5, overleaf).

Local Government in Scotland Act 2003, Part 2, section 15.

Commission on the Future of Public Services, Christie Commission, June 2011.
Review of Community Planning and Single Outcome Agreements: Statement of Ambition, Scottish Government and COSLA, March 2012.
Partners included: Education Scotland, Care Inspectorate, Her Majesty's Inspectorate of Constabulary for Scotland, the Scottish Housing Regulator

Scotland, Accounts Commission and the Auditor General for Scotland, March 2013.

35. The Scottish Government

asked the Accounts Commission

to consider how external audit

and inspection might help CPPs to
improve and deliver better outcomes.
In doing this we worked with the
Auditor General, Audit Scotland and
our scrutiny partners® and developed
a framework to audit CPPs and how
they perform.

36. Aberdeen City, North Ayrshire,
and Scottish Borders CPPs
participated in initial audits which,
for the first time, focussed on the
effectiveness of individual CPPs.
Audit reports on each CPP and a
summary report covering common
issues and related information were
published in March 2013.°

37. The initial audit work suggests
that while there are examples of good
partnership working and initiatives

to meet local needs, there is a long
way to go before the full potential of
community planning will be realised.
Exhibit 6 (overleaf) summarises the
findings from our early audit work on
community planning.

Community planning in Aberdeen, Community planning in North Ayrshire, Community planning in Scottish Borders, Improving community planning in
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Exhibit 5

The Statement of Ambition — key features and what CPPs must do

Understand place: develop a clear and evidence-based understanding
of local needs and opportunities. This requires local and national
agencies, supported with good data that can be monitored over time,
to demonstrate continuous improvement. CPPs and SOAs must be
responsive to local circumstances, within the context of the National
Performance Framework — this sets out national priority areas such as
‘we live longer healthier lives’, ‘we realise our full economic potential’,
and ‘our children have the best start in life".

Plan outcomes: translate their understanding of place into plans
that recognise the particular needs and circumstances of different
communities. These should clearly identify outcome priorities and
improvement actions, agreed jointly by partners.

Deliver outcomes: translate into delivery, with partners working
together to implement local priority outcomes. CPPs must have a

clear understanding of the respective contributions from partners, and
how overall resources will be targeted to deliver the priorities. This will
require service integration, a focus on prevention, and investment in the
people who deliver services through enhanced workforce development,
including effective leadership.

Source: Audit Scotland

Exhibit 6

Community planning — audit findings

Community planning provides a clear opportunity to deliver a step
change in the performance of public services.

Partnership working is well established and there are many examples of
joint working that are making a difference for specific communities.

Community Planning Partnerships (CPPs) are not yet able to
demonstrate that they have had a significant impact in delivering
improved outcomes across Scotland.

Performance issues go beyond individual CPPs: delivering change to
help meet the demanding requirements of the Statement of Ambition
for community planning will require strong and sustained leadership at
national and local level.

The outcomes that CPPs are trying to improve are complex and deep
rooted.

CPPs need to be clearer about their priorities for improving their area.

CPPs need to focus their efforts through using their combined
resources, skills and expertise.

Source: Audit Scotland

38. The messages from the CPP
audits are consistent with matters
identified in our report on health
inequalities.'® This highlighted the

lead role that CPPs have in bringing
together all relevant local organisations
to address health inequalities. The
report found a number of areas where
health and social care providers

need to improve the joint delivery of
services (Exhibit 7).

Councils and CPPs must involve
and consult local communities

39. Councils and CPPs need to
understand local community needs
to deliver better services and
address inequalities. The Statement
of Ambition for CPPs stresses the
importance of using strong and
reliable data to understand and act on
local need.

40. Most councils survey service
users in some way and some have
established customer standards
setting out what people can expect
from services. Reports from surveys
provide useful information and help to
support public performance reporting,
eg where councils take an approach
based on ‘you said..., we did...".

41. Councils are doing more to
understand the views of residents
more generally. Information from
complaints and user feedback, for
example, helps to identify problems
and gauge customer satisfaction.
Councils with good complaint-
handling processes are more
responsive and transparent in the
way they deliver services.

42. The effectiveness of community
engagement is variable. Many
councils and CPPs do not link
consultation and engagement activity
with decision-making to adapt and
improve services. More developed
approaches, involving CPPs and
others, can help manage expectations
about what can be achieved by

local public services in a context of
reducing budgets.

10 Health inequalities in Scotland, Accounts Commission and the Auditor General for Scotland, December 2012.



Reviewing services and
implementing options

43. Councils decide the best way

to deliver services taking account

of the needs of service users and
communities. In so doing, they must
observe their duty to provide Best
Value, which requires continuous
improvement, while maintaining a
balance between quality and cost and
having regard to value for money,
equal opportunities and sustainability.
Pressures on finances and changes
in the workforce give even greater
impetus for councils to be active and
ambitious in considering alternative
options for services.

44. Options include: council-provided
services; services delivered through
contracts with external private

or voluntary sector suppliers;

and services delivered through
partnerships or by an arm'’s-length
external organisation (ALEO). Option
appraisal needs to be rigorous

and challenging, and based on

clear business cases. Alternatives

to externalising services include
simplifying and standardising existing
processes, many of which are
common to all councils, for example,
issuing bills and paying creditors.

45. Reviews need to include
discussions with local partners to
identify areas for improvement.
Fully evaluating the service options
that flow from that can be complex
and councillors need good-quality
evidence. In summary, the key
guestions are:

e s there a need for this service?

e |f so, how should it be delivered
and by whom?

e Have we explored all the realistic
options?

e Do we have sufficient evidence to
make an informed decision?
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Exhibit 7

Health inequalities

addressing health inequalities.

greatest need.

Source: Audit Scotland

e CPPs' reports on delivering their SOAs are weak in the quality and range
of evidence used to track progress in reducing health inequalities. Current
performance measures do not provide a clear picture of progress.

e |t is difficult to track direct spending by the NHS and councils on

e (CPPs must ensure that partners have a shared understanding of health
inequalities, their respective roles and the shared resources available, and
that they involve local communities in initiatives to tackle health inequalities.

e NHS boards, councils, the voluntary sector and other partners should
identify their combined spend on reducing health inequalities locally, and
work together to ensure that resources are targeted at those with the

46. Improvement depends on strong
and effective councillor and officer
leadership which builds and maintains
momentum through the change
process. Councillors and officers
must ensure they have the skills

and capacity to deliver change and
councillors need to challenge and
scrutinise progress effectively.

Sharing services

47. Sharing services may provide an
option for savings or for providing
better services. However, barriers
include organisational structures,
leadership changes, compatibility
of systems and staff terms and
conditions (Exhibit 8, overleaf). It is
particularly difficult when sharing
services means loss of control and
jobs. We remain of the view that
significant savings in the short term
are unlikely from sharing services.

48. \Where business cases and option
appraisal indicate the potential for
savings, we encourage councils to
press on in accordance with Best

Value principles, with strong councillor

and officer leadership, to realise the
benefits as quickly as possible.

11 Protecting consumers, Accounts Commission, January 2013.
12 How councils work: an improvement series for councillors and officers — Arm’s-length external organisations (ALEQOs): are you getting it right?

