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Key Messages

Introduction

In 2006/2007 we looked at the key strategic and financial risks being faced by the Council. We
audited the financial statements and we looked at aspects of performance management and
governance. This report sets out our main findings, summarising key outcomes in 2006/2007 and the

outlook for the period ahead.

Key outcomes from 2006/2007 audit

2.

We have given an unqualified opinion on the financial statements of Inverclyde Council for
2006/2007.

The Council continues to face significant challenges in relation to its improvement agenda. A
Transformation Programme was established following the Council’s best value audit report in 2005.
Eight of the twenty work streams have been completed and progress has been made in taking forward
the remaining areas. It is acknowledged that some of the work streams will be on going but the
Council recognises the need to identify specific milestones to ensure effective progress. Some
slippage has been experienced and the Council is continuing to progress these areas including the
completion of corporate and community plans, roll out of the schools estate strategy and transferring

the housing stock to River Clyde Homes.

Progress on the delivery of the Transformation Programme is being reported to the Policy and
Resources Committee in November 2007. This will close down the Transformation Programme work
streams with outstanding work streams being incorporated into the new Organisational Development
and Improvement Plan which will inform the Council’s preparations for the next audit of Best Value

and Community Planning.

Performance management arrangements have developed during the year with the introduction of a
strategic planning and performance management framework. The focus is now on ensuring that
reporting mechanisms for the new corporate plan from 2007 are based on more effective, outcome
focused, measurable impacts. The Council needs to demonstrate that service outcomes have been
maintained or improved and to evidence the link between performance and resources measurement.

At the end of the year the Council had increased its general fund working balance by £6.8 million due
mainly to delays in finalising the single status agreement and under spends in both the Rainbow
Nursery and Birkmyre Pavilion projects. The Council is however likely to experience significant
budget pressures during 2007/2008 and beyond due to the impact of implementing the single status



agreement for employees which has been estimated to cost £2.3 million in 2007/2008. This will
increase in future years to meet the cost of incremental drift, it is anticipated that this will be in the
region of £0.6 million to £0.8 million per annum. Further pressures include loan charges arising from
the schools estate strategy, the housing stock transfer and funding allocations to Riverside Inverclyde

urban regeneration initiative.

The capital plan for 2006/2007 was some £20.9 million under spent against the planned spend of
£45.5 million.

Riverside Inverclyde is a joint partnership project involving Inverclyde Council, Scottish Enterprise
Renfrewshire, Communities Scotland and Clydeport Limited. The regeneration initiative amounts to
£400 million and involves radical transformation of the water frontage from Port Glasgow to Greenock
over the next ten years. Riverside Inverclyde became an urban regeneration company allowing it to
more effectively co-ordinate investment plans of both the public and private sector bodies involved.
There are risks associated with this method of service delivery in particular with ensuring that the
activity delivers the services required and that there is clear accountability for public funds. The

Council should continue to develop and monitor arrangements in place to manage these risks.

Outlook for future audits

9.

10.

11.

In the course of our work we identified some of the strategic risks that the Council will need to manage

in delivering on its stated objectives and priorities. These can be grouped into the following themes:
L] Strategic management and organisational restructuring

L] Performance management and improvement

L] Corporate governance and risk management

L] Affordability and sustainability

L] Effective partnership working

L] Efficient government.

A further Best Value follow up progress report requires to be submitted to the Accounts Commission

by 30 June 2008. It is important that the Council maintains momentum to achieve best value

objectives and improved performance.

The Council currently has 279 current or former employees who have raised an equal pay
compensation claim which is to be taken to an Employment Tribunal. This number includes
employees who have already been offered a compensation package by the Council and have rejected

it, as well as employees who were not part of the group offered compensation. The 2006/2007



12.

13.

14.

15.

16.

17.

18.

accounts includes an ear-marked reserve of £1.370 million, however the Council have not performed

an analysis on the number and type of outstanding claims to ensure that this figure is adequate.

The Council has yet to implement pay and grading conditions for its employees which comply with the
single status agreement. The earliest possible date for its implementation is January 2008, however it
is more likely to be later than this. Included in the 2006/2007 financial accounts is an ear-marked
reserve for single status to the value of £1.499 million. Until such time as single status is implemented
the Council could potentially be underpaying some employees, continued delay in implementation

leaves the Council open to further equal pay claims.

An efficiency statement was submitted to COSLA within the permitted timescales, outlining proposed
efficiency savings for 2007/2008, however the Council recognises it has more work to do to identify
efficiency savings for subsequent years to meet the target set by the Scottish Government. It will also
be challenging for the Council to deliver on its programme of savings while managing the impact on

services, service users and the Council’s overall objectives.

The housing stock transfer was due to take place on 1 October 2007. Due to a failure to agree terms
with River Clyde Homes the transfer has been delayed until 3 December 2007. An alternative
strategy has not been developed to manage the housing stock should further delays occur which may

impact on services available to tenants.

There has been slippage in delivery of the schools estate programme as further consultation on the
way ahead has taken place due to a change in Administration. Additional delays will affect the

Council’s ability to deliver the schools estate strategy.

Changes to accounting rules had a major impact on the presentation of the 2006/2007 annual
financial statements. The Council should take this opportunity to review the presentation of its budget

and summary financial results to councillors and the wider public to ensure transparency.

There is currently no formal system in place to effectively manage and monitor external audit action
plan points. Consideration should be given to developing such a system to ensure planned action is

implemented both effectively and timeously.

The co-operation and assistance given to us by Inverclyde Council councillors and staff during the

year is gratefully acknowledged.

Audit Scotland
October 2007



Introduction

19.

20.

21.

22.

23.

This report summarises the findings from our 2006/2007 audit of Inverclyde Council, the first year of a
five year appointment. Findings are drawn together within four sections, namely, performance,
financial position, governance and financial statements. Within each of these sections we have also

provided an outlook setting out key issues and concerns facing the council going forward.

