REPORT TO: POLICY AND RESOURCES COMMITTEE - 13 JUNE 2016
SCRUTINY COMMITTEE - 29 JUNE 2016

REPORT ON: AN OVERVIEW OF LOCAL GOVERNMENT IN SCOTLAND 2016

REPORT BY: EXECUTIVE DIRECTOR OF CORPORATE SERVICES

REPORT NO: 187-2016

41

4.2

4.3

4.4

PURPOSE OF REPORT

To provide elected members with a summary of the above national report that has been undertaken
by Audit Scotland on behalf of the Accounts Commission.

RECOMMENDATIONS

It is recommended that the Committees:

- note the key messages arising from the Audit Scotland overview report, and

- note the action points for elected members arising from the Audit Scotland overview report.
FINANCIAL IMPLICATIONS

There are no direct financial implications arising from this report.

MAIN TEXT

Each year Audit Scotland produces an overview report on behalf of the Accounts Commission on
the key issues arising from annual local authority audits. The attached report is intended to provide
a high-level, independent view of councils’ management and performance. It draws on the findings
from local government audit work in 2015 including audits of councils’ 2014/15 financial statements,
Best Value, Community Planning and performance.

The report is split into two parts. The first part reviews the financial context in which council’s are
operating and gives a national overview of councils’ financial performance. The second part
considers how councils are performing in delivering services and how they are changing the way
they operate in the context of increasing pressures. Throughout the report, Audit Scotland has
identified questions that councillors could ask to help them understand their council’s financial
position, scrutinise performance and make good decisions. These questions are also listed in a
separate self-assessment tool which is attached.

The key messages arising from the overview report are set out on page 6 of the report. These
include messages around the following areas:

e the requirement for clear priorities and better long-term planning to address the challenges
ahead around additional financial pressures and additional service demands

the need to be evaluating options for more significant changes to delivering key services
performance in key service areas and customer satisfaction

the need for effective workforce planning as staffing reductions continue

councils’ obligations under the Community Empowerment (Scotland) Act 2015

the role of councillors in addressing the challenges that lie ahead

On page 7, the report makes a number of key recommendations that follow-on from the key
messages above and that are intended to help councillors. These include recommendations that
councillors should:
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o satisfy themselves that their council has a longer-term financial strategy supported by an
effective medium-term financial plan

e appraise all practical options for how to deliver the services their communities need within the
resources available

e ensure their council continues to develop workforce strategies and plans that clarify the
numbers and skills of staff needed in the future

e make sure that decision-making processes and scrutiny arrangements remain appropriate for
different ways of delivering services

e regularly review their personal training and development needs

e use the questions in the report and the separate self-assessment tool to help them assess their
council’s position

It should be noted that Dundee City Council's appointed local external auditor (KPMG) submitted
their detailed report on the findings of their audit 2014/15 to the Policy & Resources Committee
(Article XIIlI of the Minute of Meeting of the Policy & Resources Committee of 26 October 2015,
Report No: 377-2015 refers). The matters raised in the report by KPMG have already been
considered by the council and an action plan has been agreed incorporating "agreed management
actions". The progress on implementing the agreed action plan is ongoing and will be monitored
through the council's established procedures for dealing with external audit reports and reviewing
previously agreed action plans.

POLICY IMPLICATIONS

This report has been screened for any policy implications in respect of Sustainability, Strategic
Environmental Assessment, Anti-Poverty, Equality Impact Assessment and Risk Management.
There are no major issues.

CONSULTATIONS

The Chief Executive and Head of Democratic and Legal Services have been consulted on the
content of this report.

BACKGROUND PAPERS

None.

MARJORY M STEWART
EXECUTIVE DIRECTOR OF CORPORATE SERVICES 02 JUNE 2016

187-2016
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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/ac

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.


http://www.audit-scotland.gov.uk/about/ac/
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Chair’s introduction

In our 2015 overview report we said, 'Councils tell us that they should manage
budgetary pressures in 2015/16 but the years beyond pose a level of challenge
not previously experienced." The Commission recognises the achievement of
councils — both councillors and officers — in meeting these challenges to date.

But the scale of the challenge in 2016/17 and beyond has significantly increased
because of the local government funding settlement. The settlement has
substantial implications for services to the public, councillors and the local
government workforce.

Next year councils and health boards, through health and social care partnerships,
jointly have the responsibility to make a significant start in the shift from hospital
care to care at home and care in the community. This is the most far-reaching
public service reform since the establishment of the Scottish Parliament.

And these challenges are compounded by: a one-year financial settlement, the Sca|e

cost pressures, increasing demands on services from an ageing and growing

population, the ambitions of the Community Empowerment (Scotland) Act 2015, Of the

and the political pressures created by elections in both 2016 and 2017. Cha”enge has

The majority of our recent Best Value audits have highlighted a dependency on Slgnlflca ntly

incremental changes to services, increasing charges and reducing employee increased —_

numbers in order to make savings. But these are neither sufficient nor sustainable

solutions set against the scale of the challenge facing councils. Cuts can only be cuts can Only

part of the solution. What is required is a more strategic approach, longer-term be pa rt of the

planning and a greater openness to alternative forms of service delivery. .
solution

It is challenging for councillors and officers to fundamentally change the way

a council has provided a service over a lengthy period of time. But there are
significant consequences to not conducting comprehensive option appraisals:
services may not be as efficient or effective as they could be and may not be
achieving value for money, resources may not be directed to priority areas such
as preventative services, and councils may not be able to demonstrate that they
are achieving best value.

In considering all viable options, it will be essential that councillors are provided

with comprehensive and objective information on the cost, benefits and risks of
each option. This will help them make considered decisions in partnership with

service users and communities.



As the landscape of service delivery becomes ever more complex, councils will
need to ensure they have people with the necessary knowledge and skills to
manage that complexity. This is important for councillors and council officers, as
both must have, for example, skills in options appraisal, programme management,
commissioning, finance and scrutiny.

And in a climate of reducing resources the importance of scrutiny has never been
greater. Scrutiny arrangements must add demonstrable value in monitoring the
planning, execution and follow-up of key decisions. The public needs to have
confidence that their council’s arrangements are transparent, independent and
effective. If they are not, the public interest is not being met.

The Commission hopes that this overview report will be a helpful tool for
councillors and officers to stand back and assess their progress in the journey
of improving outcomes for service users and communities. As always, the
Commission welcomes feedback on its overview report.

Douglas Sinclair
Chair of the Accounts Commission

Chair's introd&tion |5
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Summary

Key messages

1

Councils’ revenue funding from the Scottish Government will reduce
by five per cent in 2016/17, bringing the real terms reduction in
revenue funding since 2010/11 to 11 per cent. At the same time, they
face additional financial pressures and greater demands on services.
Councils have been effective in balancing their annual budgets until
now but councillors face increasingly difficult decisions about how
best to spend their reducing budgets. This requires clear priorities and
better long-term planning.

Councils’ responses to budget reductions have mainly focused

on incremental savings to existing services. In the face of further
funding reductions, councils should be evaluating options for more
significant changes to delivering key services, beyond health and social
care integration.

Despite reducing their spending, performance measures show that
councils improved in areas such as educational attainment, the quality
of council housing and waste recycling, in 2014/15. However, customer
satisfaction with some services declined and there are more significant
funding reductions to come in 2016/17 and beyond.

Most councils have reduced their workforces to save money, and many
are planning further staff reductions. In doing so, they need to ensure
they have people with the knowledge, skills and time to design, develop
and deliver effective services in the future.

Councils and their partners also need to respond to the Community
Empowerment (Scotland) Act 2015, by involving local people more in
making decisions about services, and empowering local communities
to deliver services that are sustainable and meet local needs.

Councillors need to keep updating their skills and knowledge to fulfil
their complex and demanding role. In particular, it is increasingly
important that they are able to challenge and scrutinise decisions and
performance, and fully assess options for new and different ways of
delivering services within their reducing budgets.




Recommendations

Councillors are now leading complex organisations in increasingly
challenging circumstances. There are a range of sources to help them
understand and manage their council’s financial and service performance,
for example the Improvement Service. Our recommendations are intended
to complement other sources of support and help councillors in carrying
out their role effectively.

Councillors should:

e satisfy themselves that their council has a longer-term financial
strategy (five or more years) supported by an effective medium-
term financial plan (three to five years). These should show how the
council will prioritise spending to achieve its objectives, make any
necessary savings and remain financially sustainable

e appraise all practical options for how to deliver the services their
communities need within the resources available. This includes
examining opportunities to work with and empower communities to
deliver services in different ways, and learning lessons from others
and from wider public service reform. They should ensure they get all
necessary information and support from officers to help them fully
assess the benefits and risks of each option

e ensure their council continues to develop workforce strategies and
plans that clarify the numbers and skills of staff needed in future.
In assessing their council’s workforce, councillors should consider
whether they have people with the knowledge, skills and time to support
them effectively in making the difficult decisions that lie ahead, and to
design and implement new ways of delivering services

e make sure that decision-making processes and scrutiny
arrangements remain appropriate for different ways of delivering
services. This includes:

— having clearly written and manageable information to help them
make decisions and scrutinise performance

— carrying out business openly and improving public reporting

¢ regularly review their personal training and development needs. They
should work with council staff and others to create opportunities to
update their knowledge and skills in increasingly important areas,
such as financial planning and management, options appraisal,
commissioning services, partnership working and scrutiny. These
opportunities should also be available to any new members after the
local elections in 2017

e use the questions in this report and the separate self-assessment tool
to help them assess their council’s position.