Accounts Commission, June 2011.

49. There is also potential from
approaches that shift the emphasis
from ‘economies of scale’ to
‘economy of skills’, particularly
around professional services. For
example, our report on protecting
consumers'' noted that councils are
working collaboratively on specific
projects such as sharing laboratories,
equipment and expertise.

ALEOs

50. Our How councils work report

on ALEOs" sets out good practice

in setting up and running ALEOs.
We encourage councillors to use it
to check progress on governance,
performance and risks. We have
previously highlighted the problems
that can emerge when governance is
not effective, and the risks to finance
and services. A key issue for the
Accounts Commission is for auditors
to be able to ‘follow the public
pound’, from the council to the ALEO,
where it is then used to provide
public services.
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Exhibit 8

Shared services

e East Lothian and Midlothian councils ended their plans for joint working
in education and children’s services following changes in political

administrations.

e The three Ayrshire councils decided not to proceed with a project for
shared regulatory services (building standards, environmental health and
trading standards) owing to the lack of savings likely to be generated and
legal complexities in integrating services.

e Clyde Valley councils have worked together since the 2009 Arbuthnott
review recommended closer working between councils and health
boards. Work started in social transport, health and social care, waste
management and support services. Many of the projects are still
at planning and development stage and have not yet delivered the

expected outcomes.

e Clackmannanshire and Stirling councils continue to work to integrate
education and social care services. Each council has now agreed a
shared methodology for apportioning costs and savings, and work is
under way to agree a common performance management framework.

Source: Audit Scotland

51. ALEOs can take the form of a
company or trust which is ‘arm'’s-
length’ because the council retains
a degree of control and ‘external’
because they have a separate

legal identity. They deliver a wide
range of council-related services,
including leisure services and
property maintenance, and offer the
potential to reduce costs and increase
flexibility. However, there are also
potential disadvantages and risks.

52. More councils have established
leisure trusts and there are other
cases where councils are considering
the ALEOs option, for example as
the vehicle for innovative approaches
to the management of commercial
property.

53. Specifying policies on, for example,
remuneration (including bonus
payments), equalities and sustainability
means that the council can shape
from the outset the framework within
which the ALEQ operates. A clear
framework also allows the council

to retain responsibility for the public
funds it provides to the ALEO without
compromising the independence of
the ALEO.

54. ALEOs operate in the same
challenging financial environment as
councils and there is an increasing
number of cases where ALEOs

are operating at a loss. In a quickly
changing environment, councils need
to keep their involvement in ALEOs
under close review. This involves
regular monitoring of financial and
service performance but it will also
involve periodic and systematic
review of whether an ALEO remains
the best option.

Councillor involvement in
performance, improvement and
governance is crucial

55. This section focuses on self-
evaluation, performance information
and governance. All of these are
increasingly important in the context
of the challenges which councils face

in 2013 and beyond. Councillors need
to be clear about what the council is
trying to achieve and how they will
monitor and review performance.

Self-evaluation and improvement
56. Our Best Value audits have
helped stress the importance of
self-evaluation and performance
management as a route to
improvement.

57. Self-evaluation done well can
provide real insight into how councils
can improve and is a characteristic
of high-performing organisations. In
order to improve, councils must be
self-aware and critically review their
performance.

58. There is still a long way to go
before self-evaluation becomes

a central part of change and
improvement. There is scope for
councils to improve self-evaluation by
comparing performance with other
councils by benchmarking, using the
work developed by the Society of
Local Authority Chief Executives and
Senior Managers (SOLACE), and

by making better use of service
users’ views.

59. Everyone in the council has a role
in managing performance. In well-run
councils, performance management
is embedded in people’s jobs. The
key requirement is a culture that
encourages open discussion and
challenge. By taking a close interest
in performance, councillors can
support improvement. They need

to be prepared to engage in strong
scrutiny and to challenge officers on
performance.

60. Performance management
involves gathering, analysing and
acting on information to manage and
improve services. Good performance
management is essential for councils
to deliver effective services and

to demonstrate the best use of
resources. In 2012, we looked across
our audit work to identify key issues
to help support improvement."

13 How councils work: an improvement series for councillors and officers — Managing performance: are you getting it right?, Accounts Commission, October 2012.



61. Councillors often have a strong
appetite for scrutiny, although

they can feel cautious about this
where partners are involved. They
need good-quality performance
information to allow them to
scrutinise effectively. Information
needs to be concise and relevant,
highlighting areas not meeting

or exceeding target. Lengthy
performance reports are often
ineffective because critical issues are
buried in the detail. Exhibit 9 sets out
the main elements of performance
management.

62. Our performance audit reports
have confirmed that more work is
required on performance information
and management. For example, our
report on reducing reoffending'*
identified the need to improve the
range of performance measures
used to assess the effectiveness of

the Scottish Prison Service, criminal
justice authorities and councils in
reducing reoffending.

63. Similarly, our report on
Protecting consumers'® found

that councils had differing and
inconsistent performance reporting
for trading standards. This makes it
difficult to benchmark performance.
Councils should continue to work
together in the project developed by
SOLACE to produce meaningful and
consistent indicators that will allow
them to compare their services.
This will help them to identify what
works well as a starting point to
improving performance and cost
effectiveness.

64. The Accounts Commission has
a duty to define the performance
information that councils need

to publish. In 2008, we made a
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significant change, inviting councils
to develop a broad set of information
to demonstrate they are securing
Best Value. In December 2012, the
Accounts Commission endorsed

the SOLACE project to improve
performance and benchmarking
information.

65. We will continue to review
councils” approaches to the

Best Value principle of reporting
performance to citizens, both in
terms of the benchmarking indicators
and in the range of service and
corporate performance information
reported.

Effective performance management
in partnership working

66. The Statement of Ambition

for CPPs emphasises the role for
strong challenge and scrutiny from
councillors, and the importance

Exhibit 9

Managing performance based on the plan-do-review-revise cycle

-

» Set out the objectives or
targets

* Identify what needs to be
done to achieve these

* Identify how this will be done
and what resources will be
needed

* Identify who is
responsible

-

)

Incorporate
improvements
into future
planning

* Revise objectives
and targets

» Update resource
planning

\

Source: Audit Scotland

\

* Ensure the necessary
systems and processes
are in place

 Take action
* Identify and manage risks

» Support staff to achieve
their objectives

J

» Monitor progress regularly\

« Identify what worked well
and what could be
improved

» Speak to service users and
stakeholders about their
experience

* Scrutinise performance
and hold those
responsible to account )

14 Reducing reoffending in Scotland, Accounts Commission and the Auditor General for Scotland, November 2012.
15 Protecting consumers, Accounts Commission, January 2013.
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of self-assessment. Similarly, the
Scottish Government holds health
boards and other public bodies to
account for their contribution to CPPs.

67. Performance management

in partnership working can be
challenging. CPPs must demonstrate
that they are improving local
outcomes but this can be difficult.
It requires good local data and
meaningful comparisons to track
progress over time. Differing
financial and performance
management arrangements across
sectors can be problematic, and
more work is needed to share data
between agencies.