The scope of the audit was set out in our Audit Risk Analysis and Plan (ARAP), which was submitted
to the Council’'s Corporate Management Team in March 2007. Under the following strategic themes,
the ARAP set out our views on the key business risks facing the Council and described the work we
planned to carry out:

L] Strategic management and organisational restructuring
L] Performance management and improvement

. Corporate governance and risk management

. Affordability and sustainability

. Effective partnership working

. Efficient government.

Overall conclusions about the Council’s management of key risks are discussed throughout this
report.

We also undertook a review of the budgetary control system and followed up the previous year’s
computer services review which resulted in separate audit reports. Within this report, we highlight key
messages from those separate reports for the consideration of members. Appendix A of this report
sets out the key risks highlighted in this report which we wish to draw to the attention of members and
the action planned by management to address them.

We would like to take this opportunity to express our appreciation for the assistance and co-operation

provided by officers and members during the course of our audit work.



Performance

Introduction

24. In this section we summarise key aspects of the Council’s reported performance during 2006/2007
and provide an outlook on future performance, including our views on the current status of identified

risks. We also comment on the best value audit follow up which was carried out during the year.

Corporate objectives and priorities

25. The Council’s interim Corporate Plan for 2006 — 2007 sets out the key goals and priorities for the
Council until 2007 and explains how it planned to achieve these. The plan was set out in five

priorities, which cut across a variety of services:
L] promoting economic development
L] promoting lifelong learning
L] promoting health, well-being and active citizenship
L] promoting a safe and sustainable environment
L] developing the organisation.
26. A total of 24 aims are stated across these priorities. These priorities include the following pledges by
the council:
L] improve the attractiveness of Inverclyde to encourage economic investment
. to raise standards of education attainment and achievement
L] to improve the environment
L] promote health improvement
L] deliver the highest possible customer service.

27. Following the May 2007 elections, the previous administration of Inverclyde Council was replaced by a
new minority administration with Labour having 9 of the 20 members.



Overview of performance in 2006/2007

Annual Public Performance Report

28.

29.

The Council’s performance report was published in February 2007 and provided a brief round-up of

the performance of services provided by Inverclyde Council for 2005/2006. It includes a joint

statement from the former Leader of the Council and the Chief Executive highlighting both current and

future developments. The 2006/2007 report is due to be published in December 2007 .

The report describes aspects of performance , achievements and areas for future improvement across

each of the corporate plan themes, including:

Promoting economic development — An urban regeneration company Riverside Inverclyde
was established to shape and regenerate the water frontage from Port Glasgow to Greenock;
key partners are Inverclyde Council, Scottish Enterprise Renfrewshire, Communities Scotland
and the major landowner Clydeport. The main focus during 2006/2007 was to further improve
employment opportunities for residents in disadvantaged communities and developing a skilled

and flexible workforce.

Promoting lifelong learning — increase in secondary education attainment levels with higher
than national average results. Limited progress was made during the year in increasing life

skills, ambition and creativity of learners; this will be the focus for improvement in 2006/2007.

Promoting a safe and sustainable environment — Recycling rates for waste collected
increased from 6% to 18.6%; a problem solving unit was established which encourages a multi-
agency approach to tackling anti-social behaviour in communities. Progress was disappointing in
promoting sustainable construction and promotion of energy conservation and the use of

renewable energy resources, these areas will be targeted in 2006/2007.

Promoting health, well-being and active citizenship — progressing and establishing with NHS
Greater Glasgow and Clyde a Community Health Partnership. Improvements in 2006/2007 were
planned around working with communities and community planning partners to develop and

implement a range of initiatives to promote well-being.

Developing our organisation — producing an interim Corporate Plan for 2006/2007; a new
council magazine was launched to engage with residents. A number of areas were identified for
improvement in 2006/2007 including;

- development of a new corporate performance management framework
- implementing a new organisational structure
- developing an asset management strategy

- development of a corporate human resources strategy



30.

31.

32.

- introducing effective community planning arrangements

- developing a customer service strategy.

We will follow up planned progress identified above as part of our 2007/2008 audit activity.

The annual public performance report is linked to the interim corporate plan and the associated
objectives set. Improvements identified in the 2005/2006 report will require to be measured against
the interim corporate plan to assess achievements to date. 2006/2007 improvements need to be
aligned to the new 2007/11 Corporate Plan. If performance targets and indicators are not directly
linked to the key challenges and goals in the corporate plan it will be difficult for members and the
public to consider the extent to which resources are being used most effectively to address the
corporate priorities.

This matter is being addressed as part of progress against the transformation programme with
continuing development of a comprehensive performance monitoring system linked directly to

directorate plans.

Corporate Performance Management Report

33.

34.

The Council has developed a Corporate Performance Management Report; this was presented to the
Policy and Resources Committee in September 2007. This information has been presented to the

Corporate Management Team on a bi-monthly basis since January 2007. The report includes:
L] updates on key corporate programmes/ projects
L] progress with the efficiency review programme

L] corporate “health check” performance indicators.

The report is a positive development in terms of progressing the performance management
framework. Directorate specific performance reports are also presented to the appropriate
committees to provide detailed information on performance to date. This gives members the
opportunity to review and scrutinise aspects of performance on a regular basis and provides more
balanced reporting. Consideration should be given to further developing this reporting mechanism to
highlight achievements, areas for improvement and action taken to deliver services effectively. In
addition there is a need to link performance indicators to directorate plan targets to measure

outcomes in terms of meeting customers’ needs and achieving efficiency for the Council.