19,
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About this report

1. This report provides a high-level, independent view of councils" management
and performance. It draws on the findings from local government audit work in
2015, including audits of 2014/15 financial statements, Best Value, Community
Planning and performance. All reports are available on Audit Scotland’s website.

2. 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:

e Part 1 reviews the financial context in which councils are operating and
gives a national overview of councils’ financial performance. Information
that compares one year with another is shown in real terms (taking inflation
into account, based on 2014/15 prices) unless otherwise stated.

e Part 2 considers how councils are performing in delivering services and
how they are changing the way they operate in the context of increasing
pressures. It looks at the implications for councils” workforces and
highlights key aspects of governance.

3. Exhibit 1 (page 9) provides a summary of the main pressures that
councils face.

4. Throughout the report we identify questions that councillors could ask to help
them understand their council’s financial position, scrutinise performance and
make good decisions. Councillors should satisfy themselves that they understand,
and are comfortable with, the answers to the questions most relevant to them

in their role within the council. These questions are also in a separate self-
assessment tool on Audit Scotland’s website, where we have also provided
selected financial facts about each council to help comparisons and benchmarking.


http://www.audit-scotland.gov.uk/
http://www.audit-scotland.gov.uk/
http://www.audit-scotland.gov.uk/report/managing-people-in-the-nhs-in-scotland
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Exhibit 1

Local government pressures

In the face of financial and service pressures, councils should be planning for the longer term and evaluating

options for more significant service redesign.

P
Financial pressures

e  Funding reductions - five per cent reduction in
revenue funding in 2016/17; councils do not yet
know the allocation for subsequent years

¢ Increasing pension costs —
plans to reduce deficits in pension

funds may cost councils more

in future

e Reduced financial flexibility — national policy
conditions on Scottish Government revenue
funding allocations, eg maintaining teacher
numbers, and on other sources of councils' income,
eg council tax

Equal pay and living wage - equal pay
settlements continue and can result in
unpredictable costs, while living wage rises are
likely to affect contract costs

Q
-

Service
pressures

e Service demand - increasing
demand due to demographic change,
eg social care

¢ Health and social care integration -
significant service transformation

e Service performance — maintaining
and improving services; declining
customer satisfaction

e  Staff reductions - loss of knowledge,
skills and time through workforce
reductions; workload and morale
pressures on remaining staff

Source: Audit Scotland \

-
Managing
the pressures

Medium and long-term planning - prioritising spending
to achieve council objectives; making necessary savings;
remaining financially sustainable

Options appraisal — evaluating alternative ways of
delivering services; involving and empowering local
communities; learning lessons from others

Workforce planning - developing workforce strategies
and plans; ensuring staff have the knowledge, skills and
time needed to design and deliver future services

Scrutiny - ensuring decision-making and scrutiny
processes remain appropriate; having clear and
manageable information; carrying out business and
reporting openly

Councillors’ training and development - reviewing
needs regularly; updating knowledge and skills
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Part 1

Managing financial performance

Key messages

1

Councils received £10.76 billion of funding from the Scottish
Government in 2014/15. This included £9.92 billion for revenue funding,
which helps pay for day-to-day running costs, including staff. This

was almost the same as the previous year and 6.5 per cent less in

real terms than in 2010/11. While revenue funding in 2015/16 also
remained largely unchanged in real terms, major challenges lie ahead
for councils. The Scottish Government has reduced revenue funding

in 2016/17 by five per cent in real terms. This equates to an 11 per cent
reduction in revenue funding between 2010/11 and 2016/17. Councils
also received capital funding in 2014/15 of £0.84 billion.

Councils have continued to balance their budgets each year by
reducing their spending. The majority underspent their 2014/15
budgets and increased their reserves in anticipation of future
funding reductions.

Local Government Pension Scheme (LGPS) funds report shortfalls
between the value of funds and the future pension commitments to be
paid. This does not create immediate problems. Pension funds have
plans in place to reduce any deficits within a 20-year period.

Councils’ debt has been increasing since 2011/12, although it decreased
slightly in 2014/15. In addition, many councils predict gaps between
their income and spending in future years. This may threaten their
financial sustainability if risks are not well managed.

The challenging financial environment, together with changing
demographics and rising demands on services, means that effective
medium-term (three to five years) and longer-term (five or more years)
financial planning is critical for councils. This is more challenging for
councils when they do not know what their future funding and income
will be, meaning that they need to plan for a range of possibilities.

councils have
effectively
balanced
their budgets
but long-term
planning is
critical in this
challenging
financial
environment
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In 2016/17, Scottish Government revenue funding for councils is
11 per cent lower (in real terms) than in 2010/11

revenue funding for councils in 2016/17

Q 5.1 per cent: reduction in Scottish Government G5
Ba A =

& ‘ 6.5 per cent: reduction in Scottish Government
revenue funding between 2010/11 and 2014/15

“iﬂ £0.4 billion: increase in non-domestic rates

(NDR) income between 2010/11 and 2014/15

£18.3 billion: councils' total income in 2014/15

5. Councils' 2014/15 accounts showed that their total income was £18.3 billion.

In line with previous years, the Scottish Government allocated almost 60 per cent
of this (£10.76 billion) (Exhibit 2). This included revenue funding of £9.92 billion
for day-to-day running costs, including staff; and capital funding of £0.84 billion to
invest in buildings, roads and equipment. In real terms, the £10.76 billion is six per
cent lower than in 2010/11, when total funding was at its highest.

Exhibit 2
Sources of councils' £18.3 billion of income in 2014/15
Almost 60 per cent of councils' income is allocated by the Scottish Government.

£1.1bn

The Scottish Government allocates
almost 60 per cent of councils’ income

B General Government grants
£7.2bn B Non-domestic rates

£1 83 B Capital grants and contributions
£4.5bn billion

B Service income and fees and charges
Council tax

Housing rents

£0.9bn £2.7bn

Notes:

1. Service income, fees and charges may include specific, service-related grants and
income such as payments from the Scottish Government, NHS or other councils.
They exclude housing rents which are shown separately as housing income.

2. Capital grants and contributions include income from the Scottish Government
and others such as central government bodies, National Lottery and the
European Union.

3. Figures sum to £18.4bn due to rounding.

Source: Councils' annual accounts, 2014/15
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6. Scottish Government revenue funding remained almost unchanged (in real
terms) in 2014/15 and 2015/16. In 2016/17, it will be five per cent lower than in
2015/16. This represents a reduction of 11 per cent in real terms since 2010/11.

7. In 2014/15, Scottish Government revenue funding included £343 million as
part of the council tax reduction scheme, replacing council tax benefit that until
2013/14 came from the UK Government. It also included £490 million for freezing
council tax at 2007/08 levels. The Scottish Government has added £70 million
each year since 2008/09 to make up for income councils would have received

if they had increased council tax in line with inflation each year. As part of the
funding agreement for 2014/15, councils committed to implementing national
policies to freeze council tax, and maintain teacher numbers and pupil to

teacher ratios.

NDR makes up an increasing share of the revenue funding allocated by

the Scottish Government

8. Non-domestic rates (NDR) are a tax on business property to help pay for local
services. The Scottish Government sets the rate of tax, councils collect the money,
and the Scottish Government redistributes it as part of its funding allocation to
councils. NDR income has risen in recent years due to annual increases in the rate of
tax and rises in the number of business properties on which the tax is paid

(Exhibit 3). This increase, alongside total revenue funding decreases, has led to
NDR making up 25 per cent of allocated revenue funding in 2014/15 compared with
19 per cent in 2010/11.

Exhibit 3

Scottish Government funding to councils from 2010/11 to 2016/17,
at 2014/15 prices
NDR income has been rising while total revenue funding has reduced.

12
10
8
C
2
= 6
@
4
|| [ - ] [ | || [}
2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17
B Total [ Revenuefunding I Non-domesticrates [l Capital funding
(excluding NDR)
Notes:

1. Funding allocations up to 2012/13 have been adjusted to remove funding for police and fire.
Responsibility for these services transferred from local to central government in April 2013.

2. The Scottish Government has not yet set out its plans for local government funding beyond 2016/17.

3. From 2013/14, revenue funding includes payments for council tax reduction, replacing council
tax benefit which previously came from the UK Government. This was £356 million in 2013/14
and £343 million in 2014/15, at 2014/15 prices.

4. The 2016/17 figures do not include £250 million that the Scottish Government allocated
to health and social care integration authorities. This is an allocation from the Scottish
Government health budget to NHS boards, rather than councils. The NHS boards will direct the
funding to the integration authorities.