68. The extent to which shared
partnership objectives are built into
partners’ performance management
arrangements varies. This can make
partners less clearly accountable for
delivering SOA priorities. In addition,
performance reporting of partnership
work does not always give a clear
picture of progress, for example in
reducing health inequalities.

Using cost information more
effectively

69. Our report on how councils use
cost information'® found scope for
councils to use cost information
more effectively. Cost information,
and in particular the unit cost of
services, is crucial for councillors to
make informed budget decisions,
particularly where finances are tight.
The report stressed the need for
councillors to scrutinise costs as
well as performance. As part of this
they should be able to benchmark
or compare service costs and quality
with other councils which operate in
similar circumstances.

70. Our report on reducing
reoffending'’ found that more
detailed information on unit costs

and service quality is needed to
make an overall assessment on
how efficiently money is being
used. The report recommends that
councils and their partners work
together to improve understanding
of costs of service delivery. Previous
performance audits have identified
the need for more consistent data
and much greater transparency about
the cost of in-house and externally
provided services.

Governance of finances

71. Good governance is about clear
direction and strong control. In the
current financial circumstances,
effective governance of finance is
more important then ever. Part 2
of our report has details on matters
arising from the audits which are of
concern. In particular, it highlights:

e increasing evidence of large
variances against budgets. It
is important that councillors
have good-quality and timely
information about why variances
occur

e \weaknesses in basic accounting
systems and controls and under-
resourcing of internal audit.
Councillors need assurance that
officers are addressing these
problems.

72. Councils decide local
governance arrangements but
they should take account of
recommended good practice. If they
decide not to follow it, they need
to explain why. Audit committees
provide a focus for financial control
and risk and enhance public trust
and confidence. We support the
fundamental principle that audit
committees should be chaired by
someone who is not a member of
the political administration.

73. Many administrations are now
coalitions, so applying the principle
in practice can be challenging.

There are six councils where the
chair of the audit committee is also
a member of the administration.
Those councils need to monitor their
approach to ensure effectiveness
and transparency and to maintain
public confidence. Some councils
have non-councillor, lay members

on their committees. This can add

a different perspective to the audit
committee work and further enhance
its independence and standing.

74. Status and independence provide
the foundation but, ultimately, the
effectiveness of the audit committee
depends on the committee members
and their approach. They need to
know how services and resource
management work and be prepared
to ask challenging questions. This

in itself requires particular skills.
Specialist training in how to pursue
lines of questioning may help support
councillors in their role.

75. There is evidence of delays in
updating key governance documents
such as standing orders, schemes of
delegation and financial regulations.
These are essential points of reference
which ensure that business is
conducted properly within the agreed
responsibilities and accountabilities,
and need to keep pace with changes
in structures and responsibilities.

76. The chief financial officer (also
known as the statutory officer for
finance or the Section 95' officer) has
a crucial role in providing professional
advice to colleagues and councillors
on all aspects of the council’s
finances and is central to effective
financial governance. A useful
summary of the role is provided in the
Chartered Institute of Public Finance
and Accountancy’s (CIPFA) guidance™®
(Exhibit 10).

16 How councils work: an improvement series for councillors and officers — Using cost information to improve performance: are you getting it right?,

Accounts Commission, May 2012.

17 Reducing reoffending in Scotland, Accounts Commission and the Auditor General for Scotland, November 2012.
18 Section 95 of the Local Government (Scotland) Act 1973.
19 The Role of the Chief Financial Officer in Local Government, CIPFA, 2010.



77. The focus on finances means
that the chief financial officer role

is increasingly important. The role
carries overall responsibility for
financial management and reporting,
contributing to the strategic
management of resources and
advising on the financial aspects of
what are often complex proposals for
new ways of delivering services.

78. However, management
restructuring and the shift to smaller
management teams means that

the chief financial officer is often
not now a member of the senior
management team. As a result, in
about a half of councils the chief
financial officer is below director
level. There is a risk, therefore, that
the statutory role is less visible and
that financial governance is affected.
These risks can be mitigated

where the chief financial officer
attends senior management team
meetings and has regular contact
with councillors who have specific
responsibilities for finance, such

as the convener of the finance
committee or equivalent.

79. As we have said in previous
reports, where the chief financial
officer is not a member of the senior
management team, councillors need
to understand why that is the case
and satisfy themselves that the
officer has appropriate access and
influence to perform this crucial role.

80. Effective risk management is
increasingly important in the current
context, where there are substantial
changes in staff and services,
innovative approaches and more
focus on partnership working. These
require a shift in the culture and
attitude to risk. In short, the scale
of the challenge for councils means
that they cannot afford to be risk
averse, so the focus is on being

risk aware.
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Exhibit 10
CIPFA statement on the role of the chief financial officer (CFO)

The CFO:
e s a key member of the leadership team, helping it to develop and

implement strategy and to resource and deliver the organisation’s
strategic objectives sustainably and in the public interest

e must be actively involved in, and able to bring influence to bear on,
all material business decisions to ensure immediate and longer-term
implications, opportunities and risks are fully considered, and alignment
with the organisation’s financial strategy

e must lead the promotion and delivery by the whole organisation of good
financial management so that public money is safeguarded at all times
and used appropriately, economically, efficiently and effectively.

To deliver these responsibilities the CFO:

e must lead and direct a finance function that is resourced to be fit for
purpose

e must be professionally qualified and suitably experienced.

Source: CIPFA

81. High-level risk registers are

in place in all councils but more
work is needed to ensure risk
management is embedded and
aligned through the council, from the
corporate centre through individual
services. It is important that risk
management is not seen simply as
a compliance exercise but rather it
is used operationally, for example, to
inform decision-making in individual
projects, in services and to develop
contingency plans.

82. Councillors have an important
role in encouraging an open
approach to risk management which
promotes discussion about risk,

and a clear plan which identifies
acceptable risks and the steps
needed to mitigate the likelihood of
those risks materialising.




Summary of Part 1

/Leadership and governance

e Councillors need to provide
robust scrutiny of finances and
service performance
(paragraphs 59 and 71).

e Councils need to ensure strong
financial governance, including
fully resourced internal audit,
strong audit committees
and access and influence
for the chief financial officer
(paragraphs 71 to 79).

Working in partnership

e There are increasing
expectations on community
planning, and councils must
provide strong leadership of this
process (paragraph 31).

e Community Planning
Partnerships must make better
use of available resources,
develop preventative practice
to improve local outcomes, and
demonstrate that the council
and its partners are making
progress in achieving outcomes
(paragraph 37).

Service changes

e Significant changes for local
government include: welfare
reform; changes in health and
social care; police and fire and
rescue service reform; and the
effect of demographic changes
(paragraph 22).

e Rigorous option appraisal is
needed to ensure that services
are effective and demonstrate
Best Value. Existing
arrangements, including the use
of ALEOs, should be reviewed
to ensure they are meeting
their financial and service aims

~

e Councils need the capacity
and skills to respond to budget
challenges, support change
programmes and improve
services (paragraph 46).

