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1. MINUTES OF THE AUDIT AND GOVERNANCE COMMITTEE MEETING ON
28 NOVEMBER 2017

The minutes of the Audit and Governance Committee meeting held on 28 November
2017 were approved as a true record.

The Committee agreed to take Item 3 next.
3. 2017/18 ANNUAL AUDIT PLAN

A report was submitted by Audit Scotland setting out the terms of the 2018/19 Annual
Audit Plan.

Carol Foster, Audit Scotland, presented the report and provided an overview of the
audit plan including the key risk areas which would require specific audit testing. She
outlined the timing and scope of the annual audit and reminded Members that the
Council would be one of six local authorities to be subject to a separate Best Value
Audit in 2017/18.

Responding to questions from Councillor Small Ms Foster confirmed that the auditors
were continuing to review the risks highlighted in health and social care. Esther
Scoburgh added that discussions had taken place with officers and assurances had
been given that efficiencies were still being considered. She said she was content with
the position at the time of drafting the audit plan report.

Councillor Currie asked what reliance could be placed on assurances given at the end
of Quarter 2 if, historically, such assurances had been shown not to reflect the year
end position. Ms Scoburgh advised that the auditors looked at the position across the
year, as well as the assurances given at various stages, before coming to a view. She
said that part of the Best Value audit would be to look at trends in more depth. For the
current year, she was content with the assurances given and with the efforts being
undertaken.

The Convener stated that the materiality of this point was so important that she would
like to ensure that the Committee was provided with meaningful reporting at an early
stage.

In response to questions from Councillor McLeod, Ms Foster provided further
information on journal testing and Ms Scoburgh outlined the group components of the
accounts. She also confirmed that it would be for the Council to take on board the
recommendations made in the audit report or to provide an adequate response as to
why they did not do so.

Councillor Currie referred to his previous point about the value of assurances given
during the financial year. He also referred to the sum of £1m which had been added to
the Adult Wellbeing budget in 2016/17. He said that if this sum required to be repaid
then this would further diminish the Council’s ability to deal with future pressures year
on year.
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Jim Lamond, Head of Council Resources, clarified that the £1m added to the Adult
Wellbeing budget had not been a loan. It had been given on the basis of the Quarter 2
report to give support and recognition to the fact that the efficiencies plan had not been
delivered in the timescale expected.

The Convener referred to the section of the audit plan outlining arrangements for the
Best Value audit and emphasised that outcomes and performance should be clearly
defined and should include associated costs and risks.

Ms Scoburgh confirmed that this would be included as part of the Best Value audit and
that the evidence gathering would include interviews with Councillors.

Decision

The Committee agreed to note the contents of the report.

2. MUSSELBURGH JOINT RACING COMMITTEE - UPDATE

Carlo Grilli, Service Manager — Legal & Procurement, provided an update on the review
of governance arrangements for the Musselburgh Joint Racing Committee. He advised
Members that the review report was presented to Council on 19 December 2017 and
a further report would be presented to Council at its meeting on 27 February 2018
seeking approval of interim governance arrangements. While he acknowledged the
recent interplay in the media, Mr Grilli stated that the report to Council would be
considered in private.

In response to questions from Councillor Currie, Mr Grilli confirmed that the report to
Council would be private. He also stated that he would have no objection to the
independent governance review report being scrutinised by this Committee. He added
that he would consider how much of the information could be made public as he was
mindful of the level of interest in this issue.

The Convener thanked Mr Grilli and asked Members to note the update.

4. DEVELOPMENT RISK REGISTER

A report was submitted by the Chief Executive to present to the Committee the
Development Risk Register for discussion, comment and noting.

Scott Kennedy, Emergency Planning and Risk Officer, presented the report outlining
the background to the register and the risk matrix which was used to evaluate individual
risks. He advised that the current Development Risk Register contained 1 Very High
risk, 6 High risks, 10 Medium risks and 14 Low risks. As per the Council’s Risk Strategy
only the Very High and High risks were being reported to the Committee.

In response to questions from Members Douglas Proudfoot, Head of Development,
advised that the private rent sector was suffering in the same way as the social rent
sector from the introduction of Universal Credit and its impact on the ability to collect
rents.

James Coutts, Service Development & Support Manager, stated that under the terms
of Universal Credit sums for rent were paid to tenants rather than directly to landlords.
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In addition, some landlords were uncomfortable with the recent change to legislation
which had given tenants greater rights.

Mr Proudfoot advised Members that these risks were kept under constant review and
an action plan had been prepared and presented to Cabinet which included reviews of
policy and links with the delivery of affordable housing. Mr Kennedy added that
although the review date was stated as March 2019 the continuous review process
meant that, if necessary, risks could be updated before that date.

Councillor Williamson asked about the involvement of Orchard & Shipman.
Mr Proudfoot confirmed that they were no longer managing the contract which had
been brought in-house pending a review of temporary accommodation provision.

Mr Proudfoot responded to further questions from Members stating that the Council
had a statutory duty to look at the whole housing market and take what action it could
to ensure as broad a range of options as possible were available for tenants. He
acknowledged that acquisitions could be an invaluable tool in supplementing housing
supply. He also offered assurances that the few solid fuel systems left in Council
tenancies were serviced regularly and replaced as and when circumstances allowed.

Councillor Currie hoped it would be possible to track the number of landlord
registrations over the year and, if there was a reduction, to understand why this was
the case. He was concerned that a reduction in the availability of private sector rents
for those on Universal Credit and an overall increase in the cost of private rents would
have a major impact in East Lothian and may lead to an increase in homelessness.

Mr Proudfoot advised that there was a three year obligation for landlords following
registration but he acknowledged the Councillor's concerns.

Councillor Small said he took the risks very seriously — both financial and reputational
— and that they may need to be monitored more closely. Although he accepted officers’
assurances about the review process he asked that the Committee be kept fully
informed of developments on this issue.

Mr Proudfoot referred to a report on homelessness which was being presented to the
Policy & Performance Review Committee (PPRC) the following day. He said that the
control measures and action plan were reviewed regularly and he would be happy to
bring updates to this Committee or the PPRC.

The Convener thanked Mr Proudfoot and expressed the hope that officers would
continue to work closely with the Committee to keep these matters under review. She
also asked about the implementation of the new mobile working platform and
Mr Proudfoot confirmed that this was on target.

Decision

The Committee agreed to note the contents of the Development Risk Register and
that:
o The relevant risks have been identified and that the significance of each risk is
appropriate to the current nature of the risk.

e The total profile of the Development risk can be borne by the Council at this
time in relation to the Council’s appetite for risk.
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e Although the risks presented are those requiring close monitoring and scrutiny
over the next year, many are in fact longer term risks for Development and are
likely to be a feature of the risk register over a number of years.

5. INFRASTRUCTURE RISK REGISTER

A report was submitted by the Chief Executive to present to the Committee the
Infrastructure Risk Register for discussion, comment and noting.

Mr Kennedy presented the report referring to the general background provided in his
introduction to the previous item. He advised Members that the Infrastructure risk
register currently included 10 High risks, 49 Medium risks and 14 Low risks.

In response to questions from Members Tom Shearer, Head of Infrastructure,
Communities and Partnerships, provided further information on the Community Pay
Back scheme to repair gravestones. He said that the Council was acutely aware of the
constraints on space at Inveresk Cemetery and discussions were underway on
identifying suitable land for expansion.

Replying to further questions, Mr Shearer advised that regular inspections were
undertaken on dangerous buildings and the Council had powers to enforce repair work
or to carry out the work themselves and then bill the property owner. He assured
Members that the enforcement process was robust. Mr Proudfoot added that many of
the buildings had deteriorated through age and where there were issues of public
safety appropriate notices would be erected by Building Standards officers.

Mr Shearer also confirmed the appointment of a new Building Standard Surveyor and
indicated that consideration was being given to the appointment of Graduate Interns
to fill the remaining vacancies.

Councillor Small urged officers to ensure that the work on gathering current asset data
remained on target as this would be important to the review of the Council’s asset base
which had been included in the budget for 2018/19.

Mr Shearer confirmed that work was in hand and the timescale for completion
remained April 2018.

Decision

The Committee agreed to note the contents of the Infrastructure Risk Register and
that:
¢ The relevant risks have been identified and that the significance of each risk is
appropriate to the current nature of the risk.

e The total profile of the Infrastructure risk can be borne by the Council at this
time in relation to the Council’s appetite for risk.

e Although the risks presented are those requiring close monitoring and scrutiny
over the next year, many are in fact longer term risks for Infrastructure and are
likely to be a feature of the risk register over a number of years.
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6. 2017/18 COUNCIL IMPROVEMENT PLAN MONITORING REPORT

A report was submitted by the Depute Chief Executive (Partnerships and Community
Services) to present the 2017/18 Council Improvement Plan monitoring report to the
Audit and Governance Committee.

Paolo Vestri, Service Manager — Corporate Policy & Improvement, presented the
report informing Members that the ten action points in the Plan were drawn mainly from
the Corporate Governance self-evaluation exercise reported to the Committee in June
2017. He said that the six month monitoring report outlined the progress made and
that, of the ten actions, six had been completed and the remaining four were on target
to be completed by April/May 2018.

Responding to questions from Members, Mr Vestri provided further information on the
development of a single regulatory charter and the timing of the completion of the
actions contained in the Plan. Mr Lamond confirmed that feedback from the 100 Day
Review process would be prepared and circulated to Members as soon as possible.

Decision

The Committee agreed to note the progress in achieving the Council Improvement
Plan as detailed in the monitoring report.

7. EAST LOTHIAN LAND LTD

A report was submitted by the Depute Chief Executive (Resources and People
Services) to inform the Audit and Governance Committee of the work undertaken by
East Lothian Land Ltd in 2016/17.

Richard Baty, Business Development Manager, presented the report outlining the
background to East Lothian Land Ltd and providing details of projects considered and
delivered in 2016/17.

Councillor Currie asked how proactive the company was in identifying potential sites
for commercial use. He referred to his experiences at Planning Committee which
seemed to suggest that there was generally little interest in developing sites for
commercial use rather than housing.

Mr Baty advised that six years ago a review was undertaken of all land identified for
employment use. Approaches had been made for the purchase of these sites but all
offers were declined. He added that a business survey was undertaken every two
years and there was a high demand for economic units. However, if the land was
owned by a developer it was likely to end up as housing.

Councillor Small suggested that the company should be looking to expand. He said
that examples such as East Lothian Land Ltd were key to driving forward other income
streams and that the Council should be as supportive as possible within existing
financial constraints.

Councillor Currie expressed frustration that despite the original intention of planning
approvals, and due to an apparent lack of interest from businesses, significant
amounts of land identified for commercial use was eventually used for housing. He
agreed that East Lothian Land Ltd should have the opportunity to expand and to secure
and develop land for employment use.
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Decision

The Committee agreed to note the contents of the report.

8. LOCAL GOVERNMENT IN SCOTLAND: FINANCIAL OVERVIEW 2016/17
(ACCOUNTS COMMISSION, NOVEMBER 2017)

A report was submitted by the Depute Chief Executive (Partnerships and Community
Services) to review East Lothian council’s position in relation to the findings of the
Accounts Commission report, ‘Local Government in Scotland: Financial Overview
2016/17..

Mr Vestri presented the report explaining the background to the production of the Audit
Scotland report and outlining the key findings and recommendations. He also drew
Members’ attention to the Council’s response to the recommendations and its financial
position compared to other local authorities across the country.

Members asked a variety of questions and Mr Lamond provided further information on
funds allocated from General Reserves. He confirmed that the Council had taken full
advantage of low interest rates for borrowing within the terms of its financial strategy,
and that it had benefited from the higher base for Council Tax. He also commented on
the difficulties associated with the increase in both the young and old populations within
the county.

Ms Scoburgh responded to a question on the role of the Audit & Governance
Committee in relation to the Integration Joint Board (IJB). She advised Members that
the auditors worked closely with the IJB’s chief officers who themselves liaise closely
with NHS Lothian. She said she was aware of timing issues in relation to budget-setting
but that the information was made available at key points. She accepted that this was
an ongoing challenge upon which the auditors would continue to advise the 1JB but
that addressing this may take time.

Mr Lamond also acknowledged the complexities and timing differences and said that
the Council and NHS Lothian were trying to mitigate them as far as possible. He said
that officers met regularly at both operational and senior management levels and
updates were provided throughout the year.

The Convener said she would welcome the Committee’s inclusion in this subject and
that it should become part of the Committee’s scrutiny process to avoid issues being
missed.

Councillor Currie commented on the fact that the report was looking at the previous
year and many of the issues highlighted had already been dealt with. However, he said
it was a useful report which clearly demonstrated the challenges facing East Lothian
in terms of growth in both the young and old population. He referred to future stresses
and the need for the Council to take a longer term view and balance investing in
housing and incurring additional debt, with the need to effectively manage the risks to
avoid any impact on the delivery of statutory services.

Councillor Small observed that there were many positives to be taken from the report
but that it had also identified issues that needed to be addressed. He said that the
report should give the Committee confidence that the Council was headed in the right
direction and he agreed with Councillor Currie that they should be taking a longer term
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view. However, he questioned where the Committee should fit in relation to scrutinising
issues such as the transformational aspects of efficiency savings.

Councillor Dugdale commended the report for its clarity in showing where East Lothian
sat in relation to other local authorities. She also appreciated the contributions made
by Members during the discussion.

Decision
The Committee agreed to:

¢ note the position of East Lothian Council in regard to the key messages
in the Accounts Commission report, Local Government in Scotland:
Financial Overview 2016/17’

e use to recommendations in the Accounts Commission report to identify
any further information or scrutiny activity it would wish to have
reported back to future meetings of the Audit and Governance
Committee.

9. INTERNAL AUDIT REPORT — PERFORMANCE BONDS

A report was submitted by the Depute Chief Executive (Resources and People
Services) informing the Committee of the recently issued audit report on Performance
Bonds.

Stuart Allan, Senior Auditor, presented the report outlining some of the key findings
and referring Members to the recommendations contained in the Action Plan which
had been agreed by Management.

Responding to questions from Members, Mr Allan advised that the audit team had
reviewed 11 contracts over £250,000, of which 8 had required a bond. Of the 8
contracts, 6 bonds were in place and in 2 cases no bonds had been submitted. He also
confirmed that it was management’s intention to have a clear policy in place by April
2018.

Decision

The Committee agreed to note the contents of the Executive Summary and Action
Plan.

10. INTERNAL AUDIT REPORT - OVERTIME

A report was submitted by the Depute Chief Executive (Resources and People
Services) informing the Committee of the recently issued audit report on Overtime.

Mala Garden, Internal Audit Manager, presented the report outlining some of the key
findings and referring Members to the recommendations contained in the Action Plan
which had been agreed by Management.

In response to questions from Councillor Williamson, Ms Garden confirmed that the
audit had looked at overtime claims across the Council rather than focusing on
particular areas.
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Councillor Small said that this report fitted into one of the issues discussed at the recent
Council budget-setting meeting. He noted that there were some worrying aspects
identified in the audit and he said it would be useful to look at this issue in terms of the
wider content of employment terms and conditions.

Councillor Currie was pleased to see that the irregularities relating to authorisation of
overtime had been addressed. He questioned the consistently high use of overtime in
some areas, and he looked forward to seeing if the implementation of the
recommendations in the action plan resulted in a more effective use of overtime.

The Convener echoed these remarks and expressed the hope that the Committee
would have the opportunity to review this issue again in the near future.

Decision

The Committee agreed to note the contents of the Executive Summary and Action
Plan.

11. INTERNAL AUDIT REPORT - SCHOOL MEALS INCOME

A report was submitted by the Depute Chief Executive (Resources and People
Services) informing the Committee of the recently issued audit report on School Meals
Income.

Ms Garden presented the report. She summarised the areas where controls had been
met, those with scope for improvement and the recommendations contained in the
Action Plan.

Responding to questions from Members, Ms Garden explained that the audit related
to primary schools (P4 — P7) income from school meals totalling approximately
£360,000 per annum and that the team had selected 3 schools for review — Dunbar,
Kings Meadow (Haddington) and Longniddry. Expanding on one of the issues
highlighted in the report, she advised that one of the schools was not following the
correct procedure for recovering money on unpaid lunches but that this had been
addressed.

Decision

The Committee agreed to note the contents of the Executive Summary and Action
Plan.

12. INTERNAL AUDIT REPORT — COMPLAINTS HANDLING PROCEDURE

A report was submitted by the Depute Chief Executive (Resources and People
Services) informing the Committee of the recently issued audit report on the
Complaints Handling Procedure.

Mr Allan presented the report outlining some of the key findings including areas where
controls were met and areas with scope for improvement. He drew Members’ attention
to the recommendations contained in the Action Plan which had been agreed by
Management.
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Councillor Small noted that the financial implications in the report were stated as none.
He asked if, historically, there had ever been an occasion where a complaint had not
been handled appropriately and a financial settlement had been made. Mr Lamond
confirmed that there had been instances, although very few, where small
compensatory payments had been made. Referring to the financial resource
implications section of the report, he advised that this related to any decisions
contained within the recommendations of the report.

Councillor McLeod referred to the Internal Audit Progress report which indicated that
the audit had been completed in November 2017. Mr Allan replied that the audit work
had been undertaken in October 2017 and the report had initially been planned for
submission to the Committee’s November meeting but had missed this deadline.

Decision

The Committee agreed to note the contents of the Executive Summary and Action
Plan.

13. INTERNAL AUDIT REPORT — COUNCIL TAX LIABILITY

A report was submitted by the Depute Chief Executive (Resources and People
Services) informing the Committee of the recently issued audit report on Council Tax
Liability.

Ms Garden presented the report outlining some of the key findings and referring
Members to the recommendations contained in the Action Plan which had been agreed
by Management.

In response to questions from Councillor Currie, Mr Lamond confirmed that the actions
agreed by management would be undertaken within existing budgets.

Kenny Christie, Service Manager — Revenues & Welfare Support, said that a balance
had to be struck in terms of deciding which empty properties to visit and, at present,
his team undertook a visiting rate of approximately 10%. Shona Hunter, Council Tax
Team Leader, explained that much of the work was office based and where conflicting
information was received about a property this was would result in a visit.

Replying to a question from Councillor Small, Ms Garden confirmed that she was, on
the whole, very pleased with the systems that were in place.

Decision

The Committee agreed to note the contents of the Executive Summary and Action
Plan.

14. INTERNAL AUDIT REPORT - NATIONAL FRAUD INITIATIVE

A report was submitted by the Depute Chief Executive (Resources and People
Services) informing the Committee of the work undertaken on the 2016/17 National

Fraud Initiative.

Mr Allan presented the report, outlining the background and scope of the data matching
exercise and reminding Members that data matches did not in themselves indicate

10
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fraud but rather identified cases which may require further investigation. He advised
that of the matches received, 578 were recommended matches and that additional
matches were also selected for review. He further stated that as at 8 February 2018
477 matches had been investigated and in 363 cases no fraud or errors had been
detected. He outlined some of the results of the other investigations, including errors
and overpayments, and stated that investigations into the remaining matches would
be concluded prior to 31 March 2018.

Mr Allan explained that in addition to these matches, the Council’s Revenues section
received a separate report on Council Tax and Electoral Roll matches identifying where
Single Person Discount may have been incorrectly awarded.

Mr Grilli responded to a question from Councillor Small explaining the legal position for
recovery of duplicate payments to contractors.

Mr Allan responded to further questions from Members on matches relating to
residential homes, duplicate payments to contractors and the renewal of blue badges.

Ms Garden observed that although 109 cases out of 477 appeared significant, many
of these related to timing and updating of systems. She also advised Members that the
audit team intended to look more closely at the issue of duplicate payments as part of
the 2018/19 audit plan to provide additional assurance.

Decision

The Committee agreed to note the contents of the report.

15. INTERNAL AUDIT FOLLOW-UP REPORTS

A report was submitted by the Depute Chief Executive (Resources and People
Services) informing the Committee of the recent follow-up work undertaken by Internal
Audit and the progress made by Management in implementing audit
recommendations.

Mr Allan presented the report outlining progress on recommendations made in
previously issued audit reports for 2016/17 regarding Direct Payments — Children’s
Wellbeing; Preston Lodge High School; Capital Projects (Payment Certificates) and
Contracts. He advised Members that all of the recommendations resulting from the
audits on Capital Projects (Payment Certificates) and Contracts had been fully
implemented. Of the remaining two audits, the majority of recommendations had been
implemented but a few were still outstanding.

In reply to a question from Councillor Williamson, Mr Allan explained that reasons were
given in each case for the delays in implementation and that revised dates for
completion have been provided.

Decision

The Committee agreed to note the findings of Internal Audit’s follow-up work on Direct

Payments — Children’s Wellbeing; Preston Lodge High School; Capital Projects
(Payment Certificates) and Contracts.

11
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16. INTERNAL AUDIT PLAN 2018/19

A report was submitted by the Depute Chief Executive (Resources and People
Services) to inform the Committee of Internal Audit’s operational plan for 2018/19.

Ms Garden presented the report outlining the factors taken into account when
preparing the annual audit plan, the procedures for undertaking reviews, the audit
coverage, arrangements in place for the East Lothian Integration Joint Board (1JB) and
internal audit performance indicators.

Responding to questions from Members, Ms Garden explained the approach taken
when drawing up the audit plan and the risk level attached to particular audits. She
confirmed that the team had sufficient resources to manage their work for the 3B,
which was shared with NHS Lothian’s internal audit team.

Councillor Small observed that the Area Partnerships were responsible for significant
sums of money and should perhaps be included in the audit plan for 2018/19. The
Convener agreed to discuss this further with Ms Garden and the Depute Chief
Executive.
Decision

The Committee approved the Audit Plan for 2018/19.

17. INTERNAL AUDIT PROGRESS REPORT 2017/18

A report was submitted by the Depute Chief Executive (Resources and People
Services) informing the Committee of Internal Audit’s progress against the annual audit
plan for 2017/18.

Ms Garden presented the report which had been prepared to assist the Committee in
their remit to evaluate Internal Audit’s work and measure progress against the 2017/18
annual audit plan.

Decision

The Committee agreed to note the contents of the Internal Audit Progress Report
2017/18.

Councillor Jane Henderson
Convener of the Audit and Governance Committee
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East Lothian

Council
REPORT TO: Audit and Governance Committee
MEETING DATE: 12 June 2018
BY: Depute Chief Executive (Resources and People
Services) 2
SUBJECT: Musselburgh Racecourse - Update

1 PURPOSE

1.1 To provide an update to the Committee on Musselburgh Racecourse.

2 RECOMMENDATIONS

2.1  That the Audit and Governance Committee notes the current position and
progress following the Independent Governance Review by Pinsent
Masons LLP.

3 BACKGROUND

3.1 In July 2017 the British Horseracing Association (‘BHA’) agreed to grant
an extension to the racing licence subject to undertaking a governance
review.

3.2 In October 2017 the Council and Lothians Racing Syndicate Limited
(‘LRS’) jointly appointed Pinsent Masons LLP to undertake a governance
review. This review was completed in December 2017. The review raised
concerns about the constitution of the Musselburgh Joint Racing
Committee (‘MJRC’) due to the constitution of the Committee not having a
two thirds majority in favour of the Council. This meant that the LRS had
one too many representatives on the MJRC and in terms of the Minute of
Agreement.

3.3 Inorder to allow the Council and the LRS to resolve this position the BHA
agreed in December 2017 to extend the Horseracing Licence until 7 April
2018, with the next race meeting due on 2 May 2018.

13



3.4

3.5

3.6

6.1
6.2
6.3

Council approved an interim solution by replacing the Musselburgh Joint
Racing Committee with the Musselburgh Racing Associated Committee
(‘MRAC’) which was constituted in accordance with the advice provided in
the independent governance review. At the time the Minute of Agreement
between East Lothian Council and Lothians Racing Syndicate Limited and
recorded in the Books of Council and Session on 10 December 2015
(‘Minute of Agreement’) remained unchanged. This was in conflict with the
new scheme of administration and required to be either terminated or
adjusted so that it was in line with the Council’s scheme of administration.

The Council and the LRS were unable to agree terms to allow the Minute
of Agreement to be adjusted in time for the deadline set by the BHA and
accordingly the BHA on the 7 April 2018 did not agree to extend the licence
further. Constructive discussions remained ongoing between the parties
and agreement on terms was reached so that on 25 April 2018 the Minute
of Agreement was amended in accordance with the Scheme of
Administration for the MRAC. The BHA were then willing to extend the
racing licence until 15 October 2018 and no racing fixtures have been
missed.

Following the extension of the licence a working group was established by
the Council to consider and recommend the best operating model for the
racecourse. This working group consists of Councillors, Council Officers,
LRS and racecourse staff. In arriving at a determination by this working
group Pinsent Masons LLP are providing detailed legal advice together
with specialist knowledge of the racing industry. The intention is for the
determination of the working group to be reported prior to the meeting of
the Council on 26 June 2018.

POLICY IMPLICATIONS

There are no policy implications relating to this report

INTEGRATED IMPACT ASSESSMENT

The subject of this report does not affect the wellbeing of the community
or have a significant impact on equality, the environment or economy.

RESOURCE IMPLICATIONS
Financial — N/A
Personnel — N/A

Other — N/A
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7.1
7.2
7.3

7.4

BACKGROUND PAPERS
Minute of Council on 19 December 2017 (Private Report)
Minute of Council on 27 February 2018 (Private Report)

Members’ Library Report, Governance Review - Musselburgh
Racecourse. Members’ Library Service Ref: 37/18. March 2018 Bulletin.

Minute of Council on 24 April 2018

AUTHOR’S NAME | Carlo Grilli

DESIGNATION Service Manager — Legal & Procurement

CONTACT INFO ext 7770

DATE 4 June 2018
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4th Floor T: 0131 625 1500
102 West Port E: info@audit-scotland.gov.uk

Edinburgh EH3 9DN www.audit-scotland.gov.uk JAU D I T SCOTLAND

Jim Lamond 4 June 2018
Head of Council Resources

East Lothian Council
John Muir House
Haddington

EH41 3HA

Dear Jim 3

East Lothian Council
Review of internal controls in key financial systems - 2017/18

1. Audit Scotland’s Code of Audit Practice requires us to assess the systems of internal control put

in place by management. In carrying out this work, we seek to gain assurance that East Lothian
Council:

¢ has systems for recording and processing transactions which provide a sound basis for the
preparation of financial statements and the effective management of its assets and interests

e has systems of internal control which provide an adequate means of preventing or detecting
material misstatement, error, fraud or corruption

¢ complies with established policies, procedures, laws and regulation.
Overall conclusion

2. On the basis of audit work undertaken, we concluded that appropriate and effective internal
controls were in place for those key financial systems reviewed by us.

System coverage

3. The following table summarises the key systems that we have tested in our interim audit for
financial year 2017/18:

Key System Audit coverage

Payroll \
General Ledger \
Trade Payables \
Trade Receivables \
Council Tax v (including internal audit reliance)
Non Domestic Rates v (including internal audit reliance)
Housing Rents \
Cash Receipting and Bank \

Providing services tg;he Auditor General for Scotland and the Accounts Commission



Key findings

4.

Our audit testing identified several areas where existing controls could be improved in relation to
employee validation, retention of documentation for checks on updates to payroll standing data,
changes to supplier bank details and revenues systems IT access.

Employee Validation - In our 2016/17 Interim Audit Report we reported that there were no
arrangements in place to periodically confirm the existence of employees on the payroll. The
council responded that compensating controls were in place including monthly financial
monitoring discussions held with budget holders and the production of monthly starter/leaver
reports circulated to managers.

The effectiveness of this control could be further enhanced by requiring budget holders to
formally confirm the accuracy of the staffing lists provided to them as part of the monthly budget
financial monitoring process.

Management Resolution: Officers have agreed that budget holders will be required to confirm
the accuracy of the staffing lists provided to them as part of the budget monitoring process on an
annual basis.

Payroll Standing Data - Key payroll system standing data, for example tax bands/thresholds
and annual pay increases, are updated on an annual basis and checked by the Payroll team to
confirm that the data has been updated correctly. Evidence of these checks has not been
retained so it was not possible for audit to confirm that this completed for the 2017/18 financial
year.

Management Resolution: Officers have agreed that evidence of checks to payroll system
standing data updates during each financial year will be retained until the completion of the
annual audit process.

Changes to Supplier Bank Details - Our 2016/17 Interim Audit Report reported that
documentary evidence of the checks performed by the council prior to processing requests to
change supplier bank details, could not be provided.

In 2017/18, we attempted to repeat the test for a sample of changes to supplier bank details
processed during the year. Due to changes following a system upgrade in September 2017, the
Council could only provide a report of changes processed up to August 2017. We were therefore
unable to re-perform checks on changes made from September 2017 to March 2018. If the
council is not able to produce reports of all changes to supplier bank details, there is a risk that
fraudulent or incorrect changes could be processed without being detected.

Management Resolution: Officers have agreed to investigate this issue further with IT and the
system supplier to identify an appropriate solution.

Revenues Systems IT access - Our 2016/17 Interim Audit Report reported that authorised 'User
Access Request' forms for access to revenues systems (including council tax, Benefits, NDR and
income management) were not held for a small number of system users. For 2017/18, we
planned to place reliance on work performed by Internal Audit to obtain assurance in this area.

Internal Audit completed testing for a sample of users with access to the NDR system during
2017/18 and they also found a small number of cases that authorised User Access Request
forms were not held for all users tested.

Providing services tgsthe Auditor General for Scotland and the Accounts Commission



Management Resolution: Internal Audit have reported their findings separately and agreed an
action plan with management.

Internal audit

9. We have placed reliance on the work of internal audit in 2017/18. We found internal audit work to
be well documented and supported by appropriate evidence. Therefore, we placed reliance on
their findings and thereby avoided unnecessary duplication of effort.

Risk identification

10. The issues identified in preparing this management letter are only those which have come to our
attention during our normal work and are not necessarily, therefore, all the risk areas that may
exist. It remains the responsibility of management to determine the extent of the internal control
system appropriate to East Lothian Council. We would stress however, that an effective system
of internal control is an essential part of the efficient management of any organisation.

Acknowledgement

11. The contents of this report have been discussed with relevant officers to confirm factual
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Yours sincerely
1
Q; ot a0
Gillian Woolman
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Sarah Fortune, Service Manager Business Finance

Liz Denovan, Corporate Finance Manager
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Fiona Currie, Committees Officer - Democratic Services
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East Lothian

Council
REPORT TO: Audit and Governance Committee
MEETING DATE: 12 June 2018
BY: Depute Chief Executive (Resources and Peoples
Services)
SUBJECT: Annual Treasury Management Review 2017/18

3.2

PURPOSE

To update the Committee on Treasury Management activity during
2017/18.

RECOMMENDATIONS

Members are asked to note the report.

BACKGROUND

The Council is required by regulations issued under the Local
Government Scotland Act 2003 to produce an Annual Treasury
Management Review.

The attached review updates Members on the Treasury Management
activity during 2017/18.

POLICY IMPLICATIONS

There are no direct policy implications associated with this report;
however the council’s treasury management activity is determined by the
policy framework set out in the approved Treasury Management
Strategy.

INTEGRATED IMPACT ASSESSMENT

The subject of this report does not affect the wellbeing of the community
or have a significant impact on equality, the environment or economy.

21



6.2
6.3

RESOURCE IMPLICATIONS

Financial — There are no direct financial implications associated with this
report however the Council’s Treasury Management activity clearly has a
significant impact on the management of the Council’'s financial
resources.

Personnel - none

Other - none

BACKGROUND PAPERS

Treasury Management Strategy 2017/18 to 2019/20 — East Lothian
Council 28 March 2017.

AUTHOR’S NAME | Liz Denovan

DESIGNATION Corporate Finance Manager

CONTACT INFO ldenovan@eastlothian.gov.uk

DATE

30 May 2018
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ABBREVIATIONS USED IN THIS REPORT

CE

CFR

Capital Economics - is the economics consultancy that provides Link Asset
Services, Treasury solutions, with independent economic forecasts, briefings and
research

Capital financing requirement - the council’s annual underlying borrowing need to
finance capital expenditure and a measure of the council’s total outstanding
indebtedness

CIPFA Chartered Institute of Public Finance and Accountancy — the professional

CPI

ECB
EU
EZ

Fed

accounting body that oversees and sets standards in local authority finance and
treasury management

Consumer price inflation — the official measure of inflation adopted as a common
standard by countries in the EU. It is a measure that examines the weighted
average of prices of a basket of consumer goods and services, such as
transportation, food and medical care. It is calculated by taking price changes for
each item in the predetermined basket of goods and averaging them.

European Central Bank - the central bank for the Eurozone
European Union
Eurozone -those countries in the EU which use the euro as their currency

The Federal Reserve, often referred to simply as "the Fed," is the central bank of
the United States. It was created by the Congress to provide the nation with a stable
monetary and financial system.

FOMC The Federal Open Market Committee — this is the branch of the Federal Reserve

GDP

G7

Gilts

HRA

IMF

LAS

Board which determines monetary policy in the USA by setting interest rates and
determining quantitative easing policy. It is composed of 12 members--the seven
members of the Board of Governors and five of the 12 Reserve Bank presidents.

Gross domestic product — a measure of the growth and total size of the economy

The group of seven countries that form an informal bloc of industrialised
democracies--the United States, Canada, France, Germany, Italy, Japan, and the
United Kingdom--that meets annually to discuss issues such as global economic
governance, international security, and energy policy.

Gilts are bonds issued by the UK Government to borrow money on the financial
markets. Interest paid by the Government on gilts is called a yield and is at a rate
that is fixed for the duration until maturity of the gilt, (unless a gilt is index linked to
inflation); yields therefore change inversely to the price of gilts i.e. a rise in the price
of a gilt will mean that its yield will fall.

Housing revenue account

International Monetary Fund - the lender of last resort for national governments
which get into financial difficulties

Link Asset Services, Treasury solutions — the council’s treasury management
advisers

24



LIBID

MPC

MRP

PFI

The London Interbank Bid Rate is a bid rate; the rate bid by banks on deposits i.e.,
the rate at which a bank is willing to borrow from other banks. It is the "other end"
of the LIBOR (an offered, hence "ask" rate, the rate at which a bank will lend).

The Monetary Policy Committee is a committee of the Bank of England, which
meets for one and a half days, eight times a year, to determine monetary policy by
setting the official interest rate in the United Kingdom, (the Bank of England Base
Rate, commonly called Bank Rate), and by making decisions on gquantitative
easing.

Minimum revenue provision -a statutory annual minimum revenue charge to reduce
the total outstanding CFR, (the total indebtedness of a local authority)

Private Finance Initiative — capital expenditure financed by the private sector i.e. not
by direct borrowing by a local authority

PWLB Public Works Loan Board — this is the part of H.M. Treasury which provides loans

QE

RPI

TMSS

VRP

to local authorities to finance capital expenditure

Quantitative easing — is an unconventional form of monetary policy where a central
bank creates new money electronically to buy financial assets, like government
bonds, (but may also include corporate bonds). This process aims to stimulate
economic growth through increased private sector spending in the economy and
also aims to return inflation up to target. These purchases increase the supply of
liquidity to the economy; this policy is employed when lowering interest rates has
failed to stimulate economic growth to an acceptable level and to lift inflation up to
target.

Once QE has achieved its objectives of stimulating growth and inflation, QE will be
reversed by selling the bonds the central bank had previously purchased, or by not
replacing debt that it held which matures. The aim of this reversal is to ensure that
inflation does not exceed its target once the economy recovers from a sustained
period of depressed growth and inflation, and economic growth, and increases in
inflation, are threatening to gather too much momentum if action is not taken to
‘cool’ the economy.

The Retail Price Index is a measure of inflation that measures the change in the
cost of a representative sample of retail goods and services. It was the UK standard
for measurement of inflation until the UK changed to using the EU standard
measure of inflation — CPI. The main difference between RPI and CPI is in the way
that housing costs are treated. RPI is often higher than CPI.