Source: Local Government Finance Circulars, Scottish Government, 2011-2016
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Capital funding from the Scottish Government increased significantly in
2014/15 as part of a phased plan

. ~_]
e £371 billion: value of physical assets owned by G5
# councils, for example buildings, schools, roads s

& ‘ and equipment

£2.2 billion: amount councils invested in capital

“ﬁﬂ projects in 2014/15

£498 million: revenue and capital payments for
Private Finance Initiatives (PFl) and Non-Profit
Distributing (NPD) contracts in 2014/15

9. As part of its 2011/12 Spending Review, the Scottish Government rescheduled
payments of some planned capital grant funding for councils for 2012/13 and
2013/14 by two years. This was to provide more capital funding for government
bodies that are not allowed to borrow money. The Scottish Government

then increased capital allocations to councils by £120 million in 2014/15 and
£94.2 million in 2015/16. Similar shifts in capital funding are planned between
2016/17 and 2019/20, with lower funding in the first two years and higher in the
last two years.

10. Between 2011/12 and 2014/15, capital grant funding increased from £720 million
to £925 million (at 2014/15 prices). The Scottish Government provided about 80 per
cent of grants in this period. Councils’ total capital spending has decreased over the
same period, from £2.5 billion to £2.2 billion (at 2014/15 prices). Councils are

now using more capital grants than borrowing to fund their capital programmes
(Exhibit 4, page 14). In 2016/17, councils face a decision about whether to

increase their borrowing or decrease their capital programmes due to planned capital
funding reductions by the Scottish Government.

11. Twenty-eight councils underspent their capital budgets in 2014/15. Capital
underspends can have significant effects on a council’s financial position,
including cash flows from year to year, and how well it achieves its objectives.
They may also have an effect on current and future borrowing. It is therefore
important that capital spending plans are realistic. Councils should closely monitor
capital spending and make sure there is effective coommunication between

their capital investment and treasury management functions (the latter of which
manages cash flow, borrowing and investments). Councils' treasury management
strategies should set out for councillors how the borrowing strategy is informed
by corporate priorities and capital investment needs (Borrowing and treasury
management in councils [PDF] (% ).! Councils should also demonstrate

to elected members and service users how planned capital investment will

help achieve their long-term strategic priorities (Major capital investment in
councils: follow-up [PDF] [ ).2


http://www.audit-scotland.gov.uk/docs/local/2015/nr_150319_borrowing_treasury_management.pdf
http://www.audit-scotland.gov.uk/docs/local/2015/nr_150319_borrowing_treasury_management.pdf
http://www.audit-scotland.gov.uk/uploads/docs/report/2016/nr_160114_major_capital_investment.pdf
http://www.audit-scotland.gov.uk/uploads/docs/report/2016/nr_160114_major_capital_investment.pdf

14|

17

Exhibit 4

Sources of funding for capital spending

From 2011/12 to 2014/15, funding from capital grants increased and funding
through borrowing decreased.

2014/15

2011/12

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%  100%
H Grant funding [ | Borrowing Other
Note: Other sources of capital finance include money from the sale of assets, revenue

funding used for capital spending and contributions from specific capital funds.

Source: Audit Scotland

12. As councils make decisions on how to manage reducing budgets, they must
consider both the short and long-term implications of capital financing. This
includes considering innovative funding options available for capital programmes,
such as City Deals which attract additional funding from both the UK and Scottish
Governments, as well as borrowing in traditional ways.

13. Councils are making significant revenue payments for Private Finance
Initiatives (PFI) and Non-Profit Distributing (NPD) contracts, mostly for new and
refurbished schools. In future, they will also face revenue charges associated
with new projects financed through similar contracts or through newer

funding models. It is important that both capital investment plans and treasury
management strategies take into account the future revenue costs of capital
financing options. Being aware of these costs allows councillors to fully scrutinise
the long-term implications and affordability of funding decisions and to assess the
sustainability of capital investment plans.

14. Councils have long-term assets worth nearly £40 billion, including physical
assets, such as buildings, roads, vehicles and equipment, and long-term
investments. The value increased by 1.7 per cent during 2014/15. The reported
value of existing assets, shown in councils” annual accounts, is expected to
increase greatly from 1 April 2016 when council-owned roads are to be valued on
a different basis.
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Councils have balanced their budgets by reducing their spending
but face additional pressures on top of funding reductions

—
@ £18.7 billion: spending on day-to-day running 1

h of services (including interest costs and

& ‘ accounting adjustments)
23 councils spent less than their income on
“ﬂ providing services in 2014/15

15. Councils have managed financial pressures by reducing spending across many
of their main services and activities, except in social work (Exhibit 5). Councils'
2014/15 accounts showed expenditure of £18.7 billion. This looks like councils
overspent by £0.4 billion but is actually due to adjustments that councils must
make in their annual accounts, under local government accounting rules, for
things like the accounting treatment of fixed assets and pension costs. In fact,

the majority of councils underspent against their overall budgets in 2014/15. The
one notable exception to this was Falkirk Council, which overspent by £2.9 million
(0.8 per cent of its General Fund revenue budget). The most significant overspend
of £3.3 million occurred in social work services and was partially offset by
underspends in other areas.

16. The large number of underspends suggests that councils have successfully
controlled their spending on services in preparation for the anticipated further
funding reductions from 2016/17 onwards. Preparations for planned reductions
in future years can also contribute to underspends if opportunities arise to

Exhibit 5
Council spending on main services 2010/11 to 2014/15, at 2014/15 prices
Councils have reduced their real terms net spending in service areas except in

social work.
12
10 I— I _ I ——
8
£3.2bn
5 6
E
“w 4
£5.5bn
2
0
2010/11 2011/12 2012/13 2013/14 2014/15
M Education M Social work Environmental Roads and transport Il Housing (GF and HRA)
Notes:

1. The figures show net spending, which is the total amount spent less any income
from fees, charges or other service-related income.

2. Housing figures include spending from the General Fund (GF) and Housing Revenue
Account (HRA).

Source: Councils' annual accounts, 2010/11-2014/15
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make savings ahead of schedule. Councils will find it increasingly challenging
to underspend or balance their budgets from 2016/17 onwards because many
incremental savings have already been made.

17. Even where councils underspent against their overall budgets, about a third
of councils reported overspending their social work or social care budgets. The
highest overspend in 2014/15 was in City of Edinburgh Council’s health and
social care service, which overspent its budget by £5.9 million due to demand
pressures. The council has commissioned an external review to identify the main
reasons for this and to help manage the budget in future. With demand rising
because people are living longer, combined with further funding reductions,
social care budgets will come under increasing pressure for many councils and
for the new health and social care integration authorities. In 2016, we will publish
a report, Social work in Scotland, which will look at the scale and impact of the
financial and demand pressures facing social work and how councils and their
partners are addressing these challenges.

Councils increased their usable reserves during 2014/15 in anticipation of
further funding reductions

Orkney and Shetland Islands councils) S

@ £1.9 billion: councils’ usable reserves (excluding Gy
g—

# £375 million: unallocated General Funds
& ‘ (excluding Orkney and Shetland
Islands councils)

“ﬂ 13 councils planned to use reserves for day-to-
day spending in 2015/16

18. By the end of 2014/15, councils (excluding Orkney and Shetland Islands
councils) had usable reserves of £1.9 billion, which is £31.4 million more than at
the beginning of the year. £1.1 billion of this was in General Funds, available for
councils to spend as required. £375 million of the £1.1 billion of General Funds
were unallocated, meaning they were not earmarked for a specific purpose and
therefore available as a contingency for unforeseen spending, such as making up
shortfalls in income or savings, or for possible future commitments. Unallocated
General Funds rose by 18.5 per cent during 2014/15. They are now 39 per

cent higher than they were in 2010/11. Council finance directors tell us this is
largely because they are being careful to save whenever opportunities arise, in
anticipation of further funding reductions. Across Scotland, there is wide variation
in the level of reserves councils hold and the levels of unallocated General
Funds, with eighteen of the 30 councils having allocated more than half of their
General Funds (Exhibit 6, page 17).
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Exhibit 6

General Fund reserves held as a percentage of service costs, 2014/15
There is wide variation in the amount of General Fund reserves that councils hold compared to the cost of
providing services.

24%
22%
20%

18%
16%
14%
12%
10%
8%
6%
4%
2%
0%

B Allocated Unallocated

Notes:

1. Figures exclude Orkney and Shetland Islands councils, which hold large reserves and balances arising mainly from harbour
and oil-related activities, which affect what is included in their General Funds.

2. Service costs in this context are taken as the General Fund net cost of services, as reported in councils' annual accounts.

Source: Councils' annual accounts and data returns from auditors, 2014/15

19. Eighteen out of the 30 councils allocated more than half of their General Fund.
Thirteen of Scotland’s 32 councils planned to use reserves to bridge a gap between
their income and spending in 2015/16 or beyond. Using reserves to support day-
to-day spending on services is unsustainable. Financial plans and reserves policies
must strike a balance between the planned use of reserves and being prepared for
any unforeseen changes in circumstances to ensure councils can manage external
pressures. For example, there have recently been multi-million pound compensation
payments for multiple equal pay claims. Such events can significantly affect councils’
reserves and their plans for using them.

20. The level of reserves that a council holds is a local decision, but should be
clearly informed by an annually reviewed reserves policy. Thirty-one councils had a
reserves policy in 2014/15, the exception being The Moray Council which plans to
finalise a policy in March 2016. It is important that officers advise councillors of the
rationale for holding specific levels of reserves. Councillors need to be satisfied that
their council’s reserve level is both appropriate and necessary. Reserves policies set
a minimum or target level of reserves to be held but half of councils ended 2014/15
with unplanned increases or decreases in their General Fund (Exhibit 7, page

18). This underlines the importance of ensuring reserve levels are adequate and
policies are regularly reviewed.
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Exhibit 7

Increases and decreases in General Fund reserves

Total General Fund reserves increased overall but half of councils did not increase or decrease their reserves
as planned.