Performance information

e (Good self-evaluation is central
to improvement (paragraph 57).

e Good cost and comparative
performance information is
essential for councillors to
scrutinise services and take
effective decisions (paragraphs
61 and 69).

e Councils must demonstrate
Best Value, using benchmarking
information to draw
comparisons with other councils
and providers (paragraph 58).

j

(paragraphs 44 and 54).

/
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Part 2. Use of
resources in 2012

There were significant changes in people
and finances in local government in 2012
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83. In this part of the report, we
consider changes in 2012 in the make-
up of those leading, managing and
working in councils. We also look at
the financial position in 2012 and how
well councils are placed to deal with
financial pressures in the years ahead.

There have been significant
changes in the make-up of those
leading, managing and working in
councils

Changes in councils, councillors
and senior managers

84. The political landscape has
changed substantially in recent
years. The move to proportional
representation in 2007 resulted, in
many cases, in a shift from one-
party control to coalitions or minority
administrations. In the May 2012
elections, there were changes

in political control in 23 of the 32
councils and an increase in the
number of councils led by a single
political group. However, coalitions
remain the most common form of
administration (Exhibit 11).

85. A significant number of the 1,222
councillors across Scotland are new
or relatively new to local government.
In 2007, nearly half were elected

for the first time and in the 2012

elections 34 per cent of councillors
were new to local government. In
some councils, the proportion was
significantly higher, with almost half in
Glasgow City and almost two-thirds in
Shetland Islands.

86. Following the elections,

12 councils have made changes in
their decision-making and scrutiny
structures and more are in the
process of doing so. Consequently,
most, if not all, councillors now in
office have some new aspect to
their role, as part of the political
administration, in opposition or in a
different committee structure.

87. As at December 2012,

16 councils operated ‘traditional’
service structures where committees
with cross-party membership govern
and challenge on a service-specific
basis. Twelve operated ‘executive’ or
‘cabinet’ models where the leading
administration takes decisions

that are monitored and challenged

by scrutiny committees, typically
chaired by a councillor who is not a
member of the administration. The
remaining four councils operate under
other arrangements which combine
elements of the traditional and
cabinet models.

Exhibit 11

Political control in councils: 2007 and 2012

Election 2007
3
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B Coalition B Minority

(with and

without support)

Source: Audit Scotland

B Majority

Election 2012

3
6
14
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88. Some councils have introduced

a petitions committee designed to
encourage individuals, community
groups and other organisations to
become involved by bringing forward
concerns and suggestions for change.
Alongside existing channels and other
initiatives, these committees have the
potential to deliver a more inclusive
and accessible approach to council
business.

89. It is for councils to decide
structures that best suit local needs
and it is important that they keep
structures under review to ensure
they remain fit for purpose in a
quickly changing environment. How
councils are organised is crucial in
setting the framework within which
decision-making and scrutiny take
place. Ultimately, success will depend
on what councillors do in practice to:

e make sure that decisions are
in line with their best value
responsibilities

e scrutinise the extent to which their
decisions achieve the intended
outcome, eg reduce costs and/or
improve services and outcomes.

90. It will take time for the new
councils to become fully established,
and for newer elected members to
develop an in-depth understanding
of the context into which they will
implement manifestos and priorities.
Initial signs, such as disputes over
the political balance on committees
(unlike England, there is no statutory
requirement in Scotland for
committees to reflect the political
composition of the council overall),
suggest that political tensions may
be more pronounced. Councils

need to consider the implications

on the public’s perceptions of local
government.

91. Changes in the make-up of
councils provide an opportunity for
fresh ideas and renewed impetus.
This makes it more important than
ever that councillors get the support



they need, including effective training
and development. Councils have made
good progress in introducing personal
development plans for councillors

that include training for councillors
working in specialist areas such as
planning and licensing. In the current
context, developing scrutiny skills is

a priority. One year after last year's
council elections, the time is right for
councillors to assess the effectiveness
of training and development.

92. As well as significant changes in
political leadership, there continues
to be substantial changes at a senior
officer level. In the two years to
December 2012, there have been
ten new council chief executives
and over a third of chief financial
officers are new. There has also
been substantial change in other
senior manager positions as councils
look to save money and put in place
structures which best suit the service
context now and in future. In some
cases, councils and health boards
have agreed to a single senior officer
overseeing aspects of health and
social care, and this has helped to
promote a joint approach.

93. There has been a continuing
move to smaller management teams
and, by the end of 2012, over half of
councils had four or fewer directors
on their management teams (Exhibit
12). Changes were made to reduce
costs or to promote a more corporate
approach to management, or both.

94. Councils are complex
organisations with many different
services and areas of professional
expertise. In recognition, steps

to reduce the number of senior
managers are often accompanied by
changes in management structures
at less senior levels, and by a change
in culture to empower managers
across the council. This takes time

to embed and become fully effective
and requires, in particular, strong skills
and capacity at the first level below
directors, at 'head of service' level.
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Exhibit 12

chief executive)

Directors

Source: Audit Scotland

Councils

Number of directors (corporate management teams, excluding the

Note: Shows the 32 councils by number of directors (eg, nine councils have three directors).

95. Management restructuring brings
additional demands on senior managers
and comes at a time when they need
to support new political arrangements
and manage substantial pressures on
finances and services. Councillors need
to ensure their councils maintain senior
managers’ skills and build resilience
and capacity within smaller senior
management teams.

Reducing staff numbers

96. A significant proportion of local
authority spending is on staffing,
typically about 41 per cent of net
spending, or about £8 billion in total
across Scotland’s 32 councils. At a
time of financial pressures, balanced
budgets have been achieved mainly
by reducing staff numbers. Councils
need to monitor the consequences
for services.

97. The number of staff directly
employed by councils has decreased
by about 6.4 per cent since 2010, a
reduction of 25,800 people or 14,100
full-time equivalent (FTE) posts.
There have also been reductions
elsewhere in the public sector. Over
that two-year period, the percentage
reduction in local government was
bigger than the NHS in Scotland

(2.2 per cent) but smaller compared
to other public bodies, including

the Scottish Government core
directorates (10.7 per cent).

98. The number of people directly
employed in local authorities is now
at the lowest level since 1999. There
are two main factors: workforce
reductions to meet tighter budgets;
and the transfer of staff to ALEOs
and the commissioning of services.

20 Scottish Government core directorate figures refers to the core directorates only and not the whole civil service in Scotland. Joint Staffing Watch, Q3 data.




Information is not available on

the extent to which these factors
contribute to the decrease. Exhibit
13 therefore only shows the overall
change in directly employed staff.

99. This trend is set to continue

as councils look to reduce staff
costs and numbers as part of their
strategies for achieving budget
reductions. The approach includes
voluntary early release and vacancy
management, where staff who leave
are not replaced.

100. Councils with workforce plans
in place to identify skills gaps,
workforce pressures, and future
needs are better placed to take
informed decisions about how to
reduce the workforce. Councils need
to ensure that workforce plans are
up to date and, in particular, to take a
longer-term view in line with service
plans, ensuring that they have
sufficient skills and capacity to meet
current and longer-term priorities.
Councils are at an early stage of
engaging with community planning

partners to discuss the overall
workforce-related issues in their area,
including matters flowing from public
service reform, eg adult health and
social care changes.