The annual treasury management strategy statement report that all local authorities
are required to submit for approval by the full council before the start of each
financial year

A voluntary revenue provision to repay debt, in the annual budget, which is
additional to the annual MRP charge, (see above definition)
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Annual Treasury Management Review 2017/18

1. Introduction

This Council is required by regulations issued under the Local Government in Scotland
Act 2003 to produce an annual treasury management review of activities and the actual
prudential and treasury indicators for 2017/18. This report meets the requirements of
both the CIPFA Code of Practice on Treasury Management (the Code) and the CIPFA
Prudential Code for Capital Finance in Local Authorities (the Prudential Code).

During 2017/18 the minimum reporting requirements were that members of the Council
should receive the following reports:

. an annual treasury strategy in advance of the year (Council 28/03/2017)
« amid-year (minimum) treasury update report (Audit & Governance 28/11/2017)

. an annual review following the end of the year describing the activity compared to
the strategy (this report)

The regulatory environment places responsibility on members for the review and
scrutiny of treasury management policy and activities. This report is, therefore,
important in that respect, as it provides details of the outturn position for treasury
activities and highlights compliance with the Council’s policies previously approved by
members.

The Council confirms that it has complied with the requirement under the Code to give
scrutiny to all of the above treasury management reports by the Audit and Governance
Committee, with the annual strategy approved by Council. Member training on
treasury management issues was undertaken on 24/04/2018 in order to support
members’ scrutiny role.

2. The Economy and Interest Rates

During the calendar year of 2017, there was a major shift in expectations in financial
markets in terms of how soon Bank Rate would start on a rising trend. After the UK
economy surprised on the upside with strong growth in the second half of 2016, growth in
2017 was disappointingly weak in the first half of the year which meant that growth was the
slowest for the first half of any year since 2012. The main reason for this was the sharp
increase in inflation caused by the devaluation of sterling after the EU referendum, feeding
increases into the cost of imports into the economy. This caused a reduction in consumer
disposable income and spending power as inflation exceeded average wage increases.

Consequently, the services sector of the economy, accounting for around 75% of GDP,
saw weak growth as consumers responded by cutting back on their expenditure. However,
growth did pick up modestly in the second half of 2017. Consequently, market expectations
during the autumn, rose significantly that the MPC would be heading in the direction of
imminently raising Bank Rate. The minutes of the MPC meeting of 14 September 2017
indicated that the MPC was likely to raise Bank Rate very soon. The 2 November 2017
MPC quarterly inflation report meeting duly delivered by raising Bank Rate from 0.25% to
0.50%.

The 8 February 2018 MPC meeting minutes then revealed another sharp hardening in
MPC warnings on a more imminent and faster pace of increases in Bank Rate than had
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previously been expected. Market expectations for increases in Bank Rate therefore,
shifted considerably during the second half of 2017/18 and resulted in investment rates
from 3 — 12 months increasing sharply during the spring quarter.

PWLB borrowing rates increased correspondingly to the above developments with the
shorter term rates increasing more sharply than longer term rates. In addition, UK gilts
have moved in a relatively narrow band this year, (within 25 bps for much of the year),
compared to US treasuries. During the second half of the year, there was a noticeable
trend in treasury yields being on a rising trend with the Fed raising rates by 0.25% in June,
December and March, making six increases in all from the floor. The effect of these three
increases was greater in shorter terms around 5 year, rather than longer term yields.

3. Overall Treasury Position as at 31 March 2018

At the beginning and the end of 2017/18 the Council's treasury (excluding borrowing by PFI
and finance leases) position was as follows:

31 March 31 March
5017 Rate/ Average 5018 Rate/ Average
TABLE 1 .. Return Lifeyrs .. Return  Life yrs
Principal Principal
Total debt £ 344m 4% 24.4 £ 358m 4% 24.6
CFR £387m £ 388m
Over / (under)
borrowing = (B S(EYm
Total investments £ 10m £ 9.5m
Net debt £ 334m £ 348m

4, The Strategy for 2017/18

The expectation for interest rates within the treasury management strategy for 2017/18
anticipated that Bank Rate would not start rising from 0.25% until quarter 2 2019 and
then only increase once more before 315 March 2020. There would also be gradual
rises in medium and longer term fixed borrowing rates during 2017/18 and the two
subsequent financial years. Variable, or short-term rates, were expected to be the
cheaper form of borrowing over the period. Continued uncertainty in the aftermath of
the 2008 financial crisis promoted a cautious approach, whereby investments would
continue to be dominated by low counterparty risk considerations, resulting in relatively
low returns compared to borrowing rates.

In this scenario, the treasury strategy was to postpone borrowing to avoid the cost of
holding higher levels of investments and to reduce counterparty risk.

During 2017/18, longer term PWLB rates were relatively volatile but with little overall

direction, whereas shorter term PWLB rates were on a rising trend during the second
half of the year.
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5. The Borrowing Requirement and Debt

The Council’'s underlying need to borrow to finance capital expenditure is termed the
Capital Financing Requirement (CFR).

31 March 31 March 31 March
2017 2018 2018
Actual Budget Actual
CFR General Services (£m) 218 223 209
CFR HRA (£m) 169 184 179
Total CFR (Em) 387 407 388

The General Services capital programme was significantly re-profiled during the 2017/18
financial year to align with the updated projected housing land audit figures. This resulted
in the reduction in the CFR of General Services of £13M.

The Capital Financing Requirement of the HRA reduced due to additional asset sales
being received during the 2016/17 financial year.

6. Borrowing Rates in 2017/18

PWLB certainty maturity borrowing rates

As depicted in the graph and tables below and in Appendix 2, PWLB 25 and 50 year rates
have been volatile during the year with little consistent trend. However, shorter rates were
on a rising trend during the second half of the year and reached peaks in February / March.
During the year, the 50 year PWLB target (certainty) rate for new long term borrowing was
2.50% in quarters 1 and 3 and 2.60% in quarters 2 and 4.

The graphs and tables for PWLB rates show, for a selection of maturity periods, the average

borrowing rates, the high and low points in rates, spreads and individual rates at the start
and the end of the financial year.
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7. Borrowing Activity for 2017/18

Borrowing — the following loans were taken during the year: -

Interest

Lender Principal Type Rate Maturity Date
PWLB £5m Fixed interest rate 2.31% 50 years 21/12/2017
PWLB £4m Fixed interest rate 2.38% 10 years 15/03/2018
PWLB £5m Fixed interest rate 2.45% 11 years 15/03/2018
PWLB £8m Fixed interest rate 2.48% 48 years 15/03/2018

This compares with a budget assumption of borrowing at an interest rate of between
2.60% and 2.80%.
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Repayment — the following loans were repaid during the year: -

Lender

PWLB

PWLB

Principal

£0.662m

£5m

Type

Fixed interest rate

Fixed interest rate

Interest
Rate

8.50%

4.02%

Maturity

22 years

8 years

Date

21/04/2017

24/09/2017

Rescheduling

No rescheduling was done during the year as the average 1% differential between PWLB
new borrowing rates and premature repayment rates made rescheduling unviable.

8. Investment Rates in 2017/18

Investments rates for 3 months and longer have been on a rising trend during the second
half of the year in the expectation of Bank Rate increasing from its floor of 0.25%, and
reached a peak at the end of March. Bank Rate was duly raised from 0.25% to 0.50% on
2 November 2017 and remained at that level for the rest of the year. However, further
increases are expected over the next few years.

Deposit rates continued into the start of 2017/18 at previous depressed levels due, in part,
to a large tranche of cheap financing being made available under the Term Funding
Scheme to the banking sector by the Bank of England; this facility ended on 28 February
2018.
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9. Investment Activity for 2017/18

Investment Policy — the Council’s investment policy is governed by Scottish Government
investment regulations which have been implemented in the annual investment strategy
approved by the Council on 28 March 2017. This policy sets out the approach for choosing
investment counterparties, and is based on credit ratings provided by the three main credit
rating agencies, supplemented by additional market data (such as rating outlooks, credit
default swaps, bank share prices etc.).

The investment activity during the year conformed to the approved strategy, and the
Council had no liquidity difficulties.

Investments held by the Council

The Council had minimal investment balances during the year as it sought to minimise its
debt costs i.e. the Council temporarily used its reserves instead of external borrowing during
2017/18. Itdid, however, have the following loans to third parties which fall within the scope
of the Councils Approved Investment Strategy:

Loan Balance at 31/3/2017
East Lothian Housing Association £9.429m
Dunbar Fisherman’s Association £0.020m

Investments held by fund managers—the Council uses Investec external fund managers
to invest cash balances on behalf of the four Common Good Funds and ELC Charitable
Trusts. The performance of the managers against the benchmark return was:

Fund Manager Investments Held Investments Return Benchmark
March 2017 Held March 2018

Charitable Trusts £3.289m £3.296m 3.5% 2.0%

Common Good Funds £3.363m £3.368m 3.4% 2.0%

Total £6.652m £6.664m £0.012m

10. Other Issues

1. Revised CIPFA Codes

In December 2017, the Chartered Institute of Public Finance and Accountancy, (CIPFA),
issued a revised Treasury Management Code and Cross Sectoral Guidance Notes, and a
revised Prudential Code.

One recommendation was that local authorities should produce a new report to members
to give a high level summary of the overall capital strategy. This will form part of the annual
strategy documents prepared in advance of the 2019/20 financial year.

31



10

2. Markets in Financial Instruments Directive Il (MiFID II)

The EU set the date of 3 January 2018 for the introduction of regulations under MIFID II.
These regulations govern the relationship that financial institutions conducting lending and
borrowing transactions will have with local authorities from that date. This has had little
effect on this Council apart from having to fill in forms sent by each institution dealing with
this Council and for each type of investment instrument we use, apart from for cash deposits
with banks and building societies.
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Appendix 1: Prudential and treasury indicators

1. PRUDENTIAL INDICATORS 2016/17 2017/18 2017/18
Extract from budget actual budget actual
£'000 £000 £'000
Capital Expenditure
General Services £ 18,559 £ 47,963 £ 29,536
HRA £ 23,343 £23,421 £21,077
TOTAL £ 41,902 £71,384 £50,613

Ratio of financing costs to net revenue stream
General Services 8.53% 8.57% 8.41%
HRA 34.79% 33.18% 32.16%

Gross borrowing requirement General Services

brought forward 1 April £223,694 £219,913 £217,559
carried forward 31 March £217,559 £223,312 £209,570
in year borrowing requirement £ (6,135) £ 3,399 £ (7,989)

Gross borrowing requirement HRA

brought forward 1 April £161,364 £174,412 £169,092

carried forward 31 March £169,092 £184,269 £178,652

in year borrowing requirement £ 7,728 £ 9,857 £ 9,560
CFR

General Services £217,559 £223,312 £209,570

HRA £169,092 £184,269 £178,652

TOTAL £386,651 £407,581 £388,222

Annual change in Capital Financing Requirement

General Services £ (6,135) £ 3,399 £ (7,989)
HRA £ 7,728 £ 9,857 £ 9,560
TOTAL £ 1,593 £ 13,256 £ 1571

Impact of capital investment decisions (£)

General Services — Debt per Band D Equivalent £ 4,958 £ 4,688 £ 4,442

HRA — Debt per dwelling £ 19,550 £21,182 £20,539
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2. TREASURY MANAGEMENT INDICATORS

2016/17 2017/18 2017/18

12

actual budget actual
£'000 £'000 £'000

Authorised Limit for external debt -

borrowing £419,000 £442,000 £423,000

other long term liabilities £ 51,000 £ 40,000 £ 40,000

TOTAL £470,000 £482,000 £463,000
Operational Boundary for external debt -

borrowing £398,508 £407,581 £388,221

other long term liabilities (PPP & Leases) £ 41,306 £ 39,723 £ 39,723

TOTAL £439,814 £447,304 £427,944
Actual external debt £344,247 £366,780 £358,025
Gross Debt (Including PPP & Leases) £385,565 £405,490 £396,734
Upper limit for fixed interest rate exposure

Net principal re fixed rate borrowing 100% 100 % 100 %
Upper limit for variable rate exposure

Net principal re variable rate borrowing 40 % 40 % 40 %
Upper limit for total principal sums invested for £0 0 £0
over 364 days (per maturity date)

mmms External Debt
s Anihorised Limit

£40,000

s (Op erational Boundary
e (C gpit al Financdng Beguirement

490,000

440,000

390,000

340,000 -

190,000 A

140,000

190,000 -

140,000 -

01617 017/18 2018/19 1019420 2020/21
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The maturity structure of the debt portfolio was as follows:

Under 12 months

12 months and within 24 months
24 months and within 5 years

5 years and within 10 years

10 years and within 15 years
15 years and within 20 years

20 years and within 25 years
25 years and within 30 years
30 years and within 35 years
35 years and within 40 years
40 years and within 45 years
45 years and within 50 years

Maturity Profile

80,000
70,000
60,000

31 March 2017

actual
£16.11m
£17.57m
£55.64m
£44.35m
£31.56m
£20.53m

£5.00m

£5.90m

£0m

£73.00m
£18.50m
£63.90m

31 March 2018
actual
£17.57m
£17.60m
£51.29m
£35.24m
£38.98m
£18.38m
£5.00m
£5.90m
£0m
£73.00m
£27.40m
£68.00m

50,000

40,000

30,000

20,000

|I II I |
0 [ | I | |

5-10 10-15 15-20 20-25 25-30 30-35 35-40 40-45 45and

W 31-Mar-17 actual (£'000)

W 31-Mar-18 actual (£'000)

35

over
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Opening balance 385 394 387
Add advances 16 28 16
Less repayments 14 15 15
Closing balance 387 407 388

Opening balance 224 220 218
Add advances 5 15 3
Less repayments 11 12 12
Closing balance 218 223 209

Opening balance 161 174 169
Add advances 11 13 13
Less repayments 3 3 3
Closing balance 169 184 179




Appendix 2: Borrowing and investment rates

PWLB borrowing rates
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PWLB certainty rate variations April 2017 - March 2018
3.00
2.75
4 2
2.50 ) ¢ & A
veed
2.25 ¢ 4
2.00 3
! r F-Y
175
4 -9
150
&
1.25 y
L 4 é
1.00
0.75 R O, L B P D
N A S X S o I TR I R R I AT AN P TS
N . . . Pl NN P a2 o) a0 W G Y 8
AN ’V’b A ,,,7) Pl Wl GG R R U U ) 2 & &
N P W @
e (€
4
o 3-Apr-17 * 29-Mar-18 a Average A
1 month
1 1-1.5 2.5-3 3.5-4 4.5-5 9.5-10 24.5-25 49.5-50 variable
3/4/17 0.850% 0.870% 1.000% 1.120% 1.250% 1.930% 2.620% 2.370% 1.100%
29/3/18 1.470% 1.520% 1.670% 1.760% 1.850% 2.230% 2.570% 2.290% 1.090%
High 1.510% 1.600% 1.790% 1.900% 2.010% 2.530% 2.930% 2.640% 1.310%
Low 0.800% 0.820% 0.940% 1.030% 1.140% 1.780% 2.520% 2.250% 1.040%
Average 1.107% 1.143% 1.276% 1.384% 1.503% 2.083% 2.688% 2.415% 1.157%
Spread 0.710% 0.780% 0.850% 0.870% 0.870% 0.750% 0.410% 0.390% 0.270%
High date 21/03/2018 21/03/2018 21/03/2018 21/03/2018 15/02/2018 15/02/2018 15/02/2018 15/02/2018 21/03/2018
Low date 03/05/2017 03/05/2017 30/05/2017 15/06/2017 15/06/2017 15/06/2017 08/09/2017 08/09/2017 04/04/2017

10 Year

25 Year 50 Year

1/4/17 0.85% 1.25% 1.93% 2.62% 2.37%

31/3/18 1.47% 1.85% 2.23% 2.57% 2.29%
Low 0.80% 1.14% 1.78% 2.52% 2.25%
Date 03/05/2017 15/06/2017|15/06/201708/09/2017 | 08/09/2017
High 1.51% 2.01% 2.53% 2.93% 2.64%
Date 21/03/2018 15/02/2018 [ 15/02/2018|15/02/2018| 15/02/2018

Average 1.11% 1.50% 2.08% 2.69% 2.41%
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1. Money market investment rates 2017/18

T day 1 month 3 month 6 month 1 year
1417 0.111 0.132 0.212 0.366 0.593
311318 0.364 0.386 0.587 0.704 0.878
High 0.366 0.350 0.587 0.704 0.879
Low | 0099 0122 040 0273 0461 |
Average | 0215 & 0233 0285 0401 0606
Spread 0.267 0.268 0.447 0.432 0.418
High date 271218 221318 29/3M8 29/3M8 281318
Low date ATT 100817 78T 7197 61917
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i

East Lothian

Council
REPORT TO: Audit and Governance Committee
MEETING DATE: 12 June 2018
BY: Depute Chief Executive (Partnerships and Community
Services) 5
SUBJECT: 2018 Corporate Governance Self-evaluation/ Annual

Governance Statement

1 PURPOSE

1.1 To advise Audit & Governance Committee of the outcome of the 2018
Corporate Governance Self-evaluation and seek approval for the content
of the Annual Governance Statement for presentation to Audit &
Governance Committee.

2 RECOMMENDATIONS

2.1 Committee is asked to consider and comment on the self-evaluation
(Appendix 1) and to approve the summary (paras 3.3 — 3.4) for inclusion
in the Annual Governance Statement that will form part of the Council’s
2017/18 Annual Accounts.

2.2 Committee is asked to note that the improvement actions identified
through the Corporate Governance Self-evaluation will be incorporated
into the 2018/19 Council Improvement Plan along with any actions
arising from the Best Value Assurance Report which will be published by
Audit Scotland in October 2018..

3 BACKGROUND

3.1 Cabinet (11 May 2010) approved the adoption of a Code of Corporate
Good Governance based on the six principles of good governance and
the self-evaluation model set out in the CIPFA/ SOLACE Guidance on
Delivering Good Governance in Local Government.

3.2 The Council Management Team has undertaken the self-evaluation of
the Corporate Governance, reviewing the documentary evidence and
practice around each of the six supporting principles and requirements of
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3.3

3.4

3.5

3.6

the corporate governance code. The outcome of the 2018 self-evaluation
Is detailed in Appendix 1.

The 2018 corporate governance self-evaluation has found that East
Lothian Council continues to have good governance and control
arrangements in place across the six principles. The reports of the
Council’'s external auditors and inspectors (for example, the Local Area
Network’s Local Scrutiny Plan 2018/19, which is to be reported to
Council on 26 June 2018) provide assurance about the strength of the
council’'s governance arrangements.

The Council Management Team’s Corporate Governance self-evaluation
has identified eight areas of development and improvement, which build
on existing good practice and improvement action already being
implemented in order to ensure the Council’'s progress through
continuous improvement. These are:

e Implement the Workforce Plan (5.2.1)

e Promote and publicise the Workforce Plan and key elements of the
plan such as the Staff Deal to all staff (1.1.1)

e Develop a small set of key indicators that will be used to measure the
delivery of the Council Plan (1.1.2)

e Review the format of the Annual Performance Report / ‘State of the
Council’ report (1.1.4)

e Publish the new Consultation and Engagement Strategy and provide
further advice and support to Council and services in using the results
of consultation and engagement activities to inform policy
development and service improvements (1.2.1)

e Implement the revised Performance Management / Continuous
Improvement Framework (2.3.3)

e Implement the recommendations of the review of the Musselburgh
Racecourse (2.3.6)

e Agree and implement an Improvement Plan based on the
recommendations of the Best Value Assurance Review (4.1.1)

Members are asked to note that Audit Scotland are carrying out a Best
Value Assurance review of the Council as part of its rolling programme of
reviewing all Councils over a four year period. The report of this review
is to be presented to the Accounts Commission in October 2018. It is
expected that the review will include recommendations.

The actions arising from the Best Value Assurance Report will be
incorporated into the 2018/19 Council Improvement Plan along with the
improvement actions arising from the Corporate Governance Self-
evaluation as detailed above.
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4 POLICY IMPLICATIONS

4.1 The corporate governance code and self-evaluation framework detailed
in Appendix 1 complement the Council’s How Good is Our Council self-
evaluation. The corporate governance self-evaluation fulfils the Council’s
commitment to assess whether it meets the principles and requirements
set out in the guidance on Delivering Good Governance in Local
Government. The addition of the summary of the self-evaluation to the
Internal Financial Control statement will fulfil the remit to include an
Annual Governance Statement in the Council’s Annual Accounts.

5 INTEGRATED IMPACT ASSESSMENT

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

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

6.3 Other — none.

7 BACKGROUND PAPERS

7.1 Appendix 1: Corporate Governance Self-evaluation, April 2017

AUTHOR’S NAME | Paolo Vestri

DESIGNATION Service Manager: Corporate Policy and Improvement

CONTACT INFO pvestri@eastlothian.gov.uk
01620 827320

DATE 1 June 2018
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APPENDIX 1:

CORPORATE GOVERNANCE SELF-EVALUATION: May 2018

PRINCIPLE 1: Focusing on the purpose of the authority; on outcomes for citizens; and, service users and creating and
implementing a vision for the area

Supporting Principle & Code
Requirements

Documentary Evidence

2017 Update and
Improvement Points

Update and
2018 Improvement Points

1.1 Exercising strategic leadership by developing and clearly communicating the authority's purpose, vision and its intended
outcome for citizens and service users

1.1.1 Develop and promote the
authority’s purpose and vision

2020 Vision

Council Plan 2012-2017

Council Improvement Plan

Single Outcome Agreement

(SOA)

HGIOC Self Evaluations

¢ Communications of corporate
objectives across services

¢ Incorporation of objectives and
outcomes in Service Planning
guidance

e Corporate Induction Pack and
training course

e Three-year Financial Strategy

¢ One Council Workshops

e The 2017 Employee Engagement
Survey showed 91% of staff
agreed “| know how my job /
individual objectives contribute to
the Council’s objectives”

e Council vision and objectives of

each service linked to Council

Plan objectives are a key element

of staff PRDs

One Council Workshops which
were run in autumn 2016 and
continued to be well received
by staff

The Council Intranet was
refreshed and a staff e-zine —
Inform — was launched in early
2017.

The 2016 Employee survey
showed high level of support
for using the East Lothian Way
as basis or the Council values.
These values have been
communicated through Inform.

It is recognised that further
work is required to promote the
Council’s vision to, and engage
positively with, staff

Action

Further develop staff
communications and
engagement, building on
positive programmes such as
the One Council Workshops

Communications with staff has
continued to be a priority. Inform
— the staff e-zine — has been well
received and is being used to
provide staff with information and
key messages about council
priorities, news items, council
staff, healthy working lives and
partnerships

Publicity about the Council Plan
and the East Lothian Way has
been distributed across all main
council premises

A new programme of One Council
Workshops will be start in autumn
2018

The Council’s purpose and vision
are at the heart of the new
Workforce Plan

Action

Promote and publicise the
Workforce Plan and key elements
of the plan such as the Staff Deal
to all staff
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1.1.2 Review on a regular basis
the authority’s vision for East
Lothian and its implications for
the authority’s governance
arrangements

Corporate Governance Code and
self-evaluation framework adopted
in May 2010

Report on Council’s vision,
priorities and policies (Council,
22" Feb 2011)

Council Plan 2012-2017

Council Plan reviewed in October
2014 and October 2015

Chief Officers/ Council
Management Team re-structured
March 2012 and in July 2013
Senior Management level
restructured in Nov 2013

Draft Council Plan 2017-2022
Strategic Assessment to inform
new context of new Council Plan
and new East Lothian Plan
Establishment of East Lothian
Partnership Leadership group

The Draft Council Plan 2017-
2022, which was approved by
Council in Feb 2017, is based
on the Council vision and
existing strategic priorities.

Work has commenced on
finalising the 2017-2022
Council Plan

2017 Residents Survey (March
2017) showed overwhelming
approval ratings for the Council
objectives and priorities

Action

Adopt a 2017-2022 Council
Plan

The 2017-2022 Council Plan was
adopted in June 2017. This is
based on the vision: of an even
more prosperous, safe and
sustainable East Lothian, with a
dynamic and thriving economy,
that enables our people and
communities to flourish.

The Plan continues with the four
themes from the previous plan —
Growing our Economy; Growing
our people; Growing our
communities; and Growing our
Capacity. It has seven key goals.

The delivery of the Plan will be
monitored by the Council
Management Team and reported
to members via the Annual
Report.

Action

Develop a small set of key
indicators that will be used to
measure the delivery of the
Council Plan
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1.1.3 Ensure that partnerships
are underpinned by a common
vision of their work that is
understood and agreed by all
partners

SOA 2013

East Lothian Partnership structure
and remit and roles of
partnerships

East Lothian Partnership self-
evaluation carried out in Dec 2014
New Children’s Strategic
Partnership established in 2014
Agreements between East
Lothian Council and partners
Shared Services agreement with
Midlothian Council continuing
through Joint Liaison Group

Local Policing Plan

Local Fire and Rescue Plan
Children and young People’s
Services Plan 2016-2019
Integration Joint Board Strategic
Plan

Six Area Partnerships Area Plans
Joint Asset Management Planning
Group

Edinburgh and South East
Scotland City Region Deal
Strategic Assessment to inform
new context of new Council Plan
and new East Lothian Plan
Establishment of East Lothian
Partnership Leadership group

Review of East Lothian Plan
(Single Outcome Agreement)
has commenced with view to
agreement on a small number
of key strategic objectives for
the East Lothian Partnership.
Agreement on new governance
for the Partnership will follow

Community Justice Outcome
Improvement Plan approved
and new Community Justice
Partnership to be established
by the East Lothian Partnership
to ensure effective governance
on Community Justice matters

Continued progress has been
made in developing the City
Region Deal — final agreement
on funding from UK and
Scottish Governments has
been delayed partly due to
elections

Action

Support the East Lothian
Partnership to prepare and
adopt a new East Lothian Plan
(meeting its statutory duty to
prepare a Local Outcome
Improvement Plan) and review
the East Lothian Partnership
governance structure

The East Lothian Plan 2017-2027
(our Local Outcome Improvement
Plan) was approved by the East
Lothian Partnership in September
2017. The new Plan is based on
three themes: Prosperous,
Community-minded, and Fair with
seven outcomes.

The governance structure of the
East Lothian partnership was
reviewed and a new structure put
in place in March 2018;
incorporating a revised
Community Justice Partnership,
the Children’s Strategic
Partnership, a new Connected
Economy Group; a Governance
Group and the East Lothian
Partnership Forum.

No further action required
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1.1.4 Publish an annual report
on a timely basis to
communicate the authority’s
activities and achievements, its
financial position and
performance

Annual Accounts

Annual Performance Reports
SOA Annual Report

Local Government Benchmarking
Framework report to PPR Co.
Unaudited Annual Accounts
reported to Audit & Governance
Co in June and to Council in
August

2015/16 Annual Performance
report was published in
October 2016

2016/17 report will be
published in June 2017

Unaudited accounts will be
presented in June 2017

No further action required

The Council’s 2016/17 Annual
Performance Report was
presented in two parts — Annual
Performance Indicators and East
Lothian Council Annual Report.

Action

Review the format of the Annual
Performance Report / ‘State of the
Council’ report
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1.2 Ensuring that users receive a high quality of service whether directly, or in partnership, or by commissioning

1.2.1 Decide how the quality of
service for users is to be
measured and make sure that
the information needed to
review service quality effectively
and regularly is available

HGIOC, Business Plans and
Improvement Plans

SOA Annual Report

Key Performance Indicators
including local Government
Benchmarking Framework
indicators

PPR Co reporting and members’
performance briefings
Complaints and compliments
feedback

Independent inspection reports
Chief Social Work Officer's Annual
Report

Service users’ surveys

Citizens’ Panel

Tenants’ scrutiny activity including
estate inspections, mystery
shopping, surveys and focus
groups

East Lothian and Profiles

Young People’s Viewpoint and
Education surveys

2017 Residents Survey

Guide to Community Participation
Opportunities

The Citizens’ Panel has been
refreshed and continues to be
surveyed at least twice a year

One Residents Review was
carried out in 2016. Further
Reviews planned for 2017

A Residents Survey with over
1,500 respondents carried out in
March 2017

The Council’'s Consultation and
Engagement strategy is being
reviewed in line with new duties
under the Community
Empowerment Act

Action

Promote the Council’s
consultation and engagement
strategy and opportunities for
public engagement and
participation, which meet the
Community Empowerment Act’s
statutory requirements relating to
‘Participation Requests’

The Council’s Consultation and
Engagement Strategy has been
revised.

The Council undertook an
extensive budget consultation
exercise in December 2017
which helped to inform budget
decisions

A comprehensive guide to
Community Participation
Opportunities has been
published on the Council
website, including details of the
implications of the Community
Empowerment Act and how the
Council will meet statutory
requirements relating to
‘participation requests’ and
‘Community Asset Transfer’
requests.

Action

Publish the new Consultation
and Engagement Strategy and
provide further advice and
support to Council and services
in using the results of
consultation and engagement
activities to inform policy
development and service
improvements
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1.2.2 Put in place effective
arrangements to identify and
deal with failure in service
delivery

PPR Co reporting on key
Performance Indicators, the Local
Government Benchmarking
Framework and customer
feedback

HGIOC and service improvement
plans incorporated into Service
Plans

Significant case reviews in Social
Work

Social Work Appeals Sub-Co
Social Work Complaints Review
Co

Reporting of customer complaints
and feedback

Whistleblowing Policy

External audits and inspection
reports

Responding to issues raised by
elected members

Council continues to monitor the
Local Government
Benchmarking Framework and
participates in Improvement
Service sponsored
benchmarking activity

Council Management Team
reviews quarterly Performance
Indicator report to identify any
areas of poor performance that
may require intervention/ action

Council Management Team is
carrying out ‘peer review’
sessions with every Service

Action

Review the Council’s key
performance indicators and
targets

The Council’s key Performance
Indicators and targets were
reviewed by the Council
Management Team and the
Policy performance and Review
Committee. The new set of
KPIs was approved by PPR Co
in September 2018.

Action

Develop a set of key indicators
that will be used to measure the
delivery of the Council Plan

1.3 Ensuring that the authority makes best use of resources and that tax payers and service users receive excellent value for money

1.3.1 Decide how value for
money (VFM) is to be measured
and make sure that the authority
or partnership has the
information needed to review
value for money and
performance effectively.
Measure the environmental
impact of policies, plans and
decisions

Procurement Strategy
Performance Management
framework

PPR Co reporting

Audit & Governance Co reporting
Citizens’ Panel

Customer feedback / surveys
Consultation and Engagement
Strategy

Procurement Improvement Plan
and Procurement Capability
Assessment

Integrated Impact Assessment
includes environmental impact

No specific Best Value Review
was carried out in 2016/17.
However, the Transformation
programme team is to undertake
a series of reviews or services

The Council is preparing for an
Audit Scotland Best Value
Assessment in 2018/19
including self assessment
against 18 Best Value Toolkits

The Council’s auditors will report
on value for money as part of
the annual audit

No further action required

No further action required
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PRINCIPLE 2: Members and Officers working together to achieve a common purpose with clearly defined functions and

roles

Supporting Principle & Code
Requirements

Documentary Evidence

2017 Update and
Improvement Points

Update and
2018 Improvement Points

2.1 Ensuring effective leadership throughout the authority and being clear about executive and non executive functions and of the
roles and responsibilities of the scrutiny function

2.1.1 Set out a clear statement
of the respective roles and
responsibilities of Members
generally and of Senior Officers

Scheme of Delegation

Member/ officer protocol

CPD pilot for elected members
Review of Impact of Multi-Member
Wards and Officer Member
Relations carried out in 2011
Induction programme for new
elected members

Improvement Service Notebooks
for new elected members

Guide to Scrutiny for elected
members

Roles and Responsibilities for
Elected members

A comprehensive induction
programme was organised for
new and returning elected
members following the May
2017 council election. Elements
of the programme were
mandatory for new members
and some for all members. The
programme included advice on
the roles and responsibilities of
members and senior officers

No further action required

The Standards Commission
published an Advice Note for
Councillors on Distinguishing
between their Strategic Role
and Operational Work in May
2018. This has been circulated
to all elected members and
senior officers

No further action required

2.2 Ensuring that a constructive working relationship exists between authority members and officers and that the responsibilities of
members and officers are carried out to a high standard

2.2.1 Determine a Scheme of
Delegation and reserve powers
within constitution, including a
formal scheme on those matters
specifically reserved for
collective decision of the
authority, taking account of
relevant legislation, and ensure
that it is monitored and updated
when required

Scheme of Delegation

Policies such as HR policies
include delegation of powers to
officers

Standing Orders and the
Schemes of Administration and
Delegation have been reviewed
and revised

No further action required

The Council’s Standing Orders
and Schemes of Delegation and
Administration are reviewed
regularly and amended as
required

No further action required
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2.2.2 Ensure the Chief
Executive is responsible and
accountable to the authority for
all aspects of operational
management within the Scheme
of Delegation

Chief Executive’s job description
Appraisal of Chief Executive
Peer review by Executive
Directors

Scheme of Delegation

Members Library reports record
decisions taken under delegated
powers

No further action required

As above
No further action required

2.2.3 Develop protocols to
ensure that the Leader and
Chief Executive negotiate their
respective roles early in the
relationship and that a shared
understanding of roles and
objectives is maintained

Member/ officer protocol within
Council Standing Orders
Regular meetings between Chief
Executive and Council Leader
Annual appraisal for Chief
Executive with Leader and Depute
Leader

New Council Plan based on joint
working between Chief Executive
and Council Management Team
and Council Leader and
Administration agreed by Council
Chief Executive and Council
Leader jointly represent the
Council at various forums

No further action required

As 2.2.1
No further action required

2.2.4 Make a Senior Officer (the
Section 95 Officer) responsible
to the authority for ensuring
appropriate advice is given on
all financial matters, for keeping
proper financial records and
accounts, and for maintaining
effective systems of internal
financial control

Section 95 Officer

Annual Accounts and Statement of
Internal Financial Control

Internal and external audit reports
Three year Financial Strategy
approved by Council

Treasury Management Strategy
approved by Council

No further action required

As2.2.1
No further action required
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2.2.5 Make a senior officer (the
Monitoring Officer; and for
social work services the Chief
Social Work Officer) responsible
to the authority for ensuring that
agreed procedures are followed
and that all applicable statutes
and regulations are complied
with

Monitoring Officer

Chief Social Work Officer

Internal audit reports

CSWO Annual Report

Scottish Government guidance on
the role of CSWO and registered
social workers

No further action required

As 2.2.1
No further action required

2.3 Ensuring relationships between the authority, its partners and the

public are clear so that each know what to expect of each other

2.3.1 Develop protocols to
ensure effective communication
between Members and Officers
in their respective roles

Member/ officer protocol within
Council Standing orders

New Council Plan based on joint
working between Chief Executive
and Council Management Team
and Council Leader and
Administration agreed by Council
Regular Joint Senior Officers and
Members group meetings

See2.1.1
No further action required

No further action required

2.3.2 Ensure that an established
scheme for remuneration of
Members and Officers and an
effective structure for managing
the process including an
effective remuneration panel (if
applicable) are in place

The Council follows the
recommendations made by the
Scottish Local Authorities
Remuneration Committee

Chief Executives’ scheme of
remuneration

Registers of Interest for Members
and Chief Officials

Auditors reviewed the outcome of
the review of senior officers

No further action required

No further action required
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2.3.3 Ensure that effective
mechanisms exist to monitor
service delivery

Performance Management /
Improvement framework
Performance website includes
details of key performance
indicators

Members’ quarterly briefings and
reports to PPR Committee
HGIOC

Service Plans and Corporate
Improvement Plan

Independent inspections
Assurance and Improvement Plan
agreed with Local Area Network

See 1.3.1

See 1.2.2

The Council’s Performance
Management / Continuous
Improvement Framework is
being revised to ensure that the
focus on improving performance
in service delivery is maintained

Action

Implement the revised
Performance management /
Continuous Improvement
Framework

2.3.4 Ensure that the authority’s
vision, corporate plans, priorities
and targets are developed,
through robust mechanisms,
and in consultation with the
local community and other key
stakeholders, and that they are
clearly articulated and
disseminated

New Council Plan based on draft
approved in Jan 2012 and
administration party manifestos
Single Outcome Agreement
Citizens’ Panel

Consultation and Engagement
Strategy

Council’s vision, Plan and priorities
are communicated to the Senior
Management Team, including
Head Teachers