1 4 8 14 councils planned to increase
their reserves and did

councils councils

8 councils did not plan to increase
their reserves but did

Source: Councils' annual accounts and data returns from auditors, 2014/15

—
w £39.9 billion: value of councils’ long-term assets Gguay
# including their physical assets (£37.1 billion) and =

other assets such as long-term investments and
money they are owed

gﬁﬂ £13.8 billion: councils’ net debt — the difference

between what is borrowed and owed
(£15.2 billion) and the value of short-term
investments (£1.4 billion)

£12.5 billion: councils’ total short and long-term
borrowing, which is the majority of their debt

£0.5 billion: increase in borrowing
during 2014/15
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Councils’ net debt has increased since 2010/11, but decreased slightly

in 2014/15.

21. Councils’ debt includes money they have borrowed as well as commitments
made under PFI, NPD and finance leases. Councils paid interest and repayment
charges of about £1.5 billion in 2014/15, similar to the amount they paid in
2013/14. Most of councils’ borrowing is for capital projects and helps them spread
the cost of building, refurbishing and replacing their assets over a number of years.

22. Councils’ net debt (total debt minus investments and cash) decreased by £44
million during 2014/15. At £13.8 billion (excluding Orkney and Shetland Islands
councils), it remains £1.3 billion more than in 2010/11 (Exhibit 8).

23. Councils need to assess the affordability of borrowing and other forms of
debt. In the short term, they do this using a number of ‘prudential indicators’,
which show the effects on revenue budgets, in compliance with The Prudential
Code.? We recommended in Borrowing and treasury management in councils
[PDF] that councils should do more to assess the long-term affordability of
borrowing and other forms of debt.

Exhibit 8
Councils' net debt, 2010/11 to 2014/15
Councils' net debt has increased since 2010/11, but decreased slightly in the last year.

£13.02 £13.44 £13.83 £13.79

billion o]Ife]g billion billion

2010/11 2011/12 2012/13 2013/14 2014/15

Notes:

1. Net debt is calculated as total debt (long-term borrowing, short-term borrowing, bank overdrafts and other long-term
liabilities) minus external investments (short-term investments and cash, and cash equivalents).

2. Figures exclude Orkney and Shetland Islands councils, which have large investments associated with harbour and

oil activities.

Source: Councils' audited accounts, 2010/11-2014/15
24. Borrowing levels are not an indication of financial problems or that a council @
may not be financially sustainable. As long as repayments are affordable and the What
council can finance its debts, then borrowing is a valuable means of financing
longer-term capital costs. It is up to individual councils, taking into account their
existing commitments, to determine how much they can afford to pay in annual
repayments. Councils have reduced their borrowing in recent years, at the same
time as there were changes in capital funding allocations from the Scottish
Government and reductions in the overall size of capital programmes. Their overall
level of outstanding borrowing has increased to £12.5 billion.

implications

do different
borrowing and
financing options
have for our
future revenue
budgets?

vV



http://www.audit-scotland.gov.uk/docs/local/2015/nr_150319_borrowing_treasury_management.pdf
http://www.audit-scotland.gov.uk/docs/local/2015/nr_150319_borrowing_treasury_management.pdf
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Local Government Pension Scheme fund deficits can vary from year to
year and long-term plans are in place to finance them

. —~__
@ £33.8 billion: assets managed by the —
# 11 separate LGPS funds in Scotland C——]
ﬁ ‘ £44.5 billion: total liabilities of the
11 LGPS funds

v £10 billion: councils’ share of the
£10.7 billion long-term LGPS fund deficits

25. Pension contributions are a significant cost for councils. Most council staff pay
into either the Scottish Teachers’ Superannuation Scheme (STSS) or the Local
Government Pension Scheme (LGPS). The Scottish Government is responsible
for the STSS while councils are responsible for the LGPS. Staff in other related
organisations, such as colleges, can also be members of these schemes.

26. The LGPS has 11 separate investment funds. These vary in size from
Strathclyde Pension Fund, which manages about £16 billion (over 45 per cent) of
the £33.8 billion LGPS assets, to a number of smaller funds each managing less
than five per cent of total assets.

27. The value of the pension funds is fully assessed every three years to set
contribution rates, most recently in 2014. Annual estimates are also made in
between assessments. A range of factors are taken into account each time, for
example inflation and life expectancy, and so annual estimates of fund values and
future pension payments can vary from year to year.

28. At the end of 2014/15, there was an estimated £10 billion shortfall, or deficit,
between the value of councils’ pension funds and the future pension payments that
will be made. This has increased by around £2.5 billion since 2011. During 2014/15,
there were significant deficit increases in Glasgow City (£234m, 18 per cent), City
of Edinburgh (£191m, 36 per cent), South Lanarkshire (£140m, 28 per cent), Falkirk
(£128m, 51 per cent) and North Lanarkshire (£111m, 26 per cent) councils.

29. Pension deficits do not create immediate problems because staff and
employer contributions and future payments will be made over a long period.
There are long-term plans in place for funds to address current estimated deficits
within 20 years.

The LGPS costs for councils are increasing
30. There are three main factors that determine variation in costs associated with
the LGPS, and may result in increased pension costs for councils:

e Employer contribution rates: these range from around 17 to 22 per cent
of employees’ pay in 2014/15. They are not directly comparable between
funds, or between councils within the same fund, because some councils
make separate payments specifically to reduce deficits. But rates are set to
increase. For example, by 2017/18 contribution rates will increase for five
of the 11 councils that manage and administer the funds.
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e Administration costs: these include the investment management fees for
each fund, and other administration costs, and have been increasing. These
are not comparable between funds, but the way the fees are reported has
been changed to improve transparency and comparability between funds.

e Investment performance: the investment strategy for a fund takes into
account the size of the fund’s assets compared to its future liabilities, as
well as other external market factors, when setting performance targets.
Expected returns on investments are used to set employer contribution
rates. In 2014/15, eight of the 11 LGPS funds reported above-expected
returns and three reported returns below the targets they set for
themselves (Highland, North East and Shetland).

31. Most LGPS funds have a growing number of pensioners within their
schemes. The number of contributing members has also been increasing, despite
staff reductions. Auto-enrolment into pension schemes is expected to result in
more people joining. However, increases in the number of contributing members
alone are not expected to offset the growing number of pensioners.

32. Councils face rising pension costs due to increases in pension scheme
membership, raising the number of employees for whom they must contribute.
Voluntary severance agreements can also increase the costs of paying pensions
early and adding years to relevant employees’ pensions. These agreements also
result in councils having to make separate redundancy payments, although these
are not pension costs.

33. Future employer contributions are part of a cost-sharing arrangement which
may limit future increases. Employee contributions may however increase. Also,
from 2016/17, employees and employers will no longer benefit from a reduction
in National Insurance contributions, leading to increased costs for both.

34. There have been several recent developments to strengthen the governance
and reporting of LGPS funds. In compliance with The Public Sector Pensions Act
2013, a local pension board was established for each LGPS fund before 1 April
2015. The board’s role is to assist the fund manager to comply with rules relating
to governance and administration of the fund.

35. A new Scottish Local Government Pension Scheme Advisory Board has
also been set up as part of these reforms. Its role includes advising ministers on
how the LGPS is operating and on any changes that may be desirable. It is likely
to consider whether the structure of the LGPS in Scotland, with 11 separately
administered funds, is efficient. That might include considering the value of the
approach taken in England, of combining LGPS fund assets to allow collective
investments to be made. The Accounts Commission welcomes this review of
the LGPS.

Equal pay remains a significant cost pressure

36. By March 2015, councils had paid out £605 million to employees in equal pay
compensation. During 2014/15, 24 councils settled nearly 4,000 equal pay claims,
worth a total of £24.9 million. Councils currently estimate that about 30,000
cases remain outstanding. Councils had put aside £117 million in anticipation

of further payments in 2015/16 and beyond. This includes £78 million by North
Lanarkshire Council to compensate employees whose claims were brought to
tribunal and agreed in 2014/15.
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37. Some councils do not expect many more significant equal pay claims and
have reduced the money set aside for this purpose. However, recent cases
highlight that councils” provisions can be significantly lower than the final costs.
For example, Fife Council made a provision for equal pay claims of about

£7 million in its 2014/15 accounts, based on the number of existing cases it
had. However, in 2015/16 the council agreed to settle a large number of claims
brought against it on the basis that the council’s application of its job evaluation,
pay protection and job assimilation arrangements under single status were
unfair. The council’s previous estimates of equal pay liability did not anticipate
the application of its job evaluation scheme as being at risk. Therefore, the cost
to the council of settling these cases is predicted to be many times greater than
the financial provision it had made. This will significantly affect the council’s
financial position, including its planned spending on services and other projects
or programmes. It is unclear how many other councils could potentially be in

a similar position to Fife. The Accounts Commission plans to look at equal pay
issues across local government in more detail during 2016/17.