Action plan 1



Statutory performance indicators

35. One of the ways of measuring the Council’s comparative performance is using statutory performance
indicators. Historically, the Council has been placed in the lower quartile of national comparisons. It is
noted that this has been recognised by the Council and an internal review was carried out in
2006/2007 of the 27 performance indicators which were ranked in the lower quartile and whose
performance had fallen in the previous two years. This has helped contribute toward improved
performance in 2006/2007 and we further note there is an intention to maintain this momentum in
2007/2008.

Analysis of 2006/2007 Statutory Performance Indicators

No comparison ~ Qualified

20 1
13% 1%
Improve

74

0,

Decline 49%
40
27%
No change
15

10%

36. Detailed below are areas where substantial improvements have been made although it is noted that
some have made improvement from positions of poor prior performance and thus continued

improvement is still required in order to attain a good standard of service delivery:

Performance Indicator 2005/2006 2006/2007

Housing benefit overpayments recovered 75 81 8%
(expressed as a percentage of total housing
benefit overpayments identified)

The percentage of Council buildings suitable 25% 35% 42%
for, and accessible to, disabled people

The percentage of care staff with appropriate 23% 49% 112%
qualifications working in Council residential
children’s homes

Total hours of daytime respite care provided 157.6 457.2 190%
to children (hours per 1,000 population)




Performance Indicator 2005/2006 2006/2007

The percentage of urgent housing repairs 38% 71% 88%
completed within the target response time

The percentage of routine housing repairs 43% 80% 87%
completed within the target response time

The average length of time to re-let Council 163 days 102 days -37%
dwellings which are not low demand

The average length of time to re-let Council 237 days 152 days -36%
dwellings which are low demand

The percentage of high risk trading premises 80% 100% 25%
completed within the target time (12 months)

The percentage of medium risk trading 61% 88% 44%

premises completed within the target time (2
years)

37. However, performance has declined in some areas as shown in the table below.

Performance Indicator 2005/2006 2006/2007

The percentage of primary schools with 27% 23% -14%
occupancy levels between 81% and 100%

capacity.

The average time taken to provide community 8 10 -25%
care services from first identification of need

the first service provision

The percentage of the road network that 47 57 21%
should be considered for maintenance

treatment

The proportion of street lighting columns that 22 39 77%
are over 30 years old

The percentage of bridges that fail to meet 9% 17% 86%

the EU standard

38. Each year we review the reliability of the Council’s arrangements to prepare SPIs. Overall the quality

of working papers provided to support the SPIs this year varied across services as did some of the

explanations provided for the year to year variances. Consideration should be given to developing

procedural guidance to manage the quality of information provided to support SPI submissions in

future. Only one indicator (cultural and community services — museum services) was classified as

unreliable compared to four in 2005/2006. This was caused by an inability to differentiate between

general usage of the museum website and usage specific to collections. This issue has since been

rectified and is not expected to cause difficulty in 2007/2008.

In general, we noted considerable



improvement in the returns, both in terms of performance and in terms of the management of the

whole SPI process.

Audit of Best Value and Community Planning

39.

40.

41.

42.

43.

The Local Government in Scotland Act 2003 established best value and community planning as
statutory duties for local authorities. In response the Accounts Commission introduced new
arrangements for the audit of best value based on a full review by a specialist team once every three

years. In the intervening years short follow-up reviews are carried out.

Progress against plan is monitored through the audit process and reported alongside other findings

elsewhere in this report.

The Best Value and Community Planning audit of Inverclyde Council was published in May 2005.
Further progress reports were issued in November 2005 and February 2007. A further follow up
report on progress made requires to be reported to the Accounts Commission by 30 June 2008. In
response, the Council approved a management of change programme in January 2006 setting out the
eight work streams from the report together with the planned actions and timescales for

implementation.

Since this time, the change programme has been incorporated into the Council’s overall
Transformation Programme. A progress report has been considered by the Council in June 2007 with
a further update at September 2007 being presented to Committee in November 2007. The status

reports would benefit from specific timescales to enable members to monitor progress effectively.
The draft position statement at 30 September indicates that 8 of the 20 key milestones have been
completed relating to:

= chief executive recruitment

. management structure

= political management systems and member / officer relations

L] budget and operating plan 2006/2007

L] review of member support

L] set up of Riverside Inverclyde

L] revenue budget setting for 2007/2008

L] elections preparation May 2007.

10



44.

45.

46.

47.

Many of the actions in the progress report are central to the Council’s ‘core issues’ which are reported
to the corporate management team. Based on our review and monitoring of the reports produced in

the Council for officers and members, the above improvements are consistent with our findings.

Progress has been made in the remaining areas and the Council has largely implemented the
priorities set out in the management of change programme, some slippage has been experienced, for

example:
= Agreement for the community plan has slipped from August to December 2007.

. Linking corporate to directorate plans is progressing however the financial strategy is

outstanding.

=  There have been delays in delivering the schools estates strategy. This in part has been due to

consultation on alternative proposals due to a change in policy by the new administration.

=  The housing stock transfer was scheduled for 1 October 2007, this has been delayed until 3
December 2007 as the parties were unable to agree the terms of the transfer agreement itself

with River Clyde Homes.
L] There has been significant slippage in delivering a corporate approach to asset management.

Action Points 2 & 3

Overall, however, the Council’s monitoring reports clearly indicate that the Council has made progress
in delivering its Transformation Programme. When the Transformation Programme is reported to
committee in November 2007 this will close down the completed work streams. An assessment will
be conducted to identify the areas to be carried forward to the broader Organisational Development
and Improvement Plan by December 2007. The Transformation Programme for the continuing work

streams will continue to be reported in a bi-monthly performance report.

Good progress has been made by the council in implementing its improvement plan however there
has been slippage in a number of areas identified above. It is important that the Council maintains
momentum to deliver organisational change and development and ultimately improve services

provided.