Consultation around Main Issues
Report and Local Development
Plan

2017 Residents Survey

Seel.1.2and 1.2.1

Seel.1.2and 1.2.1
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2.3.5 When working in
partnership ensure that
Members are clear about their
roles and responsibilities both
individually and collectively in
relation to the partnership and
to the authority

Scheme of Administration,
including Scheme of Delegation
and Councillors’ Code of Conduct
Memorandums and Articles of
arms length companies
Induction programme for new
elected members

Improvement Service Notebooks
for new elected members
Advice provided to members on
partnerships and outside bodies
(e.g. Enjoy Leisure and
Musselburgh Joint Racecourse
Committee)

2017 members’ induction
programme

The members’ Induction
Programme has included
sessions which highlight their
roles in partnerships and arms
lengths organisations and an
introductory session with key
partners

No further action required

See 2.1.1

2.3.6 When working in
partnership, ensure that there is
clarity about the legal status of
the partnership; ensure that
representatives of organisations
both understand and make clear
to all other partners the extent
of their authority to bind their
organisations to partner
decisions

As above

Partnership Funding Strategy
East Lothian Partnership
Improvement Plan

Service Level Agreements
increasingly used when funding
outside organisations
Procurement Improvement Plan
Adult and Children’s Services
Commissioning strategies
Health and Social Care Integration
scheme approved by Council

No further action required

The legal status of the
Musselburgh Joint Racecourse
Committee was reviewed and
new interim governance
arrangements put in place. A
further review is being carried
out

Action

Implement the
recommendations of the review
of the Musselburgh Racecourse
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PRINCIPLE 3: Promoting values for the authority and demonstrating the values of good governance through upholding
high standards of conduct and behavior

Supporting Principle & Code
Requirements

Documentary Evidence

2017 Update and
Improvement Points

Update and
2018 Improvement Points

3.1 Ensuring authority Members and Officers exercise leadership by behaving in ways that exemplify high standards of conduct and

effective governance

3.1.1 Ensure that the authority’s
leadership sets a tone for the
organisation by creating a
climate of openness, support
and respect

Scheme of Administration,
including Councillors’ Code of
Conduct

Various mechanisms used to
inform council staff and the public
of council decisions and policies
Customer Excellence

East Lothian Way

Service based Joint Consultative
Committees have been
established

Annual Employee Engagement
Survey and feedback to staff

All FOI responses are published
on the Council’s website
Whistleblowing Policy
Workforce Plan 2018-2022

2017 employee engagement
survey results

See 1.1.1

The members’ induction
programme has highlighted the
members the Code of Practice
principles which are aligned to
the Council’s values which are
being promoted to all staff

Action

Further develop staff
communications and
engagement, building on
positive programmes such as
the One Council Workshops

See 1.1.1and 2.1.1

No further action required
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3.1.2 Ensure that standards of
conduct and personal behaviour
expected of all Members and
staff, and between the authority,
its partners and the community
are defined and communicated
through codes of conduct and
protocols

Scheme of Administration,
including Councillors’ Code of
Conduct

East Lothian Partnership, three
supporting Partnerships and six
Area Partnerships

Disciplinary Code of Conduct for
Employees

The East Lothian Way
Performance Review and
Development Scheme for
employees

Transformational Leadership
Programme for senior officers and
managers

Review of Impact of Multi-Member
Wards and Officer Member
Relations

Scottish Social Services Council
Code of Conduct

Social Media Policy

As above
No further action required

As above
No further action required

3.1.3 Put in place arrangements
to ensure that Members and
employees of the authority are
not influenced by prejudice, bias
or conflicts of interest in dealing
with different stakeholders and
put in place appropriate
processes to ensure that they
continue to operate in practice

Members’ and Officers Codes of
Conduct and Registers of Interests
Standing Orders

Single Equality Scheme and
Equality Plan

Standing Orders including
Scheme of Delegation and
Whistleblowing Policy

Gifts and Hospitality policy
Induction programme for new
elected members

No further action required

See 2.1.1

No further action required
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3.2 Ensuring that organisational values are put into practice and are effective

3.2.1 Develop and maintain e East Lothian Way See 1.1.1 Seel.1.1
shared vglues including e Council Plan 2012-2017 No further action
leadership values for both the e SOA and Community Plan
public expectations, and e Transformational Leadership
communicating these with Programme
Members, staff, the community | ;  performance Review &
and partners Development Scheme for
employees
e Corporate Induction Pack and
Course for Managers
e Code of Conduct and Disciplinary
Procedures for all employees
o Workforce Plan 2018-2022
e Staff e-zine
3.2.2 Putin place arrangements | ¢  Standing Orders including No further action required No further action required
to ensure that systems and Councillors’ Code of Conduct
processes are designed in e Gifts and Hospitality policy
conformity with appropriate
ethical standards, and monitor
their continuing effectiveness in
practice
3.2.3 Use the organisation’s e Standing Orders See 1.1.1 The Ideas Bank has been a
shared values to act as aguide | e East Lothian Way An Ideas Bank has been useful vehicle for generating
for decision making and as a e Roll out of PRD for all employees | |aunched as means of ideas, some of which have been
basis for developing positive e Annual Employee Engagement progressed and acted on

and trusting relationships within
the authority

Survey
Draft Council Plan 2017-2022

generating ideas and providing
feedback to staff on these ideas

No further action required

The Workforce Plan 2018-2022
is based on the Council’s shared
values

No further action required
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PRINCIPLE 4: Taking informed and transparent decisions which are subject to effective scrutiny and managing risk

Supporting Principle & Code
Requirements

Documentary Evidence

2017 Update and
Improvement Points

Update and
2018 Improvement Points

4.1 Being rigorous and transparent about how decisions are taken and listening and acting on the outcome of constructive scrutiny

4.1.1 Develop and maintain an
effective scrutiny function which
encourages constructive
challenge and enhances the
authority’s performance overall
and that of any organisation for
which it is responsible

Scheme of Administration

Audit & Governance Committee
PPR Committee

Reviews of the use of Scrutiny
Guide by Audit & Governance and
PPR Committees

Local Area Network and external
auditors review the Council’s
scrutiny activity

Police, Fire & Rescue and
Community Scrutiny Committee
Accounts Commission reports are
considered by the Audit &
Governance Committee

The Guide to Scrutiny for
elected members has been
reviewed and will be considered
by the members of the scrutiny
committees

The Council’s Key Performance
Indicators are being reviewed
and will be considered by the
PPR Committee

The Council will be subject of a
Best Value Assessment by Audit
Scotland in 2018/19.

No further action required

See 1.1.4,1.2.2 and 2.3.3

Audit Scotland has carried out
the Best Value Assurance
Review of the Council. The
results of the BVAR will be
published in October 2018

Acton

Agree and implement an
Improvement Plan based on the
recommendations of the Best
Value Assurance Review

4.1.2 Develop and maintain
open and effective mechanisms
for documenting evidence for
decisions and recording the
criteria, rationale and
considerations on which
decisions are based

Scheme of Administration
including Scheme of Delegation
Members Library Service and
Bulletin to report delegated
decisions

E-gov provides access to all
reports and minutes

No further action required

No further action required
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4.1.3 Put in place arrangements
to safeguard Members and
employees against conflicts of
interest and put in place
appropriate processes to
ensure that they continue to
operate in practice

Standing Orders including
Scheme of Delegation and
Councillors’ Code of Conduct with
provisions for Registers and
Declarations of Interest
Monitoring Officer
Recruitment and Selection
procedures and training
Discipline and Grievance
Procedures

Whistleblowing Policy

Gifts and Hospitality policy
Procurement Strategy

See 2.1.1
No further action required

See 2.1.1
No further action required

4.1.4 Develop and maintain an
effective Audit Committee (or
equivalent) which is
independent of the executive
and scrutiny functions or make
other appropriate arrangements
for the discharge of the
functions of such a committee

Standing Orders and Scheme of
Administration

Audit & Governance Committee,
chaired by member of the
Opposition and with no Cabinet
members

Elected members Scrutiny Guide
Assurance and Improvement Plan
agreed with Local Area Network
Quarterly briefing on performance
indicators

No further action required

No further action required

4.1.5 Ensure that effective,
transparent and accessible
arrangements are in place for
dealing with complaints

Complaints / Feedback policy
Publicity about complaints
procedures

Six-monthly report on complaints
and feedback made to PPR
Committee

No further action required

No further action required
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4.2 Having good quality information, advice and support to ensure that services are delivered effectively and are what the community

wants/needs

4.2.1 Ensure that those making
decisions are provided with
information that is fit for purpose
- relevant, timely and gives clear
explanations of technical issues
and their implications

Format of Council, Cabinet, Audit
& Governance Co, PPR Co and
East Lothian Partnership reports
Calendar of meetings and timely
preparation of agendas and
papers

Three-year Financial Strategy
Advice in preparing annual budget
Performance website and
quarterly briefing for elected
members

The East Lothian Profile has
been updated. Analysis of new
challenges and opportunities
informed the development of the
Draft Council Plan

No further action required

Updated ward profiles and
shapshots have been produced
and are being used to inform
the development of Locality/
Area Plans

The development of key
performance indicators for the
Council Plan and the East
Lothian Plan is based on
evidence from a range of
sources

No further action required

4.2.2 Ensure that professional
advice on matters that have
legal or financial implications is
available and recorded well in
advance of decision making and
used appropriately

Agendas and papers for Council,
Cabinet, Audit & Governance Co,
PPR Co and Community Planning
Board

Monitoring Officer, s95 Officer and
Chief Social Work Officer provide
advice on legal or financial
implications as required

No further action required

No further action required

4.3 Ensuring that an effective ri

sk management system is in place

4.3.1 Ensure that risk
management is embedded into
the culture of the authority, with
Members and Managers at all
levels recognising that risk
management is part of their jobs

Risk Management Strategy
Risk Management Groups

Role of Audit & Governance Co
Corporate and Service Risk
Registers approved by Cabinet or
Audit & Governance Committee
Service Plans reflect corporate
and service risks

Full suite of Health & Safety
policies and management
arrangements

No further action required

Training in risk management will
be provided for senior officers
and elected members in
2018/19

No further action required
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4.3.2 Ensure that arrangements
are in place for whistleblowing
to which staff and all those
contracting with the authority
have access

Standing Orders including Codes
of Conduct
Whistleblowing Policy

No further action required

No further action required

4.4 Using the authority’s legal powers to the full benefit of the citizens and communities in their areas.

4.4.1 Actively recognise the
limits of lawful activity placed on
the authority by, for example,
the ultra vires doctrine, but also
strive to utilise powers to the full
benefit of East Lothian’s
communities.

The Council will comply with the
Scottish Regulators’ Strategic
Code of Practice

Senior officers and elected
members have a good
understanding of statutory powers
Standing Orders detail statutory
powers under which senior officers
operate

Monitoring Officer, s95 Officer and
Chief Social Work officer provide
appropriate advice

Internal and external Audit reports
Environmental Health Service
Charter and Service Plan

The Environmental Health
Service Charter and Service
Plan includes the objective to
comply with the Scottish
Regulators’ Strategic Code of
Practice

Action

Develop a regulatory services
charter covering all services that
provide regulatory services to
business

A regulatory services charter
covering all services that
provide regulatory services to
business

No further action required

4.4.2 Recognise the limits of
lawful action and observe both
the specific requirements of
legislation and the general
responsibilities placed on local
authorities by public law

Scheme of Administration
including Scheme of Delegation
Monitoring Officer, s95 Officer and
Chief Social Work officer provide
appropriate advice

Internal and external Audit reports

See 2.1.1

No further action required

See 2.1.1

No further action required

4.4.3 Observe all specific
legislative requirements placed
upon the authority, as well as
the requirements of general law,
and in particular to integrate the
key principles of good
administrative law — rationality,
legality and natural justice — into
the authority’s procedures and
decision making processes

Standing Orders

Quasi judicial committees and
sub-committees

Monitoring Officer, s95 Officer and
Chief Social Work Officer provide
appropriate advice

Legal advice provided to elected
members to support decision-
making

No further action required

No further action required
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PRINCIPLE 5: Developing the capacity and capabilities of members and officers to be effective

Supporting Principle & Code
Requirements

Documentary Evidence

2017 Update and
Improvement Points

Update and
2018 Improvement Points

5.1 Make sure that Members an

d Officers have the skills, knowledge, experience and resources they need to perform their roles well.

5.1.1 Provide induction
programmes tailored to
individual needs and
opportunities for Members and
Officers to update their
knowledge on a regular basis

Induction programme for officers,
CPD and training opportunities for
staff

Piloted CPD for members
Performance Review and
Development for all employees
Corporate Learning

E-Learning / LearnNet on ELnet
Induction programme for new
elected members

Induction Notebooks on Elnet
Programme of briefing sessions
for elected members

See 2.1.1

The new employees’ induction
programme has been reviewed
and revised

No further action required

No further action required

5.1.2 Ensure that the statutory
officers have the skills,
resources and support
necessary to perform effectively
in their roles and that these
roles are properly understood
throughout the authority

Job descriptions for statutory
officers

Networking and development
opportunities for statutory officers
through professional associations
Role of statutory officers
recognised in Scheme of
Administration

People Strategy

Workforce Development Strategy
and Plan

See 2.2.1

Members’ induction programme
included information about the
role of the Statutory Officers

No further action required

No further action required
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5.2 Developing the capability of people with governance responsibilities and evaluating their performance as individuals and as a

group

5.2.1 Assess the skills required
by Members and Officers and
make a commitment to develop
those skills to enable roles to be
carried out effectively

Performance Review and
Development all employees
Guide to Scrutiny and Review
published and scrutiny training
provided for elected members
Elected members’ Performance
Briefings to encourage scrutiny of
performance information
Workforce Plan 2018-2022

A Council Workforce Plan,
incorporating the Workforce
Development Plan is being
prepared

Elected members’ development
needs will be reviewed following
the completion of the induction
programme

Actions

Prepare and adopt a Workforce
Development Plan, incorporating
a Workforce Development Plan

Review elected members’
development needs and provide
an ongoing training and
development programme

A Workforce Plan 2018-2022
has been agreed includes
several key actions relating to
training and development of staff
and managers

Action
Implement the Workforce Plan

5.2.2 Develop skills on a
continuing basis to improve
performance, including the
ability to scrutinise and
challenge and to recognise
when outside expert advice is
needed

As above

As above

As above

5.2.3 Ensure that effective
arrangements are in place for
reviewing the performance of
the executive as a whole and of
individual members and
agreeing an action plan, which
might, for example aim to
address any training or
development needs

CPD pilot for elected members
Elected Members’ Code of
Conduct & complaints about
performance

As above

A training needs survey of
elected members has been
carried out and the results will
inform members’ future training
and development

No further action
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5.3 Encouraging new talent for membership of the authority so that best use can be made of individual’s skills and resources in

balancing continuity and renewal.

5.3.1 Ensure that effective e Six Area Partnerships See 1.2.1 Seel21
arrangements are in place e Community Planning Community
designed to encourage Engagement Strategy
individuals from all sections of e Tenants and Residents Panel
the community to engage with, | o Support for Voluntary Action East
contribute to and participate in Lothian to participate in the
the work of the authority Community Planning structures
e Community Councils
e Petitions Committee, including
new online features
e Council Consultation and
Engagement Strategy
e Champions Board for Looked After
Children
5.3.2 Ensure that career e CPDs for officers See5.2.1 See5.2.1
structures are in place for e People Strategy
members and officers to o Transformational Leadership
encourage participation and Programme
development e Performance Review and

Development for all employees
Customer Service Professional
Quialification

CMI 3 and CMI 5 courses
Workforce Development Strategy
and Plan
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PRINCIPLE 6: Engaging with local people and other stakeholders to ensure robust public accountability

Supporting Principle & Code
Requirements

Documentary Evidence

2017 Update and
Improvement Points

Update and
2018 Improvement Points

6.1 Exercising leadership through a robust scrutiny function which effectively engages local people and all local institutional
stakeholders, including partnerships, and develops constructive accountability relationships.

6.1.1 Make clear to all staff and
the community to whom the
authority’s leadership are
accountable and for what

Draft Council Plan 2017- 2022,
SOA, Corporate Improvement
Plan, Service and Business Plans
Information on Council structure
available on Council website
Annual Performance Reports
Living newspaper

No further action required

No further action required

6.1.2 Consider those e Various forums for engaging with The outcomes of the STRIVE See 1.1.3
institutional stakeholders to stakeholders including the East review are being implemented
whom the authority is Lothian Partnership, Area with new appointment
accountable and assess the Partnerships, East Lothian arrangements being agree with
effectiveness of the Tenants and Residents Panel, East Lothian Partnership
[glc;al'jli(r)gjhlps and any changes ggumnrgilljgIthCR?Il\J/TECI(ItShZThEgremS The governance arrangements
’ for the East Lothian Partnership
Sector Int_e rface) are being reviewed alongside
e Consultation and Engagement the development of the new
Strategy East Lothian Plan
¢ New governance arrangements for _ ]
the East Lothian Partnership No further action required
6.1.3 Produce an annual report | ¢  Annual Performance Reports The 2016/17 Annual See 1.1.4

on the activity of the scrutiny
function

Internal and external Audit Plans
reviewed

Quarterly performance information
published on-line

Internal controls assurance
statement

Performance Report is being
presented to the PPR
Committee in June 2017

An annual report on the activity
of the scrutiny function will be
incorporated into the Annual
Public Performance report

No further action required
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6.2 Taking an active and planned approach to dialogue with and accountability to the public to ensure effective and appropriate
service delivery whether directly by the authority or in partnership or by commissioning

6.2.1 Ensure clear channels of
communication are in place with
all sections of the community
and other stakeholders, and put
in place monitoring
arrangements to ensure that
they operate effectively

Communications Strategy
Community Planning Community
Engagement Strategy

People’s Voice, the Community
Planning Engagement Strategy
includes monitoring framework
Citizens’ Panel

Consultation and Engagement
Strategy

Complaints procedures and
monitoring reports

See 1.2.1
Action

Promote the Council’s
consultation and engagement
strategy and opportunities for
public engagement and
participation, which meet the
Community Empowerment Act’s
statutory requirements relating
to ‘Participation Requests’

See 1.2.1

6.2.2 Hold meetings in public
unless there are good reasons
for confidentiality

Council meetings are held in
public

Agendas, papers and minutes are
published on the Council’s website

No further action required

No further action required

6.2.3 Ensure that arrangements | ¢  Equality and Diversity Network See 1.2.1 See 121
are in place to enable the  Community Planning Community | The Health & Social Care

authority to engage with all Engagement Strategy Partnership has engaged with

sections of the community  Community Councils service users and carers in

effectively. Thgse arrangements e Local Area Forums developing a service model and

should recognise that different |, g TRp specification for commissioning

sections of the community have |, Gitizens’ Panel £20m care at home services for

dlffe_re_nt priorities and eSta.‘bI'Sh e Consultation and Engagement adults and older people

e>_<pI|C|t processes for dealing Strategy _ _

with these competing demands | | 2017 Residents’ Survey No further action required

6.2.4 Establish clear policy on e Community Planning Community | See 1.2.1 and 6.2.1 See1.2.1

the types of issues the authority
will meaningfully consult on or
engage with the public and
service users about, including a
feedback mechanism for those
consultees to demonstrate what
has changed as a result

Engagement Strategy

ELTRP

Community Councils consulted on
planning matters

Consultation and Engagement
Strategy
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6.2.5 Publish an annual
performance plan giving
information on the authority’s
vision, strategy, plans and
finances well as information
about incomes, achievements
and satisfaction of service users
in the previous period

Annual Performance Reports
Annual Accounts
Performance Management
Framework — Improvement to
Excellence

See 6.1.3

See 1.1.4

6.2.6 Ensure that the authority
as a whole is open and
accessible to the community,
service users and its staff, and
ensure that it has made a
commitment to openness and
transparency in all its dealings,
including partnerships, subject
only to the need to preserve
confidentiality in those specific
circumstances where it is proper
and appropriate to do so

Compliance with the Freedom of
Information Act and Data
Protection Act

Council meetings held in public
Agendas for meetings, minutes
and reports published on the
Council website

Living newspaper

Star Awards Public Nominations
Petitions Committee
Performance website

No further action required

No further action required

6.3 Making best use of human r

esources by taking an active and plan

ned approach to meet responsib

ility to staff

6.3.1 Develop and maintain a
clear policy on how staff and
their representatives are
consulted and involved in
decision making

People Strategy

JCC and JC Groups

Employee and JTU Consultations
Annual Budget Review and

Development Discussions for JTU

Employee Engagement Survey
Annual Working Together Forum
Staff involved in HGIOC

No further action required

Staff and Trade Unions were
consulted on the draft Workforce
Plan and will continue to be
engaged and consulted on the
development of the actions in
the Plan

No further action required
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East Lothian

Council
REPORT TO: Audit and Governance Committee
MEETING DATE: 12 June 2018
BY: Depute Chief Executive (Resources and People
Services)
SUBJECT: East Lothian Investments Ltd 2017/18 6

1 PURPOSE

1.1 To inform the Audit and Governance Committee of the work undertaken
by East Lothian Investments Ltd in 2017/18.

2 RECOMMENDATIONS

2.1 Thatthe Audit and Governance Committee note the contents of the report.

3 BACKGROUND

3.1 East Lothian Investments Ltd (ELI), formerly East Lothian Economic
Development Company (SC187674) - was formed in April 2001 by East
Lothian Council (ELC) following the disaggregation of the Lothian
Enterprise Board (LEB).

3.2 The aforementioned disaggregation resulted in the transfer of equity
stakes in 5 East Lothian companies which, under local authority
governance rules, ELC could not accept hence the requirement to form
a company to take ownership of the shareholding.

3.3 ELI Ltd developed and implemented exit strategies for the investments
and used the funds generated as an instrument for the development of
the business base and therefore economy of East Lothian.

3.4 Thisinstrument took the form of interest free loans to start—ups/ businesses
based within the county of East Lothian. The current celling for loans is
£25,000 repayable over a maximum of 60 months with an arrangement
fee of 5% of loan award to cover company overheads.
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3.5

3.6

3.7

3.8

3.9

3.10

3.11

3.12

3.13

3.14

3.15

3.16

3.17

3.18

The company has a board of 5 directors comprising of the Leader of the
Council, Economic Development spokesperson, and three private
industry sector representatives.

The board act on a “Pro Bono” basis and do not receive payment.
Governance

Following the credit crisis of 2008 all lenders of credit were required to
apply to the Financial Conduct Authority (FCA) for approval to lend.
This replaced the previous credit license arrangement.

A Compliance Monitoring Document (CMD), regulatory business plan and
a suite of policies including a new application process were developed for
ELI. The FCA approved the application in June 2016 and the
company is now fully authorised and regulated by the FCA.

The Economic Development & Strategic Investments (EDSI) Business
Development manager, is the FCA approved person as well as the
Company Secretary and manager of the company. The manager is
supported by the EDSI Business Development assistant.

The Business Development manager and assistant undertake the work
under their current ELC job remits.

Board meetings are held on a regular basis linked to the level of loan
applications. The CMD and relevant policies are reviewed and updated at
each board meeting as per FCA requirements. Decisions made to award
loans, the level of award and repayment period are taken by a majority
with the Chair having the casting vote on any tied decision.

Minutes of board meetings are taken and approved at subsequent board
meeting by the chair.

East Lothian Investments Ltd is audited annually by Springfords
Accountancy, Dalkeith. End of Year accounts are approved by the board
and signed off accordingly and provided to ELC for group accounting
purposes.

As per FCA requirements ELI is required to report annually on the
following: - Complaints return, Financial Data, Lenders and Volumes.

The company has an interest bearing and chequing account with the
Royal Bank of Scotland. This is currently under review.

Legal advice is provided by Addleshaw Goddard (Formerly HBJ Gately),
Edinburgh.

Overall lending

Since formation ELI has awarded 319 loans to the value of £2,820,604
which has levered in private funds of £16,384,637.

784 new jobs have been created and 1,471 jobs have been protected.
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3.19

3.20

3.21

3.22
3.23

3.24
3.25

6.1
6.2

6.3

Loans are unsecured but for limited companies personal guarantees may
be taken if the board requests

The level of bad debts written off stands currently at 2.82%.
2017/18 Lending Activity

29 applications for funding were received - 23 were approved, with 21
drawing down the loan offer to the value of £386,500 which levered in
private funds of £3,408,480.

163 new jobs are projected to be created and 124 jobs will be protected.
Sectors awarded:-

Business services — 7
Energy provision — 1
Property development — 1
Retail — 4

Food and drink — 3
Health — 2

Hospitality — 4
Manufacture — 1

The loan book has currently 58 active loans.

Due to the level of demand for funding the programme is currently
suspended due to lack of funds.

POLICY IMPLICATIONS

None.

INTEGRATED IMPACT ASSESSMENT

The subject of this report does not affect the wellbeing of the community
or have a significant impact on equality, the environment or economy.

RESOURCE IMPLICATIONS
Financial — None.

Personnel - EDSI's Business Development Team manager and Business
Development assistant.

Other — none.
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7 BACKGROUND PAPERS

7.1 None

AUTHOR’S NAME

Richard Baty

DESIGNATION

Business Development Manager

CONTACT INFO

Tel 7177 rbaty@eastlothian.gov.uk

DATE

21 May 2018
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East Lothian

Council
REPORT TO: Audit and Governance Committee
MEETING DATE: 12 June 2018
BY: Depute Chief Executive (Partnerships and Community 7
Services)
SUBJECT: Local Government in Scotland: Challenges and

Performance 2018 (Accounts Commission, April 2018)

1 PURPOSE

1.1 To review East Lothian Council’s position in relation to the findings of the
Accounts Commission report, Local Government in Scotland: Challenges
and Performance 2018".

2 RECOMMENDATIONS
2.1 The Committee should:

e Note the position of East Lothian Council in regard to the key
messages and recommendations in the Accounts Commission
report, Local Government in Scotland: Challenges and
Performance 2018;

e use the recommendations in the Accounts Commission report and
the questions it poses for elected members to identify any further
information or scrutiny activity it would wish to have reported back
to 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 report is in two parts. The first one was a financial overview which was
published in November 2017 (reported to Audit & Governance Committee,
20" Feb 2018). The second report is, ‘Challenges and Performance 2018’
was published in April 2018 (Appendix 1). The report is meant to assist
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3.2

3.3

3.4

3.5

3.6

3.7

councils in identifying and planning for pressures that they may face in the
coming year.

The report is primarily for councillors and senior council officers as a
source of information and to support them in their complex and demanding
roles. It covers three areas:

e The current and future challenges facing councils
e Councils’ response to the challenges
e The impact on council services.
Challenges
The report identifies three key challenges for Scottish councils:

e Councils are operating in an increasingly complex and uncertain
landscape

e Scottish Government funding has fallen in real terms in recent years
and it is more difficult to make savings in some areas

e Population change affects demand for service and council funding.

The increasingly complex and uncertain landscape under which councils
are operating is highlighted in Exhibit 1 of the report, which lists twelve UK
and Scottish legislative and policy changes including, withdrawal from the
European Union, integration of health and social care, education reform,
the expansion of early learning and childcare and the review of Local
Governance. The challenges posed by these changes were reflected in
the 2017 Council Plan.

In relation to funding. the report highlights that whilst revenue funding from
the Scottish Government to local government increased in real terms by
0.2% between 2017/18 to 2018/19, there has been a real terms fall of 9.6%
between 2010/11 and 2018/19.

The report concludes that, “The reductions in funding from the Scottish
Government present councils with a major challenge to continue to make
savings and deliver services at current levels.” The report also points out
that, “At the same time councils face increasing spending obligations
through UK and Scottish government policy priorities for which they do not
always receive additional funding.”

The third challenge, relates to population changes. Exhibit 4 in the report
highlights that the population projections made by the National records for
Scotland in 2014 show that East Lothian’s population will grow by 18%
between 2014 — 2039. The implications of this growth in population for
East Lothian Council including the requirement for new schools and
increasing demand for care services for vulnerable and older people have
been well documented in the Council Plan and the Council’s Financial
Strategy and were reflected in the Council’s revenue and capital budgets.

72



3.8

3.9

3.10

3.11

3.12

3.13

3.14

Responses to the challenges

The report identifies three main ways in which councils are responding to
the challenges they face:

e Use of reserves and delivering savings
e Arange of approaches to reduce spending and increase income
e Transformation

The report highlights that councils are increasingly using their reserves to
meet funding gaps and balance their budgets. In 2016/17, 19 councils
drew on their reserves and thirteen of these councils used more reserves
than they had planned. In 2016/17 East Lothian Council used £2.5m of
reserves (compared to a positive net contribution of £5.7m made to
reserves in the previous year). The Council’'s Financial Strategy 2018-
2023 sets out its position with regards to maintaining adequate reserves
and the strategy for using these reserves.

Audit Scotland suggests that councils should have medium and long-term
financial plans in place to ensure financial sustainability. The Council
prepared a 5 year Financial Prospects report which set out forecasts for of
the Council’s anticipated cost pressures and changes to funding over the
medium term. This in turn, informed the development of the five-year
financial strategy, and associated budgets including; three-year revenue
budget and five-year capital budget and HRA to ensure that the Council
has appropriate and sustainable financial plans.

The report states that achieving savings while continuing to deliver
services requires a mixed approach, including, “reducing workforces and
services, taking measures to increase income, and digitising services;
along with more transformational changes to service delivery or stopping
some services altogether.” It suggests that whilst councils have been
reducing their workforces, workforce planning by councils generally has
been poor.

The report also highlights that transformation is increasingly important to
councils and that this needs to be properly scoped and resources to
delivering the desired savings from digital and new models of service
delivery and commercialisation.

East Lothian Council has adopted a mixed approach to achieving the
savings required to meet the funding challenges it faces, including efficient
workforce management. The Council is adopting a Workforce Plan
(Cabinet 12" June 2018) which addresses the concerns about poor
workforce planning flagged up in the report.

The Council has embarked on an ambitious Transformation Programme
which includes reviewing services and exploring alternative service
delivery models and new ways of working, supporting the Council’s Digital
Strategy, increasing income from existing charges and considering new
charges for discretionary services. Delivery of the programme is being
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3.15

3.16

3.17

3.18

supported by a transformation team including a Programme Manager,
Project Managers, a Commercial Development Officer and support staff,
which funded from the Cost Reduction Fund.

Impact on council services

The Accounts Commission report highlights that despite funding
reductions a number of national indicators of performance continue to
improve, although there is considerable variation between councils. The
report makes reference to, and analyses various indicators including the
Local Government Benchmarking Framework (LGBF) and comparison
over time between spend and performance in some service areas.

The report concludes that there is some evidence that spending reductions
and increasing demand are impacting on some services with public
satisfaction levels as measured through the Scottish Household Survey
falling over the last few years.

East Lothian’s annual and LGBF performance indicators show as mixed
picture with improving, static and worsening performance. Detailed
reports on the annual 2017/18 indicators and the 2016/17 LGBF indicators
are due to be considered by Policy Performance and Review Committee
(20" June 2018) which will analyse the data and trends. The reports will
and provide an opportunity for elected members to assess both overall
performance and performance in specific service areas.

Recommendations

The Accounts Commission has made a range of recommendations based
on the report’s findings and conclusion. Councils should ensure they are
continuously improving their work in key areas by:

e Looking to the future:

o continuing to improve understanding on how the landscape
within which their council operates may change, by
considering its demographics, the public spending
environment and policy changes

o using this information to inform council priorities

o developing long-term financial and scenario planning that
takes these factors into account and considers the impact on
all their services and their users

o considering how to make the most of new technology, for
example streamlining processes and communicating
differently with service users

e Working with communities - so that they are actively involved in
decision-making, know the effect decisions are expected to have on
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services and communities and see the impact of community
empowerment

e Focusing on the delivery of priority outcomes through:

©)

o

©)

working with communities to understand their needs

establishing effective cross-party relationships to work
together and make the sometimes difficult decisions needed to
achieve the council's priorities

clearly linking budgets to plans and outcomes

e Establishing robust change strategies and developing realistic plans
for transforming services, which incorporate:

o

o

o

o

effective leadership and good governance arrangements
robust options appraisal
strong financial management

properly scoped and resourced plans

e Ensuring change strategies are supported by:

o

o

o

realistic savings plans with long-term implications and
mitigation against unintended impact on other services and
communities

effective workforce planning to retain and recruit people with
the right skills to deliver sustainable future services

income generation plans

workforce and member support, training and development

e Evaluating and reporting:

o

the impact that significant budget reductions, savings,
workforce changes and service redesign are expected to have
and have had on service delivery and quality

using the data collected and monitored to report publicly on
the quality of services, as well as user satisfaction with those
services.

3.19 The Council already has policies and frameworks in place that should
ensure it meets the Accounts Commission’s in these areas, including:

e Carrying out strategic assessments, scenario planning and horizon
scanning that help to inform the development of strategic plans such
as the Council Plan, the Financial strategy and the Workforce Plan

e An extensive range of opportunities for communities and individuals to
get involved and make their voice heard such as Area Partnerships,
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3.20

6.1
6.2
6.3

Community Councils, Tenants and Residents Associations, Parent
Councils and the Citizens Panel

o Effective leadership and good governance arrangements which are
evaluated annually through the Corporate Governance Self-evaluation

e A robust continuous improvement framework (‘From Improvement to
Excellence’) which sets out the various processes in place to ensure
best value and continuous improvement including self-evaluation and
performance monitoring and reporting.

As has been reported to members the Council is the subject of a Best
Value Assurance Review in 2018. The review will consider many of the
Issues raised by these recommendations. The report of the review, which
will be published in October, will contain the Accounts Commission’s
assessment of how well the council is meeting the challenges and
recommendations set out in the Challenges and Performance 2018 report.

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. ‘Local Government in
Scotland: Challenges and Performance 2018’ will assist the Council to
recognise the challenges that it faces in achieving Best Value in the future.

INTEGRATED IMPACT ASSESSMENT

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

RESOURCE IMPLICATIONS
Financial — none.
Personnel — none.

Other — none.

BACKGROUND PAPERS

‘Local Government in Scotland: Challenges and Performance 2018,
Accounts Commission, April 2018
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The Accounts Commission

The Accounts Commission is the public spending watchdog for local
government. We hold councils in Scotland to account and help them improve.
We operate impartially and independently of councils and of the Scottish
Government, and we meet and report in public.

We expect councils to achieve the highest standards of governance and
financial stewardship, and value for money in how they use their resources
and provide their services.

Our work includes:

* securing and acting upon the external audit of Scotland’s councils
and various joint boards and committees

» assessing the performance of councils in relation to Best Value and
community planning

* carrying out national performance audits to help councils improve
their services

* requiring councils to publish information to help the public assess
their performance.

You can find out more about the work of the Accounts Commission on
our website: www.audit-scotland.gov.uk/about-us/accounts-commission

Audit Scotland is a statutory body set up in April 2000 under the Public
Finance and Accountability (Scotland) Act 2000. We help the Auditor General
for Scotland and the Accounts Commission check that organisations
spending public money use it properly, efficiently and effectively.
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Chair’s introduction

This year's local government overview report, Local government in Scotland:
Challenges and performance 2018, complements the Commission's Local
government in Scotland: Financial overview 2016/17 (+) published in November
2017. This overview focuses on the wider challenges and issues facing councils as
well as their performance and the impact of reduced financial resources.

Councils continue to face challenges on a number of fronts, not least the
challenge of continuing to deliver a wide range of services to local communities
with reducing budgets. Councils have done much to reduce spend and

at the same time continue to deliver services for their local communities.
Transformational change is increasingly important to councils as they seek

to improve local outcomes with less money. Implementing successful
transformation is not easy and audit work shows progress across the 32 councils
is mixed. The scale of the challenge means the pace of change needs to improve
in some councils. Successful transformation requires robust planning, clear and
coherent leadership and suitably skilled staff. Some councils may need to invest
in the short term to save in the long term.

Another challenge is the changing landscape in which councils operate. These
changes introduce significant uncertainty as well as increasing complexity.

For example, the UK's decision to leave the European Union could have a
significant impact on Scotland's councils, but the detail of this is not known. Both
Scottish Government's review of education and of local governance could have

a significant impact on the role councils play, but again the details are not yet
evident. Similarly, the creation of economic partnerships could impact on each
council's role in the important area of economic regeneration and growth.