Minimum and living wage rises have cost implications for councils

38. The living wage in Scotland is £8.25 per hour.* Councils have a collective
agreement with Scottish Joint Council trade unions on pay for the period 2015/16
t0 2016/17. As part of this agreement, councils committed to a pay settlement
which set the living wage at a level of £8.33 per hour. In addition, the UK
Government is aiming for a minimum wage of £9 per hour by 2020, which would
mean significant pay rises for those currently on or near the current minimum
wage (£7.20 per hour for those aged 25 and over from April 2016). While there
are clearly benefits to low-paid workers through the living wage commitment,

the increases in employee costs and contract costs — when contractors pay their
staff the living wage — will put additional pressure on councils’ finances. It will also
require councils to review their grading structures where the living wage moves
jobs out of existing pay scales.

Good financial planning and management is required to manage
future pressures and ensure financial sustainability

39. At March 2015, all councils had balanced their budgets and were not planning
to spend more in 2015/16 than they could afford. External auditors reported that
councils had adequate reserves and could afford to repay their current debts.
However, audit work has highlighted concerns about some aspects of financial
planning, management and sustainability in a small number of councils.

40. Auditors are most concerned about those councils that have been spending,
or plan to spend, a significant amount of their reserves but still face a large gap
between their expected income and spending. At March 2015, more than half

of councils that had prepared indicative budgets for both 2016/17 and 2017/18
were reporting a funding gap between income and expenditure, even after they
had identified savings and planned whether to use some of their reserves. At that
point, five councils were predicting cumulative funding gaps of more than five

per cent of their service costs by 2017/18. These were Clackmannanshire (14 per
cent), Argyll and Bute (ten per cent), and Aberdeenshire, Orkney and Fife (five to
six per cent) (Exhibit 9, page 23).
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Exhibit 9

Predicted funding gaps at March 2015

At March 2015, five councils were predicting cumulative funding gaps of more
than five per cent in 2017/18.
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1. Figures are the 2017/18 cumulative funding gaps. Ten councils predict a balanced
budget in 2017/18. Six councils had not prepared a budget for 2017/18 by March 2015.

2. Many councils have updated their estimates of funding gaps since this data was
collected in March 2015 but we have not collected this updated information.

Source: Audit Scotland

41. The extent of the Scottish Government's funding reduction for 2016/17 is
likely to result in councils identifying even larger funding gaps between the cost
of delivering current services and their income, after taking account of planned
savings or additional sources of income. Addressing this will require councils

to go beyond incremental cost-saving measures to existing services and to
fundamentally rethink their models of service delivery.

42. Councils’ financial sustainability continues to be at risk as they face the
combined challenges of reduced funding, increasing cost pressures (such as
pensions, the living wage and equal pay) and rising demand for services from an
ageing and growing population. Auditors will continue to assess councils’ financial
health and how well they are planning and managing their finances. Councils with
good medium and longer-term financial plans and strategies are better equipped
to manage these risks effectively.



Financial planning is crucial as councils face significant pressures in 2016/17
and beyond

—_
15 councils have long-term financial strategies Sggge

covering five or more years

&
BN
e

29 councils have medium-term financial plans
covering three to five years

43. A good financial strategy sets out a council’s financial objectives and how it will
achieve them. It shows clearly how the council will use the money it has to help
achieve its Single Outcome Agreement (SOA) and strategic objectives. A financial
strategy should cover at least five years and should set out the risks and liabilities,
any assumptions made about income and the implications for affordability. Councils
should also have in place detailed financial plans that set out fully-costed annual
spending plans over at least the medium term (three to five years). When future
Scottish Government funding is not known, councils should plan for a range of
possible scenarios so they are prepared for different levels of funding and income.

44. Almost all councils have financial strategies that are accompanied by detailed
financial plans covering at least three years. About a third of councils have
financial plans covering five or more years. In a small number of councils, auditors
reported that plans and strategies were still being developed.

45, Effective financial strategies and plans must take into account future financial
pressures and how the council intends to respond to these. For example, councils
need to assess how affordable the different options are for changing the way
they deliver services. It is therefore important that financial plans support councils
priorities, savings and service change programmes, and asset management and
workforce plans.

’

46. Shetland Islands Council, for example, has a five-year financial plan based on
forecasts of future income, cost pressures, managing spending within the budget
and financial risks. The council also intends to develop a 35-year asset investment
plan to help it maintain the assets needed to deliver its priorities without reducing
the money left for day-to-day running of services.

27
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Do we have

a long-term
financial strategy
covering at least
five years that
accounts for
future pressures?

Is our five-

year strategy
supported by
detailed financial
plans covering a
minimum period
of three years?

How well do

our financial
plans set out the
implications of
different levels of
income spending
and activity?

How does our
financial strategy
link to our vision
for the future?
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Part 2

Delivering services

Key messages

1

Councils’ performance in 2014/15 continued to improve across many
of the performance measures in the Local Government Benchmarking
Framework (LGBF). Councils have well-established systems to manage
their performance and are improving how they report to the public.

Health and social care integration is the most significant aspect of
public sector reform for councils. New integration authorities may not
be in a position to make an impact in 2016/17. Significant risks need to
be addressed if integration is to fundamentally improve the way health
and care services are delivered.

The Accounts Commission continues to be concerned about councils’
slow progress in delivering services differently, rather than relying

on incremental savings to existing models of service delivery. There
are some examples of councils achieving savings and community
benefits through increasing online access to services, sharing services,
collaborating on procurement and using arm's-length external
organisations (ALEOs). Councils, however, need to be more ambitious
in their plans, better at longer-term planning, and willing to appraise all
practical options for delivering services more efficiently and effectively.
This includes empowering and supporting local communities in
delivering local services.

Most councils continue to reduce staff numbers. It is essential that they
have comprehensive workforce strategies and plans, which must take
into account not only workforce-related cost pressures, but the staff
knowledge, skills and time they will need to plan and deliver services
differently in future.

There is a need for councillors to continuously review and develop

their skills and knowledge to help them carry out their increasingly
complex and challenging role effectively. They need to have the skills
and the necessary information to allow them to carry out effective
scrutiny of performance. This becomes ever more important as councils
develop new and different ways of delivering services within their
reducing budgets.

councils need
to be more
ambitious
and consider
all the
practical
options for
delivering
services
differently in
future
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Councils’ performance improved in many service areas in 2014/15

47. \Within the resources they had available in 2014/15 (for example money, people
and buildings), councils continued to improve several key service performance
measures, such as secondary school educational attainment, the balance
between care at home and in care homes, the quality of council housing and
waste recycling (Exhibit 10). Whatever their performance, the LGBF provides

the starting point for councils to compare themselves with others to understand
differences and learn lessons that will help them to improve performance.

48. The LGBF shows that public satisfaction with services has generally declined
in recent years. This suggests a need for councils to work more closely with their
communities and service users to establish service priorities.

Exhibit 10
Councils' service performance at a national level
There have been improvements across many of the performance indicators in the LGBF.

LGBF indicator 2010/11 | 2011/12 | 2012/13 | 2013/14 | 2014/15
257

9 % of pupils gaining 5+ awards at Higher (Level 6) 23.0 25.0 281
T =
% E % pupils from deprived areas gaining 5+ awards at 8.0 101 126 128
= .E -3 Higher (Level 6)" ' : : :
E '§ g % of children being looked after in the Community2 91.0 91.0 91.0 -
3 S
B E % of adults satisfied with local schools 83.1 - 83.0 81.0 79.0
© % of pupils entering positive destinations 88.9 : 92.9
% of the highest paid 5% of employees who are 46.3 517
women ’ : : : :
Domestic noise — average time (hours) to respond 47.8 43.2 80.7 58.9
Sickness absence days per teacher 6.6 6.6 6.3

(=
Corporate
services

Sickness absence days per employee (non-teacher) 10.8 10.9 10.8

% of income due from council tax received by the end 94.7 95.2 9
of the year ’ ’

55
% of invoices sampled that were paid within 30 days 89.5 92.5
_ sps® spend on adults 18+ as a % of total social work 16
] spend on adults 18+ ’
S
4 7] g % of people aged 65+ with intensive needs receiving 32.9
' "?',' © care at home :
T
< % of adults satisfied with social care or social work 62.1
services ’
'g % of adults satisfied with libraries 83.5 - 83.0 81.0 77.0
o . }
Q : 5 % of adults satisfied with parks and open spaces 83.1 - 86.0 86.0
S
S .2 s . .
% D % of adults satisfied with museums and galleries 75.5 - 76.0 75.0
© % of adults satisfied with leisure facilities 74.6 - 78.0 76.0

Cont
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Exhibit 10 continued

LGBF indicator

Street cleanliness score (% acceptable)