11



Performance outlook — opportunities and risks

Introduction

48. In the course of our audit work we identified some of the strategic risks to Inverclyde Council
delivering on its stated objectives and priorities in the years ahead. These risks were set out in our
Audit Risk Analysis and Plan and grouped into six risk themes. In the following paragraphs, we
comment on the progress made by the Council during the year and the key risks yet to be fully
addressed. Where appropriate, matters arising in a number of these areas are also reported in more
detail elsewhere in this report. Risk exists in all organisations which are committed to continuous
improvement and, inevitably, is higher in those undergoing significant change. The objective is to be
“risk aware”, and have sound processes of risk management, rather than “risk averse”. Indeed,

organisations that seek to avoid risk entirely are unlikely to achieve best value.

Strategic management and organisational re-structuring

49. Political decision making structures have been reviewed and revised arrangements put in place which
complement the overall organisational structure. The organisational re-structure is progressing,
phase 3 of the directorate structures was approved by Committee in September 2007. This phase
deals with posts at team leader level and below. Revised arrangements need to bed down to deliver

real service improvements.

50. A revised Corporate Plan has been prepared for 2007/2011 — “An ambitious confident Council”. The
plan is undergoing consultation with stakeholders and is due to be adopted by the Council in October
2007. Directorate planning guidance was developed during the year and individual Directorate Plans
for 2007/2008 were approved by the Council in June 2007. This represents significant progress for
the Council. The date for preparing and adopting the Community Plan has however slipped to
December 2007. The timescale for producing the Financial Strategy has also been delayed and a
revised date for preparation is outstanding. It is critical that this does not slip further as the Corporate,
Community, Service and Financial plans require to be aligned to achieve strategic objectives.

Action Point 3
51. The proposed timescale for introducing a workforce plan has been delayed due to workload issues
relating to both single status and organisational restructuring. It is now intended that the workforce

plan will be incorporated in the Organisational Development and Improvement Plan which is planned
to be completed during 2008.

12



Performance Management & Improvement

52. The Council introduced a “Strategic Planning and Performance Management Framework” during the
year which formed the basis for the considerable progress made. Performance reports are based on
Directorate Plans and are now being reported to the revised strategic committees. In addition the first
bi-monthly Corporate Performance Report was considered by the Policy and Resources Committee in
September 2007. A significant amount of activity has taken place during the year to develop the
framework, moving forward the success of the framework will be dependent upon the action taken to

address achievements and improvements identified across the Council.

53. The Council’s performance review and appraisal process has been applied to the Chief Executive,
Corporate Directors and Heads of Service. Consideration should be given to rolling out a council wide

appraisal process.

Corporate Governance and Risk Management

54. In common with many councils, the elections have resulted in a new administration and a
considerable number of new councillors. This has required substantial support from officers to ensure
that adequate training and development programmes were provided. Alongside this, the Council took
the opportunity to review its political management structure which was agreed and approved prior to
the summer recess. While these changes have been bedding in, the Council has experienced

disruption in progressing important priorities such as the schools estates strategy.

55. During the year a comprehensive member development programme to be delivered over a two year
period was introduced which provided training for all members following the May 2007 elections. To
date the planned timescales for implementation have been achieved, however there have been

varying levels of attendance by members at training events.

56. A Risk Management Strategy was developed during the year and approved by the Audit Committee in
June 2007. In addition Directorate risk registers are in place and an update was reported to the
Corporate Management Team in September 2007. An elected Members risk management training

session is scheduled for October 2007.

57. Early in 2007/2008 the Financial Regulations, Standing Orders and Scheme of Administration,
together with the Standing Orders relating to Contracts were reviewed and adopted. Work continues
in revising the Scheme of Delegation for Officers. A handbook for Members was developed and

issued during the year.

58. A complaint made by an unsuccessful tenderer resulted in an internal audit investigation during the

year. The report was highly critical regarding compliance with tendering procedures and the letting of

13



59.

60.

contracts and may result in financial loss to the Council as a result of possible legal action. Previously

we have reported shortcomings in relation to tendering procedures in the under-noted reports:

= Matters Arising from the investigation of the complaint relating to tender for telescopic handlers
(March 2006).

= Review of Tendering Procedures (June 2004).

These reports also highlighted significant weaknesses in tendering procedures and practice.

Action Point 4

Business continuity plans were due for completion by May 2007, this timescale has slipped and a new
expected completion date of March 2008 has been set. As risk registers have been developed down
to directorate level, it is now intended that a project will be undertaken to extend this work to develop

business continuity management arrangements.

The Council’s corporate governance arrangements and the implications of the of the May 2007

election are discussed in more detail in paragraphs 138 to 175 below.

Effective partnership working

61.

62.

63.

The Council has reviewed its community planning arrangements, resulting in the establishment of new
thematic partnership structures and governance arrangements. The Inverclyde Alliance at its meeting
in 2006 approved an improvement plan to underpin its approach to community planning. A new
Community Plan was scheduled for August 2007; this timescale has now been revised to December
2007. There is a risk that if the timescale slips further community planning arrangements will take

some time to bed in thus reducing the pace of community planning across Inverclyde.

A number of shortcomings were identified during the year in relation to the management and control of
funds awarded to third parties. There were significant weaknesses in project performance monitoring
and reporting. We are concerned that Community Regeneration Funding is being used in some cases
to support financial commitments such as employee costs. Beyond March 2008 there is no guarantee
that CRF funding will continue. Consideration should be given to developing an exit strategy to
alleviate financial pressures should funding be discontinued. Revised governance arrangements have
now been produced for Community Planning Partnership. Governance arrangements for the

Community Regeneration Funding have also been developed.

Action Point 5

A community health partnership (CHP) has been established between the Council and NHS Greater

Glasgow and Clyde. Operational arrangements have progressed with an increase in joint working

14



activity taking place. It is also intended that jointly funded posts will be put in place to further develop
the effectiveness of the arrangement. A seminar was held with members in September 2007 to
discuss the way ahead for the CHP. Consideration is being given to progressing towards a
community health and care partnership to extend integrated working practices in delivering health and

social care services to the community.