The Accounts Commission recognises the difficulties such uncertainty and
pressure bring to councils and the added challenge these represent for medium
and long-term planning. However, these same uncertainties mean that planning
has never been more important. Robust plans that project how council outcomes
and priorities will be delivered and funded within reducing budgets are essential
to ensure the sustainability of services for the public.

Last year was the first full operational year for Integration Joint Boards. This
represented a major shift for local government and it is clear that councils, and their [JB
partners, have a significant task in providing social care and support for those in need.

The impact of increasing social care demands from an ageing population on
council budgets is clear and means a higher proportion of council money being
spent on social care services. This has reduced the amount councils have to
spend on other areas and going forward, this has the potential to cause tensions
between local and national priorities and risk the viability of some services.
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Good work is being done across local government, and there is much councils
can learn and share with each other. Looking ahead, councillors and senior
management, working closely with their commmunities, will continue to be faced
with difficult decisions on where limited resources should be allocated. It is

now more important than ever that these decisions are taken in a planned and
coordinated way, and that the impact of decisions on communities and outcomes
is transparent and understood.

| hope you find this overview useful, and would welcome any feedback you may have.

Graham Sharp
Chair of the Accounts Commission
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Summary

Key messages

1

Local government in Scotland continues to operate in a complex and
changing environment that involves increasing levels of uncertainty.
While details of the terms for the UK’s withdrawal from the European
Union are not yet clear, there will likely be significant and profound
implications for our 32 councils. Meanwhile, the Scottish Government
remains committed to a significant pace of public sector reform,

with some major changes for local government at key stages of
implementation. These events are taking place in the overall context of
substantial reductions in public spending alongside increasing demand
for many local public services.

Developing new ways of working — or transformational change — is
now an essential part of the agenda for councils as they respond to
these challenges. Delivering savings is becoming increasingly critical,
with forecast funding gaps higher than current levels of reserves

for some councils. Where councils have properly scoped, resourced
and managed their transformational work, they are more likely to
successfully deliver sustainable service change. Cohesive, decisive
leadership is required that brings officers, councillors and their
communities together to address the major challenges councils face.

Councils are engaging with the increasingly difficult task of managing
the competing priorities of reducing costs and maintaining services for
an ageing population. Under current arrangements, some councils can
expect to see government funding fall further than others as their total
population declines while their older population grows and demand
for key services, such as social care, increases. Councils are also
implementing significant policy and legislative changes, some of which
increase expectations on, or the duties of, councils and many will have
additional resource implications. The detail of what these changes wiill
mean is not yet clear in some cases.

Councils have done a considerable amount to manage the impact of
continued budget reductions, and national indicators suggest they
have maintained or improved performance in a number of areas.
However, there is also evidence that budget cuts are having an impact
on services, and customer satisfaction levels have fallen. Some
services are not keeping up with demand and there is a risk that quality
is being affected. Smaller services, which often include important
regulatory functions, have borne the brunt of funding reductions
although the impact of this on these services is not always made
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clear. In making difficult choices, councils need to continue to work
with communities to understand the impact of reduced spending on
services and communities and to clearly report this to the public.

Recommendations

While councils have done much to reduce spend, deliver services
differently and work with their communities, financial and population
pressures are likely to continue. Effective leadership and robust planning is
more important than ever to ensure council services remain sustainable.

Councils should ensure they are continuously improving their work in
key areas by:

e |ooking to the future:

continuing to improve understanding on how the landscape
within which their council operates may change, by considering its
demographics, the public spending environment and policy changes

using this information to inform council priorities

developing long-term financial and scenario planning that takes
these factors into account and considers the impact on all their
services and their users

considering how to make the most of new technology, for
example streamlining processes and communicating differently
with service users

e working with communities - so that they are actively involved in decision-
making, know the effect decisions are expected to have on services and
communities and see the impact of community empowerment

e focusing on the delivery of priority outcomes through:

working with communities to understand their needs

establishing effective cross-party relationships to work together
and make the sometimes difficult decisions needed to achieve the
council's priorities

clearly linking budgets to plans and outcomes

e establishing robust change strategies and developing realistic plans
for transforming services, which incorporate:

effective leadership and good governance arrangements
robust options appraisal
strong financial management

properly scoped and resourced plans
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e ensuring change strategies are supported by:

— realistic savings plans with long-term implications and mitigation
against unintended impact on other services and communities

— effective workforce planning to retain and recruit people with the
right skills to deliver sustainable future services

— income generation plans

— workforce and member support, training and development

e evaluating and reporting:

— the impact that significant budget reductions, savings, workforce
changes and service redesign are expected to have and have had
on service delivery and quality

— using the data collected and monitored to report publicly on the
quality of services, as well as user satisfaction with those services.

About this report

1. This report provides a high level, independent view of the challenges facing
councils in Scotland, how councils are responding to these challenges and
how service performance has been affected. It draws on findings from Local
Government in Scotland: Financial Overview 2016/17 (+), local government
audit work in 2017 (including annual audits, Best Value Assurance reports and
national performance audits) and published performance data. All national and
individual council audit reports are available on our website

2. The report is not intended to be a comprehensive review of all issues facing
councils. It highlights key challenges councils face and looks at some of the

main ways councils are responding to increasing demand and reduced funding.
Where specific examples of council activities or circumstances are referenced,
the implication is not that the named councils are the only ones engaging in these
activities or experiencing these circumstances. The report is intended to inform
the public and its representatives and, in particular, local government councillors
and senior council officers to support them in their complex and demanding roles.
It covers three areas:

e Part 1, the current and future challenges facing councils.

e Part 2, how councils are responding to these challenges.

e Part 3, the impact on performance in key service areas and public satisfaction.
3. The 2017 local government elections resulted in many new councillors and
changes to the political make-up of councils. To help councillors, we have
produced the following supplements to accompany this report.

e A scrutiny tool for councillors — this has example questions that councillors

could ask to help them understand their council's position, scrutinise
performance and assist in making difficult decisions. Councillors should feel
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they fully understand, and are satisfied with, the answers to the questions
that are most relevant to them in their role within the council.

¢ An interactive online tool [x] which contains performance information
for individual councils. It is designed to allow councillors, officers and
members of the public to better understand how their council is performing
compared to others.

4. \Where possible we have used financial information from Scottish Local
Government Statistics as these provide a breakdown of spending by service. Where
this has not been possible we have used figures from councils' annual accounts.
We refer to real-term changes in the report, meaning that financial figures are
adjusted for inflation. Our analysis of local government funding adjusts figures into
2018/19 prices to reflect the current year. VWhere the report focuses on council
performance in 2016/17, figures have been adjusted to 2016/17 prices.
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Part 1

The challenges for councils

Key messages

1 Councils are operating in a complex, changing and increasingly
uncertain environment. The sector faces potentially significant change
from the UK's decision to leave the European Union. The review of
local governance announced by the Scottish Government and COSLA
aims to give people more say in local decision-making, and may have
a significant impact on councils.

2 Council revenue funding from the Scottish Government has fallen
in real terms by 9.6 per cent between 2010/11 and 2018/19. This has
presented councils with a major challenge in delivering services
and making savings. However, some national policies, and ongoing
spending commitments such as pension and debt costs, mean there
are limitations on where councils can make savings. Smaller service
areas, which often include important regulatory functions, have
seen the biggest budget reductions, while education and social care
services take up a growing proportion of council spend.

3 Scotland's population is getting older, leading to increased demand
for social care services and fewer working age people to fund
public services. Population change brings different challenges to
different councils and also has financial implications. Under current
arrangements, some councils can expect to see Scottish Government
funding fall further than others as their total population declines, while
their older population grows and demand for services increases.

4 New legislation involves councils developing fresh approaches to
community empowerment. There are some examples of good work
taking place, including new ways in which councils consult with, listen
to and work with local people and communities. However, they are
still at the early stages of realising the ambitions of the Community
Empowerment Act and there are signs that these approaches do not
reach everyone. In 2016, only 23 per cent of adults agreed that they can
influence decisions affecting their local area.’

Councils are operating in an increasingly complex and uncertain
landscape

5. Councils provide a wide range of important services for local residents and
communities. Increasingly councils are working in partnership with other public,
private and third sector organisations as they work to find the best way to deliver
services in the future.
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6. In recent years, the role of Scotland's councils and the services they provide
have been subject to significant legislative and national policy changes from UK
and Scottish governments. Some changes increase expectations on or duties of
councils. Some change councils' role. Some have significant financial implications,
while the implications of others are not clear. All of this means additional work

for councils to understand these changes and manage and implement them
accordingly Exhibit 1

Exhibit 1
Implications for councils of key UK and Scottish legislative and policy changes
Legislative and policy changes often lack clarity or detail but can require substantial change.

Increased Change the role . Financial
. . Lack of clarity . L
expectation of council implications
Implication Changes

(N b K

Withdrawal from the European Union

Impact of UK's decision to leave the European Union (EU) is unknown but could
be significant for councils in terms of funding (Scotland has been allocated

€ 940 million in funding from the EU for 2014 to 2020) and workforce (11 9,000 EU
nationals are employed in education, health and public administration).”

City region deals and growth deals

In its 2017/18 programme, the Scottish Government committed over £71 billion
over the next ten to 20 years to five city region deals (Aberdeen, Edinburgh
and the South East, Inverness, Glasgow, Stirling and Tay Cities).® The UK
Government and councils are also contributing significantly to the deals.

City deals will require strong partnership working between councils and a wide
range of public and private partners. Councils will need to determine roles and
responsibilities, accountability and performance reporting. WWe wiill report on city
deals in 2019/20.

Integration of health and social care

All integration joint boards (IJBs) were operational in 2016/17. |JBs are
responsible for commissioning health and social care services, so councils
are no longer wholly responsible for social care services. Arrangements for
financial planning, budget monitoring, risk and performance management
vary and continue to evolve. We will audit the effectiveness of health and
social care integration in 2018.

Education reform

The Scottish Government aims to create a school and teacher led education
system, where decisions and funding will be at school level and Regional
Improvement Collaboratives (RICs) will provide support to schools.

Under proposals, councils would retain their duty to improve the quality of
school education but would do this through the RICs rather than directly. It is
not clear yet how this would affect councils' roles in education or their ability
to scrutinise performance. The financial implications of these proposals for
councils are also unclear. The Scottish Government has also consulted on
the funding model for school education.
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Exhibit 1 (continued)

Increased Change the role . Financial
- ; Lack of clarity . L
expectation of council implications

Implication Changes

(N b K

Barclay review of non domestic rates (NDR)

In 2017/18, NDR made up 28 per cent of revenue funding from Scottish
Government to councils. In August 2017, the Barclay review published 30
recommendations on NDR to better support business growth and long-term
investment, and to better reflect changing marketplaces.

The Scottish Government accepted most of the recommendations. There are
expectations that implementing these could cost an additional £80 million a year.
Itis not yet clear who is responsible for these costs.*

Enterprise and skills review

The Scottish Government's review of the enterprise and skills system in 2016
recommended the creation of regional economic partnerships be led by councils.

The implementation of this is still at an early stage but changes will impact on
councils' work to support local businesses and business gateways.

Early Learning and Childcare

The Scottish Government is committed to extending free childcare for all three-and
fouryear-old children and some two-year-olds from 600 hours to 1,140 hours by
2020. Councils had to produce plans for the expansion by September 2017 without
knowing the full details about funding or how the scheme will work.

Our report Early learning and childcare (*) found that there are significant risks
that councils will not be able to deliver the additional hours by 2020.°

Community Empowerment Act
See paragraphs 8 to 13 below

Named Person provision

Under current Scottish Government plans every child in Scotland would have a
named person responsible for helping them get the support they need. In many
cases, these will be teachers. However, there are delays to the scrutiny of the Bill
introducing the named person provision after the Supreme Court ruling against
the scheme in July 2016.

Local Governance review

The Scottish Government aims to strengthen local decision-making and democratic
governance in ways that improve outcomes for local communities and give

greater control to those who live and work in the area. The Scottish Government
and COSLA launched a review in December 2017 to consider how decisions are
made about Scotland's public services with the aim of devolving more power to
communities. The review's findings will contribute to a Local Democracy Bill which
will be introduced before the end of the Parliament in 2021.

Cont.
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Exhibit 1 (continued)
Increaseq Change t_he role Lack of clarity !:inarlcia_l
expectation of council implications

Implication Changes

(N b K

Islands Bill

The Islands (Scotland) Bill was introduced to the Scottish Parliament in June 2017.
[t contains a number of measures to ensure a sustained focus on the needs of
Scotland's island communities.

Once in place, the Islands Bill will require public bodies to prepare an Island Impact
Assessment when introducing new or revised policy, strategies or services that
may impact island communities differently to other communities. This will require
councils to identify the direct and indirect consequences and adjust their proposals
accordingly. They will also be required to report every year on the impact of island
proofing on their functions.

Scottish Crown Estate Bill

Crown Estate assets include most of the seabed, 590 square kilometres of
foreshore, rural land, commercial property and the rights to wild salmon fishing
and naturally occurring gold and silver.

The Scottish Crown Estate Bill allows public bodies, including councils and
community organisations, to manage the Crown Estate in Scotland. The Crown
Estate will remain property of the Queen and any revenue will be paid to the
Scottish Government.

This would be an additional role for councils to manage which is likely to have
financial and staffing implications.

Notes:

1. European funding in Scotland 2014-20, Scottish Parliament Information Centre, November 2016.
2. EU nationals living in Scotland, Scottish Parliament Information Centre, November 2016.

3. A Nation With Ambition: The Governments Programme for Scotland 2017/18.

4. Debate in Scottish Parliament, 12 September 2017.

5. Early learning and childcare (* ), Audit Scotland, February 2018.

Source: Audit Scotland

Councils and their partners are developing fresh approaches to empowering
local communities and actively involving them in making decisions

7. Councils are now required to fulfil the expectations of the Community
Empowerment Act (Scotland) 2015. This seeks to ensure communities are
actively involved in deciding how public services are planned and provided and
seeks to empower community bodies through transferring ownership of land

and buildings. It intends to enhance outcomes for communities by improving the
process of community planning, involving communities at all stages and ensuring
that local service providers work with communities to meet the needs of the
people using the services.

8. Community empowerment is a complex area and will require new ways of thinking

about what constitutes good and effective community empowerment and how to
work most effectively with the range and diversity of local communities. Underpinning
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the Act is the intention to reduce inequalities. The Act could have staffing and funding
implications as councils seek to work more closely with disadvantaged harder-to-
reach groups or could provide savings where communities take over council services.
Public sector partners will benefit from working together and sharing their learning
experiences across sectors and organisations where possible.

9. All Community Planning Partnerships (CPPs) published a Local Outcome
Improvement Plan (LOIP) for the first time in October 2017 setting out their

local priorities. It will be important for CPPs to use a robust evidence base

to target those groups of people in greatest need and reduce inequalities.
Clackmannanshire Council and its partners worked closely with communities in
developing the new LOIP. This includes a more focused set of priorities for specific
geographic areas and particular groups of people such as children and women

and these will provide a clear basis for prioritising resources in the future.? It is too
early to assess the full impact of LOIPs. The Improvement Service will publish an
overview of LOIPs in 2018, summarising the LOIPs and identifying good practice.

10. Best Value Assurance reports (BVARs) show that councils are committed to
community empowerment and there are some examples of good work taking place.
However, they are still at the early stages of realising the ambitions of the Act. Councils
will need to continue to develop their approaches to community empowerment and
there is some evidence that there is room for improvement. For example, in 2016 only
23 per cent of adults agreed that they could influence decisions affecting their local
area; this figure has remained relatively static since 2009.

11. Councils continue to use mainly traditional approaches of community
engagement to find out local people's views, for example citizen's panels and
periodic consultations on specific issues. However, there is also evidence that
councils are starting to engage differently with their communities. Orkney
Islands Council is providing a closer link with remote communities through its
Empowering Communities project. The council funds two pilot ‘Island Link
Officers’ on the islands of Papa Westray and Stronsay and has established a
‘community office’ on each island. This gives communities more influence on
policies, decisions and services that affect them and also enables services to be
more efficient and responsive to local issues and needs.

12. In addition to the Act, the Scottish Government and COSLA announced
that by 2022 communities would decide how at least one per cent of local
government budgets (around £100 million) will be spent. Councils are already
adopting a range of approaches. For example, East Renfrewshire Council has
set aside a £600,000 repair fund for residential roads. Community participants
have ranked their top two preferences for which roads should be repaired first.
Glasgow's Participatory Budgeting Evaluation Group, PB Consulting and What
Works Scotland have produced a range of participatory budgeting guides and an
evaluation toolkit to help councils.

The 2017 local government elections resulted in significant changes for councils
13. The 2017 elections resulted in significant changes for councils:

e Alarge number of councillors elected were new to the role. In some
councils, for example City of Edinburgh Council, more than half of

councillors were new.

e Three-quarters of councils are now run by different political groupings.
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e There is no single majority political party in charge in any council -
16 councils are run by coalitions and 13 are minority administrations. The
three island councils have a majority of independent councillors.

e For the first time since 1997, three political parties each have over 20 per
cent of the vote.

14. These changes can bring additional pressures affecting how a council
operates, during the transition period from one administration to another, or as
political arrangements are established and bed in. Indeed, the administrations
established in both Clackmannanshire and East Dunbartonshire Councils following
the elections resigned during 2017. Having no single majority party in a council
will often require more complex negotiations in the decision-making process to
ensure sufficient support across all councillors. Whatever the result of democratic
elections, councillors must continue to work together with senior management

to address their corporate responsibilities in running a complex organisation that
faces significant challenges in service delivery.

15. One of the Accounts Commission's strategic priorities relates to councillors
having the right knowledge and skills to scrutinise council performance and decision
making. This is particularly important for councils with a large number of new
councillors with no experience of the role. Our BVARs show that councils were
generally providing significant amounts of training for councillors. However, it is
essential that councillors attend the training offered to gain the benefits intended,
and there is evidence that attendance at training sessions is poor in a few areas.

16. It is important for a healthy democracy that councils represent and reflect

the make-up of their communities in terms of gender, ethnicity and other socio-
demographic characteristics. Yet, only 30.5 per cent of councillors elected in May
2017 were female and Combhairle nan Eilean Siar had no female councillors.?
Female representation at council level is below that at the Scottish Parliament
(36 per cent) and UK Parliament (32 per cent). National data is not available on
ethnicity and other socio-demographic characteristics of councillors. However,
councils should explore how representative their elected bodies are and what, if
anything, they can do to improve this.

Scottish Government funding has fallen in real terms in recent
years and it is more difficult to make savings in some areas

17. Scottish Government funding is the largest source of income for councils.
Revenue funding, that is funding for day-to-day services, from the Scottish
Government increased by 0.2 per cent in real terms from £9,793 million in
2017/18 to £9,814 million in 2018/19. Between 2010/11 and 2018/19, revenue
funding has fallen by 9.6 per cent in real terms.®

18. The reductions in funding from the Scottish Government present councils
with a major challenge to continue to make savings and deliver services at current
levels. However, there are limitations in where and how councils can make
savings. For example, councils must make repayments on their borrowing and
meet employee pension costs each year.

19. Councils and IJBs also deliver key Scottish Government policies and priorities,
such as in education and free personal care for older people. Councils must
spend some of the money they receive delivering these priorities. For example,
the Scottish Government provided £51 million in 2017/18 to councils, on the basis
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that it would be spent on helping to maintain teacher-pupil ratios. The amount

of money not for specific purposes has fallen at a faster rate than total revenue
funding (10.5 per cent compared to 9.6 per cent since 2010/11). This could cause
tensions for councils in delivering local and national priorities.

20. At the same time councils face increasing spending obligations through UK and
Scottish Government policy priorities for which they do not always receive additional
funding. In addition to those set out in Exhibit 1 (pages 11 to 13), there are a
number of additional cost pressures:

e The end to the public sector pay cap - a one per cent increase to council
staff wages would cost around £70 million a year.®

e The apprenticeship levy - requires a 0.5 per cent levy on organisations with
wage bills above £3 million. This affects all councils and the trade union
Unison estimates it could cost an additional £25 million a year.”

e FEqual pay claims - 27 councils had 27,000 outstanding equal pay claims
in September 2016. The cost to councils in settling these is unknown but
could be significant.?

e Any future increases in national insurance contributions.

Smaller services have borne brunt of service cuts

21. In 2017/18, councils allocated 76 per cent of their budgets to education and
social care services. Although it is possible to make efficiencies in these areas,
national policies, specific funding and demand for services mean it is more
difficult to do so. As we reported in the Financial overview 2016/17 (+), the
pattern has been one of larger reductions to relatively smaller service areas in
recent years, although these often include important regulatory functions. Over
the last five years, planning and development services have seen a 20 per cent
reduction in spending and culture services 11 per cent compared with no change
in real terms to social care and education spending.’

22. At an individual council level, North Ayrshire Council reports that it has made
savings of 25 per cent to its base budget over the last eight years. This affected
different services in different ways. The council has delivered savings of 16 per
cent in education, 20 per cent in social care services and 50 per cent in economy
and communities over this period.”

23. If current trends for spending on education and social care services continue,
councils will have significantly less to spend on other services in future years.
We have forecast councils' future spending patterns. For this, we assumed local
government funding increases in cash terms in line with recent years (2012/13 to
2015/16); an increase in social care spend in line with the increased demand due
to a higher number of people of a pensionable age in the population; an increase
in education spend in line with recent years; and no service redesign or policy
changes. This modelling shows that councils would spend 80 per cent of budgets
on education and social care by 2025/26. This would leave only 20 per cent of
budgets for all other council services such as road repairs, refuse collection and
environmental health in 2025/26, seven per cent less than in 2011/12. planning
and leisure and culture services Exhibit 2 (page 17).
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Exhibit 2

Forecast of council spending patterns

Without service redesign or policy changes our modelling suggests that councils could spend 80 per cent of their
budgets on education and social care by 2025/26.
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Source: Scottish Local Government Finance Statistics 2016/17 Audit Scotland, November 2016

Population change affects demand for services and council funding

24. Scotland's population is predicted to grow by three per cent between 2016
and 2026 and five per cent between 2016 and 2041. This growth is entirely from
inward migration as deaths will outnumber births in each year. The UK's decision
to leave the European Union may have an impact on inward migration which
could affect the predictions, particularly for the number of working age people.”
Scotland's population is ageing. Over the next ten years the number of people
aged 75 and over is predicted to increase by 27 per cent and by 79 per cent
within the next 25 years Exhibit 3 (page 18).

25. Predicted population change has significant implications:

e The sharp increase in the rise of older people is expected to lead to
increased demand for social care services. The majority of over-65s in
Scotland have two or more long-term conditions such as diabetes or
heart disease and the majority of over-75s have three or more long-term
conditions.” The Scottish Affairs Committee at \Westminster concluded
this will significantly increase demand for social care services.”

e There will be fewer working age people compared to people of pensionable
age and school children. Working age people generate more money for public
spending through taxation, while older people and children generally use more
public services such as social care and education. In 2016, there were 574
people of pensionable age and school children for every 1,000 working age
people. This is known as the dependency ratio. This is expected to increase
to 640 people of pensionable age and children for every 1,000 people of
working age by 2041 The Scottish Affairs Committee also concluded that
demand for funding for services for an ageing population will grow quicker
than generated income due to slower growth of the working age population.
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Exhibit 2

				From here		http://ishare/LocGov/ovw/Evidence/Pacman%20modelling.xlsx

						2011/12		2016/17		2020/21		2025/26

				Local Government spending 		10,155.7		10,538.3		10,874.8		11,222.0

				Education spend		4,538.5		4,830.0		5,103.1		5,391.6

				Social Work		2,870.9		3,135.8		3319.39		3552.67

				Other		2,746.3		2,572.6		2,452.4		2,277.7

				Education spend		45%		46%		47%		48%

				Social Work		28%		30%		31%		32%

				Other		27%		24%		23%		20%

				Change in spend on everything else 		2016/17 to 2026/27		-11%		-294.9

						2011/12 to 2026/17		-17%		-468.6



Education spend	45%

46%

47%

48%



_x0007_2011/12	_x0007_2016/17	_x0007_2021/22	_x0007_2026/27	4538.45	4829.953	5103.07252165866	5391.63614248579	Social Work	28%

30%

31%

32%



_x0007_2011/12	_x0007_2016/17	_x0007_2021/22	_x0007_2026/27	2870.928	3135.756	3319.39318836273	3552.67404952671	Other	27%

24%

23%

20%



_x0007_2011/12	_x0007_2016/17	_x0007_2021/22	_x0007_2026/27	2746.335	2572.629	2452.350264040011	2277.727141550058	
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Exhibit 3
Scotland's population projections, 2016-2026 and 2016-2041
Scotland's population is predicted to age significantly.
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Source: National Records for Scotland, 2016 population projections

Population change brings different challenges for different councils

26. Predicted population change is not uniform across councils, meaning different
councils face different challenges Exhibit 4 (page 19). Between 2014 and

2039, the population is expected to increase in 21 councils and decrease in 11.
Midlothian Council is expected to see the biggest increase (26 per cent) and
Combhairle nan Eilean Siar the biggest decrease (14 per cent).

27. The one constant trend across all Scottish councils is that the number of people
of a pensionable age and over is expected to increase. This varies from a 48 per
cent increase in West Lothian Council to an eight per cent increase in Dundee City
Council. This will have differing impacts on demand for social care services.

28. In seven councils (Renfrewshire, Orkney Islands, Scottish Borders, Highland,
Angus, South Lanarkshire, Moray) projected population increase is made up entirely
of elderly population growth. For example in the Moray Council, the population

is expected to grow by four per cent but the working age population and child
population to fall by three per cent and eight per cent respectively. The population of a
pensionable age and over will grow by 33 per cent over the same period.

29. There is significant variation in the predicted change in the population of
children (defined as aged 0-15):

e Twenty councils are expected to see a decrease. These range from a 28
per cent reduction in Comhairle nan Eilean Siar to 0.1 per cent in Scottish

Borders Council.

e Twelve councils are expected to see an increase. These range from 25 per
cent in Midlothian Council to two per cent in Fife Council(Exhibit 4).
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Exhibit 3





						2016		2026		2041		% Change 2016-2026		% Change 2016-2041

				0 to 15 years		915,917		931,675		901,970		2%		-2%

				16 to 64 years		3,489,931		3,457,739		3,350,710		-1%		-4%

				65 to 74 years		556,543		626,379		650,412		13%		17%

				over 75 years		442,309		563,029		790,109		27%		79%

				Over 65		998,852		1,189,408		1,440,521		19%		44%











				From here		http://ishare/LocGov/ovw/Evidence/Populations_projections.xlsx



% Change 2016-2026	0 to 15 years	16 to 64 years	65 to 74 years	over 75 years	Over 65	0.0172046157020778	-0.00922425113848955	0.125481768704305	0.272931366985524	0.190775009711148	% Change 2016-2041	0 to 15 years	16 to 64 years	65 to 74 years	over 75 years	Over 65	-0.015227362304663	-0.0398921927109734	0.168664415867238	0.786328109986457	0.442176618758335	
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Exhibit 4
Councils face different challenges relating to population change, 2014 to 2039
Eleven councils face predicted population decline by 2039.
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30. Changes to the number of children will pose different challenges for councils as
they continue to deliver education services. Some may have to build new schools

and recruit additional teachers while others will have to manage their school property
estate and teacher-pupil ratios as their school population shrinks. This will be
particularly challenging for Comhairle nan Eilean Siar and other island and rural councils.

Population change also has financial implications for councils

31. The implications for councils with a decreasing population include: fewer people
to pay council tax, a lack of local workforce which may make the area less attractive to
businesses, and low population figures making some local services harder to sustain.
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Exhibit 4

		Table F: Projected percentage change in population (2014-based), by age structure and council area, 2014 to 2039

		Back to contents page 



		Area		All ages		Children
(aged 0 to 15)		Working age		Pensionable age
  and over

		Scotland		6.6		1.4		1.2		28.3

		Council areas (ordered by projected total population change for all ages)

		Na h-Eileanan Siar		-13.7		-27.9		-20.7		11.0

		Inverclyde		-12.0		-16.0		-21.0		16.8

		Argyll and Bute		-8.0		-12.9		-17.8		16.6

		North Ayrshire		-7.5		-14.1		-16.7		22.0

		West Dunbartonshire		-6.7		-12.1		-14.5		23.8

		Dumfries and Galloway		-4.7		-8.8		-12.9		16.1

		East Ayrshire		-3.9		-9.1		-10.9		21.2

		Clackmannanshire		-3.0		-9.6		-12.5		32.0

		South Ayrshire		-2.2		-7.5		-10.8		21.1

		Shetland Islands		-0.7		-11.3		-8.2		32.2

		North Lanarkshire		-0.4		-9.0		-6.6		30.6

		Renfrewshire		0.3		-2.6		-7.0		25.8

		Orkney Islands		2.4		-6.7		-4.2		25.2

		Scottish Borders		2.7		-0.1		-7.4		27.9

		Highland		3.4		-6.5		-4.4		31.5

		Angus		3.5		-2.7		-3.5		25.2

		South Lanarkshire		3.6		-3.3		-4.3		34.2

		Moray		4.1		-8.1		-2.9		33.3

		Fife		5.4		1.6		-1.2		27.5

		East Dunbartonshire		5.9		4.4		-3.2		30.4

		Dundee City		5.9		8.2		4.6		8.5

		Glasgow City		6.7		3.9		3.9		22.2

		Falkirk		8.4		-0.6		2.2		36.5								From here		http://ishare/LocGov/ovw/Evidence/Populations_projections.xlsx

		West Lothian		8.6		-1.9		1.5		47.9

		Stirling		10.7		4.1		5.9		31.6

		Perth and Kinross		12.2		6.1		6.0		32.0

		East Renfrewshire		13.3		14.4		7.1		30.2

		Aberdeen City		17.1		19.4		15.7		20.5

		East Lothian		17.8		12.3		11.2		41.9

		Aberdeenshire		19.7		14.3		16.5		35.2

		City of Edinburgh		20.7		15.7		18.1		36.2

		Midlothian		25.7		25.0		22.4		36.3



		Note

		Working age and pensionable age and over estimated from State Pension Age. As set out in the 2014 Pensions Act, between 2014 and 2018, the state pension age will rise from 62 to 65 for women. Then between 2019 and 2020, it will rise from 65 years to 66 years for both men and women. A further rise in state pension age to 67 will take place between 2026 and 2028. Between 2044 and 2046, state pension age will increase from 67 to 68. The UK Government plan to review state pension age every five years in line with life expectancy and other factors.





		© Crown Copyright 2016



Children
(aged 0 to 15)	_x000b_Eilean Siar	
Inverclyde	_x000F_Argyll and Bute	_x000e_North Ayrshire	_x0013_West Dunbartonshire	_x0015_Dumfries and Galloway	_x000d_East Ayrshire	_x0010_Clackmannanshire	_x000e_South Ayrshire	_x0010_Shetland Islands	_x0011_North Lanarkshire	_x000c_Renfrewshire	_x000e_Orkney Islands	_x0010_Scottish Borders	_x0008_Highland	_x0005_Angus	_x0011_South Lanarkshire	_x0005_Moray	_x0004_Fife	_x0013_East Dunbartonshire	_x000b_Dundee City	_x000c_Glasgow City	_x0007_Falkirk	_x000c_West Lothian	_x0008_Stirling	_x0011_Perth and Kinross	_x0011_East Renfrewshire	_x000d_Aberdeen City	_x000c_East Lothian	_x000d_Aberdeenshire	_x0011_City of Edinburgh	
Midlothian	-27.8718122320018	-16.0237388724036	-12.9060773480663	-14.1341092900852	-12.1289336221175	-8.75161950934091	-9.13600075582219	-9.55210740618466	-7.47490607301071	-11.2607383329464	-9.02682715758005	-2.64237814032629	-6.72748004561003	-0.0839058157218522	-6.4721128445397	-2.6529782476113	-3.28851479376184	-8.10680489421976	1.59044794755736	4.40600522193211	8.15061561814809	3.92827968441407	-0.622171945701357	-1.87038462635075	4.08965028659754	6.07472814978334	14.3743820718444	19.3996001313002	12.309246557133	14.2739731656701	15.7057706859244	25.0229147571036	Working age	_x000b_Eilean Siar	
Inverclyde	_x000F_Argyll and Bute	_x000e_North Ayrshire	_x0013_West Dunbartonshire	_x0015_Dumfries and Galloway	_x000d_East Ayrshire	_x0010_Clackmannanshire	_x000e_South Ayrshire	_x0010_Shetland Islands	_x0011_North Lanarkshire	_x000c_Renfrewshire	_x000e_Orkney Islands	_x0010_Scottish Borders	_x0008_Highland	_x0005_Angus	_x0011_South Lanarkshire	_x0005_Moray	_x0004_Fife	_x0013_East Dunbartonshire	_x000b_Dundee City	_x000c_Glasgow City	_x0007_Falkirk	_x000c_West Lothian	_x0008_Stirling	_x0011_Perth and Kinross	_x0011_East Renfrewshire	_x000d_Aberdeen City	_x000c_East Lothian	_x000d_Aberdeenshire	_x0011_City of Edinburgh	
Midlothian	-20.7443098966588	-20.9651387992253	-17.8322980149321	-16.7142160448671	-14.549335779687	-12.9096667584687	-10.8914036132619	-12.5200440182361	-10.8355051821323	-8.18143578238923	-6.5793037744132	-7.03737865407622	-4.20726991492653	-7.39930937768596	-4.35721463237338	-3.53065294678729	-4.27302771638856	-2.90049473904258	-1.17083555082491	-3.17335760695565	4.58704176261903	3.92442178242355	2.17054263565891	1.47251513071692	5.86590723600813	6.01005792285932	7.07954938395181	15.7324352895748	11.2068687259934	16.5346822777678	18.1483539174121	22.4417368860548	Pensionable age
  and over	_x000b_Eilean Siar	
Inverclyde	_x000F_Argyll and Bute	_x000e_North Ayrshire	_x0013_West Dunbartonshire	_x0015_Dumfries and Galloway	_x000d_East Ayrshire	_x0010_Clackmannanshire	_x000e_South Ayrshire	_x0010_Shetland Islands	_x0011_North Lanarkshire	_x000c_Renfrewshire	_x000e_Orkney Islands	_x0010_Scottish Borders	_x0008_Highland	_x0005_Angus	_x0011_South Lanarkshire	_x0005_Moray	_x0004_Fife	_x0013_East Dunbartonshire	_x000b_Dundee City	_x000c_Glasgow City	_x0007_Falkirk	_x000c_West Lothian	_x0008_Stirling	_x0011_Perth and Kinross	_x0011_East Renfrewshire	_x000d_Aberdeen City	_x000c_East Lothian	_x000d_Aberdeenshire	_x0011_City of Edinburgh	
Midlothian	10.9565711041726	16.7588334594563	16.5596250650929	21.9581229294651	23.838651970685	16.1125253927846	21.2233330709281	31.977082928724	21.1072784920386	32.2219832221983	30.5591936205839	25.8286339049373	25.2430960715675	27.92978292734	31.5417497862639	25.2027269465375	34.1750095044988	33.309265944645	27.4568854568855	30.3519180754226	8.53919748679137	22.1882600407546	36.5074714327571	47.8555681742267	31.5657937629034	31.9833823196925	30.1708469647401	20.5390533176621	41.9258008536185	35.1624563075945	36.1687362133492	36.2931888364505	Population change	-13.7064220183486	-12.0403054199524	-8.027381631488881	-7.46263188745604	-6.71051164864564	-4.71992531341691	-3.90649308114304	-3.04160968939246	-2.15586954589887	-0.66322136089578	-0.411834319526627	0.274923951099122	2.40037071362373	2.70080673447913	3.38553286425262	3.47695734109988	3.59625753250872	4.12577819985227	5.36773315180395	5.86355543060632	5.90494835617363	6.70518978053499	8.35817109518676	8.647291196388259	10.7331730769231	12.1916336533942	13.3286440861379	17.0553031626769	17.8254481339994	19.7125091160327	20.7267412354601	25.6889352818372	

Poulation decrease      Population Increase
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32. In our 2017 local government financial overview report, we outlined how the
Scottish Government funding formula is largely based on the size of council's
populations, although under proposals to review funding for education, this

may change (Exhibit 5). Currently, those councils with a projected decrease in
population can expect to see greater reductions to their budgets compared to
councils with increasing populations.