2010/11 | 2011/12 | 2012/13 | 2013/14 | 2014/15

% of total household waste that is recycled

% of adults satisfied with refuse collection 80.9

@

Environmental
services

% of adults satisfied with street cleaning 73.3

Gross rent arrears (all tenants) as a % of rent due for
the reporting year

% of rent due in the year that was lost due to empty

. 1.3 1.3
o properties
c
‘B % of dwellings meeting Scottish Housing Quality
= 53.6
° Standards
I
Average time taken to complete non-emergency N
repairs (days)
% of council dwellings that are energy efficient 74.9
m o, . . . . .
= % of operational buildings that are suitable for their 73.7
5 B curentuse
o v
) & % of internal floor area of operational buildings in 813
o satisfactory condition ’
)
L o
E E o .
0 2 % unemployed people assisted into work from council B
II II § % operated / funded employability programmes
w g
T

| 2009/11 | 2010/12 | 2011/13 | 2012/14 | 2013/15

% of A class roads that should be considered for

)
2 maintenance treatment 30.3 30.5 29.0
. % g % of B class roads that should be considered for
P . 35.8 36.3 36.1
A c E maintenance treatment
S
o) .
€ % of Cclass roads that should be considered for 35.0 6.0 .

maintenance treatment

. Improvement from previous

Decline in performance from previous year No change in performance

‘ ‘ Baseline year |:| No data available

Notes:

1. This data is calculated from the Scottish Index of Multiple Deprivation (SIMD).

2. Balance of care for looked after children: percentage of children being looked after in the community.

3. Self-directed support.

4. We have not included unit cost measures in this exhibit. Additional performance information is available at
www.improvementservice.org.uk

Source: Local Government Benchmarking Framework, Improvement Service, 2016
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Councils have well-established systems to help manage their performance
and are improving how they report to the public

49. Councils have well-established systems for monitoring performance and
continue to develop them. For example, in conjunction with the Scottish Public
Services Ombudsman’s (SPSO's) Complaints Standards Authority, councils are
improving complaints monitoring as a means of better understanding public
satisfaction with their services. Local government scrutiny bodies (Audit Scotland,
the Care Inspectorate, Education Scotland, Scottish Housing Regulator and
Healthcare Improvement Scotland), working collectively through the annual
Shared Risk Assessment (SRA) process, have highlighted scope in some councils
to use information more effectively in order to manage performance. This
includes comparing performance with other councils and using self-evaluation.

50. Public performance reporting (PPR) is an important way for councils to
demonstrate their performance to the public. Many councils have improved how
they report their performance in public but there is a significant gap between top-
performing councils and those that still need to improve their PPR.

51. The Accounts Commission will use LGBF data, complaints information and
public performance reports as important sources of intelligence to inform future
audits of Best Value.

Health and social care integration is intended to transform
services across Scotland, but councils and their partners still
need to address significant risks

52. The most significant transformation to council services taking place is the
integration of health and social care services. The Public Bodies (Joint Working)
(Scotland) Act 2014 sets out an ambitious programme of reform for the Scottish
public sector to improve support for people who need health and social care
services. It creates a number of new public organisations and aims to encourage
more effective joint working between NHS boards and councils.

53. Councils and NHS boards are required to establish integration authorities by

1 April 2016. There are now 31 integration authorities, including a joint
arrangement in Stirling and Clackmannanshire. All integration authorities are
required to integrate adult health and social care services, but they can also
choose to integrate other services. The scope of services being integrated varies
widely across Scotland. Most notably, in Argyll and Bute, and Dumfries and
Galloway, the integrated services will include all NHS acute services, including
planned and unplanned hospital services. The integration authorities are now
establishing management and governance arrangements, including organisational
structures and internal processes.

54. Our Health and social care integration [PDF] report found that
integration authorities may not be in a position to make an impact in 2016/17.°
We reported on the significant risks that need to be addressed if integration is to
fundamentally change the delivery of health and care services. These include:

e difficulties in agreeing budgets and finalising comprehensive strategic
plans, due to councils having to set their budgets before NHS boards, and
uncertainty about longer-term funding


http://www.audit-scotland.gov.uk/uploads/docs/report/2015/nr_151203_health_socialcare.pdf
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e uncertainty about how complex governance arrangements will work
in practice

e significant long-term workforce issues, such as different terms and
conditions for NHS and council staff, and difficulties in recruiting and
retaining GPs and care staff.

55. The issues around budgeting, strategic planning and governance need to
be addressed quickly in order to improve local health and social care services
in the next few years. In the longer term, joint action by councils and NHS
boards will be needed to address workforce issues. Our Changing models of
health and social care [PDF] report highlighted that, to transform services
and successfully deliver better outcomes for users, NHS boards, councils and
integration authorities will have to adopt innovative models of care and ways of
working that are quite different from traditional services.®

The quality and ambition of councils’ savings and service change
programmes vary greatly

56. Most of the savings councils have made over the last four years have relied
on incremental reductions to a wide range of services and relatively small
increases in income from fees and charges. Many savings have come from staff
voluntary redundancies. There is a limit to how many staff can be lost before
there is a major impact on the quality or quantity of services. Councils need to
consider options for more fundamental changes to the way they deliver services.

57. Councils have been developing savings plans and service change
programmes in response to current and future reductions in their income.
However, auditors have highlighted variation in the ability of councils’ programmes
to make the savings required. Some are making good progress towards tangible
savings and improvements to services for communities. For example, East
Ayrshire Council’s transformation strategy is designed to achieve sustainable
savings of £34.7 million over the five-year period up to 2016/17. Planned

savings in the first three years have already been achieved and, at the time of
approving its 2015/16 budget, the council reported no funding gap up to 2016/17.
The council reviews its transformation strategy annually and consults local
communities and stakeholders on its priorities as part of the review.

58. Auditors have expressed concerns about the extent to which planned changes
in some councils are enough to make required savings, whether these changes
are being implemented quickly enough, and how any changes reflect a council’s
priorities. For example, in Aberdeenshire Council, the auditor has reported that
there is little evidence of robust plans with clear links to outcomes.

59. The Accounts Commission is concerned about councils’ slow progress in
delivering services differently, rather than relying on incremental savings and staff
reductions. Recent Best Value audits on East Dunbartonshire, Falkirk, and Argyll and
Bute councils highlight that, regardless of the ambition of savings plans and service
change programmes, only relatively small-scale changes have been delivered so
far®? | arger-scale changes that make a bigger impact on budget shortfalls have
proved more difficult to achieve. Our East Dunbartonshire Council: the Audit

of Best Value and Community Planning — a follow-up report [PDF] found

a clear commitment to improvement but expressed concerns about the pace of
delivering the improvements in practice. VWe recommended the council take urgent
action to identify clearer priorities for its transformation programme.


http://www.audit-scotland.gov.uk/uploads/docs/report/2016/pb_health_social_care.pdf
http://www.audit-scotland.gov.uk/uploads/docs/report/2016/pb_health_social_care.pdf
http://www.audit-scotland.gov.uk/docs/best_value/2015/bv_150604_east_dunbartonshire_council.pdf
http://www.audit-scotland.gov.uk/docs/best_value/2015/bv_150604_east_dunbartonshire_council.pdf
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60. One area where councils are changing the way they work is in providing services
online. This allows councils to provide services that better meet the needs of

users, as set out in the Scottish Government's and COSLA's 2012 vision Scotland’s
Digital Future — Delivery of Public Services.™ It also allows councils to deliver greater
efficiency, reducing the number of staff required to deliver these services (Case
study 1). However, it is important that councils continue to provide services for
those who do not have access to, or simply do not want to use, online services.

Case study 1

Examples of online services in councils

City of Edinburgh Council

The council is currently redesigning many of its customer care services
and moving services online where possible. The council plans to deliver
annual savings of £5.9 million, through reducing the number of support
staff. There are early signs that this initiative is making an impact:

40 transactions, such as school placing requests, are already available
online and savings of £355,000 over the past year have been made. The
council now aims to roll out a further 153 new types of online transaction
in 2016/17.

The Highland Council

The council aims to reduce the equivalent of 54.2 full-time employees
and save £1.3 million by 2018/19 through its Digital First programme. In
2014, 82,000 transactions took place online with a corresponding ten per
cent decrease in face-to-face transactions. The council currently offers 87
services onling, such as paying rent online, and is aiming to have

40 per cent of customer transactions online by April 2017. The council has
implemented the Improvement Service's customer portal ‘myaccount’.
This reduces the requirement for customers to prove their identity every
time they apply, and gives customers the ability to upload scanned and
photographed evidence.

Source: Audit Scotland
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There is limited evidence of councils collaborating or sharing services
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‘ £43 million: saved by councils in 2012/13 by

using collaborative procurement contracts

61. Collaborating or sharing services can help meet financial challenges. For
example, East Ayrshire and South Ayrshire councils have a shared roads
maintenance service, which has been operating since April 2014. It aims to
maintain and improve the service while saving £8.6 million over the next ten
years. Stirling and Clackmannanshire councils are jointly delivering social work and
education services. However, they decided in late 2015 to withdraw from this
arrangement, and they will revert to single-council services by April 2017. These
shared services involved a lot of preparatory work. They highlight the need for
sustained commitment if councils are to deliver shared services successfully and
realise any planned longer-term benefits.

62. Our Procurement in councils [PDF] report found that councils had saved
£43 million in 2012/13 through using Scotland Excel or Scottish Government
collaborative procurement contracts, and councils’ use of collaborative contracts
has been increasing since then." Savings were not the only benefit to this
collaborative working. Councils had been systematically using procurement
spending to support local economic development, and they had begun to achieve
community benefits, such as apprenticeships and environmental improvements,
into procurement contracts.