101. One particular example

was highlighted in our Protecting
consumers”' report on trading
standards and food safety services.
These departments are relatively
small but provide important services.
Trading standards has experienced
greater than average staff reductions
in the last four years (15 per cent
compared to an average of ten per
cent for all services) and its long-term
viability is now under threat. Staff
reductions in food safety services
have been less severe but here too
there are concerns about the loss of
skills and experience.

102. Part of the approach to reduce
staff costs is to offer staff voluntary
early release. Since 2010, about
9,400 local authority staff left at an
average cost of £35,600 per person
and at an aggregate cost over the

Exhibit 13
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Source: Joint Staffing Watch

21 Protecting consumers, Accounts Commission, January 2013.
22 Strathclyde Fire and Rescue Joint Board Statutory Report on the retirement and re-employment of the Chief Fire Officer, Accounts Commission,

September 2012.

two years of £335 million. Schemes
vary, with some requiring individual
business cases while others are
based on eligibility, eg age. However,
more work is needed to demonstrate
that business cases and schemes
have resulted in the anticipated level
of savings.

103. Our audits have identified
weaknesses in governance of senior
officer early retirement. For example,
at Strathclyde Fire and Rescue

Joint Board we found a systemic
failure by the board and its officers
to follow good governance in the
retirement and re-employment of
the chief fire officer.” Our findings
included points of principle which are
applicable across local government
(Exhibit 14). This case demonstrated
the key role for councillors and, in
particular, the need to do more to
ensure transparency when senior
officers retire early and to provide
effective scrutiny of the financial
implications.

104. The recommendations in our
Bye now, pay later? report™ remain
relevant. These emphasise the
importance of effective governance
and identifying the full costs of
early retirements, particularly when
decisions relate to senior officers
where the sums tend to be relatively
large and the consequences of
getting it wrong are at their greatest
(Exhibit 15). We are currently
working with the Auditor General to
prepare a report on managing early
departures in the Scottish public
sector which we will publish in
spring 2013.

105. There is progress in the
number of women who are part of
senior management structures. Our
Statutory Performance Indicators
(SPIs) show that the percentages of
women in the top two per cent and
five per cent of earners continue to
improve. Women now make up 48.5
per cent of the top five per cent of

23 Bye now, pay later? A follow-up review of the management of early retirement, Accounts Commission, June 2003.



council earners and 41.2 per cent
of the top two per cent of council
earners.

Workforce-related financial
pressures

106. Councils are continuing to

settle equal pay claims and make
provisions where claims are still
outstanding. Cumulatively, councils
had paid £475 million by March 2012
(£25.6 million during 2011/12), with
£106.3 million set aside for known
future amounts. Some councils also
earmarked reserves for equal pay
and, beyond that, most councils’
accounts note the possibility of future
claims which cannot be quantified, ie
contingent liabilities. Ve will consider
equal pay implementation further in
our performance audit on workforce
planning.

107. Pension costs are met from
employer and employee contributions
over the long term. There is a risk
that amounts required to fund staff
pensions will increase over time, as

a consequence mainly of reduced
investment returns in recent years
and retired members living longer.

108. The UK Government is changing
all the main public sector pension
schemes to help reduce their cost,
through the Public Service Pensions
Act 2013. The Act requires: ending
the current final salary pension
schemes; establishing a link between
state pension age and normal
scheme pension age; and improving
scheme governance arrangements.

109. These changes apply to the
local government pension scheme in
Scotland and must be implemented
by April 2015. Within the next two
years COSLA, local authorities, the
Scottish Government and trade
unions must consult and conclude
negotiations on the design of a
successor scheme. They will also
need to work together to help
prepare the necessary legislation for
approval by the Scottish Parliament
and ensure new systems and
processes are up and running in time.
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Exhibit 14
Strathclyde Fire and Rescue - retirement and re-employment of Chief
Fire Officer — Accounts Commission’s findings

Public confidence in decisions on early retirement can only be secured if
decisions are made and reported in accordance with the principles of good
governance, including full transparency. We emphasise a number of key
points for general application by all local authorities:

e Members of joint boards have an important decision-making role. In
order to fulfil this role effectively, they must be provided with full and
objective information and advice, setting out appropriate choices, and
the full implications of those choices.

e Members must scrutinise and challenge officers on the information and
advice provided to them, especially if they believe that it is inadequate.

e Members must be kept up to date with issues relevant to them fulfilling
their obligations.

e The distinct roles and responsibilities of senior officers, either from
the supporting authority or from the services for which a board is
responsible, need to be clearly set out and adhered to.

Source: Accounts Commission

Exhibit 15
Bye now, pay later? — key recommendations

Framework for decision-making
e Early retirement policies should be approved by councillors and reviewed
regularly.

Informing members

e Councillors should receive a report at least annually that details the
number of early retirement decisions and the associated costs and
savings.

Decision-making
e |ocal authorities should rigorously appraise individual cases to ensure
the expected savings associated with retirement outweigh the costs.

e To improve accountability and assist monitoring, the costs of early
retirement should be charged to the appropriate service budget.

e Councillors should be involved in approving early retirement decisions for
senior staff.

Source: Accounts Commission




110. Effective absence management
practice can help to reduce sickness
absence rates and support employees
back into work. Local authorities

have done important work to address
the levels of sickness absence and
absence rates have mostly improved:

e 6.2 days for teachers (2010/11:
6.6 days)

e 10.4 days for other council staff
(2010/11: 10.8 days), (Exhibit 16)

e 7.2 days for fire and rescue
services (2010/11: 8.3 days)

e Absence for police officers™
in 2011/12 was 4.2 per cent
(2010/11: 3.8 per cent™).

111. The costs of sickness absence
include sick pay, staff cover and
overtime, and service loss. The extent
to which employers monitor this
varies, as do the costs they include.

It is therefore difficult to estimate

the cost of sickness absence. In

a UK-wide absence management
survey” public sector employers
indicated that sickness absence costs
around £80 per day per employee.

112. The costs of sickness absence
can therefore be substantial. As

an indication, in a typical council

with around 5,000 employees (non-
teaching staff), sickness absence
could cost over £4 million a year,
based on an average of 10.4 sickness
days per employee. Each reduction
of one day in the average level of
sickness absence could save in the
order of £400,000 per year. Projecting
this further, a potential saving in the
order of £12 million could be possible
across councils as a whole for non-
teaching staff alone if they each
achieved a reduction of one day’s
sickness per employee.

113. These figures are indicative
and focus only on savings; less
sickness absence can also reduce

Exhibit 16

Other local government staff sickness absence
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pressures on services. However,

we hope expressing this in financial
terms goes some way to reflect the
costs of sickness absence and how
further relatively small reductions can
contribute to savings.

Financial reserves strengthened
in 2012, but funding is decreasing
and significant cost pressures are
growing

The financial position and asset
management

114. Revenue expenditure is the
day-to-day cost of providing services
and includes employee costs,
supplies such as food and fuel, and
materials for routine repairs. Capital
expenditure is the expenditure
incurred on long-term assets such
as schools, major repairs and
refurbishment of other buildings and
acquiring large items of equipment
such as vehicles which will be used
over time in providing services.