Exhibit 5
Total population and share of key element of Scottish Government funding
The amount of funding councils receive from the Scottish Government is closely linked to their population.
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33. However, all 11 councils which are expected to have reduced total populations
are expected to have increases in the number of people of a pensionable age and
over (Exhibit 4). These councils will therefore have a higher dependency ratio
and a consequent increased demand for services at a time of reduced funding.
Many of these councils are also rural which poses an additional challenge in
delivering services as cost effectively as urban councils. We recommended in

our 2016/17 local government financial overview that the Scottish Government
and COSLA should assure themselves that the funding formula remains fit for
purpose in a changing landscape for local government.
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Exhibit 5

								GAE+ SINA share (2017/18)

								Share of Scottish Government funding (2017/18)		Total Population (2016 Estimates)

				Local Authority

				Glasgow City		878522.686386714		11%		615070

				City of Edinburgh		609237.189455901		8%		507170

				Fife		544168.823780774		7%		370330

				North Lanarkshire		508174.831582408		6%		339390

				South Lanarkshire		473971.965482686		6%		317100

				Aberdeenshire		384454.56798766		5%		262190

				Highland		376179.916593543		5%		234770

				Aberdeen City		276166.099874818		3%		229840

				West Lothian		266832.801800755		3%		180130

				Renfrewshire		258144.997680957		3%		175930

				Dumfries and Galloway		237392.396698694		3%		149520

				Falkirk		230136.178152724		3%		159380

				Dundee City		219614.466824972		3%		148270

				Perth and Kinross		218306.785387408		3%		150680

				North Ayrshire		212320.616319961		3%		135890

				East Ayrshire		180350.095043945		2%		122200

				Scottish Borders		176058.660897464		2%		114530

				Angus		173362.690193641		2%		116520

				South Ayrshire		167676.773384411		2%		112470

				East Dunbartonshire		162828.527876069		2%		107540

				East Renfrewshire		155122.458693805		2%		93810

				East Lothian		149053.445301979		2%		104090

				Argyll and Bute		143864.134885553		2%		87130

				West Dunbartonshire		139769.419692589		2%		89860

				Stirling		139434.16491381		2%		93750

				Moray		137467.218704641		2%		96070

				Midlothian		128914.243096664		2%		88610

				Inverclyde		120832.755936867		2%		79160						From here 		http://ishare/LocGov/ovw/Evidence/GAE_GreenBook_2017-18.xls

				Clackmannanshire		74177.1013306918		1%		51350

				Shetland Islands		63313.4063889662		1%		23200

				Eilean Siar		60360.7561243811		1%		26900

				Orkney Islands		55714.4192334067		1%		21850

				Scotland		7921924.59570886







Total Population (2016 Estimates)	_x000c_Glasgow City	_x0013_Edinburgh (City of)	_x0004_Fife	_x0011_North Lanarkshire	_x0011_South Lanarkshire	_x000d_Aberdeenshire	_x0008_Highland	_x000d_Aberdeen City	_x000c_West Lothian	_x000c_Renfrewshire	_x0013_Dumfries 	&	 Galloway	_x0007_Falkirk	_x000b_Dundee City	_x000F_Perth 	&	 Kinross	_x000e_North Ayrshire	_x000d_East Ayrshire	_x0010_Scottish Borders	_x0005_Angus	_x000e_South Ayrshire	_x0013_East Dunbartonshire	_x0011_East Renfrewshire	_x000c_East Lothian	_x000d_Argyll 	&	 Bute	_x0013_West Dunbartonshire	_x0008_Stirling	_x0005_Moray	
Midlothian	
Inverclyde	_x0010_Clackmannanshire	_x0010_Shetland Islands	_x000b_Eilean Siar	_x000e_Orkney Islands	615070.0	507170.0	370330.0	339390.0	317100.0	262190.0	234770.0	229840.0	180130.0	175930.0	149520.0	159380.0	148270.0	150680.0	135890.0	122200.0	114530.0	116520.0	112470.0	107540.0	93810.0	104090.0	87130.0	89860.0	93750.0	96070.0	88610.0	79160.0	51350.0	23200.0	26900.0	21850.0	Share of Scottish Government funding (2017/18)	_x000c_Glasgow City	_x0013_Edinburgh (City of)	_x0004_Fife	_x0011_North Lanarkshire	_x0011_South Lanarkshire	_x000d_Aberdeenshire	_x0008_Highland	_x000d_Aberdeen City	_x000c_West Lothian	_x000c_Renfrewshire	_x0013_Dumfries 	&	 Galloway	_x0007_Falkirk	_x000b_Dundee City	_x000F_Perth 	&	 Kinross	_x000e_North Ayrshire	_x000d_East Ayrshire	_x0010_Scottish Borders	_x0005_Angus	_x000e_South Ayrshire	_x0013_East Dunbartonshire	_x0011_East Renfrewshire	_x000c_East Lothian	_x000d_Argyll 	&	 Bute	_x0013_West Dunbartonshire	_x0008_Stirling	_x0005_Moray	
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Part 2

Councils' response to the challenges

Key messages

1 Councils are increasingly using their reserves. Some councils have higher
forecast funding gaps than their current levels of reserves. For these
councils, the delivery of savings is critical. Long-term financial planning is
not easy but is vital in helping councils deliver sustainable services.

2 Reducing staff numbers has been one of the main ways councils have
reduced their spending and, in some councils, this is set to continue. Given
the changes in workforce to date and the expected new demands on
councils, robust workforce planning is essential to ensure councils have the
right people, who have the right training and skills, to deliver their priorities.
However, not all councils have organisation-wide workforce plans and the
quality of these varies.

3 Achieving transformational change is increasingly vital to councils as
they respond to reductions in funding. Councils need to ensure they
have effectively planned and invested to deliver their transformational
programmes and that staff have the necessary skills. Cohesive and decisive
leadership is essential to address the significant challenges councils face.

Councils are increasingly using their reserves and for some
delivering savings is now critical

34. All councils hold reserves. These are funds that councils can spend if they
need to meet an unexpected cost, bridge a gap in funding or if they wish to
invest in some initiative or specific activity. A council can only use reserves
once, they are not a way to sustain services year on year. As we reported in our
financial overview, 19 councils drew on their revenue reserves in 2016/17, an
increase from the eight councils that did so in 2015/16. In 2016/17, 13 councils
used more reserves than they had planned. Overall council revenue reserves fell
by about £32 million in 2016/17.2

35. Some council financial plans for 2017/18 relied more heavily than others on
using reserves to bridge funding gaps. Forecast funding gaps remain higher

than current levels of reserves for a number of councils, making the delivery of
savings critical. Continuing to use reserves at the current rate is not an option for
some councils as they would run out of reserves within two to three years if they
continued to use them at the level planned for 2017/18."

36. Robust medium-term financial strategies and savings plans are vital for the financial
sustainability of councils. For councils with lower levels of reserves, financial plans
need to be increasingly detailed and robust. This will ggggan more work for officers and
members in clearly identifying achievable savings.



22 |

37. Evidence from councils' annual audit reports generally demonstrates good
medium-term (three to five years) financial planning, with some councils using
scenario planning to provide a range of options. However, more work needs to
be done to link budgets to plans and outcomes, establish sustainable long-term
(beyond five years) planning arrangements and demonstrate that outcomes and
strategic priorities are being delivered.

38. The Accounts Commission recognises the challenge to medium-and
long-term planning of the Scottish Government providing funding figures for a
single year, without indicative figures for future years. However, the absence of
indicative funding for future years should not prevent councils projecting future
income and spending, and planning accordingly. Indeed, uncertainty increases the
need for councils to plan ahead.

Councils have adopted a range of approaches to reduce spending
and increase income

39. For most councils, achieving savings while continuing to deliver services
requires a mixed approach. This includes reducing workforces and services,
taking measures to increase income, and digitising services; along with more
transformational changes to service delivery or stopping some services
altogether. In practice, these different approaches are interdependent. Councils
need effective leadership and governance, strong financial management, and a
workforce with the right skills to successfully deliver change.

Reducing workforce size has been one of the main ways councils have
reduced their spending but workforce planning is poor in some councils
40. Most councils have reduced their workforce in recent years.” Overall, staff
numbers have fallen every year since 2009. Nationally, the biggest reductions in
staff numbers were in the years 2009 to 2012, when the total council workforce
fell by 21,000 (nine per cent).”® Since then, overall staff numbers have continued
to decrease at a relatively steady rate. Between 2012 and 2017, councils’ total
workforce fell by a further five per cent (10,000 staff); including a one per cent
(2,500 staff) drop from 2016 to 2017.*

41. Our analysis by council over the period 2011-2017 suggests that some
councils have relied more heavily than others on staff reductions to make savings
(Exhibit 6, page 23). However, because we are unable to track staff moving to
arm's-length external organisations (ALEQs), it is difficult to draw clear conclusions
about changing workforce numbers nationally. For example, it is likely that the
workforce reductions recorded by Highland and Scottish Borders Councils are
partially due to large numbers of staff transferring to ALEOs during this period.

42. Data for quarter 3 in 2017 was the first since quarter 2 in 2008 to report

an increase in staff numbers compared to the previous year.?2 However, it is

too early to comment on whether this indicates any upward trend overall, and
evidence from the first year of BVARs suggests that the long-term trend of
reducing staff numbers to meet funding gaps is set to continue in some councils.
For example Inverclyde Council has reduced its staff by just over 500 (13 per cent
of workforce) in the last seven years.?! It estimates that it will need to reduce its
staff by a further 80 to 130 staff over the next two years (this is between two

to four per cent of its workforce).?? East Renfrewshire Council needs to reduce
its workforce by an average of 100 staff a year over the next three years. This is
around three per cent of its workforce in the first year.
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Exhibit 6
Changes in council budgets and workforce 2011 to 2017
The use of staff reductions to make savings varies across councils.

Percentage

Notes:

(6]

N
LRI IS LTS EESTSEFT ST ESE T oL ES
PO F§ 0 O P &2 $ PSS LFTFTLCFT SIS e O Fd S8 S
,Q§\‘O¢¢Q Q@Q@Q@@QQ,@N@N\&.Qgexs\(bb@@
STITFTVETINITYCTSS S FTELITIFELEFE~FToTL S
; S < S N R @
TESE P88 £ PSS LEES & §F8
NCEINC AN AR o X 9 LN v o § W9 N 5§ o
O F S §&E S % & o X ¥
3 Sos LS SR S S <
S TES S SE & S & 2
ISERS “ & &S O s <
N &
9 <

B Percentage change in workforce 2011t0 20177 [l Percentage change in budget 2010/11 to 2017/18

1. Budget is defined as general revenue grant and non-domestic rates, in real terms.
2. Workforce change is from Q1 2011 to Q1 2017.

Source: Audit Scotland and Joint Staffing Watch, Scottish Government

43. It is critical that councils carefully manage workforce reductions and that each
council ensures it has people with the skills required to deliver its priorities now and in
the future. Workforce planning is complex and councils face a number of challenges:

e The council workforce is ageing. The Scottish Social Services Council

reported 'g?at the median age amongst public sector social care employees is
48 years.” UNISON also report high proportions of staff over the age of 45
years in building standards, school support and home care workers.” Councils
will need to consider if and how to replace these experienced workers.

Many councils struggle to recruit and retain employees. Councils in rural

areas report difficulties recruiting staff to some roles due to their remote
location. Several councils have reported that education and social care staff are
particularly difficult to recruit. Others report difficulties recruiting staff in specialist
or professional roles such as engineers and accountants. Our Clackmannanshire
Council Annual Audit report highlights that the council has found it difficult to
recruit suitably qualified and experienced finance staff. The UK's decision to
leave the European Union could create further difficulties in staff recruitment.

Council workforces must be able to adapt to deliver council priorities and
meet future challenges. National early learning and childcare commitments
will have significant implications for council staffing. Councils will also need
to ensure they have staff with the right skills to maximise the potential of
new digital technology.
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Exhibit 6







				Percentage change in workforce, Q1 2011 - Q1 2017



				Local Authority / Joint Board		% Change in workforce 2011-2017 (Q1)		% Change in budget 2010/11-2016/17 (real terms)

				Scottish Borders		-25.5%		-8.4%

				Highland		-19.6%		-8.6%

				Glasgow City		-19.0%		-9.5%

				Shetland Islands		-17.9%		-17.5%

				Eilean Siar		-15.8%		-18.1%

				Angus		-15.2%		-8.0%

				Inverclyde		-12.8%		-7.6%

				Argyll & Bute		-11.9%		-14.3%

				Dumfries & Galloway		-11.7%		-9.6%

				North Lanarkshire		-10.7%		-7.6%

				Falkirk		-10.4%		-4.3%

				East Renfrewshire		-10.3%		-4.2%

				East Dunbartonshire		-10.0%		-2.9%

				West Dunbartonshire		-9.8%		-9.4%

				Clackmannanshire		-9.1%		-5.6%

				Fife		-8.8%		-6.2%

				Edinburgh, City of		-8.2%		-6.0%

				Dundee City		-7.7%		-4.5%

				East Ayrshire		-5.5%		-7.2%

				East Lothian		-5.3%		-4.1%

				Renfrewshire		-4.2%		-9.6%

				West Lothian		-2.9%		-1.9%

				South Lanarkshire		-2.4%		-6.6%

				Perth & Kinross		-2.0%		-5.3%

				North Ayrshire		-1.7%		-5.4%

				Aberdeen City		0.0%		-2.3%

				Midlothian		0.0%		-5.0%

				Moray		0.0%		-6.7%

				Orkney Islands		0.0%		-11.2%

				Stirling		0.0%		-7.8%

				South Ayrshire		2.4%		-5.9%

				Aberdeenshire		8.3%		-4.1%
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e Strong leadership is essential for councils to effectively manage
transformation and develop new ways of delivering services within
reduced budgets. Yet there can be difficulties recruiting to the topZ;[%gm
as salaries are often lower than the private sector at senior levels.” The
Improvement Service's report on Talent Management in the Public Sector
highlights that public sector bgdies need to do much more to develop their
approach to managing talent.

44. Despite itszismportance, only half of councils had organisation-wide workforce
plans last year.” Workforce plans vary in quality. For example, not all provide
critical planning information, such as:

e the numbers, cost and skills of the current and the desired workforce

e how the move from the current to the desired workforce will take place
and when it will be achieved.

45. Some workforce plans are short term in nature and only consider workforce
needs for the current year, for example, the Best Value Assurance Report:
Inverclyde Council (+) reports that longer-term forecasts need to be developed.
Councils also need to ensure workforce plans will help to deliver corporate
priorities, transformation plans and financial plans.

Councils have sought to increase income
46. There are opportunities for councils to raise income through council t<'2:13< and
fees and charges. However, there are limits on how much can be raised.

47. The council tax freeze ended in 2017/18. Twenty-four councils increased council
tax, including 21 that raised rates by the maximum three per cent allowed by the
Scottish Government. This rise increased council income by around £53 million.”
Proportionately this represents a small increase to council budgets. It is possible that
public satisfaction with services will decline if the service delivered is not perceived to
improve in line with higher taxes.

48. It is difficult to accurately tell how much income is generated through fees and
charges in Scotland. The Scottish Parliament Information Centre (SPICe) Briefing
on Local Government Finance used Local Financial Returns (LFRs) to analyse how
councils have raised income through fees and charges to people using services. It
found that revenue from fees and charges had fallen by 4.5 per cent in real terms
between 2011/12 and 2015/16, from £569.7 million to £544.2 million.™ However,
the data provided in the LFRs is self-reported and there can be differences with
how councils categorise income and expenditure. For example, some councils may
not record income generated by ALEOs in the same way that they record income
generated directly by the council.

49. While it is not possible from the data currently available to assess nationally
how councils use their ability to generate income to offset the impact of reduced
Scottish Government funding, there are indications that councils are increasing
income through fees and charges. For example, the RAC Foundation reported
that total income for Scottish councils from parking fees was £79.3 million

in 2015/16, a five per cent increase over the previous year.32 Citizens Advice
Scotland has found that burial charges increased in 25 councils in 2016/17, with
an average increase of £64.31 (5.5 per cent).”
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50. Councils must consider the impact that increased fees could have on inequality
within their communities, as higher charges are likely to have a disproportionate
effect on deprived and vulnerable communities. All seven councils that submitted
evidence to the Parliament's scrutiny of the draft budget indicated that they
considered inequalities when making decisions about fees and Charges

51. Councils are also getting together to share ideas and approaches to maximising
income and many are involved in a network on '‘commercialisation' led by the
Association for Public Sector Excellence (APSE). This work is at an early stage but
could lead to councils generating additional income from a range of activities.

Transformation is increasingly important to councils

52. By transformation we mean significant programmmes of activity that radically
change the services councils provide and how they are delivered. This involves
making services more efficient and achieving better outcomes for people who use
services and for communities. Good transformation will be based on robust option
appraisal. It should reflect the needs of communities, consider alternative service
delivery models and seek to reduce long-term demands on services.

53. Planning for and delivering transformational savings will become increasingly
important to councils if funding continues to fall and decisions about spending
priorities become increasingly difficult. Options appraisal is an important tool to help
councils make an informed decision on what their transformation priorities should be.

Transformation needs to be properly scoped and resourced for it to deliver
the desired savings

54. Some councils use formal and explicit transformation plans to deliver their
strategy for change. Other councils integrate transformation into developing how
services are delivered without using a specific transformation plan. Both approaches
can be effective if the right leadership and management are in place. Cohesive and
decisive leadership is essential to address the significant challenges councils face.

55. Councils need to ensure that they are investing the right time and resources
to deliver the scale of the planned transformation. Real transformation takes time
and to be successful councils should:

e set priorities - councils cannot transform everything at once

e conduct robust option appraisals - councils should consider a wide range of
options

e have a clear strategy and a realistic savings target which is properly monitored
e have proportionate governance structures
e assess the impact on equality of access and opportunity and whether
change may have a disproportionate impact on more vulnerable or poorer
communities or individuals.
56. Transformation needs:
e effective leadership from councillors and the senior management. In

Dumifries and Galloway Council, progress is reported regularly to the Business
Transformation board and Business Transformation steering group
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e staff who have the time to work exclusively on transformation. West Lothian
Council has 15 full-time equivalent staff (including senior and specialist staff)
on secondment working on the scoping stage of their transformation plan.

e staff with the skills to achieve council priorities and make the required
changes to services. At Inverclyde Council, 100 employees took part in a
senior management leadership development course which emphasised
delegating operational decisions to front-line managers. East Renfrewshire
Council has recognised that there is limited supply of some skills in the
council. In response it has designed and delivered a Scottish Qualifications
Authority (SQA) accredited course in project management and a course in
change management.

57. Councils should ensure that planned savings are realistic and achievable.
Councils that are already under significant financial strain need to be especially
careful about this. For example, Midlothian and Clackmannanshire Councils have
low general fund reserves and high savings targets for their transformation plans,
which will be challenging to meet. Not delivering expected savings could mean
their general fund reserves fall.

58. There is a high level of risk involved in transformation projects. These
include expected savings not being delivered (with consequent effects on a
council's reserves and financial position); alternative models of service delivery
not achieving the expected service standards and outcomes and there being
insufficient staff time and skills deployed. Not all transformation activity will
have the desired effect. Councils need to be willing to take some risk, within an
effective risk management framework, in their approaches to transformation.

59. Councils are sharing successful new approaches. The Innovation Exchange
website, which is supported by the Society of Local Authority Chief Executives
(SoLACE) and the Improvement Service, brings together innovative projects from
across all councils. It allows councils to share good practice and improve how
services are provided.

Councils recognise the potential of digital solutions to deliver savings and
make services more efficient

60. Digital solutions are a key element of most councils' transformation activity.
When we talk about digital, we are not just talking about technology. We are talking
about how digital technologies and solutions are affecting and changing human
interactions. Some of the ways that councils are adopting digital solutions include:

e introducing new technology to allow front-line staff to access and process
information wherever they are working, for example home carers

e making better use of data by linking and integrating data across departments

e streamlining and automating processes to make them more straightforward
for citizens and more efficient for the council, for example completing
forms and making payments

e ensuring the security of data and information held by the council

e making information more accessible to residents through websites.
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61. Councils are incorporating digital solutions in a variety of ways. As councils
become more mature users of digital, they are adopting more innovative ways of
integrating digital into how they deliver services. Thirty councils have signed up to
the Local Government Digital Partnership programme, which aims to strengthen
councils' use of digital.gf5

62. Many councils are pursuing greater efficiency by integrating digital into how
they deliver their services. For example, the Moray Council reports it has made
its housing repair service more efficient by introducing mobile working. This has
cut travel time to jobs, reduced missed appointments, and allowed seven team
members to be reallocated to other areas. North Ayrshire Council increased
customer satisfaction from 91 per cent to 98 per cent by improving the digital
channels that people can use to access services.

63. Some councils are working to make their digital infrastructure more efficient.
This involves joining up systems and data that are held by different services

and creating systems that are able to share data. Aberdeen City Council has
developed a digital transformation programme that prioritises these tasks. One
of the anticipated outcomes of this programme is that customers will only have
to provide information once to the council, and this information will automatically
update data already held by the organisation.

64. Our Principles for a digital future () report pgeovides guidance on the core @
principles for successfully planning digital projects.™ It identifies the following
principles for success:

Does your council

e comprehensive planning setting out what will be achieved and how it will follow the core
be done principals for
successfully
e active governance providing appropriate control and oversight planning digital
projects outlined in
e putting users at the heart of the project our Principles for a
digital future report?

e clear leadership that sets the tone and culture and provides accountability

e individual projects set in a central framework of strategic oversight and
assurance.

65. Councils need to balance improving digital access to services with an
awareness that not everyone can access or operate digital technologies. Others
will be limited in how they can access digital technology; for example, some
may only have access to the internet using their mobile phone. Limited access to
digital technology is most likely to affect vulnerable and excluded groups. Digital
should not become the only way to access council services, but it should be an
efficient and easy option of communication for those who choose to use it.
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Part 3

The impact on council services

Key messages

1 At a national level, indicators suggest that councils have maintained
or improved performance in a number of areas despite funding
reductions. However, there is considerable variation between councils
that is not always easily explained. Our audit work has found that
councils articulate their strategic priorities and plans well but often do
not report how these connect to actual performance and outcomes.

2 However, there is also some evidence that budget reductions are
impacting on services. Public satisfaction is falling. There is evidence
that social care services for older people are not keeping up with
demand, and there is a general risk to the quality of services. The
impact of budget reductions on smaller services could be significant
but there is limited evidence on this. Councils need to understand
and clearly set out the impact budget reductions have had on service
delivery and use this to inform future decision making.

Despite funding reductions a number of national indicators of performance
continue to improve

66. The Accounts Commission has previously stated that given the challenges facing
local government, not least the future financial challenges, it does not expect to see
performance improving in all measures for all councils. It is up to individual councils
and their communities to agree local priorities and make the difficult decisions about
which services to focus time, skills and money on. Effective public performance
reporting should reflect those decisions and explain performance variance within that
context. Councils will need to continue to have conversations with their communities
to understand and explain the impact of budget cuts.

67. The Scottish Government's National Performance Framework measures
and reports progress towards the Scottish Government's Purpose and national
outcomes. The Improvement Service reports on progress against 18 outcomes,
supported by 16 performance measures, through the Community Planning
Outcomes Profile. Councils work with partners and communities through, for
example, CPPs and |JBs to improve outcomes for communities. Changes in
outcomes will be influenced by factors wider than council activity so cannot

be solely linked to council activity. These measures are designed for use at a
community or council level, but we have presented them at a Scotland level for
this report. The 16 performance measures suggest that the majority of outcomes
are improving across Scotland (Exhibit 7, page 29).
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Exhibit 7

Changes in performance measures for Scotland's outcomes 2006/7 to 2016/17
Performance measures suggest that the majority of outcomes for Scotland's commmunities are improving.

Health

Education

Employment

Environment

Community safety

Other

Early mortality: European Age Standardised
Rate of deaths for persons under 75

Emergency department attendance 7.9% @
rates per 100,000 people’ .
Emergency admissions for age 65 @ %
and over per 100,000 3.9
% of primary 1 children who have body
mass index classified as a healthy weight'
[ ]

% of babies at a healthy birthweight @ I 0.9%
S4: Average tariff score — all pupils' ﬁ: - 14.6%
% of school leavers entering positive - %
destinations’ ‘\' 71

9
Survival of newly born enterprises (3 year survival)' -5.8% . )061
Median weekly earnings for residents in é 15.5%
CPP area who are employed :
Employment rate -0.6" | (;
% of population (aged 16-64) in receipt % [ )
of out of work benefits -2.2 ‘

CO, emissions (tonnes per capita)’ -34.4% _ a

Number of dwelling fires per 100,000 population' “ - 14.2%
Total crimes per 10,000 population ~ -37.2% _ @

[ )
% of children in poverty' -3.2% I w

[ 4
Fragility? ¢ I 1.6%

Percentage point change — raw data is not available therefore absolute changes are shown.

Notes:

1. Imputed and projected data has been calculated by the Improvement Service using different methodologies for measures where raw data is

not yet available.

2. Fragility is a weighted combination of three indicators: de-population, rural de-population and old age dependency ratio.
3. Data uses rolling three year averages. All figures are based on community level data and so may have some discrepancies due to rounding.

Source: Community planning outcomes profile, Improvement Service, 2016/17
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68. The Improvement Service, in partnership with councils, also collates and
reports on the Local Government Benchmarking Framework (LGBF) to provide
comparative performance information for councils to help them improve. The
framework includes over 70 performance indicators. While these are not
designed to comprehensively cover performance across all council activities, they
are spread over a broad range of service areas. \We selected for further analysis,

a sample of eight measures which give an indication of council performance in
services likely to be of significant interest to the public.37 This shows that councils’
performance for these indicators over the last six years has remained the same or
improved, except for the proportion of social work spend on self directed support
(SDS) which dropped slightly between 2015/16 and 2016/17 (Exhibit 8).

Exhibit 8
Performance against selected indicators, 2010/11 to 2016/17
Performance has been maintained or improved.
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2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17

Notes:

Income due from council
@ tax received by the end of
~ theyear

L Pupils entering positive
‘\" destinations

Total household waste
arising that is recycled

People aged 65 and over
with intensive needs
receiving care at home

o Percentage of A class roads
that should be considered for
maintenance treatment

Pupils gaining five or more
awards at level 2

ﬁ Pupils from deprived
I backgrounds gaining five
or more awards at level 2
@ SDS spend on adults aged 18+

‘@ as a percentage of total social
~" work spend on adults 18+

1. The percentage of A class roads that should be considered for maintenance treatment indicator is measured over two year

periods, for example 2009-11 is plotted in 2010/11.
2.2016/17 data is not available, national data is modelled to provide proxy measure.

Source: Audit Scotland; and Local Government Benchmarking Framework 2016/17, Improvement Service

69. \We have also analysed council spending against indicators to see what impact
funding reductions have had on performance at a national level. This shows that
despite spending less in most service areas, councils have maintained or improved
performance on most of the selected measures (Exhibit 9, pages 31-32). It is
important to note that a number of factors other than spend will impact on how
services perform, and individual performance indicators do not show overall quality
of a service.
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Exhibit 8

				2010-11		2011-12		2012-13		2013-14		2014-15		2015-16		2016-17

		Percentage of income due from council tax Received by the end of the year		94.7		95.1		95.2		95.2		95.5		95.7		95.8

		Proportion of pupils entering positive destinations 				90.1		91.7		92.5		93.0		93.3

		Percentage of pupils gaining five or more awards at level 6				26		27		29		31		33		34

		Percentage of pupils from deprived backgrounds gaining five or more awards at level 6				10		11		14		14		15		16

		Percentage of total household waste arising that is recycled 		39		40		41		42		43		44		45

		Percentage of people aged 65 or over with intensive needs receiving care at home		32.23		33.01		34.07		34.26		35.34		34.81		35.27

		SDS spend on adults aged 18+ as a percentage of total social work spend on adults 18+ 		1.58		2.94		5.95		6.44		6.90		6.66		6.48

		Percentage of A class roads that should be considered for maintenance treatment		30.30		30.50		29.40		28.70		29.03		28.95		29.54				* Note - this is measured in two year periods 2009-2011, 2010-2012  etc

		From here		http://ishare/LocGov/ovw/Evidence/LGO18_Data_Analysis_finalised_LGBF.xlsx



Percentage of income due from council tax Received by the end of the year	_x0007_2010-11	_x0007_2011-12	_x0007_2012-13	_x0007_2013-14	_x0007_2014-15	_x0007_2015-16	_x0007_2016-17	94.7	95.1	95.16410658706001	95.23134274939688	95.4594869413246	95.65798290667576	95.80027096854665	Proportion of pupils entering positive destinations 	_x0007_2010-11	_x0007_2011-12	_x0007_2012-13	_x0007_2013-14	_x0007_2014-15	_x0007_2015-16	_x0007_2016-17	90.1	91.7	92.5	93.0	93.3	Percentage of pupils gaining five or more awards at level 6	_x0007_2010-11	_x0007_2011-12	_x0007_2012-13	_x0007_2013-14	_x0007_2014-15	_x0007_2015-16	_x0007_2016-17	26.0	27.0	29.0	31.0	33.0	34.0	Percentage of pupils from deprived backgrounds gaining five or more awards at level 6	_x0007_2010-11	_x0007_2011-12	_x0007_2012-13	_x0007_2013-14	_x0007_2014-15	_x0007_2015-16	_x0007_2016-17	10.0	11.0	14.0	14.0	15.0	16.0	Percentage of total household waste arising that is recycled 	_x0007_2010-11	_x0007_2011-12	_x0007_2012-13	_x0007_2013-14	_x0007_2014-15	_x0007_2015-16	_x0007_2016-17	38.69148582193496	40.08859436040392	41.14960325012832	42.20191450947262	42.8	44.21588364627092	45.19813328807157	Percentage of people aged 65 or over with intensive needs receiving care at home	_x0007_2010-11	_x0007_2011-12	_x0007_2012-13	_x0007_2013-14	_x0007_2014-15	_x0007_2015-16	_x0007_2016-17	32.22972692992996	33.00581677669983	34.06760904516318	34.25810791528222	35.34426629771303	34.80505058813852	35.27467564460502	SDS spend on adults aged 18+ as a percentage of total social work spend on adults 18+ 	_x0007_2010-11	_x0007_2011-12	_x0007_2012-13	_x0007_2013-14	_x0007_2014-15	_x0007_2015-16	_x0007_2016-17	1.577069044102329	2.936724627267689	5.9531453219407	6.437645849148302	6.900536867346493	6.655313834647322	6.47668601964763	Percentage of A class roads that should be considered for maintenance treatment	_x0007_2010-11	_x0007_2011-12	_x0007_2012-13	_x0007_2013-14	_x0007_2014-15	_x0007_2015-16	_x0007_2016-17	30.3	30.5	29.4	28.7	29.02769168845022	28.95026795164216	29.53604694222093	
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Exhibit 9 I

Performance and spend in key service areas, 2010/11 to 2016/17

Councils are spending less on secondary e 40

schools but pupils' attainment continues 20 %
to improve.’ . -
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Exhibit 9

						2010-11		2011-12		2012-13		2013-14		2014-15		2015-16		2016-17

				Gross expenditure on Secondary schools (£000)		2,109,532		2,022,153		1,991,628		1,961,313		1,919,847		1,924,725		1,911,413

				Percentage of pupils gaining five or more awards at level 6				26		27		29		31		33		34

				Percentage of pupils from deprived backgrounds gaining five or more awards at level 6				10		11		14		14		15		16

						2010-11		2011-12		2012-13		2013-14		2014-15		2015-16		2016-17

				Total expenditure on Homecare (£000) 		478,498		472,013		484,971		494,941		492,834		502,431		533,787

				Homecare hours per year		21,602,216		22,016,337		22,308,243		23,400,191		23,650,952		23,185,759		23,685,897



						2010-11		2011-12		2012-13		2013-14		2014-15		2015-16		2016-17

				Net expenditure on care homes for older people (£000)		689,450		690,564		617,877		606,346		606,825		597,483		598,163

				Number of long-stay residents aged 65+ supported in care homes		31,020		30,750		30,260		30,800		30,520		30,810		30,670



						2010-11		2011-12		2012-13		2013-14		2014-15		2015-16		2016-17

				Total expenditure on culture and leisure (£000)		339,596		326,005		324,986		326,935		304,908		301,115		288,988

				Number of attendances at sports facilities		45,459,818		48,202,343		51,624,697		53,320,837		52,705,262		53,084,305		54,149,045

				Number of library visits		31,800,305		32,074,635		33,066,250		40,415,254		40,898,758		41,281,169		46,864,184

				Number of museum visits		9,270,129		11,707,609		11,102,498		11,670,085		11,917,948		12,663,109		12,334,652

						2010-11		2011-12		2012-13		2013-14		2014-15		2015-16		2016-17

				Gross expenditure on roads and winter maintenance (£000)		691,497		620,267		581,997		556,246		534,121		545,439		554,057

				Percentage of A class roads that should be considered for maintenance treatment		30		31		29		29		29		29		30

				Percentage of B class roads that should be considered for maintenance treatment		36		36		35		35		36		35		35



						2010-11		2011-12		2012-13		2013-14		2014-15		2015-16		2016-17

				Cost per dwelling of collecting council tax		15		14		14		13		11		11		9

				Percentage of income due from council tax received by the end of the year		95		95		95		95		95		96		96





						2010-11		2011-12		2012-13		2013-14		2014-15		2015-16		2016-17

				Net expenditure on street cleaning (£000)		114,024		110,419		98,964		90,371		87,070		84,852		79,592

				Street cleanliness score		95		96		96		96		94		93		94

				Percentage of adults satisfied with street cleaning								74		74		74		72



				From here		http://ishare/LocGov/ovw/Evidence/LGO18_Data_Analysis_finalised_LGBF.xlsx



Gross expenditure on Secondary schools (£000)	_x0007_2010-11	_x0007_2011-12	_x0007_2012-13	_x0007_2013-14	_x0007_2014-15	_x0007_2015-16	_x0007_2016-17	2.10953166589674E6	2.02215270850501E6	1.99162771923861E6	1.96131255744005E6	1.91984661313568E6	1.92472544327873E6	1.911413E6	Percentage of pupils gaining five or more awards at level 6	2010-11	2011-12	2012-13	2013-14	2014-15	2015-16	2016-17	26.0	27.0	29.0	31.0	33.0	34.0	Percentage of pupils from deprived backgrounds gaining five or more awards at level 6	2010-11	2011-12	2012-13	2013-14	2014-15	2015-16	2016-17	10.0	11.0	14.0	14.0	15.0	16.0	







Total expenditure on Homecare (£000) 	_x0007_2010-11	_x0007_2011-12	_x0007_2012-13	_x0007_2013-14	_x0007_2014-15	_x0007_2015-16	_x0007_2016-17	478498.2071756967	472013.4677104568	484971.1718218898	494941.0978360766	492834.053942763	502430.6194654069	533787.0	Homecare hours per year	2010-11	2011-12	2012-13	2013-14	2014-15	2015-16	2016-17	2.1602216E7	2.2016337E7	2.230824284E7	2.340019084E7	2.3650952E7	2.318575948E7	2.368589652E7	







Net expenditure on care homes for older people (£000)	_x0007_2010-11	_x0007_2011-12	_x0007_2012-13	_x0007_2013-14	_x0007_2014-15	_x0007_2015-16	_x0007_2016-17	689449.833916276	690563.6032441341	617876.8694765465	606345.5593616844	606825.2007411983	597483.4856944188	598163.0	Number of long-stay residents aged 65+ supported in care homes	2010-11	2011-12	2012-13	2013-14	2014-15	2015-16	2016-17	31020.0	30750.0	30260.0	30800.0	30520.0	30810.0	30670.0	







Total expenditure on culture and leisure (£000)	_x0007_2010-11	_x0007_2011-12	_x0007_2012-13	_x0007_2013-14	_x0007_2014-15	_x0007_2015-16	_x0007_2016-17	339596.1195802811	326005.117751659	324986.1913664174	326935.2076196842	304908.3796582253	301114.5878070229	288988.0	Number of attendances at sports facilities	2010-11	2011-12	2012-13	2013-14	2014-15	2015-16	2016-17	4.5459818E7	4.8202343E7	5.1624697E7	5.3320837E7	5.2705262E7	5.3084305E7	5.4149045E7	Number of library visits	3.1800305E7	3.2074635E7	3.306625E7	4.0415254E7	4.0898758E7	4.1281169E7	4.6864184E7	Number of museum visits	9.270129E6	1.1707609E7	1.1102498E7	1.1670085E7	1.1917948E7	1.2663109E7	1.2334652E7	







Gross expenditure on roads and winter maintenance (£000)	_x0007_2010-11	_x0007_2011-12	_x0007_2012-13	_x0007_2013-14	_x0007_2014-15	_x0007_2015-16	_x0007_2016-17	691497.217155848	620267.0931777159	581996.6816617482	556246.3988546874	534121.3310685608	545439.380923165	554057.38026	Percentage of A class roads that should be considered for maintenance treatment	2010-11	2011-12	2012-13	2013-14	2014-15	2015-16	2016-17	30.3	30.5	29.4	28.7	29.02769168845022	28.95026795164216	29.53604694222093	Percentage of B class roads that should be considered for maintenance treatment	35.8	36.3	35.0	35.2	36.09932803262717	34.80346728168066	34.76005127941236	







Cost per dwelling of collecting council tax	_x0007_2010-11	_x0007_2011-12	_x0007_2012-13	_x0007_2013-14	_x0007_2014-15	_x0007_2015-16	_x0007_2016-17	15.18951142788007	14.25814286333868	14.12001171443928	12.66402855485297	11.27423336253776	10.57631407070647	8.97537737632557	Percentage of income due from council tax received by the end of the year	2010-11	2011-12	2012-13	2013-14	2014-15	2015-16	2016-17	94.7	95.1	95.16410658706001	95.23134274939688	95.4594869413246	95.65798290667576	95.80027096854665	







Net expenditure on street cleaning (£000)	_x0007_2010-11	_x0007_2011-12	_x0007_2012-13	_x0007_2013-14	_x0007_2014-15	_x0007_2015-16	_x0007_2016-17	114023.6256846829	110418.5052261786	98964.35248130523	90370.95830896483	87070.20794729257	84851.83140069943	79592.037	Street cleanliness score	2010-11	2011-12	2012-13	2013-14	2014-15	2015-16	2016-17	95.39744318181818	96.14375	95.803125	96.08709677419355	93.9	93.4	93.9	Percentage of adults satisfied with street cleaning	74.10000000000001	74.33333333333333	73.66666666666667	72.33333333333333	
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Exhibit 9 (continued)

The amount councils spend on collecting council

tax has decreased by 41 per cent since 2010/11
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but the percentage collected by the end of the B
year has remained at around 96 per cent.
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Despite a 30 per cent reduction in the net cost of 10
street cleaning per 1000 people since 2010/11, 100
street cleanliness scores have only decreased by
three percentage points.
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Notes:

1. 2016/17 data is not available, national data is modelled to provide proxy measure.