63. Whatever the means of delivering services, a crucial element of achieving
best value is using options appraisal effectively to evaluate current and alternative
ways to deliver services. Our How councils work: Options appraisal — are
you getting it right? [PDF] report recommmends rigorous and challenging
appraisal of all the options.” It is important that councils consider a wide range
of alternatives, including fundamentally different approaches, to help find the
most effective and efficient way to achieve the council’s priorities for its local
communities (Exhibit 11, page 32).

64. In looking at possible options for delivering services, councils and their
partners need to consider the opportunities presented by the Community
Empowerment (Scotland) Act 2015. The Act aims to empower community
bodies through ownership or control of land and buildings, and by giving them
more say in decisions about public services.
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Exhibit 11

Options for delivering services
Councils should use options appraisal to consider alternative ways of delivering services.

e The in-house team

- is delivering economy, efficiency and effectiveness
- has capacity/capability to sustain good performance
- can generate sufficient funds

* No market for service or activity
» High risk of failure, so better managed in-house
* Not delivering activity directly would

question council's ability to functior“se

as an organisation

» Benefits of other options

’
outweighed by costs \o

of implementation

£ Key features

o

Status quo by
retaining current

- arrangements

In-house services:
Reconfigured,
re-engineered services
(including service merger,
one-stop-shops, online)

Bring services back in-house

Shared services
with other councils

Service provided in
collaboration with other
public sector agencies/
voluntary sector

Services run with
service users or
employees

» Opportunities to develop an
effective ‘mixed economy’
of approaches for achieving
the council's objectives

* Risks and benefits are

shared between the council
and the partner organisation

Source: Audit Scotland

Q Key features

* Specialisation

* Economies of scale

* Innovation and investment

* Increased productivity

« Effective management of risk
* Access to investment

Out * An opportunity to stimulate or
So

influence market development

Contract out to
external supplier

Service transferred to trust
or arm's-length external
organisation

Stop delivering the services,
the council no longer provides
or funds the service

. (’Qe
é\ £ Key features
gee » Little or no demand

& for the service
\(\ * Costs of provision

S-top outweigh any benefits

» There are alternative providers of the
service — and individuals using those
providers would not be disadvantaged

» The activity does not contribute
to the council’s objectives

» No statutory or strategic
requirement to make provision

e e e e e e e R TR |
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Councils are planning to increase the number of ALEOs to deliver services
65. Councils use ALEOs to deliver services differently and more efficiently, as
they offer different opportunities for generating income and making tax savings.
ALEOs are typically used to provide more commercial activities, including leisure,
property development, car parking, energy generation, and conference facilities
such as the Edinburgh International Conference Centre. They are also used across
a diverse range of services including social care and waste recycling. Auditors
have identified approximately 140 ALEOs operated by Scotland's councils, with
around three-quarters of these providing cultural, leisure, housing or economic
development services. Councils are planning to deliver more services through
ALEOs by establishing new ALEOs or expanding the remit of existing ALEOs
(Case study 2).

Case study 2

Examples of new and expanded ALEOs

SB Cares

Scottish Borders Council established SB Cares to deliver most of the
council’s adult social care provision. Around 800 staff transferred to
SB Cares on 1 April 2015. The new ALEO aims to make more efficient
and flexible use of staff and generate additional income. The council
expects to deliver £0.5 million savings in the first year.

Renfrewshire Leisure Limited

Renfrewshire Council expanded Renfrewshire Leisure Limited by
transferring the management and staffing of cultural and leisure
services, such as town halls, libraries and playing fields. It estimates

£0.6 million of annual savings from the transferred services being eligible
to pay reduced NDR.

Source: Audit Scotland

As councils continue to reduce staff numbers, it is essential that
they plan to have the staff knowledge, skills and time to deliver
services differently in future

? 24 councils, in September 2015, were planning ..o
to further reduce staff numbers during 2015/16 l.l
# and beyond

h ‘ 31 councils have reduced and/or restructured
their senior management in recent years, and

“Eﬂ 11 councils, in September 2015, were planning to

make further changes
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66. The majority of councils have reduced their workforces over the last few years
to save money and establish more efficient ways of working. At 31 March 2015,
there were approximately 200,800 people (full-time equivalent or FTE) employed
by councils. This was around 800 fewer people (FTE) working in councils
compared with the previous year. The net reduction in employment may be lower
than 800 as it includes jobs transferring into ALEOs, although we do not have
data on this. We have highlighted in previous reports that relying on reducing staff
numbers to save money without changing the way councils deliver services is

not sustainable.

67. With their income falling further, and as they identify funding gaps in the next
two years or longer term, councils are planning further staff reductions. Some
councils are now making compulsory redundancies to reduce costs and better
manage their workforces. For example, over half of councils have policies that
allow them to make compulsory redundancies if necessary, and seven have
already made a very small number of compulsory redundancies in 2014/15. At
the same time, councils feel that their ability to fully manage their workforce in
line with local priorities is affected by other factors outwith their control, such as
the Scottish Government'’s requirement for councils to maintain teacher numbers.

68. A key area of savings has been in reducing and restructuring senior
management. Councils need to ensure that they manage the risks of relying

on smaller numbers of individual officers with an increasingly wide range of
responsibilities. There is also the risk that they may not have the management
skills and time they need to plan and implement new ways of delivering
services. In contrast, some councils have difficulties in recruiting and retaining
people in some key roles. For example, Aberdeen City Council had difficulty
filling the position of Director of Corporate Governance. More widely, there is

a recognised shortage of qualified procurement professionals. Councils may
therefore have to develop the skills of their existing staff or find new ways to
attract people with the specialist skills they need. This highlights the importance
of succession plans as part of workforce planning to avoid losing essential skills
and knowledge, particularly when considering further staff reductions.

Further workforce reductions must reflect councils’ priorities

69. A number of councils have been developing their workforce strategies and
plans. An effective workforce strategy takes account of the skills needed for

the future, not just the numbers and grades of staff. This means tying it in with
the council’s identified priorities and its plans for changing how services are
delivered. For example, with councils expected to involve local communities more
in planning, managing and delivering services, in response to the Community
Empowerment (Scotland) Act 2015, they may need to retain or develop further
their skills in this area.

70. Some councils have still to fully, or further, develop their workforce planning.
We have raised concerns about workforce planning in recent Best Value

reports. For example, East Dunbartonshire Council has a workforce strategy

in place but it does not contain clear targets or timescales for meeting

objectives, and so it is difficult to assess its impact. Our Health and social care
integration [PDF] report also identifies the need for long-term workforce
strategies in the new integration authorities. Developing a suitably skilled
workforce is particularly challenging in health and social care integration, given the
wide range of people involved and the size of the workforce.
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71. We have also identified a risk that staff in some support services may be
under severe pressure after significant staff reductions. For example, information
collected by auditors shows that most councils have reduced finance staff.

This has not had a negative impact on service delivery to date, with all councils
submitting their unaudited accounts on time and all council audits being
completed by the due date of 30 September 2015. Some councils are planning
to reduce finance staffing further. This can pose risks for councils in being able to
carry out good long-term financial planning, effective monitoring of budgets and
savings, and responding to the additional work involved in budgeting for the new
health and social care arrangements. However, it can also indicate better use of
technology and therefore a need for fewer finance staff.

There is potential to reduce staff time lost due to sickness absence
7 o i

10.8 days: the average number of sickness days
h ‘ per employee (excluding teachers) in 2014/15

6.3 days: the average number of sickness days

gﬂ per teacher in 2014/15

72. In 2014/15, sickness absence across councils increased by almost half a day
per employee, excluding teachers. Sickness absence per employee varied across
councils from an average of 8.8 days per year in Orkney to 14.5 days per year

in West Dunbartonshire (Exhibit 12, page 36). If councils with high absence
levels could lower this to match the top eight performing councils (lower than
9.9 days), that would gain the equivalent staff time of close to 700 full-time
employees (excluding teachers) across Scotland.

73. Sickness absence also varied in 2014/15 among teachers from an average of
3.6 days per year in North Ayrshire to 10.1 days per year in Clackmannanshire.
Similarly, if councils with high teacher absences could match the top eight
performing councils (lower than 5.7 days), that would gain the equivalent staff
time of close to 200 full-time teachers across Scotland.

74. \With councils’ workforces reducing, this potentially increases the workload for
remaining staff, which in turn can negatively affect morale and sickness absence. It
can also impact on the ability of managers to deal with absence issues.

75. Reasons for sickness absence are complex and varied and therefore reducing
absence is not easy. East Dunbartonshire Council has taken steps to reduce
sickness absence, for example, by introducing better monitoring of short and
long-term absences, identifying departments with high absence rates, and
providing further support and guidance for managers. This has led to a decrease
in staff absence levels, although they are still above the Scottish average. To try
to reduce the cost of absence, the Improvement Service is helping councils to
learn from each other, using the LGBF as a starting point.



39

36|

Exhibit 12

Sickness absence for council employees in 2014/15

Clackmannanshire and West Dunbartonshire councils have the highest average number of sickness days for

teachers and other employees respectively.