Affordability and Sustainability

64.

65.

66.

67.

68.

The Council continues to face significant challenges both in relation to delivery of its improvement
agenda but also with regard to managing ongoing financial pressures such as implementing single
status. The general fund increased by £6.865 million in 2006/2007 to £17.476 million at the 31 March
2007. However the majority of these funds (£14.156 million) are ear-marked for specific purposes, for
example the implementation of single status and the settlement of outstanding equal pay claims. The
usable general fund therefore at 31 March 2007 was £3.320 million. The 2007/2008 budget process
planned to reduce this usable balance further, to £3.2 million, which represents the minimum level
recommended by the Chief Financial Officer. The Council will have to exercise control over its
expenditure in 2007/2008 to ensure that its level of usable general fund reserve does not fall below

the recommended minimum level.

Action Point 6

Reports to the Corporate Management Team throughout the year highlight the need for rationalisation
of the property portfolio. A revised approach to property asset management is required to provide a
more structured method for the effective operation and disposal of properties. Tendering is underway
to purchase software to assist with this process. Consultants have also been appointed to provide
first phase asset management services which should aid and accelerate the asset management

strategy.

Limited progress has been made in developing a procurement strategy due to vacancies within the
procurement section. It is essential that momentum is increased in this area to ensure best value is
being achieved within the purchasing function.

There has also been slippage in the following areas:

L] delivery of the capital programme

L] transferring the housing stock to River Clyde Homes

L] delivering the Schools Estates Strategy.

We have considered the impact of the above slippage in the financial position and performance

sections in this report.

15



Efficient Government

69.

70.

71.

A programme of efficiency reviews has been set up across 17 service areas to identify efficiencies
across the Council. Progress on the reviews is reported to the Corporate Management Team and the
Policy and Resources Committee. Progress has slipped in 5 of the areas being targeted. Itis
essential that momentum is not lost in this area as this will have a negative impact on service

improvement and delivery.

The Council submitted its 2006/2007 efficient government statement to COSLA in August 2007, it was

also considered and endorsed by the Policy and Resources Committee in September 2007.

The mechanism used to record efficiency savings requires to be strengthened, and there needs to be

increased dialogue between finance and services to capture the savings.

National studies

72.

Audit Scotland carries out a national study programme on behalf of both the Accounts Commission
and the Auditor General for Scotland. Reports published in the last year of direct interest to the
Council are set out in paragraphs 73— 81 below. Further information on these studies and reports can
be obtained from Audit Scotland’s web page at www.audit-scotland.gov.uk.

Sustainable waste management

73.

74.

75.

There is an increasing awareness of the need to protect the environment and to promote the
sustainable use of resources. As a result of UN conventions and EU Directives, the UK government
introduced a landfill tax to discourage the disposal of waste in landfill sites and set a (non-statutory)
target that Local Authorities should recycle 25% of household waste by 2000. This target was not
achieved.

Further EU Directives required Member States to “take appropriate steps to encourage the prevention,
recycling and processing of waste” and to set out details of measuring processes within waste
management plans. Subsequently a series of targets was set over the period to 2020 to reduce the
amount of biodegradable waste going to landfill. The EC can impose a fine on the UK of up to
£350,000 per day if it fails to meet its targets.

The purpose of Audit Scotland’s study was to examine the performance of Local Authorities, the
Scottish Environmental Protection Agency (SEPA) and the Scottish Government in reducing the
amount of municipal waste being disposed of as landfill, including the impact and value for money
achieved by the investment in this area.

16



76. The key findings highlighted in Audit Scotland’s national report, published in August 2007, were that:

L] while significant progress has been made in meeting interim recycling targets, the rate varies

considerably between councils and the type of collection system employed

L] there has been slow progress in developing facilities to treat residual waste. There is therefore a
significant risk that EU directive targets may not be met

L] increased recycling has led to increased costs

L] all parties need to work more effectively together to make rapid progress in waste minimisation,
recycling and waste treatment to achieve the landfill directive targets.

77. Specifically in relation to Inverclyde, the report states that:

. In 2005/2006 Inverclyde recycled around 20% of its municipal waste compared to a national
average figure of around 25%.

L] The level of public participation in recycling in Inverclyde slightly exceeds the national average of
81%.

L] The cost of mainstream waste collection in Inverclyde in 2005/2006 is greater than the cost in
1999/2000 in real terms. This is in line with most other councils in Scotland.

Dealing with offending by young people

78. Audit Scotland published reports on Dealing with offending by young people in December 2002 and
November 2003. Audit Scotland undertook a follow-up study review to ascertain improvements in
performance since 2002 of agencies who deal with young people who offend in the context of a
changing policy landscape.

79. The key findings from the study are:

. The Scottish Government has shown a consistent commitment to improving youth justice
services and has increased funding for youth justice services from £235 million in 2000/2001 to
£336 million in 2005/2006 together with practical support and guidance to help youth justice
services to improve performance.

L] However, the impact of this on services and outcomes is not yet demonstrated. Limited outcome
measures are available and there are weaknesses in performance management arrangements.
Therefore, it is not possible to assess the effectiveness of the additional expenditure in reducing

offending and improving the quality of life of local communities.

17



80. Although the report does not make specific reference to Inverclyde, there are a number of

recommendations which the Council should consider.

Scotland’s School Estate

81.

A national review of how effective recent investments in the Scottish school estate have been in terms
of improving the quality of the learning and teaching environment. The performance of the Scottish
Government and local authorities in improving the schools estate within the context of the 2003
strategy ‘Building our Future’ — Scotland’s school estate will be considered. This work is currently in
progress and due to be reported by December 2007.
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Financial position

Introduction

82.