2.2010/11 and 2011/12 expenditure includes supports costs and so is not directly comparable to later years.

3. The percentage of A class roads that should be considered for maintenance treatment indicator is measured over two year
periods, for example 2009-11 is plotted in 2010/11.

Source: Audit Scotland; and Local Government Benchmarking Framework 2016/17, Improvement Service

Council performance varies, sometimes significantly

70. A range of factors, such as levels of deprivation, rurality, demographics and
local priorities and policy choices will have an impact on how services perform.
The quality and effectiveness of leadership and management are also important
factors. Analysis of LGBF data shows that there continues to be significant
variation in performance among councils. For example in 2016/17:

e The amount of waste recycled varies from eight per cent in the Shetland
Islands Council to 61 per cent in East Renfrewshire Council.

e The percentage of people aged 65 and over with intensive needs being
cared for at home varies from 23 per cent in Scottish Borders Council to 50
per cent in North Lanarkshire Council.

e The percentage of pupils gaining five or more awards at level six varies
from 22 per cent in Clackmannanshire Council to 63 per cent in East
Renfrewshire Council.

71. The link between performance and spend also varies. For example between
2015/16 and 2016/17, 21 councils increased the amount of waste that was recycled.
Of these ten increased the cost of waste collection while 11 reduced their costs
(Exhibit 10, page 33). Fife Council have reduced the net cost of waste collection
per premise by 25 per cent in real terms from £57 to £42, while increasing the
percentage of waste recycled from 52 per cent to 55 per cent. Of the ten councils
which are recycling less, seven had increased costs.
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Exhibit 10

The cost of waste collection and the percentage of waste recycled, 2015/16 to 2016/17
Twenty-one councils increased the amount of waste that was recycled. Of these ten increased the cost of waste

collection while eleven reduced their costs.

Percentage change in cost
! of waste collection

CNES ORKN SHET
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Reduced performance
Cost increase or
less recycling

Councils

ABNC Aberdeen

ABNS Aberdeenshire
ANGS Angus

A&B  Argyll and Bute
CLAC Clackmannanshire
D&G  Dumfries and Galloway
DUND Dundee

EAYR East Ayrshire

EDUN East Dunbartonshire
ELOT East Lothian

EREN East Renfrewshire

NAYR [Ren [eren [oLas [Jeoin  [Eetor
42 | -03| 28 | 85 | 54 |-19.6

EDIN
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FALK
FIFE
GLAS
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INVE
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INVE  Jwoun [sTr  [ouno [rax |FiFE
13 | 21 09 | 03| 05 | 24

E Percentage point change
of waste recycled
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22 | 84 | -26

NAYR [RENF [EReN |[aLas [ebin  |ELor
071 46 | 44 | -08 ) 24 | 04

NLRK WLOT oT
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Improved performance

No change
Cost decrease or
more recycling
Edinburgh ORKN Orkney Islands
Eilean Siar P&K Perth and Kinross
Falkirk RENF Renfrewshire
Fife SBOR Scottish Borders
Glasgow SHET Shetland Islands
Highland SAYR South Ayrshire
Inverclyde SLAN South Lanarkshire
Midlothian STIR  Stirling
Moray WDUN West Dunbartonshire
North Ayrshire WLOT West Lothian

North Lanarkshire

Note: Due to inconsistencies with published data Glasgow and Shetland Islands councils have provided their own figures.

Source: Audit Scotland; and Local Government Benchmarking Framework 2016/17, Improvement Service
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72. Variation in performance and spend suggests councils have the potential to
deliver further improvements and efficiencies. For example, as we reported last year,
if councils reduced staff sickness absence this would help increase productivity.
Nationally the average number of sickness days for non-teaching staff has increased
slightly from 10.63 in 2015/16 to 10.92 in 2016/17. Sickness absence rates for non-
teaching employees vary from an average of 8.8 days in East Ayrshire Council to
16.5 days in Clackmannanshire Council. If councils with high absence levels could
reduce these to be in line with the top eight performing councils, they would gain
the equivalent staff time of about 730 full-time employees across Scotland.

73. Sickness absence rates for teachers improved slightly from 2015/16 to 2016/17
from 6.09 to 6.06 days per teacher. This also varied by council from an average of 4.1
days in East Ayrshire Council to 9.8 days in Clackmannanshire Council. If councils with
high teacher absences could reduce these to be in line with the top eight performing
councils, they would gain the equivalent of about 260 full-time teachers in Scotland.

74. There may be valid reasons for the variation between performance and spend at a
council level. Councils should continue to learn from each other through benchmarking
groups and work to understand reasons for variation in performance and cost, identify
any options for efficiencies, savings and service redesign. Councils have a duty to
clearly report performance to local people. Our audit work has found that councils
articulate their strategic priorities and plans well but often do not report how these
connect to actual performance and outcomes. Good performance reporting includes
clearly stating how performance and spend is linked to the council's priorities and using
local indicators which demonstrate quality of service and public satisfaction.

Not all variation in education performance can be explained by deprivation
75. Improving school attainment and closing the gap between the achievements
of the richer and poorer pupils is a Scottish Government priority and one shared
by councils. Nationally pupil attainment has been increasing each year since
2010/11 across all measures (Exhibit 9). However, this still masks significant
variation between individual councils. Using the measure of average tariff score,
an overall measure of secondary attainment, the attainment gap between the
most depgr;ved and least deprived pupils has decreased by six per cent in the last
six years.” However, the most deprived pupils are still performing only half as
well as the least deprived pupils.

76. Councils with lower deprivation levels tend to have more children gaining five
or more awards at level 5 and 6 and higher overall average tariffs than councils
that have higher deprivation levels (Exhibit 11, page 35). East Renfrewshire
Council and East Dunbartonshire Council have the lowest levels of deprivation
and are performing considerably better on this measure than any other council.
However, some councils (Aberdeenshire, Aberdeen City, and the Moray
councils) might be expected to perform better than they are when their lower
levels of deprivation are taken into account. Inverclyde Council has high levels of
deprivation but higher attainment than similarly deprived areas. \We examined the
various factors which influence pupil attainment in our 2014 report on School
education (+), and are planning a further audit of the sector in 2019/20.3

77. Councils should continue to work to understand the variations in performance

between them, learn what has been successful in other councils and, where
appropriate, apply these lessons to their own services.
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Exhibit 11

Overall tariff scores for secondary school children compared with deprivation levels 2015/16
The link between attainment and deprivation varies across councils.

Overall average total tariff 2016/17

Inverclyde -@

East Renfrewshire
East Dunbartonshire @

([ ) .
Y ® ® [ % @-Aberdeenshire
Y Y ® ?/Ioray-. @- Aberdeen City
Most deprived Least deprived
. Higher attainment than similarly deprived councils . Lower attainment than similarly deprived councils

Notes:

1. The line shows the relationship between overall average total tariff and deprivation levels.
2. We have used 2015/16 attainment data. Data is not currently available by council for 2016/17.

Source: Audit Scotland; and Local Government Benchmarking Framework 2015/16, Improvement Service

There is some evidence that spending reductions and increasing
demand are impacting on services

Public satisfaction is falling
78. Different sources show public satisfaction is falling:

e |GBF indicators mostly show a decline in public satisfaction between 2010
and 2017, for example satisfaction with the following services is down:

local schools from 83 to 73 per cent

libraries from 84 to 73 per cent

museums and galleries from 76 to 70 per cent
leisure facilities from 75 to 73 per cent

street cleaning from 73 to 70 per cent

refuse collection from 81 to 79 per cent.

Some satisfaction levels have been maintained or improved:

parks and open spaces has increased from 83 to 87 per cent.

e |n 2016, the Scottish Household Survey found that only 56 per cent of
adults were satisfied with three local public services (local health services,
schools and public transport). This is the lowest level since it was first
measured in 2007, and down ten percentage points in five years.40

e |na poll by PricewaterhouseCoopers in 2017, only 12 per cent of
respondents in Scotland agreed Etwat their council had become more
effective over the last five years.
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Exhibit 11

		Local Authority		Mean SIMD percentile (2012)		% of Pupils Gaining 5+ Awards at Level 5		% of Pupils Gaining 5+ Awards at Level 6 		Overall Average Total Tariff 2015/16		% of pupils living in the 20% most deprived areas gaining 5+ awards at level 6  

		East Renfrewshire		76.2		85.00		63.00		1351		30.00

		East Dunbartonshire		71.9		83.00		57.00		1302		33.00

		Aberdeenshire		70.7		62.00		32.00		863		14.00

		Edinburgh City		64.8		60.00		35.00		912		13.00

		Perth & Kinross		64.2		63.00		36.00		945		10.00

		Aberdeen City		62.5		57.00		32.00		821		9.00

		Shetland Islands		61.9		70.00		36.00		1040		NA

		Moray		60.8		59.00		30.00		814		0.00

		Orkney Islands		60.3		65.00		39.00		956		NA

		Stirling		59.7		68.00		44.00		1009		19.00

		East Lothian		59.2		60.00		35.00		922		12.00

		Angus		57.7		60.00		32.00		825		18.00

		Scottish Borders		57.4		61.00		37.00		892		10.00

		Highland		54		59.00		31.00		836		11.00

		Argyll & Bute		53.4		62.00		35.00		891		15.00

		Midlothian		53.2		54.00		26.00		798		9.00

		Falkirk		52		62.00		34.00		916		12.00

		Dumfries & Galloway		51.9		61.00		33.00		880		15.00

		Fife		51.7		55.00		28.00		813		14.00

		South Ayrshire		50.2		67.00		37.00		971		18.00

		West Lothian		49.8		64.00		38.00		915		23.00

		South Lanarkshire		48.9		61.00		35.00		885		19.00

		Renfrewshire		47.6		64.00		35.00		904		15.00

		Clackmannanshire		46		52.00		22.00		743		10.00

		Eilean Siar		43.4		67.00		37.00		932		NA

		Dundee City		41.2		54.00		26.00		768		11.00

		East Ayrshire		40.5		56.00		31.00		812		15.00

		North Ayrshire		39.3		60.00		32.00		882		18.00

		North Lanarkshire		38.2		59.00		32.00		863		17.00

		Inverclyde		37.7		61.00		32.00		922		15.00

		West Dunbartonshire		34.1		58.00		31.00		821		23.00

		Glasgow City		32.5		50.00		24.00		749		17.00

				From here		http://ishare/LocGov/ovw/Evidence/LGO18_Data_Analysis_finalised_LGBF.xlsx
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There is evidence that adult social care services are not keeping up with
demand

79. Adult social care services are a main and growing area of spend for councils.
These services are now commissioned by |JBs. Social care services for older
people are a key pressure area for councils and 1JBs as Scotland's population
ages. Between 2010/11 and 2016/17:

e The number of people aged 65 and over (and more likely to have two or
more long-term conditions) increased by 13.2 per cent.

e The number of people aged 75 and over (and, more likely to have three or
more long-term conditions) increased by 9.4 per cent.

80. Older people in need of support are cared for either in a residential care home
or in their own home by visiting home care workers. Since 2011, the policy of many
councils and the Scottish Government has been to move more care to a home setting.

81. National data suggests that spending on residential care is generally keeping
up with the number of residents, while spending on caring for people at home
has increased at a faster rate than the amount of care provided. National data on
quality shows that care homes assessed by the Care Inspectorate as good or
better has increased from 66 per cent in 2014/15 to 72 per cent in 2016/17 and
home care services from 81 per cent to 83 per cent.

82. Despite an increase in the number of homecare hours, the number of people
aged 65 and over who receive care at home fell by nine per cent. The Scottish
Government reports that this is due to a focus on people with higher needs meaning
that fewer people get more hours. Although this means that councils can focus care
on those with the highest needs, it does mean others no longer receive support. This
has implications for early interventions which could improve peoples' quality of life and
save money in the long-term by preventing people developing more complex needs.

83. Recent local inspections have raised significant concerns about social care
services' ability to meet demand from older people and about the quality of care
provided. The inspections at City of Edinburgh Council and Scottish Borders
Council found that older people faced long waits for an assessment of their needs
and a further wait to receive their care package following an assessment.

¢ |n Edinburgh people waited 100 days for an assessment and 16 per cent
of cases had an unreasonable delay after assessment. Often, this meant
that the person's condition had deteriorated by the time they received their
service so it was no longer adequate. These delays impacted on other
health and social care services, especially hospitals, as people could not
return home until care had been arranged for them.

e |n the Scottish Borders there was a nine week wait for top priority cases
and a 15 week wait for the second level of priority. Even some people
assessed as critical could struggle to get the support when they needed it.
Overnight care for people at the end of their life who wanted to die at home
was especially problematic. Inspectors found that staffing problems had led
to a lack of consistency of care and although always treated with respect,
some individuals had 24 different carers in a three-month period.44
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84. \We reported in our 2016 Social work in Scotland (+) audit, that people
receiving care were most unhappy with the limited length of visits. In the survey,
one person described facing a choice of breakfast or a shower as the carer
could not provide both in the 15-minute appointment slot. A survey of home
care workers by Unison in 2016, found that 80 per cent felt that their service had
been affected by budge}sreductions and many staff described this as a focus

on 'quantity not quality’.— The Care Inspectorate reported that the number of
complaints upheld for adult care homes increased by five per cent between
2014/15 and 2016/17.

85. East Lothian Council has also reported a backlog of residents waiting for a care
package due to a lack of capacity within care providers.46 [t is unlikely that these are
isolated examples as elderly populations are growing in all council areas in Scotland
and this trend is set to continue (Exhibit 4). The Competition and Markets Authority
concluded recently that the model for residential care was unsustainable without
additional funding.47 Councils and IJBs face significant challenges in delivering social
care. They will need to consider how to transform their social care services so that
older people are able to access the care they need.

There is a risk that reduced spending in education is affecting pupils'
learning experience and staff morale

86. Education is the largest area of council spend. Spending on schools, including
pre-schools, has been increasing since 2015/16 when the Scottish Government
introduced its School Attainment Challenge. Despite this, national data shows that
since 2010/11 spending on schools has not kept up with trends in pupil numbers:

e Spending on primary education has reduced by two per cent despite puplil
numbers increasing by nine per cent.

e Spending on secondary education has reduced by nine per cent while pupil
numbers have fallen by seven per cent.

87. Teacher-to-pupil ratios are protected by Scottish Government policy and funding.
Since 2012/13, teacher-to-pupil ratios have increased slightly in primary schools and
stayed the same in secondary schools, while the number of class room assistants
increased by 13 per cent over that period. However, since 2012/13:

e administration and clerical support staff have been reduced by 11 per cent
e library staff have been reduced by 16 per cent
e music instructors have been reduced by 30 per cent

e additional support needs care workers have been reduced by 13 per cent
despite a 44 per cent Lr;crease in children with additional support needs
over the same period.

88. There is no national data showing the impact of these staffing changes.
However, there is a risk that unless alternatives are provided, the reduction in
library and music staff could result in a less rich and varied learning experience.
Similarly, the reductions in additional support staff could mean some children are
not receiving the support they need.

89. A study for the Educational Institute of Scotland in 2017 found that 40 per cent
of teachers were considering leaving their job in the next 18 months. They found the
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main Sause of stress was an excessive administration workload and lack of preparation
time.” In a 2017 survey by UNISON, 60 per cent of support staff reported that morale
was low and 40 per cent claimed to work unpaid overtime every week.”

90. Some councils are reporting difficulties recruiting staff and some schools cannot
offer higher level exams in some subjects due to a lack of suitably qualified staff.”

Smaller services are affected more by budget cuts but the impact of this is
not always clear

91. Smaller services have experienced greater levels of budget reductions.
Although nationally published data does not break down staff by department,
there is evidence that sizeable staff reductions have affected these service.

e The Royal Town Planning Institute Scotland identified a 23 per cent ;
reduction in staffing of planning teams in local government since 2009.

e The Society of Chief Officers of Environmental Health in Scotland reported
an eight per cent fall in environmental health services posts between 2016
and 2017.°

e COSLA reported a 20 per cent decrease in the workf%zce for trading
standards, but did not specify over which time period.

92. These departments and others provide important services to communities,
such as inspecting building standards and public health; there is a risk that
staffing pressures and budget cuts could lead to errors with potentially serious
consequences to the public. As the Commission reported in 2013, the long-term
viability of councils' trading standards services is under threat, potentially leaving
consumers without important protection. *

93. Keep Scotland Beautiful reports that overall local environmental quality has reached
its lowest point in over a decade. This is after a marked increase in the presence of
litter, fly tipping, graffiti and weeds in communities over the last 18 months. * Councils
also report that fly tipping has mcreased from 6.22 incidents per 1000 households in
2014/15 to 9.23 incidents in 2016/17

94. Funding for Money Advice Services reduced by around 15 per cent in 2015/16
and this is set to continue. Although councils have sought to minimise the impact
of cost reductions to the Money Advice Service by transforming services, these
cuts have also reduced the availability of locally based services. These types of
reductions could disproportionately affect the most disadvantaged and vulnerable
as 80 per ¢ cent of people using these services have a household income of under
£15, 000.° L|m|t|ng access to this service can diminish the wellbeing of people
who might use them. It could also make it more likely they will require help from
other council services such as social care and homelessness services.

95. We recognise that councils will prioritise some services over others to reflect
their strategic priorities. Our audit work has found that generally councils are
good at setting clear strategic priorities but that links to how these will achieve
improved performance and outcomes are poor. Councils should be able to clearly
set out the impact sizeable budget reductions have had on performance and
outcomes so that decisions on funding are based on solid evidence. This is an
area we plan to examine further in our 2019 report.
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East Lothian

Council
REPORT TO: Audit and Governance Committee
MEETING DATE: 12 June 2018 8
BY: Depute Chief Executive (Resources & People Services)
SUBJECT: Internal Audit Report — Performance Indicators
1 PURPOSE
1.1 To inform the Audit and Governance Committee of the recently issued

3.2

3.3

audit report on Performance Indicators.

RECOMMENDATION

That the Audit and Governance Committee note the contents of the
Executive Summary and Action Plan.

BACKGROUND

As part of the Audit Plan for 2017/18, a review was undertaken of the
systems in place for the preparation and reporting of performance
information. Our review has focused on the Local Government
Benchmarking Framework (LGBF) indicators for 2016/17.

The main objective of the audit was to ensure that the performance
information for East Lothian Council, published in the LGBF National
Benchmarking Overview Report 2016/17, was accurate and complete.

The main findings from our audit work are outlined in the attached report.

POLICY IMPLICATIONS

None
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5

6.1
6.2
6.3

INTEGRATED IMPACT ASSESSMENT

The subject of this report does not affect the wellbeing of the community
or have a significant impact on equality, the environment or economy.

RESOURCE IMPLICATIONS
Financial - None
Personnel - None

Other - None

BACKGROUND PAPERS

None

AUTHOR’S NAME | Mala Garden

DESIGNATION Internal Audit Manager

CONTACT INFO 01620 827326

DATE 4 June 2018
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1.

1.2

1.3

14

EAST LOTHIAN COUNCIL - INTERNAL AUDIT
PERFORMANCE INDICATORS

EXECUTIVE SUMMARY

Introduction

As part of the Audit Plan for 2017/18, a review was undertaken of the systems in place
for the preparation and reporting of performance information. Our review has focused
on the Local Government Benchmarking Framework (LGBF) indicators for 2016/17.

We selected three indicators for financial year 2016/17 for review:

ECON2 — Cost per planning application
ENV3a — Net cost of street cleaning per 1,000 population
ENV4a — Cost of maintenance per kilometre of roads

Areas where Expected Controls were Met

ECON2 — Cost per planning application. For 2016/17, East Lothian Council’s
reported figure for the cost per planning application was £2,823 (2015/16 —
£2,504). We note that the reported figure was well below the Scottish average of
£4,635. We were able to verify the figures used in the calculation for this indicator
to supporting documentation.

Areas with Scope for Improvement

ENV3a — Net cost of street cleaning per 1,000 population. For 2016/17, East
Lothian Council’s reported figure for the net cost of street cleaning per 1,000
population was £22,663 (2015/16 — £13,013). We note that the reported figure was
the second highest of all local authorities in Scotland and was significantly in
excess of the Scottish average of £14,726. We note that for this indicator the
reported figure was incorrect. We further note that following publication of the
national report, a detailed review of this indicator was undertaken by the service
area and Business Finance. The review highlighted that the reported cost of
£22,663 was inaccurate — it included costs that did not relate to street cleaning.
We are concerned that this error had not been identified prior to the publication of
the national report. We further note that service areas are not currently required to
check and sign off information, which subsequently forms part of the LGBF
indicators. Risk — performance information may be inaccurate.

ENV4a — Cost of maintenance per kilometre of roads. For 2016/17, East Lothian
Council’s reported cost of maintenance per kilometre of roads was £11,217
(2015/16 — £11,289). We note that the reported figure was higher than the Scottish
average of £10,456. For this indicator the costs included both revenue and capital
expenditure, however we found that the capital expenditure figure used included
items of expenditure that did not relate to roads maintenance. Risk — performance
information may be inaccurate.

Summary

Our review of Performance Indicators identified some areas with scope for
improvement. Detailed findings and recommendations are contained in our main audit
report.

Mala Garden
Internal Audit Manager June 2018
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EAST LOTHIAN COUNCIL - INTERNAL AUDIT

PERFORMANCE INDICATORS

ACTION PLAN
PARA RESPONSIBLE AGREED RISK AGREED DATE
REF RECOMMENDATION GRADE OFFICER ACTION ACCEPTED/ OF COMPLETION
MANAGED
5.1 Management should ensure that | Medium | Service Manager — | Agreed September 2018
appropriate verification processes are in Business Finance
place — service areas should check and
sign off the information used in the
calculation of LGBF indicators to ensure
accuracy and completeness.
5.2 Management should review the | Medium | Service Manager — | Agreed September 2018
classification of capital expenditure used Business Finance /
in  the calculation of performance Corporate Finance
indicators. Manager
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Grading of Recommendations

In order to assist Management in using our reports, we categorise our recommendations according to their level of priority as follows:

Level Definition

High Recommendations which are fundamental to the system and upon which Management should take immediate action.
Medium Recommendations which will improve the efficiency and effectiveness of the existing controls.

Low Recommendations concerning minor issues that are not critical, but which may prevent attainment of best practice

and/or operational efficiency.
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East Lothian

Council

REPORT TO: Audit and Governance Committee

MEETING DATE: 12 June 2018

BY: Depute Chief Executive (Resources & People Services) 9

SUBJECT: Internal Audit Report — Housing Rent Arrears

1 PURPOSE

1.1 To inform the Audit and Governance Committee of the recently issued
audit report on Housing Rent Arrears.

2 RECOMMENDATION

2.1 That the Audit and Governance Committee note the contents of the
Executive Summary and Action Plan.

3 BACKGROUND

3.1 A review of Housing Rent Arrears was undertaken as part of the audit
plan for 2017/18.

3.2 The main objective of the audit was to ensure that the internal controls in
place were operating effectively.

3.3  The main findings from our audit work are outlined in the attached report.

4 POLICY IMPLICATIONS

4.1 None

5 INTEGRATED IMPACT ASSESSMENT

5.1 The subject of this report does not affect the wellbeing of the community

or have a significant impact on equality, the environment or economy.
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6.1
6.2
6.3

RESOURCE IMPLICATIONS
Financial - None
Personnel - None

Other - None

BACKGROUND PAPERS

None

AUTHOR’S NAME | Mala Garden

DESIGNATION Internal Audit Manager

CONTACT INFO 01620 827326

DATE

1 June 2018
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1.2

1.3

14

EAST LOTHIAN COUNCIL = INTERNAL AUDIT
HOUSING RENT ARREARS

EXECUTIVE SUMMARY
Introduction

A review of the internal controls surrounding the administration of Housing
Rent Arrears was undertaken as part of the Audit Plan for 2017/18. A
summary of our main findings is outlined below.

Areas where Expected Controls were Met

e A clear audit trail exists for each tenancy on the Orchard system including
details of the fortnightly rent charge, rent account transactions and any
recovery action taken.

o Adequate arrangements are in place for monitoring housing rent arrears —
fortnightly reports are provided to the Rent Income Team detailing the rent
arrears, the payment method and the movement in the arrears balance for
each rent account.

o Adequate arrangements are in place to ensure that reconciliations are
carried out between the debt approved for write-off and amounts written
off on the Orchard system.

Areas with Scope for Improvement

e The existing rent arrears procedures require to be reviewed and updated
to ensure that clear guidance is provided to staff. Risk — failure to adopt a
consistent approach.

¢ In a number of cases, the arrears had arisen at the start of the tenancy —
there was a lack of joint working between Housing Officers and Rent
Income Officers at the pre-tenancy stage, to ensure that prospective
tenants are offered advice and support in order to reduce the risk of rent
arrears. Risk — failure to prevent the build-up of rent arrears.

e The current process for managing rent arrears requires review — in some
cases, delays were noted in progressing to the next stage of the recovery
process, resulting in an increase in rent arrears. In addition, there was a
lack of explanation on the Orchard system where a decision had been
made not to progress to the next stage of the process. Risk — failure to
prevent the build-up of rent arrears.

e In a number of cases, there was a lack of evidence to confirm that the
terms of agreed repayment plans had been confirmed to tenants in
writing. Risk — lack of a clear audit trail.

Summary
Our review of Housing Rent Arrears identified a number of areas with scope

for improvement. Detailed findings and recommendations are contained in our
main audit report.

Mala Garden
Internal Audit Manager June 2018
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ACTION PLAN

Council approach is adopted for the
prevention of rent arrears — both Housing
Officers and Rent Income Officers should
attend the pre-tenancy meeting.

— Revenues and
Welfare Support /
Service Manager
— Community
Housing and
Homelessness

PARA RESPONSIBLE RISK AGREED DATE
REF RECOMMENDATION GRADE OFFICER AGREED ACTION ACCEPTED/ OF COMPLETION
MANAGED
3.1.1 | Management should ensure that the | Medium | Service Manager | Agreed January 2019
existing rent management policy is — Revenues and
updated to reflect changes in legislation. Welfare Support
Management should ensure that the Rent Income Agreed October 2018
procedures are reviewed and updated to Team Leader
provide clear and concise guidance to
staff at each stage of the recovery
process.
3.2.2 | Management should ensure that clear | Medium | Rent Income Agreed June 2018
explanations are recorded on the notes Team Leader
page of the Orchard system where a
decision has been made not to progress
to the next stage of the recovery process.
3.3.1 | Management should ensure that a one High Service Manager | Agreed August 2018
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PARA RESPONSIBLE RISK AGREED DATE
REF RECOMMENDATION GRADE OFFICER AGREED ACTION ACCEPTED/ OF COMPLETION
MANAGED
3.3.3 | Management should review the adequacy | Medium | Rent Income Agreed —the October 2018
and effectiveness of the current process Team Leader existing processes
for managing rent arrears. will be reviewed.
3.3.4 | Management should ensure that the terms | Medium | Rent Income Agreed - all June 2018
of agreed repayment plans are confirmed Team Leader repayment plans
in writing to tenants and evidence is will be scanned
retained on file. into Civica prior to
being sent to the
tenants.
3.3.5 | Management should ensure that | Medium | Rent Income Agreed August 2018
appropriate advice, assistance and Team Leader
support (e.g. completing relevant
applications for Housing Benefit,
Discretionary Housing Payments and
Universal Credit) are offered to
prospective tenants at the pre-tenancy
meeting.
Management should ensure that adequate Agreed June 2018

arrangements are in place for checking
the validity and status of Housing Benefit
applications — evidence of checks should
be retained on file.
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PARA RESPONSIBLE RISK AGREED DATE
REF RECOMMENDATION GRADE OFFICER AGREED ACTION ACCEPTED/ OF COMPLETION
MANAGED
3.3.8 | Management should review the | Medium | Rent Income Agreed — areview September 2018
arrangements in place for recovering all Team Leader of sub accounts
outstanding legal costs and expenses will be undertaken.
relating to rent arrears.
3.4.2 | Management should ensure that bad debt | Medium | Service Manager | Agreed August 2018

write-offs are reported timeously to the
Members’ Library.

— Revenues and
Welfare Support
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Grading of Recommendations

In order to assist Management in using our reports, we categorise our recommendations according to their level of priority as follows:

Level Definition

High Recommendations which are fundamental to the system and upon which Management should take immediate action.

Medium Recommendations which will improve the efficiency and effectiveness of the existing controls.

Low Recommendations concerning minor issues that are not critical, but which may prevent attainment of best practice and/or
operational efficiency.
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East Lothian

Council

REPORT TO: Audit and Governance Committee 1 O

MEETING DATE: 12 June 2018

BY: Depute Chief Executive (Resources & People Services)

SUBJECT: Internal Audit Report — Throughcare and Aftercare

1 PURPOSE

1.1 To inform the Audit and Governance Committee of the recently issued
audit report on Throughcare and Aftercare.

2 RECOMMENDATION

2.1 That the Audit and Governance Committee note the contents of the
Executive Summary and Action Plan.

3 BACKGROUND

3.1 A review of the internal controls surrounding Throughcare and Aftercare
was undertaken as part of the Audit Plan for 2017/18.

3.2  The main objective of the audit was to ensure that the internal controls in
place were operating effectively.

3.3  The main findings from our audit work are outlined in the attached report.

4 POLICY IMPLICATIONS

4.1 None

5 INTEGRATED IMPACT ASSESSMENT

5.1 The subject of this report does not affect the wellbeing of the community

or have a significant impact on equality, the environment or economy.
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6 RESOURCE IMPLICATIONS

6.1 Financial - None

6.2 Personnel - None

6.3 Other - None

7 BACKGROUND PAPERS

7.1 None

AUTHOR’S NAME

Mala Garden

DESIGNATION

Internal Audit Manager

CONTACT INFO

01620 827326

DATE

4 June 2018
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1.2

1.3

1.4

EAST LOTHIAN COUNCIL - INTERNAL AUDIT
THROUGHCARE AND AFTERCARE

EXECUTIVE SUMMARY
Introduction

As part of the Audit Plan for 2017/18, a review was undertaken of the
arrangements in place for the provision of Throughcare and Aftercare. A
summary of our main findings is outlined below.

Areas where Expected Controls were Met

e The Council has adequate arrangements in place for meeting its statutory
obligations to provide support to young people, looked after by East Lothian
Council, who are about to leave care or have recently left care.

e The financial support being provided to young people is in accordance with
the definition of eligible needs contained in the Aftercare (Eligible Needs)
(Scotland) Order 2015.

¢ Adequate arrangements are in place for ensuring that payment requests are
properly authorised on the Mosaic system.

¢ Nominated key workers are in place for all young people leaving care.

Areas with Scope for Improvement

e There is a lack of procedures in place to provide operational guidance to
staff with responsibility for Throughcare and Aftercare. Risk — an
inconsistent approach may be adopted.

¢ In some cases, there was a lack of a clear audit trail to confirm that up to
date support plans were in place. Risk — information held may be out of
date.

e There was a lack of clear documentation to confirm the full package of
financial support being provided to the young person. Risk — failure to adopt
a structured approach.

e In some cases, cash payments were being made to the young person,
although they held their own bank account. Risk — lack of a clear audit trail.

e The existing practices in place whereby staff members are making
payments either to or on behalf of young people from their own personal
bank account require review. Risk — failure to follow appropriate processes.

e In some cases, there was a lack of receipts to support the expenditure
incurred on behalf of young people. Risk — lack of a clear audit trail.

Summary
Our review of Throughcare and Aftercare identified a number of areas with
scope for improvement. Detailed findings and recommendations are contained

in our main Audit Report.

Mala Garden
Internal Audit Manager June 2018
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EAST LOTHIAN COUNCIL - INTERNAL AUDIT
THROUGHCARE AND AFTERCARE

ACTION PLAN
PARA RESPONSIBLE RISK AGREED DATE
REF RECOMMENDATION GRADE OFFICER AGREED ACTION ACCEPTED/ OF
MANAGED COMPLETION
3.2.1 | Management should ensure that detailed | Medium | Group Service | A financial policy is December 2018
procedures are in place to provide Manager — currently being drafted.
operational guidance to staff administering Long Term
Throughcare and Aftercare. Support
Services
3.3.1 | Management should ensure that financial | Medium | Group Service | Currently developing a July 2018

assessments are carried out to establish the
level of financial support the young person
reguires.

Management should ensure that clear
documentation is held to confirm the full
package of financial support being provided
to the young person.

Management should ensure that all available
funding sources are considered when
preparing the young person’s financial
package.

Manager —
Long Term
Support
Services

policy and procedure
on Pathway
Assessments, Reviews
and Plans. Areas
included - lifestyle,
learning and work, and
money. This will enable
current assessments to
be clearly documented
and transparent, giving
an overview of a young
person’s financial
situation and ELC’s
role within that.
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PARA RESPONSIBLE RISK AGREED DATE
REF RECOMMENDATION GRADE OFFICER AGREED ACTION ACCEPTED/ OF
MANAGED COMPLETION
3.4.1 | Management should ensure that all Section | Medium | Group Service | Agreed June 2018
Payment forms are properly authorised. Manager —
Long Term
Management should ensure that appropriate Support
documentation is held to confirm all Services
payments made —a sighed and dated receipt
should be held on file to support the
payment made.
3.5.1 | Management should review the existing High Group Service | Agreed, however it June 2018
practices in place whereby staff members Manager — would be helpful to
are making payments either to or on behalf Long Term have a more
of young people from their own personal Support responsive banking
bank account — consideration should be Services system. Pathway plans
given to alternative methods of making and case notes will
payments. detail any reasons for
deviating from this.
Where a young person has a bank account,
Management should seek to ensure that
payments are made directly to the bank
account.
3.6.1 | Consideration should be given to setting up | Medium | Group Service | This will be considered December 2018

individual budgets to enable a more planned
approach to be adopted in meeting the
eligible needs of the young person being
supported.