115. In financial year 2011/12, income
from government grants, council

tax, non-domestic rates, housing
rents and other fees and charges in
local government was £18.6 billion.

24 Sickness absence for police officers is calculated as the proportion of working time lost.

25 ACPOS Annual Performance Report 2011-12, Scottish Policing Performance Framework, June 2012.

26 The 2012 CIPD Annual Report found that the median cost of sickness absence per year in a UK survey was £647 per employee for the public sector, and
the average sickness level was about eight days per employee.

Spending on services was £18.7 billion
and, after accounting adjustments

of £0.3 billion, £0.2 billion was
transferred to usable reserves (Exhibit
17). Service spending was broadly in
line with the spending patterns in the
previous year.

116. The SPIs showed that, despite
the financial context for taxpayers,
most councils increased the amount
of council tax collected. The overall
figures increased from 94.7 to 95.1
per cent. Five councils had small
reductions in collection rates. Around
£116 million, or about five per cent of
the £2.3 billion due in 2011/12, was
not collected during the year. Councils
will continue to pursue this through
ongoing recovery processes.

117. Of the aggregate expenditure,
councils spend over £4 billion

in procuring goods and services

to deliver outcomes. Better
procurement can help councils
achieve better value for money. A
Procurement Capability Assessment
scoring process was introduced in
2009 to measure progress against
common criteria and standards. From
a relatively low base, the average




score for councils has been improving
and now stands at 48 per cent, just
short of the Scottish Government'’s
target for all sectors of 50 per cent by
the end of 2012.

118. Capital investment is essential
to sustain delivery of high quality
and effective public services in
Scotland. Investing in areas such as
schools, social housing and transport
infrastructure can bring significant
improvements to public services and
the way they are delivered.

119. Total capital spending in 2011/12
was £2.4 billion, an increase of £0.3
billion or 14 per cent compared

with the previous year (£2.1 billion),
reflecting a focus on promoting
capital spending to support more
efficient services.

120. The main sources of money
for capital spending are borrowing,
capital receipts (from the sale of
assets such as land and buildings),
capital grants and the application of
capital reserves. Exhibit 18 (overleaf)
shows that more capital spending is
being funded from borrowing, with
reduced funding from capital receipts
because of lower asset values and
fewer sales.

121. Capital grants are forecast to

be cut in 2013/14 before increasing
again in 2014/15. Councils are
considering new ways of financing
capital expenditure, including Tax
Incremental Financing (TIF) which
uses forecasts of the expected
additional income from non-domestic
rates from property developments as
a basis for additional borrowing.

122. \We have carried out a
performance audit of major capital
projects in councils and published our
report in March 2013. This assessed
how well capital investment is
directed, managed and delivered
within councils. It is crucial that
councillors and officers provide
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Exhibit 17

Income and expenditure 2011/12

Where the money came from:

Total income

Where the money was spent:

General revenue funding from government £7.8
Service fees, charges, other revenue, government

. £5.6
grants and housing rents
Capital grants and contributions £0.7
Council tax £2.3
Non-domestic rates £2.2

£18.6

Education £5.3
Social work £3.8
Housing £3.7
Roads, environment, culture and planning £3.3
Police, and fire and rescue services £0.9
Other services and operating expenditure £1.7

Accounting adjustments -£0.3
Increase in usable reserves £0.2
Total expenditure and transfer to reserves £18.6

Source: Audit Scotland

strong leadership and effective
management to ensure value for
money from capital investment
programmes. To assist this we have
published a good practice guide on
major capital investment in the How
councils work series.”

123. Having invested in assets to
support service delivery, councils
need to maintain these assets,

to ensure they remain fit for
purpose. Our report”® on roads, for
example, found that all councils
had a road maintenance backlog

and there is scope for better use
of planning to help set priorities for
roads maintenance. More recently,
the Scottish Road Maintenance
Condition Survey for 2010-12
indicates a slight improvement of
0.3 per cent in the proportion of
council-maintained roads that are
of acceptable condition. However,
this survey is based on a rolling
programme of work and it will take
time before information is available
as to the true effect of expenditure
reductions.

27 Major capital investment in councils report and the associated good practice guide, Accounts Commission, March 2013.
28 Maintaining Scotland's roads: A follow-up report, Accounts Commission and the Auditor General for Scotland, February 2011.
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Exhibit 18

Sources of financing for annual capital expenditure, 2000 to 2012 (real

terms)
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124. Maintaining information and
communications technology (ICT)
assets is also important. ICT has

a key role in enabling change

and improving services. There

are challenges in implementing
ICT projects, including integrating
working practices between services
or organisations and in applying
procurement legislation across
organisations. ICT-related matters
will be a central factor as councils
and their partners work together to
implement public service reforms.

125. The Local Government ICT
Strategy” was developed in response
to the McClelland review of public
sector ICT, Scotland's Digital Future
— Delivery of Public Services. It sets
out a ten-year vision and a national
programme of work taking into
account the Christie review™ and the
opportunity for digital services at a
time of tight financial constraints. Its
aim is to help local government to
deliver better services using ICT to
plan and procure better, and to share
future developments and operations.

Indebtedness

126. Local authorities determine
programmes for capital investment
in accordance with the prudential
code®, which was introduced in
2004 to support local authorities’
capital investment decisions.
Borrowing is the main way councils
fund capital spending and the
prudential regime allows flexibility
to invest — on condition that capital
plans are affordable, prudent and
sustainable.

127. In the period since the code
was introduced, the overall level

of net indebtedness® increased by
around 40 per cent, from £9.1 billion
to £12.9 billion. The position at each
council must be considered in the
context of its overall financial strategy
and circumstances, eg the decision
to transfer housing stock to another
landlord will have a significant effect
on a council’s borrowing. However,
bearing in mind local circumstances,
there is wide variation across councils
in the change in net indebtedness

in the years since the prudential

code came into effect. Exhibit 19
(which excludes Orkney and Shetland
Islands councils which have no net
indebtedness).

128. \We believe there would be
merit in examining the reasons

for the wide variation and in
producing benchmark data to give
councillors better information about
indebtedness and how, alongside
other key financial information, their
council compares with others. This
is a complex and important subject,
with far-reaching consequences

for the sustainability of public
finances, and we would encourage
a collective response, involving
professional organisations and

local government, supported if
appropriate by auditors.

129. The prudential code has been
revised on a number of occasions
but the key indicators remain largely
unchanged. There may be merit

in considering the code further in
the current financial context, and to
explore how effective the framework
has been in monitoring borrowing,
supporting borrowing decisions and
gauging the affordability of capital
investment decisions.

Reserves

130. Councils hold reserves which
are available to finance service
expenditure, to ensure stability

in cash flow, to build up funds

for predicted cost pressures, and
as a contingency for unforeseen
expenditure.