In this section we summarise key aspects of the Council’s reported financial position and performance
to 31 March 2007, providing an outlook on future financial prospects, including our views on potential
financial risks. Under the strategic theme of ‘affordability and sustainability’, our Audit Risk Analysis
and Plan (ARAP) recognised the significant challenges being faced by the Council both in relation to
delivery of its improvement agenda but also with regard to managing ongoing financial pressures such

as implementing single status. Our findings and key messages are set out in this section.

Council tax and the general fund

Operating performance 2006/2007

83.

84.

85.

The presentation of the 2006/2007 financial statements has changed significantly from the previous
year, as a result of changes to the Code of Practice on Local Authority Accounting in the United
Kingdom 2006 (the SORP). In place of the previous consolidated revenue account, the accounts now
include an income and expenditure account and a statement on the movement of the general fund
balance. The income and expenditure account discloses the income receivable and expenditure
incurred in operating the council for the year. The deficit incurred on the income and expenditure
account represents the amount by which income is less than expenditure.

The income and expenditure account is prepared using essentially the same accounting conventions
(UK GAAP) that a large unlisted company would use in preparing its annual financial statements.
However, there are items of income and expenditure that need to be included in the general fund and
therefore taken into account when determining a local authority’s budget requirement and its council
tax demand. These items are determined by statute and non-statutory proper accounting practices,
rather than being in accordance with UK GAAP, and are reported in the statement of the movement
on the general fund. The general fund surplus for the year is disclosed within the statement on the
movement of the general fund balance; previously this was disclosed on the consolidated revenue

account.

The Council’s net operating expenditure in 2006/2007 was £168.896 million. This was met by
government grants and local taxation of £168.272 million, resulting in an Income and Expenditure
deficit of £0.624 million. The statement of movement on the general fund balance shows that a
general fund surplus of £6.865 million was achieved in year. When this surplus is added to the
general fund balance brought forward from 2005/2006, the Council has a general fund balance of
£17.476 million at 31 March 2007.
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86. The budget set for 2006/2007 was based on a Band D council tax level of £1,206. A contribution from
the unallocated general fund reserves of £0.32 million was planned. In his Foreword to the financial
statements the Chief Financial Officer highlighted that the General Fund returned a surplus of £6.865
million against a planned breakeven position. The main reasons given for this result in the foreword

are:

. The delay in implementing pay and conditions for Council employees which meet with the single
status legislation (£1.5 million).

L] Under-spends in respect of the Birkmyre Park Pavilion and the Rainbow Nursery relocation

projects (£1.16 million and £0.5 million respectively).

87. During the year the anticipated year-end general fund position was reported to the Policy and Strategy
committee. The last update was provided to members at the meeting held on the 3 April 2007 (for the
period to the 31 of January 2007). The table below shows the movement between the forecast
position and the final audited accounts. The format used for these reports is not consistent with the
financial statements, and therefore does not allow the reader to make meaningful comparison with
ease. We raised concerns about the format and layout of these reports in our Review of Budgetary
Control report which was issued in September 2007.

Action Point 7

General fund analysis

Description 2006/2007 2006/2007 Movement
Forecast Audited £ Million
£ Million £ Million

Usable general fund 3.200 3.320 0.120

Ear-marked reserves 13.846 14.156 0.310

General Fund
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Reserves and balances

88. At 31 March 2007 the Council had total cash backed reserves and funds of £22.820 million, including

an insurance fund and an education fund. The table below provides an analysis of these reserves

and funds.

Reserves and Funds 2006/2007

Description 2006/2007 2005/2006
£ Million £ Million
General Fund 17.476 10.611
General Fund — Housing revenue account balance 0.842 (0.039)
Insurance Fund 4.360 3.039
Education Fund 0.142 0.141

22.820 13.752

89. The Council aims to maintain a minimum usable General Fund reserve (i.e. not earmarked for a

specific purpose) of 2% of budget, which equated to around £3.4 million in 2006/2007). At 31 March

2007, the majority of the general fund was earmarked for specific purposes and the usable balance
had been reduced to a figure of £3.320 million. The Council plans to reduce this balance further, to

£3.2 million by 31 March 2008. This represents the minimum level recommended by the Chief

Financial Officer. A range of financial issues which could further impact on the reserves position are

discussed in our Financial Outlook section below. Given the planned use of resources in 2007/2008

the Council will require to closely monitor its financial position over the year to prevent it from falling

below its recommended level of reserves.

90. Significant earmarked amounts include:

L] £1.156 million in relation to the Birkmyre pavilion
- £1.435 million for Social Protection Team wardens

L] £1.763 million for the Schools Estate Strategy

L] £1.370 million in respect of outstanding equal pay claims

. £1.499 million for the implementation of a pay and grading structure for employees which

complies with Single Status legislation

L] £1.110 million for the Community Investment Fund.
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Rents and housing revenue account

91.

92.

93.

The Council is required by legislation to maintain a separate housing revenue account (HRA) and to
ensure that rents are set to at least cover the costs of its social housing provision. The budget set for
2006/2007 was based on an average weekly rent level of £63.14, an increase of 4.9% on the previous
year. A review of the treatment of the infrastructure assets utilised to provide heat was undertaken
and a prior year adjustment of £0.427 million was incorporated as a result. This adjustment reduced
the overall HRA balance in 2005/2006 to a deficit position of £0.039 million. A surplus was however
generated in 2006/2007 bringing the overall HRA into surplus.

The level of housing rent arrears has continued to rise in 2006/2007. The Council have written off
arrears amounting to £0.442 million during 2006/2007 (compared to £0.096 million in 2005/2006), the
overall level of arrears however reduced by £0.319 million, indicating additional debts were incurred
during the year. Given the recent delay in the implementation of the housing stock transfer, this is an
area the Council will have to carefully manage prior to transfer. We have been informed that arrears

will pass to River Clyde Homes upon the housing stock transfer.