Manager —
Long Term
Support
Services

as part of the financial
policy.
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PARA RESPONSIBLE RISK AGREED DATE
REF RECOMMENDATION GRADE OFFICER AGREED ACTION ACCEPTED/ OF
MANAGED COMPLETION
3.7.1 | Management should ensure that all young | Medium | Group Service | Agreed June 2018
people are given assistance in opening and Manager —
managing bank accounts. Long Term
Support
Management should ensure that young Services
people sign the cash expenditure forms to
acknowledge receipt of cash.
Management should ensure that receipts are
held for all expenditure incurred.
3.8.1 | Management should ensure that where | Medium | Group Service | Agreed July 2018
young people are being placed in Manager —
accommodation, which forms part of a Long Term
Council contract, payments made are in Support
accordance with the contracted rates. Services

Management should ensure that rent
payments are only made on behalf of a
young person, where the young person is
not eligible for universal services (e.g.
Universal Credit).

Management should ensure that full use is
made of properties leased by the Council,
prior to sourcing Bed & Breakfast
accommodation.

Reasons for rent
payments will be
clearly documented
with their financial
assessments.

Framework issues
need to be discussed
and agreed with
housing.
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PARA RESPONSIBLE RISK AGREED DATE
REF RECOMMENDATION GRADE OFFICER AGREED ACTION ACCEPTED/ OF
MANAGED COMPLETION
3.8.1 | Management should review the current | Medium | Group Service | As above
(cont) | practice whereby payments are being made Manager —
to Bed & Breakfast providers for vacant Long Term
rooms, prior to the young person moving in. Support
Services
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Grading of Recommendations

In order to assist Management in using our reports, we categorise our recommendations according to their level of priority as follows:

Level Definition

High Recommendations which are fundamental to the system and upon which Management should take immediate
action.

Medium Recommendations which will improve the efficiency and effectiveness of the existing controls.

Low Recommendations concerning minor issues that are not critical, but which may prevent attainment of best practice
and/or operational efficiency.
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East Lothian

Council
REPORT TO: Audit and Governance Committee
MEETING DATE: 12 June 2018 1 1
BY: Depute Chief Executive (Resources & People Services)
SUBJECT: Internal Audit Report — Common Repairs
1 PURPOSE
1.1 To inform the Audit and Governance Committee of the recently issued

3.2

3.3

audit report on Common Repairs.

RECOMMENDATION

That the Audit and Governance Committee note the contents of the
Executive Summary and Action Plan.

BACKGROUND

A review of the internal controls surrounding Common Repairs was
undertaken as part of the Audit Plan for 2017/18.

The main objective of the audit was to ensure that the internal controls in
place were operating effectively.

The main findings from our audit work are outlined in the attached report.

POLICY IMPLICATIONS

None

143



5

6.1
6.2
6.3

INTEGRATED IMPACT ASSESSMENT

The subject of this report does not affect the wellbeing of the community
or have a significant impact on equality, the environment or economy.

RESOURCE IMPLICATIONS
Financial - None
Personnel - None

Other - None

BACKGROUND PAPERS

None

AUTHOR’S NAME | Mala Garden

DESIGNATION Internal Audit Manager

CONTACT INFO 01620 827326

DATE 4 June 2018
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11

1.2

1.3

1.4

EAST LOTHIAN COUNCIL - INTERNAL AUDIT
COMMON REPAIRS

EXECUTIVE SUMMARY
Introduction

As part of the Audit Plan for 2017/18, a review was undertaken of the arrangements in
place for administering Common Repairs. A summary of our main findings is outlined
below.

Areas where Expected Controls were Met

e Adequate arrangements are in place to ensure that the Council fulfils its statutory
obligations in respect of common repairs.

e All work notices issued to owners comply with legislative requirements and clearly
set out the reasons for issuing a notice, the work that requires to be carried out
and the period within which the work is to be completed.

¢ Adequate arrangements are in place for enforcing work notices where owners
have failed to take reasonable action within the specified timescales.

e A record is maintained of each common repairs project including the total
expenditure incurred and the amounts paid to contractors.

e For the sample of cases reviewed, expenditure incurred for common repairs
projects had been properly apportioned amongst owners.

Areas with Scope for Improvement

¢ In a number of cases, there were delays in issuing invoices to owners to recover
all sums due in respect of completed common repairs projects. Risk — loss of
income to the Council.

e There was a lack of adequate arrangements in place to ensure that regular
progress reports were being provided to senior management on completed
common repairs projects and amounts to be invoiced. Risk — failure to monitor all
amounts due to the Council.

e There was a lack of clear internal procedures in place outlining the processes to
be followed by each service area at various stages of the common repairs process.
Risk — failure to adopt a consistent approach.

e The existing draft procedure for the missing share scheme requires reviewing and
updating. Risk — failure to adopt a consistent approach.

Summary

Our review of Common Repairs identified a number of areas with scope for
improvement. Detailed findings and recommendations are contained in our main audit
report.

Mala Garden
Internal Audit Manager June 2018
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EAST LOTHIAN COUNCIL - INTERNAL AUDIT
COMMON REPAIRS

ACTION PLAN
PARA RESPONSIBLE AGREED ACTION RISK AGREED DATE
REF RECOMMENDATION GRADE OFFICER ACCEPTED/ | OF COMPLETION
MANAGED
3.2.1 | Management should ensure that clear| Medium | Service Manager | A consultative group September 2018
guidance is in place outlining the procedures — Protective will be formed
to be followed by each service area involved Services comprising members
in the common repairs process. of various Council
Services to ensure
agreed process flows
and prescribed
timescales are
implemented.
3.6.1 | As a matter of priority, management should High Service Manager | For projects passed Ongoing
ensure that invoices are raised to recover all — Protective to Protective Services
sums due to the Council from property Services all invoices (with the
owners in respect of completed common exception of one
repairs projects. which is being
formally challenged
with the contractor by
the Council) have
now been issued.
3.7.1 | Appropriate arrangements should be put in | Medium | Service Manager | Agreed September 2018
place to ensure that regular progress reports — Protective
are provided to senior management on the Services

status of common repairs projects and
amounts that require to be invoiced.
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PARA RESPONSIBLE AGREED ACTION RISK AGREED DATE

REF RECOMMENDATION GRADE OFFICER ACCEPTED/ | OF COMPLETION
MANAGED

3.8.1 | Management should review and update the | Medium | Service Manager | Agreed September 2018

draft procedure for the missing share

scheme.

— Protective
Services
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Grading of Recommendations

In order to assist Management in using our reports, we categorise our recommendations according to their level of priority as follows:

Level Definition

High Recommendations which are fundamental to the system and upon which Management should take immediate
action.

Medium Recommendations which will improve the efficiency and effectiveness of the existing controls.

Low Recommendations concerning minor issues that are not critical, but which may prevent attainment of best practice
and/or operational efficiency.
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East Lothian

Council

REPORT TO: Audit and Governance Committee

MEETING DATE: 12 June 2018

Depute Chief Executive (Resources & People Services) 1 2

BY:

SUBJECT: Internal Audit Report — Non-Domestic Rates

1 PURPOSE

1.1 To inform the Audit and Governance Committee of the recently issued
audit report on Non-Domestic Rates.

2 RECOMMENDATION

2.1 That the Audit and Governance Committee note the contents of the
Executive Summary and Action Plan.

3 BACKGROUND

3.1 Areview of Non-Domestic Rates was undertaken as part of the audit plan
for 2017/18.

3.2  The main objective of the audit was to ensure that the internal controls in
place were operating effectively.

3.3  The main findings from our audit work are outlined in the attached report.

4 POLICY IMPLICATIONS

4.1 None

5 INTEGRATED IMPACT ASSESSMENT

5.1 The subject of this report does not affect the wellbeing of the community

or have a significant impact on equality, the environment or economy.
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6 RESOURCE IMPLICATIONS

6.1 Financial - None

6.2 Personnel - None

6.3 Other - None

7 BACKGROUND PAPERS

7.1 None

AUTHOR’S NAME

Mala Garden

DESIGNATION

Internal Audit Manager

CONTACT INFO

01620 827326

DATE

1 June 2018
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1.2

1.3

14

EAST LOTHIAN COUNCIL = INTERNAL AUDIT
NON-DOMESTIC RATES

EXECUTIVE SUMMARY
Introduction

A review of the internal controls surrounding the administration of Non-
Domestic Rates was undertaken as part of the Audit Plan for 2017/18. A
summary of our main findings is outlined below.

Areas where Expected Controls were Met

e A unique property reference number identifies each Non-Domestic property
on the Council’'s Capita system.

¢ Adequate arrangements are in place to ensure that regular reconciliations
are undertaken between the total number of properties on the Capita
system and the property control totals on the Assessor’s interface reports.

e The annual rate poundage (46.6 pence) and the additional supplement
applied to large businesses (2.6 pence) had been correctly set up on the
Capita system for 2017/18.

e Systems are in place to ensure that the total humber of bills produced as
part of the annual billing run reconciles to the total number of live properties
on the Capita system.

o Adequate systems are in place to ensure that Non-Domestic Rates income
collected through the Council’s Income Management System is correctly
posted to both the Capita system and the general ledger.

Areas with Scope for Improvement

e There was a lack of appropriate authorisation on file for a number of current
users with access to the Capita system. Risk — unauthorised access may
be granted.

e The existing arrangements in place for checking Non-Domestic Rates
Income Returns require review, to ensure that the information submitted to
the Scottish Government is accurate and complete. Risk — errors and
irregularities may occur and remain undetected.

e Reconciliations between the Non-Domestic Rates Income Returns and the
Capita financial statements had not been undertaken. Risk — errors and
irregularities may occur and remain undetected.

Summary
Our review of Non-Domestic Rates identified some areas with scope for

improvement. Detailed findings and recommendations are contained in our
main audit report.

Mala Garden
Internal Audit Manager June 2018
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ACTION PLAN

reconciliations are carried out between
the Non-Domestic Rates Income Returns
and the Capita financial statements.

Management should ensure that robust
checking procedures are in place to
confirm the accuracy and completeness
of all submissions to the Scottish
Government — evidence of checks carried
out should be retained on file.

— Revenues and
Welfare Support

PARA RESPONSIBLE RISK AGREED DATE
REF RECOMMENDATION GRADE OFFICER AGREED ACTION ACCEPTED/ OF COMPLETION
MANAGED
3.2.1 | Management should ensure that | Medium | Systems Agreed - all August 2018
appropriate authorisation is held for all Development and | current users will
current users with access to the Capita Business Support | be required to
system — where evidence of authorisation Team Leader complete a new
is not currently held, a new user access user access form.
form should be completed and approved
by the appropriate line manager.
3.5.1 | Management should retain all supporting | Medium | Service Manager | Agreed In place
documentation that forms part of the — Revenues and
property control totals reconciliation to Welfare Support
evidence that appropriate checks had
been carried out prior to approval.
3.9.1 | Management should ensure that | Medium | Service Manager | Agreed In place
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PARA RESPONSIBLE RISK AGREED DATE
REF RECOMMENDATION GRADE OFFICER AGREED ACTION ACCEPTED/ | OF COMPLETION
MANAGED
3.10.1 | Management should ensure that year-end | Medium | Service Manager | Agreed —the final June 2018

adjustments for Non-Domestic Rates are
consistent with the information submitted
to the Scottish Government.

— Revenues and
Welfare Support /
Service Manager
— Business
Finance

year-end
adjustments will be
passed to the
Revenues Section
for checking.
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Grading of Recommendations

In order to assist Management in using our reports, we categorise our recommendations according to their level of priority as follows:

Level Definition

High Recommendations which are fundamental to the system and upon which Management should take immediate action.

Medium Recommendations which will improve the efficiency and effectiveness of the existing controls.

Low Recommendations concerning minor issues that are not critical, but which may prevent attainment of best practice
and/or operational efficiency.
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East Lothian

Council
REPORT TO: Audit and Governance Committee
MEETING DATE: 12 June 2018 1 3
BY: Depute Chief Executive (Resources & People Services)
SUBJECT: Internal Audit Report — Care at Home Payments
1 PURPOSE
1.1 To inform the Audit and Governance Committee of the recently issued

3.2

3.3

audit report on Care at Home Payments.

RECOMMENDATION

That the Audit and Governance Committee note the contents of the
Executive Summary and Action Plan.

BACKGROUND

A review of the internal controls surrounding Care at Home Payments was
undertaken as part of the Audit Plan for 2017/18. Our review has included
the arrangements in place for monitoring the use of the Social Care Fund.

The main objective of the audit was to ensure that the internal controls in
place were operating effectively.

The main findings from our audit work are outlined in the attached report.

POLICY IMPLICATIONS

None
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6.1
6.2
6.3

INTEGRATED IMPACT ASSESSMENT

The subject of this report does not affect the wellbeing of the community
or have a significant impact on equality, the environment or economy.

RESOURCE IMPLICATIONS
Financial - None
Personnel - None

Other - None

BACKGROUND PAPERS

None

AUTHOR’S NAME | Mala Garden

DESIGNATION Internal Audit Manager

CONTACT INFO 01620 827326

DATE 4 June 2018
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EAST LOTHIAN COUNCIL - INTERNAL AUDIT
CARE AT HOME PAYMENTS

EXECUTIVE SUMMARY
Introduction

A review of Care at Home Payments was undertaken as part of the Audit Plan for
2017/18. Our review has included the arrangements in place for monitoring the use of
the Social Care Fund. A summary of our main findings is outlined below.

Areas where Expected Controls were Met

e The Council has in place a framework agreement for the provision of Care at Home
and Housing Support services. The contract commenced on 1 April 2017 and is
for a five year period to 31 March 2022.

e Asigned contract agreement is in place between the Council and each framework
provider clearly setting out the responsibilities of both parties.

e Appropriate arrangements are in place for monitoring the use of the Social Care
Fund and for ensuring that service providers are paying their care staff the Scottish
Living Wage — written declarations were held on file from individual service
providers confirming the hourly rates being paid to their employees who are
providing care at home and housing support.

Areas with Scope for Improvement

e There was a failure to comply with the reporting requirements set out in the
Council’s Corporate Procurement Procedures — a report on the contracts awarded
to care at home and housing support providers had been prepared, however it had
not been lodged in the Members’ Library. Risk — failure to comply with the
procedures in place.

e There was a lack of evidence to confirm that referrals had been allocated to
providers in accordance with the allocation ranking set out in the framework. Risk
— non-compliance with contract conditions.

e In a number of cases, care at home services were being provided by non-
framework providers. In some of these cases, there was a lack of evidence to
indicate that the service user had elected to have their care provided under Self-
Directed Support (SDS) Option 2 — this option enables service users to choose
their care provider, but the Council organises and pays for their care. Risk — lack
of a clear audit trail.

Summary
Our review of Care at Home Payments identified a number of areas with scope for
improvement. Detailed findings and recommendations are contained in our main audit

report.

Mala Garden
Internal Audit Manager June 2018
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EAST LOTHIAN COUNCIL - INTERNAL AUDIT

CARE AT HOME PAYMENTS

ACTION PLAN
PARA RESPONSIBLE RISK AGREED DATE
REF RECOMMENDATION GRADE OFFICER AGREED ACTION ACCEPTED/ | OF COMPLETION
MANAGED
3.1.3 | Management should ensure that the | Medium | Group Service Agreed In Place
report on the Care at Home and Housing Manager —
Support framework is lodged in the Planning and
Members’ Library as required by the Performance
Council’'s Corporate = Procurement
Procedures.
3.1.4 | Management should ensure that the | Medium | Group Service Instructions will be July 2018
framework allocation ranking for Manager — issued to staff on
referrals is used in all cases. Planning and allocating referrals.
Performance
3.2.1 | Management should ensure that non-| Medium | Group Service Agreed —we are Ongoing
framework providers are only being Manager — currently seeking to
used where the client has specifically Planning and resolve the historic
selected SDS option 2. Performance spot purchasing of
non-framework
providers.
3.4.1 | Management should ensure that clear | Medium | Group Service Agreed — Support October 2018

explanations are held on the system for
all variances identified.

Manager —
Planning and
Performance

Plan Administrator to
be appointed to
undertake this task.

158




PARA RESPONSIBLE RISK AGREED DATE
REF RECOMMENDATION GRADE OFFICER AGREED ACTION ACCEPTED/ | OF COMPLETION
MANAGED
3.6.1 | Management should ensure that| Medium | Senior Agreed July 2018
appropriate SDS Option 2 support Procurement
services contracts are issued to non- Officer
framework providers.
3.7.1 | Management should ensure that a clear | Medium | Group Service Agreed - this will be August 2018

audit trail is in place to locate individual
invoices paid and scanned on to the
system.

Manager —
Planning and
Performance

reviewed by the
Information Systems

& Business Manager.
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Grading of Recommendations

In order to assist Management in using our reports, we categorise our recommendations according to their level of priority as follows:

Level Definition

High Recommendations which are fundamental to the system and upon which Management should take immediate
action.

Medium Recommendations which will improve the efficiency and effectiveness of the existing controls.

Low Recommendations concerning minor issues that are not critical, but which may prevent attainment of best practice
and/or operational efficiency.
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East Lothian

Council

REPORT TO: Audit and Governance Committee

MEETING DATE: 12 June 2018

BY: Internal Audit Manager 1 4

SUBJECT: Annual Internal Audit Report 2017/18

1 PURPOSE

1.1  The Public Sector Internal Audit Standards (PSIAS) require that the Internal Audit
Manager prepares an annual internal audit opinion and report to support the
Council’s Annual Governance Statement.

1.2  Thisreport provides a summary of the work undertaken by East Lothian Council’s
Internal Audit Unit in 2017/18 and supports both the Council’s Annual Governance
Statement and the Internal Audit Manager’s Controls Assurance Statement.

2 RECOMMENDATION

2.1 The Audit and Governance Committee is asked to note the contents of the Annual
Internal Audit Report 2017/18.

3 BACKGROUND

3.1 Internal Audit is an independent appraisal function established by the Council to
review its governance, risk management and control systems. East Lothian
Council’s Internal Audit Unit operates in accordance with the Public Sector
Internal Audit Standards (PSIAS).

3.2 The Council’s Internal Audit resources in 2017/18 were made up of:

o The Internal Audit Manager
e  Three Senior Auditors
e One Senior Audit Assistant

3.3  TheInternal Audit Manager reports administratively to the Depute Chief Executive
— Resources and People Services, functionally to the Audit and Governance
Committee and has direct access to the Chief Executive, the Section 95 Officer
and the Monitoring Officer.
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3.4

3.5

3.6

3.7

3.8

3.9

Internal Audit is continuously seeking to improve its service and aims to provide
a service that remains responsive to the needs of the Council and maintains
consistently high standards. This was achieved in 2017/18 through the following
processes:

e Compliance with PSIAS.

A tailored audit approach using a defined methodology for financial audits.

e A programme of quality control measures which include the supervision of
staff conducting audit reviews and the detailed review of working paper files
and audit reports.

e The development of personal and training plans — Internal Audit staff
members are required to undertake a programme of Continuous
Professional Development (CPD).

The PSIAS require the development of a Quality Assurance and Improvement
Programme (QAIP). The QAIP is designed to enable evaluation of Internal Audit’s
conformance with the Definition of Internal Auditing, the Code of Ethics and the
Standards. The QAIP must include both internal and external assessments. An
internal assessment of internal audit practices was carried out against the PSIAS
to ensure conformance to the Standards and an External Quality Assessment of
the Council’s Internal Audit service was recently undertaken by the Chief Internal
Auditor of Argyll and Bute Council.

Delivery of the Internal Audit Service 2017/18

In March 2017, the Audit and Governance Committee approved the Internal Audit
Plan for 2017/18. Our audit plan was scoped to address the Council’s key risks
and strategic objectives.

In 2017/18 Internal Audit completed 21 audit reviews (see Table A below). In
addition, two audits (Debtors and Procurement of Goods and Services — Property
Maintenance) are currently in progress and a further review (Learning and
Development) is outstanding.

Table A outlines the audit work undertaken which resulted in a number of
recommendations being made — 15 recommendations were graded as high (i.e.
recommendations which are fundamental to the system and upon which
Management should take immediate action) and 95 recommendations were
graded as medium (i.e. recommendations which will improve the efficiency and
effectiveness of the existing controls). Our recommendations sought to address
the weaknesses identified in the design of controls and operating effectiveness.

In addition to the reviews listed in Table A, Internal Audit has undertaken follow-
up reviews of previous years’ work to ensure that recommendations have been
implemented by Management and have prepared reports for the East Lothian
Integration Joint Board Audit and Risk Committee.
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3.10 We have completed the following reviews in 2017/18:

Table A
Audit Assignment Report High Medium Low
Status
Housing Benefit and Council Tax Reduction Final - 4 -
Gas Servicing and Maintenance Final 1 8 -
Non-Residential Charging Final 1 6 -
Counter Fraud Arrangements Final - - -
Taxicard Scheme Final 3 8 -
Homelessness Final 5 6 -
ALEO (Enjoy East Lothian Limited) Final - 4 -
Training Final - 4 -
Performance Bonds Final - 4 -
Overtime Final 2 3 -
School Meals Income Final - 10 -
Complaints Handling Procedure Final - 6 -
Council Tax Liability Final - 4 -
National Fraud Initiative Final - - -
Performance Indicators Final - 2 -
Common Repairs Final 1 3 -
Housing Rent Arrears Final 1 7 -
Throughcare and Aftercare Final 1 6 -
Social Care Fund Final - - -
Non-Domestic Rates Final - 4 -
Care at Home Payments Final - 6 -
Totals 15 95 -
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3.11

3.12

6.1
6.2
6.3

Conflicts of Interest

There have been no instances during the year which have impacted on our
independence and/or lead us to declare any interest.

Performance Indicators

We have undertaken our audit work in accordance with the agreed plan and each
of our final reports has been reported to the Audit and Governance Committee.
Performance information for 2017/18 covers:

e  Completion of the annual Audit Plan — 92%
o 9% of recommendations accepted by Management — 100%
e % of staff with CCAB accounting qualifications — 80%

POLICY IMPLICATIONS

None

INTEGRATED IMPACT ASSESSMENT

The subject of this report does not affect the wellbeing of the community or have
a significant impact on equality, the environment or economy.

RESOURCE IMPLICATIONS
Financial - None
Personnel - None

Other - None

BACKGROUND PAPERS

None

AUTHOR’S NAME Mala Garden

DESIGNATION Internal Audit Manager
CONTACT INFO 01620 827326
DATE 4 June 2018
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e

East Lothian

Council

REPORT TO: Audit and Governance Committee
MEETING DATE: 12 June 2018

BY: Internal Audit Manager 1 S

SUBJECT: Controls Assurance Statement 2017/18

1 PURPOSE

1.1 The Internal Audit Manager has the responsibility to independently review
the internal control systems within East Lothian Council, make an
assessment of the control environment and report annually on the overall
adequacy and effectiveness of the Council’s framework of governance, risk
management and control.

2 RECOMMENDATION

2.1 The Audit and Governance Committee is asked to note that the Controls
Assurance Statement is a formal confirmation of Internal Audit’s opinion
on the overall adequacy and effectiveness of the Council’s framework of
governance, risk management and control for the year ended 31 March
2018.

3 BACKGROUND
Sound Internal Controls

3.1 The Council’'s senior management has responsibility for establishing a
sound system of internal control and for monitoring the continuing
effectiveness of these controls. The main objectives of the Council’s
internal control systems are:

Achievement of the Council’s strategic objectives.

Reliability and integrity of financial and operational information.
Effectiveness and efficiency of operations and programmes.
Safeguarding of assets.

Compliance with laws, regulations, policies, procedures and contracts.

3.2 A sound system of internal control reduces, but cannot eliminate, the
possibility of poor judgement in decision making, human error, control
processes being deliberately circumvented by employees and others,
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3.3

3.4

3.5

3.6

3.7

management overriding controls or the occurrence of unforeseen
circumstances. The Council is continually seeking to improve the
effectiveness of its system of internal control.

The Work of Internal Audit

Internal Audit is an independent appraisal function established by the
Council to review its internal control systems. Internal Audit objectively
examines, evaluates and reports on the adequacy of internal controls as a
contribution to the proper, economic, efficient and effective use of
resources.

In 2017/18 the Internal Audit Unit sought to operate in accordance with the
Public Sector Internal Audit Standards (PSIAS).

All internal audit reports identifying system weaknesses or non-compliance
with expected controls were brought to the attention of the Chief Executive,
Depute Chief Executives, the Council’s External Auditor and the Audit and
Governance Committee.

The weaknesses outlined in our audit reports are those that have come to
our attention during the course of our normal audit work and are not
necessarily all of the weaknesses, which may exist. It is the responsibility
of Management to ensure that proper consideration is given to internal
audit reports and that appropriate action is taken on audit
recommendations.

Basis of Opinion

My evaluation of the control environment is informed by a number of
sources:

1. The policies and procedures of the Council, including:

Standing Orders and Financial Regulations;

Strategy for the Prevention and Detection of Fraud and Corruption;
Information Security Policy;

IT Acceptable Use Policy;

Code of Conduct;

Disciplinary Code;

Disciplinary Procedure;

Gifts and Hospitality Policy;

Whistleblowing Policy.

2. The planning, monitoring, review and reporting arrangements within
the Council, including:

The Budget Setting Process;

Monthly Budget Monitoring Statements;
Policy and Performance Review Committee;
Performance Management Framework;
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3.8

3.9

3.10

3.11

3.12

e The work of the Council Management Team.

3. The work undertaken by Internal Audit during 2017/18 including
planned audits, investigations, follow-up reviews and one-off
exercises.

My opinion does not cover the internal control systems of other
organisations that are included in East Lothian Council's 2017/18
Statement of Accounts under the Group Accounts section.

Assessment of Controls and Governance

The Annual Internal Audit Report 2017/18 presented to the Audit and
Governance Committee summarises the work of Internal Audit during the
year.

For areas reviewed, an Executive Summary and Action Plan is submitted
to the Audit and Governance Committee. The Action Plan contains detailed
recommendations including Management responses to the
recommendations made.

The majority of Internal Audit recommendations made in 2017/18 were
categorised as medium risk (i.e. recommendations which will improve the
efficiency and effectiveness of the existing controls) with a number of high
risk recommendations (i.e. recommendations which are fundamental to the
system and upon which Management should take immediate action). A
summary of all recommendations made during 2017/18 is outlined below:

Recommendations Number of Recommendations
Priority Level Recommendations %
High 15 14
Medium 95 86
Low - -
Total 110 100

During 2017/18 areas identified with scope for improvement included the
following:

e Adherence to Council policies, procedures and guidance.
e Compliance with the Council’'s Corporate Procurement Procedures.
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e Internal financial controls including reconciliations, monitoring and
checking arrangements, retaining supporting documentation and audit
trail.

e Recovery of all amounts due to the Council.

e Monitoring and management of overtime working.

e Issues identified from our review of homelessness.

e The arrangements for obtaining assurance on governance, risk
management and control processes operating within ALEOS.

3.13 The implementation by Management of agreed actions to address the
weaknesses identified should provide assurance that the system of internal
control is operating as intended.

Opinion

3.14 It is my opinion, subject to the weaknesses outlined in section 3.12 above,
that reasonable assurance can be placed on the overall adequacy and
effectiveness of East Lothian Council’'s framework of governance, risk
management and control for the year to 31 March 2018.

4 POLICY IMPLICATIONS
41 None

5 INTEGRATED IMPACT ASSESSMENT

5.1 The subject of this report does not affect the wellbeing of the community
or have a significant impact on equality, the environment or economy.

6 RESOURCE IMPLICATIONS
6.1 Financial - None
6.2 Personnel - None

6.3  Other - None

7 BACKGROUND PAPERS

7.1 None
AUTHOR’S NAME | Mala Garden
DESIGNATION Internal Audit Manager
CONTACT INFO 01620 827326
DATE 4 June 2018
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East Lothian

Council

REPORT TO: Audit and Governance Committee

MEETING DATE: 12 June 2018

BY: Depute Chief Executive (Resources & People Services) 1 6

SUBJECT: Internal Audit Progress Report 2017/18

1 PURPOSE

1.1 To inform the Audit and Governance Committee of Internal Audit’'s progress
against the annual audit plan for 2017/18.

2 RECOMMENDATION

2.1  Thatthe Audit and Governance Committee note the contents of the Internal Audit
Progress Report 2017/18.

3 BACKGROUND

3.1 This report is prepared to assist the Committee in their remit to evaluate Internal
Audit’s work and measure progress against the annual audit plan.

3.2 The progress made to date is outlined in the attached report.

4 POLICY IMPLICATIONS

4.1 None

5 INTEGRATED IMPACT ASSESSMENT

5.1 The subject of this report does not affect the wellbeing of the community or have

a significant impact on equality, the environment or economy.
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6.1
6.2
6.3

RESOURCE IMPLICATIONS
Financial — None
Personnel — None

Other — None

BACKGROUND PAPERS

None

AUTHOR’S NAME Mala Garden

DESIGNATION

Internal Audit Manager

CONTACT INFO

01620 827326

DATE

31 May 2018
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INTERNAL AUDIT PROGRESS REPORT 2017/18

AUDIT REPORTS SCOPE OF THE AUDIT TARGET STATUS
COMPLETION
DATE
Non-Residential We will examine the arrangements in place for the assessment and charging of September 2017 Completed
Charging clients receiving non-residential care.
Counter Fraud We will examine the counter fraud arrangements operating within the Council September 2017 Completed
Arrangements with a view to ensuring that these are robust.
Taxicard Scheme We will examine the arrangements in place for the Council’s Taxicard Scheme, September 2017 Completed
which provides subsidised taxi travel for people with severe and permanent
physical disability who do not have regular access to private motorised transport.
Review of Previous Internal Audit will review the outcome of our previous years’ work to ensure September 2017 Completed
Years’ Work recommendations have been actioned as agreed and that risks accepted by
Management have been properly managed.
Training We will examine the effectiveness of the controls surrounding training and September 2017 Completed
development activity across the Council including attendance at conferences.
Homelessness We will review the procurement and payment arrangements in place for November 2017 Completed

accommodation provided to homeless clients.
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AUDIT REPORTS SCOPE OF THE AUDIT TARGET STATUS
COMPLETION
DATE

ALEOs We will review the governance arrangements operating within an Arms Length November 2017 Completed
External Organisation.

Review of Complaints | We will review the procedures in place for the handling of complaints received November 2017 Completed

Procedure by the Council.

School Meals Income | We will examine the arrangements in place for the collection, recording and November 2017 Completed
banking of school meals income.

Performance Bonds We will review the processes in place within the Council for the use of November 2017 Completed
performance bonds.

Review of Overtime We will review the adequacy and effectiveness of the monitoring arrangements February 2018 Completed
in place for those employees receiving overtime on a regular basis.

National Fraud Time has been allocated for co-ordinating and reviewing data matches identified February 2018 Completed

Initiative following the 2016/17 National Fraud Initiative exercise.

Review of Previous Internal Audit will review the outcome of our previous years’ work to ensure February 2018 Completed

Years’ Work

recommendations have been actioned as agreed and that risks accepted by
Management have been properly managed.
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AUDIT REPORTS SCOPE OF THE AUDIT TARGET STATUS
COMPLETION
DATE
Internal Audit Plan Internal Audit will present the detailed operational Audit Plan for 2018/19 for February 2018 Completed
2018/19 approval to the Audit and Governance Committee.
Review of Internal Audit will continue to review the systems in place for the preparation and February 2018 Completed
Performance reporting of Performance Indicators.
Indicators
Common Repairs We will review the systems and processes in place for dealing with common February 2018 Completed
repairs projects where a statutory notice has been issued by the Council and the
Council is required to enforce the notice.
Housing Rent Arrears | We will examine the processes and controls in place for the recovery of housing February 2018 Completed
rent arrears.
Throughcare and We will review the arrangements in place for supporting young people looked February 2018 Completed
Aftercare after by East Lothian Council who are about to leave care or have recently left
care.
Social Care Fund We will review the arrangements in place within Adult Services for monitoring the February 2018 Completed
use of the Social Care Fund.
Council Tax — Liability | We will review the arrangements in place for determining Council Tax liability. June 2018 Completed
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AUDIT REPORTS SCOPE OF THE AUDIT TARGET STATUS
COMPLETION
DATE
Non-Domestic Rates An audit of Non-Domestic Rates (NDR) will be carried out. The review will focus June 2018 Completed
on the procedures in place for the Billing and Collection of NDR.
Care at Home We will review the internal controls in place for payments made to care at home June 2018 Completed
Payments providers used by the Council.
Review of Previous Internal Audit will review the outcome of our previous years’ work to ensure June 2018 Completed
Years’ Work recommendations have been actioned as agreed and that risks accepted by
Management have been properly managed.
Annual Internal Audit We will present the Annual Internal Audit Report based on Internal Audit activity June 2018 Completed
Report 2017/18 undertaken for financial year 2017/18, as required by the Public Sector Internal
Audit Standards.
Controls Assurance Internal Audit will provide an opinion on the overall adequacy and effectiveness June 2018 Completed
Statement 2017/18 of the Council’s framework of governance, risk management and control for the
financial year 1 April 2017 to 31 March 2018.
Debtors A review of the systems and processes in place for raising debtor invoices will June 2018 In Progress

be carried out to ensure that sundry income due to the Council is properly
identified, collected and accounted for.
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AUDIT REPORTS SCOPE OF THE AUDIT TARGET STATUS
COMPLETION
DATE
Procurement of Goods | We will review the arrangements in place within the Council’s Property June 2018 In Progress
and Services — Maintenance Section for the procurement of goods and services.
Property Maintenance
Learning and We will review the arrangements in place for community learning and June 2018 Outstanding

Development

development and the links to the Area Partnerships/Managers.
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East Lothian

Council
REPORT TO: Audit and Governance Committee
MEETING DATE: 12 June 2018
BY: Depute Chief Executive (Resources & People Services) 1 7
SUBJECT: External Quality Assessment — Internal Audit

1 PURPOSE

1.1 To inform the Audit and Governance Committee of the findings from the recent
external quality assessment of the Council’s Internal Audit service.

2 RECOMMENDATION

2.1  That the Audit and Governance Committee note the contents of the report.

3 BACKGROUND

3.1 The Public Sector Internal Audit Standards (PSIAS) require the Council’s Internal
Audit Manager to develop a Quality Assurance and Improvement Programme
(QAIP). The purpose of the QAIP is to enable the evaluation of Internal Audit’s
conformance to the PSIAS. The QAIP must include annual internal self-
assessments and a five yearly external assessment, carried out by an
independent assessor.

3.2  The Scottish Local Authorities Chief Internal Auditors’ Group has developed an
external quality assessment framework to satisfy the requirement for a five yearly
external assessment. The attached report sets out the findings from the external
guality assessment of East Lothian Council’s Internal Audit service, which was
recently undertaken by the Chief Internal Auditor of Argyll and Bute Council.

4 POLICY IMPLICATIONS
4.1 None
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6.1
6.2
6.3

INTEGRATED IMPACT ASSESSMENT

The subject of this report does not affect the wellbeing of the community or have
a significant impact on equality, the environment or economy.

RESOURCE IMPLICATIONS
Financial - None
Personnel - None

Other - None

BACKGROUND PAPERS

None

AUTHOR’S NAME Mala Garden
DESIGNATION Internal Audit Manager
CONTACT INFO 01620 827326

DATE 31 May 2018
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Argyll and Bute Council
Internal Audit Report
May 2018
FINAL

East Lothian Council Internal Audit
External Quality Assessment

Audit Opinion: High

Medium
Number of Findings 0 2 6

Choose Argyll and Bute live, learn, work and do business
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. Executive Summary

Introduction

East Lothian Council (the Council) has an internal audit function which provides an internal
audit service to the Council, based on the Public Sector Internal Audit Standards (PSIAS) that
became effective in April 2013. These Standards replaced the CIPFA Code of Practice for
Internal Audit in Local Government in the United Kingdom and compliance with them is
mandatory for all public sector internal audit service providers, whether in-house, shared
services or outsourced.