®
3]
c
@
[%2]
Q
©
»
7]
@
c
=
2
®
.
o
g
@
Q
S
S
=z

16

~
(]
e
[5}
©
[¢5]
b
c
o
c
]
(<]
>
k=)
Q
S
(]
NS
(3]
(o}
»
>
©
©

14

12

10

16
14

@
o
c
[
[%2]

Qo
©
[2]
%]
)
c

-

L
(%]

“
S
o
)

Q
1S
=}

2

days per teacher

IIIIIIIIIIIIIIIIIIIIIIII Average :=::

12

10

sAeq

Note: Sickness absence varies from year to year. When councils use this LGBF information, they will want to consider the

data for more than one year.

Source: Local Government Benchmarking Framework, Improvement Service, 2016




Part 2. DeIiveringﬂ.rQes | 37

Councillors need good quality information to make decisions and
the appropriate skills to carry out their scrutiny role

&
N
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1,223: the number of councillors in Scotland

32: all councils' audited accounts were
unqualified in 2014/15

76. It is important that councillors have clear, understandable and manageable
information to help them make decisions and scrutinise effectively. We have
seen meeting papers where councillors were expected to read over 700 pages

of information. Committee reports can be long, complex and written in very
bureaucratic language, making them difficult to understand. This places significant
demands on councillors and makes it difficult for them to focus on the most
important issues, such as the council’s underlying financial position.

77. Councils were required to add a management commentary to their annual
financial reports for the first time in 2014/15. It replaces the previous explanatory
foreword, as part of the move to make the accounts more accessible to readers.
This should enable councillors and others to scrutinise the annual financial
reports more effectively. We have prepared guidance for councils about financial
reporting and scrutiny, with suggested questions for councillors to ask. This is
available on our website. We will review these in more detail next year.

78. As well as making the accounts more understandable, officers need to
provide councillors with information, support and advice to help them scrutinise
the accounts and other financial and service performance information. For
example, there are gaps between the technical information, such as prudential
indicators, and the straightforward explanations that many councillors need

to fully understand the consequences of their decisions. Our Borrowing and
treasury management in councils [PDF] report found that councils need to
improve their scrutiny in this area.

Councils need to conduct their business openly in the interests of local
accountability

79. Good governance requires councils to conduct their business in a transparent
manner. In some of the Best Value audits we carried out in 2015, for example in
East Dunbartonshire and Argyll and Bute councils, we highlighted that they are
carrying out a relatively high proportion of business in private. A wider analysis

of the number of reports that councils consider in private, rather than in public,
has highlighted variation in approach. For example, around a quarter of councils
discuss less than two per cent of reports in private at meetings of the full council
or at a policy and resources committee (or equivalent). In contrast, a few councils
consider over 15 per cent of items in private.
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80. Decisions on considering items publicly or privately are influenced by a range

of factors. In particular, they may be affected by local schemes of delegation to
senior officers, allowing them to make certain operational decisions. They may also
be influenced by the local culture developed over time in councils. In our recent
Best Value report on Argyll and Bute Council, we recommended that the council
establishes a more open and transparent culture and style of working, which
includes minimising the amount of business it carries out in private. Councils should
be looking to identify and adopt best practice to strengthen local accountability.

81. Every year, the Accounts Commission emphasises in its overview report

the importance of good governance. This includes procedures for authorising
spending decisions, systems for managing risks, processes for reporting and
scrutinising financial and service performance, and the way councillors and staff
behave. All of these are increasingly important as councils continue to adapt

to changing circumstances and develop more creative and ambitious ways of
achieving positive outcomes for communities. In doing this, they are working
more with partners in the public, private and third sectors, and in partnership with
their communities. It is therefore even more important for councils to review and
update governance arrangements to ensure that they are fit for purpose. The
principles of good governance are:

e creating and implementing a vision and focusing on outcomes

e councillors and officers working together to achieve a common purpose,
with clearly defined functions and roles

e promoting the council’s values and upholding high standards of conduct
and behaviour

e taking informed and transparent decisions which are subject to effective
scrutiny and managing risk

e developing the capacity and capabilities of councillors and officers

® engaging with local people and other stakeholders to ensure robust
public accountability.”

82. Councils should have appropriate arrangements in place to approve,
monitor and hold ALEOs to account for the public funding that is provided to
them. This includes complying with the Following the Public Pound Code. The
Code is designed to ensure that openness, integrity and accountability are
applied to all council decisions when public money is being spent, for example
when establishing funding relationships with ALEOs. The importance of good
governance was highlighted in Audit Scotland’'s Conclusions on issues relating
to the Lennoxtown Initiative [PDF] (= ] in November 2015."* The report found
that more robust processes should have been put in place to demonstrate that
the public funds provided were used for the charitable purposes intended, and
that using resources in this way represented best value.

83. In 2015, the chair of the Accounts Commission wrote to all chief executives
and council leaders highlighting the importance of good governance and to
encourage councils to apply good practice more consistently across all ALEOs.
Local Area Networks will continue to monitor how effectively councils are
overseeing ALEOs, with audit work looking at the role of ALEOs in service
delivery being considered for 2017/18.
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Councillors must develop their skills and knowledge as their role becomes @
more complex and demanding
84. Councillors face taking increasingly difficult decisions, often needing to

consider new and more complex ways of delivering services. They need to How well do

be confident in their ability to appraise new ways of working and to scrutinise we scrutinise

operational and financial performance. This will help them carry out their role decisions

effectively in the current demanding environment. Their continuing professional on financial

development should identify the skills and knowledge they need to develop. and service
performance?

85. Training on scrutiny tends to be provided at the start of a political term, as

part of the induction scheme for new councillors, or targeted towards councillors How do we

who sit on scrutiny committees. However, scrutiny training needs to be provided ensure we have

more widely. Perth and Kinross Council, for example, developed an action the knowledge

plan after identifying a risk in councillors appointed to ALEOs not having the and expertise we

appropriate skills and training. need to scrutinise
effectively?

86. Our Borrowing and treasury management in councils [PDF] report 4

found that councillors said it was often difficult to attend training due to other
commitments. This was said to be particularly difficult where training courses
were scheduled to last for a full day. To keep knowledge and skills up to date,
councils could consider providing more training in a variety of ways to suit
councillors’ needs, including short briefings and online training.

87. Following local elections in 2017, the induction and training for new and
re-elected councillors will be very important in helping them fulfil their role and
responsibilities in an increasingly complex and challenging environment. To
contribute to this, the Accounts Commission is doing more work on roles and
responsibilities in 2016/17.
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Local government v
overview 2016

Self-assessment tool for councillors
ACCOUNTS COMMISSION &/

This self-assessment brings together a number of potential questions for councillors related to An overview of local government in Scotland 2016 [PDF]
It is designed to help councillors identify how well informed they are about each area and to highlight areas where they may wish to ask further questions.

How well informed am I?

Questions for councillors to consider What do | know? Do | need to ask any further questions?

Reserves (paragraphs 18 to 20)

\What level of reserves do we need, both allocated
and unallocated?

How effectively are we using the reserves we hold?

Borrowing and financing (paragraphs 21 to 24)

What implications do different borrowing and financing
options have for our future revenue budgets?
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How well informed am I?

Questions for councillors to consider What do | know? Do | need to ask any further questions?

Pension costs (paragraphs 30 to 35)

\What are the implications of workforce reductions on
our pension costs?

How wiill these affect our pension liabilities and
pension administration costs?

Funding gaps (paragraphs 39 to 42)

How fully do our financial plans identify estimated
differences between income and expenditure
(budget shortfall)?

What options do we have to address this budget
shortfall for example, redesign services, use reserves?

How big is the remaining funding gap after we
implement our selected options?

\What actions are we taking to close any remaining
funding gap?

Long-term planning (paragraphs 43 to 46)

Do we have a long-term financial strategy covering at
least five years that accounts for future pressures?

Is our five-year strategy supported by detailed financial
plans covering a minimum period of three years?

How well do our financial plans set out the
implications of different levels of income spending
and activity?
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How well informed am I?

Questions for councillors to consider What do | know? Do | need to ask any further questions?

How does our financial strategy link to our vision for
the future?

Public Performance Reporting (paragraph 50)

How clearly do we report our plans and performance
to the public?

Service redesign (paragraphs 56 to 65)

How wiill our savings plans help us achieve our
corporate objectives and commitments made to our
Single Outcome Agreement?

How open are we to considering all possible options
to reduce the cost, and improve the quality and
effectiveness of the services we provide?

How fully have we appraised the options for sharing
services with similar or neighbouring authorities or
other public sector bodies?

What options do we have for collaborating or
sharing services?

How are we involving and empowering local
communities to design and deliver services to suit
local needs?

How do we learn from other changes we have made
and the experiences of other organisations when
identifying and considering all the options?
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How well informed am I?

Questions for councillors to consider What do | know? Do | need to ask any further questions?

Workforce planning (paragraphs 66 to 75)

How do we ensure our senior officers have the
knowledge, skills and time to support us in making
difficult decisions?

\What do we need the workforce to look like in terms
of numbers, skills and knowledge?

How do we ensure the council's future pay structures
do not discriminate against any groups of staff?

How effectively is the council working to improve
sickness absence among employees?

Openness and scrutiny (paragraphs 76 to 87)

How do we ensure that the information we receive is
clearly written, jargon-free and manageable?

How can we consider more of our business in public?

How can we involve our communities more in
local decisions?

How well do we scrutinise decisions on financial and
service performance?

How do we ensure we have the knowledge and
expertise we need to scrutinise effectively?
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