Action Point 8

Furthermore, during our testing of the financial statements we were made aware of a number of
‘overpayments’ made by Council tenants in the housing revenue account which relate to both current
and former rent accounts. An explanation was not available ascertaining why these overpayments
had arisen.

Action Point 9

Group balances and going concern

94.

The widening diversity of service delivery vehicles used by local authorities means that consolidated
group accounts are required to present fairly the activities of an authority. In 2006/2007 the Council
has consolidated five joint boards (Strathclyde Joint Police Board, Strathclyde Joint Fire and Rescue
Board, Strathclyde Partnership for Transport, Strathclyde Concessionary Travel Scheme and
Renfrewshire Valuation Joint Board) as well as Inverclyde Leisure Trust as associates. The Inverclyde
Common Good Fund has been classified and consolidated as a subsidiary. With the exception of
Strathclyde Concessionary Travel Scheme, all associates had an excess of liabilities over assets at
31 March 2007 due to the accrual of pension liabilities. As the Council has an obligation to meet a
proportion of the expenditure of these bodies, a proportionate share of these liabilities are
incorporated into the group balance sheet resulting in a reduction to reserves and net assets by £169
million. These are significant amounts as the pension schemes for police officers and fire fighters are

unfunded and met entirely from current and future council tax payers as payments fall due. We have
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received assurance from the Chief Financial Officer that all group bodies’ accounts have been
prepared on a going concern basis as there is no reason to suggest that future funding will not

continue.

Spending on assets and long-term borrowing

Capital performance 2006/2007

95. Following the introduction of the prudential code in April 2004 the Council can decide locally on a
capital investment strategy which must meet best value requirements as well as being affordable.
The Council’s prudential indicators for 2006/2007 were set in April 2006 and an increase of
approximately £20 million has been made in capital expenditure under these freedoms as the Council

seeks to improve its asset infrastructure.

96. Capital expenditure in 2006/2007 totalled £24.6 million, rising from £21.8 million in 2005/2006. Capital

investment in the last two years was funded as shown below.

Sources of finance for capital expenditure

2005/2006

O Sale of Council Houses

B Sale of Other Assets

6%

O Grants
7%
0O Loan Repayments

23% B Other Capital Receipts

10%
LG O Capital from Current
0% Revenue

B Borrowing

2006/2007

O Sale of Council Houses

B Sale of Other Assets

6%

O Grants

O Loan Repayments

B Other Capital Receipts
O Capital from Current

Revenue
B Borrowing
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97.

98.

99.

100.

As a result of the larger amount of capital expenditure in 2006/2007, the level of this borrowing
incurred to meet this expenditure also increased during the year, from £9.4 million to £11.1 million.
Interest costs, as shown in the Councils Income and Expenditure Account, also rose in line with this,
from £15.0 million in 2005/2006 to £16.2 million in 2006/2007.

During 2006/2007 there was considerable slippage against the annual capital plan approved by the
Council in February 2006. Inverclyde Council spent £24.6 million which represented only 54% of the

planned capital expenditure for the year of £45.5 million.

The substantial slippage in the 2006/2007 capital programme was attributed to a number of factors
including £11.1 million as a result of delays in the School Estate Programme, £2.4 million against the
Housing Capital Programme within Housing Services and £3.0 million in the Property Services
programme.

It should be noted that significant levels of capital slippage were also reported in both 2004/2005 and
2005/2006. Failure to achieve the planned capital programme will be detrimental to both service
delivery and achievement of the Corporate Plan.

Action Point 10

Forward capital programme

101.

102.

The approved general fund capital programme for 2007/2008 is £44.4 million, the largest part of which
is attributable to education (£32.536 million). The anticipated year end spend for 2007/2008 (as
reported to the Policy and Resources Committee in September 2007) was £44.4 million, with actual
spend to mid August reported as £9.577 million (representing 21% of the projected spend after 37% of
the year).

An HRA capital programme was approved by the Council for the six month period from 1 April 2007 to
30 September 2007 to coincide with the housing stock transfer originally scheduled for 1 October
2007, with a total value of £3.002 million. In addition to this there were a number of projects from the
2006/2007 programme which were not completed resulting in the total programme for 2007/2008
being £6.3 million. As reported to the Safe, Sustainable Communities Committee in August 2007, the
projected spend for the period to the 30 September 2007 was £1.951 million, some £1.051 million less
than the programme. Given the delay in the housing stock transfer it is now less clear what the likely
position will be at the time of transfer. It is understood that any expenditure incurred on any of these
projects after the transfer, will be met by River Clyde Homes.
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103. Given the significant slippage against the capital programme experienced by the Council in recent
years, it is important that controls are put in place to manage the programme to meet objectives from
2007/2008 and beyond.

Borrowing in advance of need

104. In recent years, a number of councils have disclosed significant amounts under investments largely as
a result of decisions to take advantage of favourable interest rates when considering borrowing
requirements to fund planned capital programmes. In these instances, councils are still required to
demonstrate their consideration and compliance with the conditions set out in Audit Scotland’s long
standing Note for Guidance Number 96/5.

105. This guidance sets out the key factors to be considered by a council when determining whether the
decision to borrow in advance of need and lend on temporarily is reasonable. From our review of
Inverclyde Council’s borrowing activities, in common with good practice, we found that there was no
planned borrowing in advance of need during 2006/2007.

106. It was noted however that the slippage on the capital programme has resulted in the authority
obtaining funds to be spent on capital projects that were not required during 2006/2007. This money
was subsequently reinvested by the Council and although this did not result in a negative financial
impact it did expose the authority to the risk that they would incur unnecessary interest. To avoid this
situation arising in future years it is important that a realistic capital programme is set and that this

programme is closely monitored and adhered to during the year.