131. The overall level of cash-backed
reserves increased by £0.21 billion
(14 per cent) compared with the
previous year and totalled £1.68
billion at 31 March 2012 (Exhibit 20).
Contributory factors include lower
than anticipated interest and more
general under-spending against
budgets; 27 councils experienced an
increase in reserves in 2011/12.

29 The Local Government ICT Strategy, Delivering Better Services for Communities — SOLACE, SOCITM, Improvement Service, September 2012.

30 Commission on the Future of Public Services, Christie Commission, June 2011.
31 The Prudential Code for Capital Finance in Local Authorities, CIPFA.

32 We define net indebtedness as external borrowing plus PFl-related liabilities less investments, on a council-only basis, ie not including borrowing etc. in the ‘group’.
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Exhibit 19

Movements in net indebtedness 2003/04 to 2011/12
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132. As a broad comparison, councils i
in England held total reserves of Exhibit 20
£12.9 billion at 31 March 2012, Total usable reserves
which is broadly similar to the position
in Scotland taking account of the 18 Capital fund,
relative sizes of the local government 16 — :EEZL;Z?Snf?Jn g
sectors in each country. 1.4 — — insurance
.S 12 | fund, etc
133. The general fund is the main g B Housing
reserve and these funds increased et 0 revenue
by £139 million (18.1 per cent) in 5 08 account
2011/12 and totalled £907 million £ 06 B General fund
at 31 March 2012. Of this, £573 os carmarked
million was ‘earmarked’ to meet 02 . Sﬁ::rrﬂ;:’kr;‘é

known commitments such as PPP/
PFI payments and equal pay claims.
The earmarked element represents
63 per cent of the amounts held in
general funds, broadly in line with
previous years.

134. Approaches to ‘earmarking’
vary from council to council and
reflect local plans and views of
risk and, as a result, earmarking
is inconsistent. However, it does
give an indication of how much

33 Striking a balance — improving councils’ decision-making on services, Audit Commission, December 2012.
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Note: Excludes Orkney and Shetland Islands councils which hold large reserves and balances

arising mainly from harbour and oil-related activities.

Source: Audit Scotland




is available to meet unplanned
expenditure. The information is
important for councillors, to assist
their understanding of the financial
position and to assist them in
scrutinising budgets.

135. The overall level of non-
earmarked balances was £334 million
or 37 per cent of the amount held in
general funds at 31 March 2012. This
has risen from 2.1 per cent last year
to 2.7 per cent of net cost of services,
and within individual councils varies
significantly from 0.8 to 7.2 per cent
of net cost of services (Exhibit 21).

136. Councils have policies on the
optimum level of reserves they
maintain to deal with unforeseen
circumstances. Typically, these are
in the range of one to four per cent
of net cost of services. A number
of councils have non-earmarked
general fund reserves greater than
the level set out in their policies,
which may be prudent in the current
environment.

137. Beyond the general fund,
councils also held £666 million in
other reserves, representing about
40 per cent of total usable reserves.
This comprised capital funds (£323
million), capital receipts reserves
(£195 million) and repairs and
renewals funds (£122 million), with
the balance (£26 million) in other
smaller funds. These reserves vary
from council to council and need
to be viewed alongside the general
fund position to get an overall
picture.

138. In some cases, councils have
not reviewed reserves policies for
many years and so policies may no
longer reflect the council's overall
financial approach. Councillors need
a clear picture of reserves and how
they feature as part of their council’s
overall financial strategy.

139. Equally important is clear
information for local people and
communities about why reserves
are built up, the reasons for any
unplanned increases, and what the
council intends doing with them.
This information helps promote
transparency, particularly now when
budgets are reduced and competing
pressures on financial resources are
intensifying. It is helpful to include a
clear statement that when reserves
are used, they can be used only
once and are not available to sustain
services on a continuing basis.

140. We have been monitoring the
position on the eight councils that had
investments totalling £46.5 million in
Icelandic banks when they failed in
October 2008. To date, £22.7 million
has been recovered and councils
expect to recover between 88 and
100 per cent by 2019.

Financial reporting and
management

141. Annual audited accounts show
a council’s financial performance

and position and are important

in demonstrating the proper
stewardship of public money. The
accounts should be published as
soon as possible after the end of the
financial year, along with an opinion
from the independent, external
auditor stating whether the accounts
present a ‘true and fair’ view. This
provides important assurance on
financial reporting.

142. In 2011/12, accounts for all
councils and other local authority
organisations, including the 11 local
authority-administered pension
funds for 2011/12, were presented
for audit on time and signed off by
auditors without qualification. We
welcome this achievement and
the assurance it provides to the
public and other stakeholders. We
are, however, concerned about the
increasing number of adjustments
to accounts identified by auditors,

often arising from more complex
issues, such as accounting for capital
assets.

143. There have been significant
changes in the layout and format

of accounts in recent years to align
with international financial reporting
standards. Compliance is essential
to meet the statutory duty to
observe proper accounting practice
but, as a result, local authority
accounts are increasingly complex
and difficult to understand. Work

is continuing by the accounting
standard-setters to explore ways to
support transparency, accountability
and scrutiny. In the meantime,
more can be done to improve the
financial information presented in
the foreword to the accounts and in
public performance reports.

144. There is increasing evidence of
large variances of actual expenditure
against budgets, where actual
spending has differed from planned
spending. Of particular concern are
cases where variances only became
apparent during the closing months of
the financial year or where variances
against budget at the year-end

were significantly different to those
reported to councillors during the
year. Councillors need to understand
the reasons, including whether the
root cause is over-spending or under-
budgeting.

145. \We are also concerned about
the increasing reports by auditors of
weaknesses in some councils’ basic
accounting systems and controls
(Exhibit 22). Strong accounting
systems and controls are the
mainstays of financial management
and if they are not in place, or

do not operate effectively, local
authorities are exposed to a greater
risk of accounting errors, fraud and
corruption.
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Exhibit 21

General fund balances (as a percentage of net cost of services) as at 31 March 2012

0 General fund earmarked

General fund

unearmarked

@ 2010/11 General fund
unearmarked

Percentage

Note: Excludes Orkney and Shetland Islands councils which hold large reserves and balances arising mainly from harbour and oil-related activities.

Source: Audit Scotland

146. \\We are also concerned to note
an increase in reports of data loss,
including cases where paper records
were not disposed of properly and
where computer equipment was not
secured, and stolen. Investigations
were undertaken by councils’
internal auditors and further by the
Information Commissioner. In such
cases, public confidence in the
council’s systems is affected and
there is reputational damage to the
council overall.

147. There is further evidence of
under-resourcing of internal audit
and cases where the internal

audit approach could include more
focus on financial controls and risk
management. Councils, through their
audit committees, should ensure
that the resources for internal audit
are adequate and that they provide
assurance on the effectiveness of
financial controls across the council's
range of activities, including pension
funds where the council is an
administering authority.

Exhibit 22

Basic weaknesses in accounting systems
Examples from auditors’ reports:

e ‘Key weakness related to the lack of timely completion of monthly bank
reconciliations.’

e ‘Weaknesses and risks arising from gaps in the financial control
framework, including bank and other reconciliations and journal
authorisation processes.’

e 'The key bank accounts were not fully reconciled at the yearend.’