PSIAS require the Council’s internal audit manager to develop a Quality Assurance and
Improvement Programme (QAIP). The purpose of the QAIP is to enable evaluation of
internal audit’s conformance to the PSIAS. The QAIP must include annual internal self-
assessments and a five yearly external assessment, carried out by an independent external
assessor.

The Scottish Local Authorities Chief Internal Auditors’ Group (SLACIAG) has developed an
external quality assessment framework to satisfy this requirement for a five yearly external
assessment.

This report sets out the findings arising from the external assessment undertaken by Argyll
and Bute Council’s chief internal auditor in April 2018.

The contents of this report have been agreed with the appropriate council officers to confirm
factual accuracy and appreciation is due for the cooperation and assistance received from all
officers over the course of the audit.

Scope and Methodology

The scope of the review was to establish whether the Council’s internal audit function is
complying fully with PSIAS and identify any recommendations for improvement.

In order to reach an opinion on the compliance with PSIAS a range of activities were undertaken
including:

e an external assessment of internal audit’s PSIAS self-assessment
e issuing questionnaires to seven key stakeholders, returns for which were received from
the:
i. Chief Executive
ii. Depute Chief Executive — Partnerships and Community Services and also the
Council’s Monitoring Officer

iii. Head of Council Resources and also the Council’s Section 95 Officer

iv. Depute Convenor of the Audit and Governance Committee (A&GC)
e discussions with the internal audit manager and the internal audit team
o review of the internal audit charter, manual and other relevant governance documents

Argyll and Bute Council — Internal Audit Report — ELC IA EQA, May 2018
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e review of internal audit planning records, reports, and other working papers/records.

Audit Opinion

8. We provide an overall audit opinion for all the audits we conduct. This is based on our
judgement on the level of assurance which we can take over the established internal controls,
governance and management of risk as evidenced by our audit work. Full details of the five
possible categories of audit opinion is provided in Appendix 2 to this report.

9. Our overall audit opinion for this audit is that we can provide a high level of assurance on
internal audit’s compliance with PSIAS. We found they fully conform to twelve standards and
generally conform to the remaining one.

Key Findings

10. We have highlighted no high priority recommendations, two medium priority recommendations
and six low priority recommendations where we believe there is scope to strengthen PSIAS
compliance. The two medium priority recommendations that consideration should be given to
are summarised below:

® increasing the level of engagement between internal audit and the Council’s Corporate
Management Team (CMT)

® implementing a sliding scale of assurance categories when determining the overall audit
opinion on the adequacy of arrangements in an area being audited.

11. Full details of the recommendations and management responses can be found in Section 3 of
this report and in the action plan at Appendix 1.

2. PSIAS Standards Assessment

12. Exhibit 1 sets out the 13 PSIAS assessment standards and our assessment against each standard.

PSIAS Assessment Standard Assessment
1 Definition of internal auditing Fully Conforms
2 Code of ethics Fully Conforms
3 Purpose, authority and responsibility Fully Conforms
4 Independence and objectivity Generally Conforms
5 Proficiency and due professional care Fully Conforms
6 Quality assurance and improvement programme Fully Conforms
7 Managing the internal audit activity Fully Conforms
8 Nature of work Fully Conforms
9 Engagement planning Fully Conforms
10 | Performing the engagement Fully Conforms
11 | Communicating results Fully Conforms
12 | Monitoring progress Fully Conforms
13 | Communicating the acceptance of risks Fully Conforms
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3. Detailed Findings

13. Internal audit fully conforms to the definition of internal auditing, as evidenced by the findings
set out in subsequent sections of this report.

14. Members of internal audit are supported by the Council and internal audit management to
perform their work in a manner which demonstrates:

e honesty, diligence and responsibility

e objectivity

e respect for the confidentiality of the data and information they acquire
e the application of appropriate knowledge, skills and experience

e aregard for Nolan’s seven principles of public life.

15. All members of internal audit have signed a code of ethics declaration in which they are
confirming they are fully conversant with their ethical responsibilities. This is considered an
example of good practice.

16. This standard is designed to ensure clarity of the role and scope of internal audit and to provide
a firm foundation for its powers and rights of access. It is a requirement of the PSIAS that there
is a formal Internal Audit Charter (the charter) in place that clearly sets out the purpose,
authority and responsibility of the internal audit function, and that this is reviewed annually and
presented to the A&GC for approval.

17. There is a well written and comprehensive charter that fully complies with the requirements of
PSIAS. In particular the charter clearly defines:

e the purpose, authority and responsibility of internal audit

o the definition of “board” and “senior management” in relation to internal audit
e internal audit’s positon within the Council and its organisational independence
e the internal audit manager’s reporting relationship with the A&GC

e the scope of internal audit’s remit

e internal audit’s rights of access to records, assets, personnel etc

e the arrangements for resourcing the internal audit function

e internal audit’s responsibility for fraud and corruption.

18. There were two minor areas where it was considered the charter could be further improved.
These are that PSIAS requires the:

e Nature of assurance services provided to the Council to be formally defined in the
charter and, if applicable, the nature of any assurances provided to external parties to
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19.

20.

21.

22.

23.

24.

25.

be documented. The charter does not define the nature of assurance services or make
reference to third party assurances.

e Mandatory nature of PSIAS to be recognised in the charter. Paragraph 1.1 of the charter
confirms that internal audit activity is governed by PSIAS however that language could
be strengthened to specifically reference its mandatory nature.

Action Plan 1

The charter was last approved by the A&GC in January 2017 and is currently being reviewed with
an intention to present it to the AG&C for approval in June 2018. After it was approved by the
A&GC in January 2017 there was a delay in excess of one year before it was presented to the
CMT in March 2018. PSIAS requires the charter to be approved by both the A&GC and the CMT.

Action Plan 2

These are only considered to be minor issues and hence it has been concluded that internal
audit fully conforms to the standard on purpose, authority, and responsibility.

This standard sets out the organisational and reporting lines required to promote and preserve
the organisational independence of internal audit. It also sets out the arrangements expected to
achieve individual objectivity and for dealing with potential and actual conflicts of interest.

The internal audit manager attends all meetings of the A&GC and is actively involved in agenda
items and presenting papers. However internal audit reports presented to the A&GC are in the
name of the Depute Chief Executive - Resources & People Services. To clearly demonstrate
organisational independence it is recommended that internal audit reports, and other internal
audit related papers, are in the name of the internal audit manager.

Action Plan 3

The four responses to the stakeholder questionnaires all confirmed that the internal audit
manager has unrestricted access to the Chief Executive and Chair of the A&GC as is appropriate.

Responses to the questionnaire mainly confirmed that the priorities and objectives of audit
engagements were discussed with senior management and stakeholders. However it was
suggested there may be benefit in establishing better links between internal audit and the CMT
to make them more of a strategic partner within the Council and provide for increased
engagement to help ensure audit activity is focused on those areas most likely to add value to
the Council. Whilst the internal audit manager has monthly meetings with the Depute Chief
Executive — Resources and People Services, wider engagement with the CMT tends to be on an
"as required’ basis. Consideration should be given to whether there would be benefit in the
internal audit manager attending CMT meetings more regularly.

Action Plan 4

Internal audit has no responsibility for operational activities and it is clear the internal audit
manager is provided with appropriate opportunity to discuss the audit plan, reports and findings
with the A&GC.
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26.

27.

28.

29.

30.

31.

32.

33.

34.

The internal audit manager’s annual performance review includes input from the Depute Chief
Executive — Resources and People Services in their role as the internal audit manager’s line
manager. PSIAS suggests that best practice would be for there to also be input from the Chief
Executive and the Chair of the A&GC thus providing a degree of independence between the
internal audit manager’s performance assessment and an officer who may be subject to audit.

Action Plan 5

It is clear that internal audit operates independently of management and that the audit team are
actively supported to act objectively. This could, however, be enhanced by the improvements
suggested at paragraphs 22, 24 and 26. Therefore it has been concluded that internal audit
generally conforms to the standard on independence and objectivity.

This standard seeks to ensure that internal audit possesses the knowledge, skills, and
competencies to carry out their role with due professional care.

The internal audit manager holds a relevant qualification, has 20 years post qualification
experience and has been in post for 15 years. In total, four of the five internal audit team
members have relevant professional qualifications. This is a high ratio for an internal audit team.

Job descriptions exist which set out the post requirements for team members. The senior
auditor job description has post requirements and a person specification whereas the senior
audit assistant job description only details post requirements. These, and other audit job
descriptions may benefit from a review to ensure they are consistent and remain relevant to the
posts. However, as there is very low turnover in the team with the current team all being in post
for approximately 13 years, this is not considered a significant concern.

The stakeholder questionnaires confirm that the internal audit manager demonstrates the
appropriate level of knowledge and experience to perform the role and that internal audit
collectively possess the competencies required to meet audit objectives and comply with PSIAS.

Internal audit have adopted CIPFA’s ‘The Excellent Internal Auditor’ guidance to frame the skills
and competencies required for each level of auditor within the team. The team assess their
competency against this framework and identify areas for development. This is used instead of
the Council’s PRD template for all team members with the exception of the internal audit
manager who uses the Council’s template. Training logs are maintained for all audit team
members which detail the course attended and/or delivered.

The team have a structured methodology in place which supports the exercise of due
professional care when planning audit assignments. This includes having an audit manual which
includes appropriate sections on understanding the business, setting audit objectives, identifying

audit risks, scoping and planning.

It has been concluded that internal audit fully conforms to the standard on proficiency and due
professional care.
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36.

37.

38.

39.

40.

41.

42.

43,

This standard sets out the requirements for the internal and external assessment of
performance and compliance with PSIAS.

The internal audit manager actively and openly participated in this external quality assessment
and has confirmed that this report, as the outcome to the assessment, will be reported to the
June 2018 A&GC.

The Council have key performance indicators for internal audit which are monitored on a
quarterly basis and reported annually in the annual internal audit report. Client survey
guestionnaires are issued at the end of each audit assignment to assess management’s opinion
on the manner in which the assignment was conducted.

Internal audit have a QAIP which is subject to annual review. This is designed to provide
assurance to stakeholders that internal audit performs its work in accordance with PSIAS, is
operating effectively and is perceived as adding value and focused on improvement. The QAIP is
very comprehensive and could be considered as good practice.

It has been concluded that internal audit fully conforms to the standard on QAIP.

This standard sets out the requirements for the preparation, delivery, and reporting of the
internal audit plan.

Internal audit has a documented process setting out how they gain an understanding of the
corporate objectives and associated risks and define the ‘audit universe.” They also have a
planning document which aligns audit reviews, and the scope of those reviews, with identified
risks which are assessed using an established criteria for impact and likelihood. The internal
audit manual, last reviewed in December 2017, provides guidance to the team on the audit
process at an assignment level however it may benefit from a review to better align it to the
PSIAS requirements. This would provide further assurance to the A&GC that the audit process
adopted by internal audit complies with the requirements of PSIAS.

Action Plan 6

The internal audit manager consults with the CMT as part of the process to prepare the annual
audit plan and takes cognisance of areas they feel may benefit from audit coverage. There is also
evidence of engagement with external audit regarding the content of the internal audit plan and
consideration of the outputs from other scrutiny bodies such as the Scottish Housing Regulator,
Education Scotland and the Care Inspectorate.

The Council have a high level assurance checklist which is used to confirm the existence of key
governance documents, appropriate arrangements for reporting and scrutiny and assessing the
control environment. This is completed on an annual basis.

Argyll and Bute Council — Internal Audit Report — ELC IA EQA, May 2018

186



44,

45.

46.

47.

48.

49.

50.

The 2017/18 annual audit plan was approved by the A&GC on 14 March 2017 with progress
reports routinely considered by the A&GC as a standard agenda item. The progress reports detail
all the reviews in the annual audit plan and whether they are complete or in progress. The
progress reports provide the target dates for completion to enable the A&GC to assess if the
audit team is on track, or otherwise, to deliver the plan.

The internal audit manager confirmed that, whilst she takes cognisance of the views of the CMT
when creating the plan, the plan itself is prepared on an independent and objective basis and it
is therefore not submitted to CMT for approval. Whilst this is not consistent with the
requirements of PSIAS it is considered a reasonable position to adopt. However taking the plan
to the CMT for endorsement as part of the wider engagement between internal audit and the
CMT (as per paragraph 24 and action plan 4) should be considered.

A review of the 2017/18 internal audit plan confirmed it incorporates the key information that
would be expected to be detailed in it including:

e how internal audit will be delivered

e references to council plans and objectives when creating the plan

e audit assignments to be carried out with an identified risk profile for each

e estimated resources required to perform audit assignments

e degree of built in contingency

e recognition of the need for the plan to be flexible to reflect changing risks and priorities.

Whilst the audit team’s resource allocation spreadsheet builds in time for the overall
management of the department (i.e. planning, development of the annual report, attendance at
committees etc.) this is not reflected in the audit plan.

Action Plan 7

The internal audit manager is responsible for securing the resources required to deliver the
annual audit plan. This review confirmed that the governance structures and documentation
that shape the operation of the team are clear and that the team is well established. Audits are
assigned to the team based on competencies, skills and experience and the department’s
resource allocation spreadsheet confirms that, for each assignment, there is an allocated team
member with time built in for management review.

It is clear that internal audit is actively managed and the process for delivering and reporting the
plan is sound. This could be further enhanced by the improvements suggested at paragraphs 41
and 47 however these are considered minor improvements and, on that basis it has been
concluded that internal audit fully conforms to the standard on managing the internal audit
activity.

This standard relates to the adequacy and effectiveness of the arrangements necessary for
internal audit to contribute to the improvement of risk management, governance, and control
processes.
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53.

54,

55.

56.

57.

58.

59.

10

Internal audit is a key element of the Council’s governance structures, and the 2016/17 Annual
Governance Statement (which forms part of the Council’s annual accounts) specifically refers to
the role of internal audit.

As mentioned previously the approach to audit planning has an appropriate focus on key risks. IT
risks are also considered and one of the audit team is a member, and Chair, of the SLACIAG
computer audit sub group.

All four stakeholder questionnaires returned confirmed that, overall, internal audit adds value to
the organisation leading to improved organisational processes and operations.

It is clear internal audit forms a key element of the Council’s governance structures, and plays a
valued role in further improving those structures. On that basis it has been concluded that they
fully conform to the standard on nature of work.

This standard relates to the requirements necessary to develop and plan individual audit
assignments including setting the objectives, scope, timing and resource allocation.

To assess compliance with this standard working papers were reviewed for the 2017/18 audits
of:

e arm'’s length external organisations

e non-residential charging

e training.

For each audit there was a terms of reference setting out the background, objective, scope,
resources, timescales and reporting arrangements. Furthermore there was an engagement
planning document providing further information on:

e areas for the audit to consider

e services delivered by the area being audited
e financial information

e performance

e governance

e controls

e risk management.

For each of the three audits sampled there were audit programmes in place which set out the
expected controls and the compliance testing to be performed. The controls in the programmes

could be easily linked to the scope detailed in the terms of reference.

It has been concluded that internal audit fully conforms to the standard on engagement
planning.
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63.
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65.

66.

67.

68.

11

This standard covers arrangements for gathering, documenting, analysing, and evaluating audit
evidence, and for the supervision of staff undertaking audit assignments.

To assess compliance with this standard the fieldwork for the three audits detailed at para 56
was reviewed. For all three audits there was clear evidence that:

o files were comprehensive, well documented and cross referenced
o fieldwork was clearly aligned to the audit programme

e audit judgement was documented

e audit findings were clear and reflected in the final report

o fieldwork had been subject to appropriate management review.

There is an established internal audit records management policy which provides general advice
about the management, control and disposal of internal audit information. It also makes clear
the approval required before audit records can be released to external parties. This is considered
an example of good practice.

It has been concluded that internal audit fully conforms to the standard on performing the
engagement.

This standard relates to the communication of results from individual assignments and the
internal audit manager’s overall annual opinion.

To assess compliance with this standard the fieldwork for the three audits detailed at para 56
were reviewed. This confirmed that findings are clearly reported with the reports setting out
the audit objective, scope, conclusions, risk assessed and recommendations with an associated
action plan and management responses.

While reports do include a ‘Conclusions’ section, consideration should be given to implementing
a sliding scale of assurance categories to provide an overall opinion on the adequacy of
arrangements for risk management, governance, and control in the area subject to audit.

Action Plan 8

The internal audit manager is also responsible for reporting on findings and conclusions to the
A&GC. On an annual basis she presents the ‘Annual Internal Audit Report’ to the A&GC which
summarises the work undertaken by the team over the course of the year. She also presents the
annual ‘Controls Assurance Statement’ in which she documents her overall opinion on the
adequacy and effectiveness of the Council’s framework of governance, risk management and
control.

Assignment and annual reporting processes are well defined. It is clear how findings flow
through from working papers into assignment reports and subsequently into reports to A&GC.
Whilst a recommendation has been raised at paragraph 66 it is not considered a major weakness
and it has been concluded that internal audit fully conforms to the standard on communicating
results.

Argyll and Bute Council — Internal Audit Report — ELC IA EQA, May 2018

189



12

69. These standards relate to arrangements for monitoring the implementation of agreed

recommendations or the acceptance of the risk of not implementing, and for the escalation of
unacceptable risk to the A&GC.

70. The annual audit plan clearly allocates time for audit follow up to be carried out to ensure that

71.

72.

73.

recommendations from completed audits have been implemented. Internal audit follow up on
agreed action plans to ensure actions are properly implemented. Prior to a meeting of the
A&GC services are expected to update the internal audit database with an update on progress
against all action plan points with an imminent due date. The reminder to services is an e-mail
which is automatically triggered by the database. Services are expected to update the status of
their action and attach evidence where they consider the action to be complete. Internal audit
then confirm if the provided evidence is sufficient. Asking services to update the database,
rather than internal audit doing it, places greater ownership for the issue with the service. This is
considered an example of good practice.

Follow up reports are submitted to the A&GC however consideration should be given to
reporting overdue matters to the CMT. This has been incorporated into the action plan point
about wider engagement with the CMT highlighted at paragraph 24.

Should there be any need to escalate unacceptable risk it is clear that, as per paragraph 23, the
internal audit manager has unrestricted access to the Chief Executive and the Chair of the A&GC.

In summary, the reporting of follow up actions is well defined, embedded, and transparent, and
the internal audit manager is clearly able to escalate unacceptable risk. On that basis, it has been

concluded that internal audit fully conforms to both the monitoring progress standard and the
communicating the acceptance of risk standard.
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Appendix 1 — Action Plan

No. | Recommendation Agreed Action Responsibility / Due
Date
1 | Internal Audit Charter Update Agreed — Internal Audit Charter to be | Internal Audit
updated Manager
The charter could be further improved by: June 2018
E e defining the nature of assurance services provided by internal audit
e defining the nature of any assurances provided to external parties (if
applicable)
e strengthening the language to specifically recognise the mandatory
nature of PSIAS.
2 | Internal Audit Charter Approval Agreed Internal Audit
Manager
2 After the charter was approved by the A&GC in January 2017, 14 months June 2018
S elapsed before it was approved by the CMT. The Charter is currently
being reviewed, once this is complete it should be subject to timely
approval by both the A&GC and CMT in compliance with PSIAS.
3 | Internal Audit Reports to A&GC Noted and will be considered by Chief Executive
CMT June 2018
3 The organisational independence of internal audit could be further
S strengthened and evidence by all internal audit reports and papers being
presented to the A&GC in the name of the internal audit manager rather
than the Depute Chief Executive (Resources & People Services).
4 | Internal Audit and CMT Engagement Noted and will be considered by Chief Executive
CMT June 2018
g Engagement between the internal audit manager and CMT tends to be ad
ﬁ hoc. More regular engagement would help ensure internal audit is more
S of a strategic partner within the Council and help ensure the internal audit
manager is well cited on areas of concern or development for the Council.
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This, in turn, will help ensure that internal audit activity is focused on
those areas most likely to add value to the Council.

being audited. This overall opinion should be clearly stated in the final
audit report.

Agreed
Furthermore it is recommended that the internal audit manager presents Internal Audit
the annual internal audit plan to the CMT for endorsement and considers Manager
the benefit of reporting overdue audit action points to the CMT on a September 2018
periodic basis.
Internal Audit Manager’s Performance Review Agreed Internal Audit
Manager
; Consideration should be given to incorporating feedback from the Chief March 2019
Executive and the Chair of the A&GC in the internal audit manager’s
annual performance review.
Internal Audit Manual Agreed Internal Audit
3 Manager
S For the December 2018 review of the internal audit manual consideration December 2018
should be given to better aligning it to the requirements of the PSIAS.
Allocation of Resource in Annual Audit Plan Agreed Internal Audit
Manager
; The time required for the overall management of internal audit (i.e. March 2019
planning, development of the annual audit report, committee attendance
etc.) should be reflected in the annual audit plan.
Audit Opinion in Reports Agreed — consideration will be given | Internal Audit
Manager
g Consideration should be given to implementing a sliding scale of assurance September 2018
'ﬁ categories when determining the overall audit opinion on the adequacy of
S arrangements for risk management, governance and controls in an area
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In order to assist management in using our reports a system of grading audit findings has been adopted to allow the significance of findings to be ascertained.
The definitions of each classification are as follows:

Grading

Definition

A major observation on high level controls and other important internal controls or a significant matter relating to the critical success of the
objectives of the system. The weakness may therefore give rise to loss or error.

Observations on less significant internal controls and/or improvements to the efficiency and effectiveness of controls which will assist in meeting

Medium | the objectives of the system. The weakness is not necessarily substantial however the risk of error would be significantly reduced if corrective
action was taken.
Low Minor recommendations to improve the efficiency and effectiveness of controls or an isolated issue subsequently corrected. The weakness does

not appear to significantly affect the ability of the system to meet its objectives.
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Appendix 2 — Audit Opinion

Level of Assurance

Definition

High

Internal control, governance and the management of risk are at a high standard. Only marginal elements of residual risk have
been identified with these either being accepted or dealt with. A sound system of control designed to achieve the system
objectives is in place and being applied consistently.

Substantial

Internal control, governance and the management of risk is sound. However, there are minor areas of weakness which put some
system objectives at risk and specific elements of residual risk that are slightly above an acceptable level and need to be
addressed within a reasonable timescale.

Reasonable

Internal control, governance and the management of risk are broadly reliable. However, whilst not displaying a general trend,
there are a number of areas of concern which have been identified where elements of residual risk or weakness may put some of
the system objectives at risk.

Limited

Internal control, governance and the management of risk are displaying a general trend of unacceptable residual risk above an
acceptable level and placing system objectives are at risk. Weakness must be addressed with a reasonable timescale with
management allocating appropriate resources to the issues raised.

No Assurance

Internal control, governance and the management of risk is poor. Significant residual risk and/or significant non-compliance with
basic controls exists leaving the system open to error, loss or abuse. Residual risk must be addressed immediately with
management allocating appropriate resources to the issues.
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East Lothian

Council
REPORT TO: Audit and Governance Committee
MEETING DATE: 12 June 2018 1 8
BY: Depute Chief Executive (Resources & People Services)
SUBJECT: Internal Audit Charter

1 PURPOSE

1.1 The Public Sector Internal Audit Standards (PSIAS) require an Audit Charter to
be in place in each local authority.

1.2 The PSIAS require the Internal Audit Charter to be reviewed periodically and
presented to Senior Management and to the Audit and Governance Committee
for approval.

1.3 East Lothian Council’s Internal Audit Charter was approved by the Audit and
Governance Committee in January 2017. The Charter has been reviewed and
updated to reflect the recommendations made following the recent external
quality assessment of Internal Audit. The updated Internal Audit Charter is being
presented to the Audit and Governance Committee for approval.

2 RECOMMENDATION

2.1  That the Audit and Governance Committee approves the updated Internal Audit
Charter.

3 BACKGROUND

3.1 The Internal Audit Charter has been drawn up in line with PSIAS requirements
and is a formal document that defines the Internal Audit activity’s purpose,
authority and responsibility. The Internal Audit Charter is attached as Appendix
A.

3.2 The Internal Audit Charter establishes Internal Audit's position within the
organisation, including the nature of the Internal Audit Manager’s functional
reporting relationship with the Audit and Governance Committee and defines the
scope of Internal Audit’s activities.
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6.1
6.2
6.3

POLICY IMPLICATIONS

None

INTEGRATED IMPACT ASSESSMENT

The subject of this report does not affect the wellbeing of the community or have
a significant impact on equality, the environment or economy.

RESOURCE IMPLICATIONS
Financial - None
Personnel - None

Other - None

BACKGROUND PAPERS

None

AUTHOR’S NAME Mala Garden
DESIGNATION Internal Audit Manager
CONTACT INFO 01620 827326

DATE 31 May 2018
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Appendix A

EAST LOTHIAN COUNCIL
INTERNAL AUDIT

INTERNAL AUDIT
CHARTER
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1.2

2.1

2.2

2.3

3.1

INTERNAL AUDIT CHARTER

Introduction

The work of East Lothian Council’s Internal Audit activity is governed by the
Public Sector Internal Audit Standards (PSIAS), which came into effect on 1
April 2013. The PSIAS are mandatory for all internal auditors working in the
UK public sector.

The Internal Audit Charter is a formal document that defines the Internal Audit
activity’s purpose, authority and responsibility. The Internal Audit Charter
establishes Internal Audit’s position within the Council, including the nature of
the Internal Audit Manager’s functional reporting relationship with the Audit
and Governance Committee and defines the scope of Internal Audit’s
activities.

Definitions

The PSIAS comprise a revised definition of internal auditing, a Code of Ethics
for internal auditors working in the public sector and the Standards
themselves.

The PSIAS require that the Internal Audit Charter defines the terms “Board”
and “Senior Management” in relation to the work of Internal Audit. For the
purposes of Internal Audit work in East Lothian Council, the Board refers to
the Audit and Governance Committee which has responsibility for overseeing
the work of Internal Audit. Senior Management is defined as the Council
Management Team (Chief Executive, Depute Chief Executives and Heads of
Service).

The PSIAS also refer to the ‘Chief Audit Executive’ which in East Lothian
Council is the Internal Audit Manager. The Internal Audit Manager is
responsible for the effective review of all aspects of risk management, control
and governance processes, throughout the full range of the Council’s
activities.

Purpose

Internal Audit’'s purpose is to provide an independent, objective assurance
and advisory service designed to add value and improve the Council’s
operations. Internal Audit helps the Council accomplish its objectives by
bringing a systematic, disciplined approach to evaluate and improve the
effectiveness of risk management, control and governance processes. In
carrying out its activities Internal Audit aims to contribute to:

e building strong and effective risk awareness and control consciousness
within East Lothian Council;

e continuously improving the risk management, control and governance
processes so they operate at optimum effectiveness and cost efficiency
and reflect best practice.
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4.1

4.2

4.3

5.1

6.1

6.2

6.3

6.4

Scope

Internal Audit’s scope of work extends to the entire control environment of the
Council. Internal Audit determines what areas within its scope should be
included within the annual Internal Audit Plan by adopting an independent risk
based approach, and through engagement with Senior Management.

Internal Audit provides assurance as to whether the Council’s network of risk
management, control and governance processes, as designed and
represented by management, is adequate and functioning in a manner to
ensure:

¢ Achievement of the Council’s strategic objectives.

e Compliance with policies, standards, procedures and applicable laws and
regulations.

¢ Reliability and integrity of financial and operational information.

e The safeguarding, verifying and accounting for assets.

e Economic and efficient use of resources.

Internal Audit participates in the National Fraud Initiative (NFI) and is also
responsible for carrying out ad-hoc investigations into potential irregularities
involving cash, stores, equipment or other property of the Council, and for
providing advice as and when required in relation to control and compliance
issues.

Authority

The PSIAS require that the Internal Audit Charter establishes Internal Audit’s
rights of access to all records, assets, personnel and premises and its
authority to obtain such information and explanations as is considered
necessary to fulfil its responsibilities. Internal Audit's rights of access to
records, information and explanations are set out in Section 7, paragraphs
2(a) and 2(b) of The Local Authority Accounts (Scotland) Regulations 2014.

Responsibility

Internal Audit is accountable for developing and delivering a programme of
assurance aimed at validating the effective management of key business
risks.

The annual Internal Audit Plan takes cognisance of the areas of greatest risk
within the Council. The planning approach includes consideration of any risks
or concerns identified by management.

The annual Internal Audit Plan is approved by the Audit and Governance
Committee. The Audit Plan is reviewed to identify any amendments needed to
reflect changing priorities and emerging risks.

Internal Audit is accountable for reporting its findings, conclusions and
recommendations to the Audit and Governance Committee and to Senior
Management. In addition, Internal Audit is responsible for ensuring timely
follow-up on management actions.
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6.5

7.1

8.1

8.2

9.1

Internal Audit assists as needed in the investigation of significant suspected
fraudulent activities within the Council and notifies management and the Audit
and Governance Committee of the results of any investigations.

Independence

Internal Audit must be independent from management at all times in order to
be effective in executing its work freely and objectively. In this regard:

o Internal Auditors will have no responsibility or authority over any
operating activities reviewed;

e Internal Audit is prohibited from performing management activities,
including performing operational duties;

e Internal Audit is authorised to allocate resources, set frequencies, select
areas, determine audit scopes and apply tools and techniques, and to
obtain the necessary assistance and specialised services within or
outside the Council to accomplish its objectives;

e Internal Audit has the right to be informed by management, on a timely
basis, of any significant control failures identified by management.

Accountability

Day to day management of the Internal Audit team will be performed by the
Internal Audit Manager. The Internal Audit Manager reports administratively to
the Depute Chief Executive — Resources and People Services and has
unrestricted access to the Chief Executive, the Monitoring Officer, Section 95
Officer and the Chair of the Audit and Governance Committee.

The Internal Audit Manager shall be accountable to the Audit and Governance
Committee for:

e providing at least annually an objective evaluation of, and opinion on, the
overall adequacy and effectiveness of the Council’s framework of risk
management, control and governance;

e reporting significant issues relating to the processes for controlling the
activities of the Council, including recommendations and status of
implementation of improvements;

e periodically providing information on the status and results of the annual
audit plan and the sufficiency of the Internal Audit function’s resources;

e co-ordination with other significant assurance functions.

Management Responsibilities

An Internal Audit function can only be effective if it receives the full
cooperation of management. By approving this Internal Audit Charter, the
Audit and Governance Committee and the Depute Chief Executive —
Resources and People Services are mandating management to cooperate
with Internal Audit in the delivery of the service by:

e providing Internal Audit with full support and cooperation, including

complete access to all records, assets, personnel and premises relevant
to the performance of their responsibilities at all levels of operations,
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9.2

9.3

9.4

10.

10.1

10.2

10.3

without unreasonable delay, subject to all relevant legal obligations and
restrictions;

e responding to draft Internal Audit reports including provision of
management responses to recommendations;

e implementing agreed management actions in accordance with the agreed
timescales and updating Internal Audit with progress made on
management actions;

e informing Internal Audit of proposed changes and developments in
processes and systems and of newly identified risks.

Management is responsible for the effective identification of risk and the
maintenance of adequate systems of controls. Management is responsible for
corrective actions on reported weaknesses.

Managing the risk of fraud and corruption is the responsibility of management.
Internal Audit will assist management in the effective discharge of this
responsibility.

In accordance with the Council’s Strategy for the Prevention and Detection of
Fraud and Corruption, management will notify Internal Audit of all suspected
or detected fraud, corruption or impropriety, to inform the annual audit opinion
and the risk-based plan.

Advisory Work

The Public Sector Internal Audit Standards (PSIAS) recognise that Internal
Audit effort may sometimes be more usefully focused towards providing
advice rather than assurance over core controls. Where appropriate, Internal
Audit will act in a consultancy capacity by providing guidance and advice for
strengthening the control environment within the Council, providing:

o the objectives of the consulting engagement address governance, risk
management and control processes to the extent agreed upon with the
Council;

e the request has been approved by the Council Management Team;
Internal Audit is considered to have the right skills, experience and
available resources;

e Internal Audit’'s involvement will not constitute a conflict of interest in
respect of maintaining an independent stance, and Internal Audit will not
assume a management role in providing this advice.

When performing consulting services, Internal Audit staff must maintain
objectivity and not take on management responsibility.

The Internal Audit Manager is responsible for ensuring that all requests for

consulting engagements are reviewed in accordance with the above criteria
and for making the final decision.
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11.

111

11.2

11.3

12.

12.1

Quality Assurance

Public Sector Internal Audit Standards (PSIAS) require that the Audit function
is subject to a Quality Assurance and Improvement Programme (QAIP) that
must include both internal and external assessments.

Internal assessments

On an annual basis, an internal review is undertaken to ensure that the
Internal Audit function is fully compliant with the PSIAS. All Internal Audit
engagements are subject to a thorough review of quality to ensure that the
work meets the standards expected from all Internal Audit staff. For example
the internal file quality reviews undertaken by the Internal Audit Manager
cover the following:

e All work undertaken is in accordance with PSIAS.

e The work is planned and undertaken in accordance with risks associated
with areas under review.

e Sampling is undertaken in accordance with a methodology agreed with
External Audit.

e The conclusions are fully supported by the detailed work undertaken and
appropriate audit evidence is held on file to support the conclusions
reached.

External assessments

An external quality assessment must be conducted at least once every five
years by a qualified, independent assessor or assessment team from outside
the Council. The Internal Audit Manager will discuss options for the external
assessment with the Depute Chief Executive — Resources and People
Services and with the Audit and Governance Committee.

Approval

Final approval of the Internal Audit Charter resides with the Audit and
Governance Committee.

Updated: May 2018

202



	A&G20180612 01 Mins fr Aprvl
	A&G20180612 02 Racecourse
	A&G20180612 03 Iterim Mgt Rrpt (AS)
	A&G20180612 04 TM Review
	Annual Treasury Report 2017-18 
	Annual TM Review Report 2017-18 

	A&G20180612 05 Annl Gov Stmnt
	Blank Page

	A&G20180612 06 EL Invstmnts
	A&G20180612 07 LGS Chlngs & Perf
	LGS Performance and Challenges - covering report - USE THIS VERSION
	nr_180405_local_government
	Chair’s introduction
	Summary
	Part 1
	Exhibit 1
	Exhibit 2
	Exhibit 3
	Exhibit 4
	Exhibit 5

	Part 2
	Exhibit 6

	Part 3
	Exhibit 7
	Exhibit 8
	Exhibit 9
	Exhibit 10
	Exhibit 11

	Endnotes


	A&G20180612 08 IA - Perf Inds
	Covering Report - Performance Indicators
	Executive Summary and Action Plan - Performance Indicators

	A&G20180612 09 IA - Rent Arrears
	Covering Report - Housing Rent Arrears
	Executive Summary and Action Plan - Housing Rent Arrears

	A&G20180612 10 IA - Thrghcre & Aftrcre
	Covering Report - Throughcare and Aftercare
	Executive Summary and Action Plan - Throughcare and Aftercare

	A&G20180612 11 IA - Cmn Repairs
	Covering Report - Common Repairs
	Executive Summary and Action Plan - Common Repairs

	A&G20180612 12 IA - ND Rates
	Covering Report - Non-Domestic Rates
	Executive Summary and Action Plan - Non-Domestic Rates

	A&G20180612 13 IA - Care at Home
	Covering Report - Care at Home Payments
	Executive Summary and Action Plan - Care at Home Payments

	A&G20180612 14 Annual IA Rprt
	A&G20180612 15 CAS 17-18
	A&G20180612 16 IA Prg Rprt 17-18
	A&G20180612 17 EQA - IA
	Covering Report - External Quality Assessment
	East Lothian Council Internal Audit EQA Final Report May 2018

	A&G20180612 18 IA Charter
	Covering Report - Internal Audit Charter
	Internal Audit Charter

	A&G20180612 19 Whistleblowing (PRIVATE)
	Whistleblowing Update
	WHISTLEBLOWING_POLICY___0518
	Blank Page

	Blank Page
	Blank Page
	Blank Page
	Blank Page
	Blank Page
	Blank Page