Source: Audit Scotland
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Summary of Part 2

K
Leadership and governance

Building and maintaining strong
working relationships in the
new councils is essential to
deal with the challenges facing
councils (paragraphs 89 to 95).

Sound governance is needed
over early retirement (paragraph
104).

Effective capital planning and
management are essential

if councils are to understand
progress with capital projects,
and their impact on services
and council priorities
(paragraph 122).

Sound financial management is
required to anticipate resource
pressures in the longerterm
and to ensure borrowing is
affordable and sustainable
(paragraphs 128 and 144).

Strong accounting systems,
controls and internal audit are
essential (paragraphs 144 and
147).

Working in partnership

Councils, with their partners,
should plan and manage the
overall workforce and other
resources in their area
(paragraph 100).

Service changes

A stronger focus on workforce
planning is important to ensure
the right people are in place to
meet future service needs and
the challenges of public sector
reform (paragraph 100).

a N

More work is needed to
understand the impact of staff
reductions on services
(paragraph 96).

Performance information

e More can be done to improve
the financial information
presented in public performance

reports (paragraph 143).
J

Concluding comment on this
report

148. Our report draws on the audit
work to provide an overall picture

of local government in Scotland

in 2013. Its wide-ranging nature
reflects the many challenges, risks
and opportunities for councils and
their partners in providing vital public
services across Scotland, now and
in future.

149. Pressures on resources — and
by that we mean finance, workforce
and assets — continue. This is not
new because in public services there
have always been difficult choices to
make about how to allocate limited
resources across many competing
priorities. However, the scale of the
pressure, coming as it does at the
same time as increasing demands
and expectations on services and
very significant changes such as
welfare reform, is substantial.

150. WWe emphasise the crucial

role of those leading and managing
the response to this challenge.

In particular, we emphasise the
difference that strong and effective
scrutiny by councillors can make in
ensuring the best use of available
resources, improving services and
delivering improved outcomes.

151. The Accounts Commission
acknowledges the progress achieved
this far in challenging circumstances
and we look forward to continuing

to work with local government and
our scrutiny partners to support
improvement. The Best Value duty
provides the platform for success.

152. To support improvement and to
provide a focus for next steps, action
points for councillors can be found in
Appendix 1.
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Action points for councillors
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Question Action point

Leadership and governance

Are you satisfied that you are supported in taking
effective decisions, and can question and challenge your
council's performance?

Consider reviewing governance arrangements in your
council and its committees.

Do you understand your council's overall financial
position, including its borrowings and other
commitments, and the level of reserves?

Consider the extent to which you are made aware of
financial issues and their impact on services.

Seek assurance from officers that sufficient controls
and checks are in place.

Do you understand how the financial position affects on
your council's services?

Seek advice on how budget shortfalls, savings, or
delayed spending will impact on services.

Do you know how well your council is managing its
capital programme and major capital projects?

Review whether progress with capital plans is on track
and meeting its objectives, using our good practice
guide on major capital investment to help improve
your council’s performance.

Working in partnership

How well placed is the Community Planning Partnership
(CPP) to meet the expectations set out in the Statement
of Ambition?

Review plans and progress, eg how well the CPP:
engages partners; makes best use of employees
and other resources; targets local need; involves
communities.

Is your CPP delivering on its local priorities and improving
people's lives?

Assess how well CPP progress reports give you a
clear picture of progress, including prevention.

Is your council making good progress in implementing
reforms regarding police, fire, and integrating adult health
and social care?

Ensure measures are in place, and that the CPP and
the council are providing sufficient direction.

Service changes

Are you satisfied with how your council and its partners
are leading public sector reform?

Ensure you understand the issues and implications for
the council and local services.

Check the extent to which arrangements are in place
to plan and implement reform.

Do you understand the impact of staff reductions at your
council on skills and capacity?

Review the impact on services, sickness and morale.

Review how effective workforce planning is in your
council and its services.

Do you understand the implications of welfare reform?

Check your council has plans in place, including plans
to change its workforce and its ICT systems.

Are you satisfied that your council has fully considered
the various options to deliver services, and their
advantages, risks, and disadvantages?

Review whether existing delivery methods have
delivered their intended benefits.

Check that you are satisfied that the council has a
robust approach to review and option appraisal.
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Question Action point

Performance management and improvement

Are you given the right information on costs and
performance to challenge how well your council performs
and whether it is achieving Best Value?

Review the information you receive noting gaps and
areas for improvement.

Do you have the information you need to assess how
well your council's performance compares with others?

Assess the benchmarking information you receive, eg
on performance, practice, costs, sickness absence,
etc.

Do you have skills and experience to scrutinise and take
decisions effectively?

Consider further training on scrutiny.
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Appendix 2

Glossary of terms

Arm'’s-length external
organisations (ALEOs)

Companies, trusts and other bodies that are separate from the council but are subject to
council control, or influence.

Best Value

Continuous improvement in the performance of an authority's (council's) functions.

Community Planning
Partnership (CPP)

A partnership between a council, health board, police, fire and rescue services, third sector
and other public sector organisations to deliver improved outcomes in a geographical area.

Continuous
improvement

Ongoing action to improve services, ie Best Value.

General fund

The main cash-backed fund or reserve held by a council.

Governance The framework of accountability to users, stakeholders and the wider community, within
which councils take decisions, and lead and control their functions, to achieve their objectives.

Outcomes Priorities or objectives, and their associated measures (eg, set out in the SOA) to improve
aspects of people's lives such as their health, employment or education.

Performance Processes at individual, team and service level to assess, manage and improve

management performance against objectives.

Private Finance Initiative
(PFl)/Public Private
Partnership (PPP)

A generic term for projects involving both the public and private sectors (resulting from
earlier government initiatives to promote private sector financing and involvement). This
can be to varying degrees with partnerships taking different forms.

Prudential code

A professional code of practice to support local authorities in taking capital investment
decisions.

Reserves

Money set aside to meet expected and unexpected demands.

Resource management

The efficient and effective use of a council’s collective resources, directed where they are
needed. Refers to the workforce, finances, buildings and other assets, including ICT.

Risk management

The process of managing risk to identify risks to projects, services, or to the council itself
and taking action to control or avoid unacceptable risks.

Section 95 officer

The statutory officer for finance, as required by Section 95 of the Local Government
(Scotland) Act 1973 — ‘every local authority shall make arrangements for the proper
administration of their financial affairs and shall secure that the proper officer of the
authority has responsibility for the administration of those affairs.’

Shared services

Joint services or functions provided by more than one council or partner.

Single Outcome
Agreement (SOA)

An agreed vision between a Community Planning Partnership and the Scottish
Government setting out the priority outcomes in the area and how the Community
Planning Partnership will work towards achieving them.

Statutory Performance
Indicators (SPIs)

A set of performance indicators specified by the Accounts Commission, the information
for which must be collected and reported on by councils.

Value for money

Obtaining the maximum benefit from resources (money, people, assets) with regards to
economy, efficiency and effectiveness.

Workforce planning

Process to identify and plan workforce needs (size, experience, knowledge and skills) to
achieve service objectives.
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