Significant trading operations

107. The Local Government in Scotland Act 2003 replaced compulsory competitive tendering regulations
with a duty to maintain and disclose trading accounts for significant trading operations (STOs), which
are required to break even over a three year rolling period. The first three year period ended in
2005/2006.

108. In 2006/2007 the un-audited accounts showed that the Vehicle Management Trading account was
reporting a surplus of £11,000 which contributed to a small surplus over the 3 year rolling period from
2004/2005 to 2006/2007 of £8,000 for this STO. From review of the entries posted to this account a
number of items were identified that had been omitted in error which potentially could have resulted in

the STO failing to meet its statutory obligation to break even over the three year rolling period.

109. In response to notification of these errors, a rigorous exercise was undertaken by staff at the Council
to identify any further errors that required correction. Through this process a number of additional

incorrect allocations and mis-postings to the Vehicle Management STO were identified and action was
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taken to rectify these resulting in a revised deficit for 2006/2007 of £9,000 and over the three year
rolling period a £37,000 surplus.

110. Although the STO has satisfied its statutory obligation to break even over the three year rolling period,
there are still significant concerns about the monitoring and management of the trading accounts and

their viability to continue to operate in future years.
Action Point 11

111. In addition to the issues raised above it was also noted during the audit that it is not clear how the
working arrangements have changed since the Act came into force. The activities of the STOs are
still in the main part managed in accordance with contracts which were subject to competitive tender
at least 10 years ago and in some cases these contracts have been in place for 20 years. This
practice is not in the spirit of the current legislation and, in our opinion, would make it extremely

difficult for the council to demonstrate that it is delivering best value.
112. We have recommended that management carry out a full review of all significant trading operations
during 2007/2008 and as part of this review the Council should:
= undertake a fundamental review of the budgets of each of the trading accounts
. redefine existing contracts both in terms of outputs and charges to client departments

. align planning and budgeting with the prescribed financial objective and the preparation of three-

year rolling business plans

. review the monitoring reports put to members on the financial performance of the trading

accounts to clearly describe material budget variances and proposals for corrective action

= recognise the impact on budgeting and achieving the prescribed financial objective of FRS17

requirements

L] agree appropriate charging mechanisms for central support costs, tied in to the three-year

planning cycle.

Action Point 11

Financial outlook

Current budget

113. The 2007/2008 budget was approved at a meeting of the full Council on 15 February 2007. At this
meeting the Council approved a 0.65% reduction in council tax resulting in a band D figure of £1,198.

A reduction in the level of council tax is unusual, particularly so at a time of increasing constraints in
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terms of the level of central government funding. The papers provided to members at the time of the
setting of this budget outline a number of unavoidable budget pressures which total £1.685 million,
including items such as the Schools Estate Funding Model and Care Home Placements. The papers

also provide a listing of savings from across the Council of £2.124 million to off-set these costs.

114. In addition to these the Chief Financial Officer also outlined an additional allowance of £2.3 million in
respect of the implementation of pay and grading conditions which comply with single status
legislation, £0.5 million for the partial impact of the housing stock transfer and £0.9 million to be
provided to the Riverside Inverclyde Urban Initiative in his foreword to the accounts. More recent
events such as the delay in implementing the housing stock transfer and the decision to contribute
£0.450 million funding towards the 2011 Tall Ships Race (to be held in Greenock) provide further

pressures.

Equal pay

115. The 1970 Equal Pay Act makes it unlawful for employers to discriminate between men and women in
terms of their pay and conditions where they are doing the same or similar work, work rated as
equivalent, or work of equal value. Employees who consider that they have been discriminated
against in terms of pay can put forward claims to an Employment Tribunal. Following cases pursued
against English councils, the extent of exposure of Scottish councils arising from individual pay claims
began to emerge during 2005/2006.

116. As detailed in our 2005/2006 report, a provision of £5 million was included in the 2005/2006 accounts.
The Council agreed to a compensation package in May 2006 of around £3.9 million (including legal
costs). A breakdown of this package against the various services is provided in the table below. Also
provided is the level of uptake of the offer, which shows that £1.370 million of the provision remains.

This figure is incorporated in the 2006/2007 financial statements.

Equal pay — position statement March 2007

Description Original Accepted offers Remainder of
Provision £ Million provision
£ Million £ Million

Social Work (homecare) 1.663 1.502 0.160

Cleaning 1.294 1.249 0.046

Catering 0.899 0.766 0.133

Other costs (ie legal and admin) 1.144 0.113 1.031

TOTAL 5.000 3.630 1.370
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117. We have been informed that 156 offers (worth £0.570 million) have been rejected. Furthermore, there
are 279 employees or former employees who have opted to take their case to an Employment
Tribunal. This figure includes employees who were not considered amongst the original
compensation package, such as classroom assistants and special education needs officers. At
present no tribunals have taken place. No supporting evidence has been provided to demonstrate
that the remainder of the provision (detailed above) is adequate to meet the likely settlement costs of
outstanding equal pay claims. Furthermore, given the delay in the implementation of single status, the

Council may be open to further claims.

Action Point 12

Single status

118. In 1999 a single status agreement was reached between Scottish local authorities and trades unions
to harmonise the terms and conditions of manual and administrative, professional, technical and
clerical workers (covering pay, working hours, leave and negotiating mechanisms). Initially it was
assumed that single status would be cost neutral with any increased costs being offset by savings

arising from changes to other conditions of service or from efficiencies.

119. The original national single status agreement specified that implementation should take place by April
2002 but, following difficulties in establishing a model job evaluation scheme, was extended by

agreement between local authorities and unions to April 2004.

120. Inverclyde Council has yet to implement a package which complies with the single status agreement.
We have been informed that a revised conditions of service for all single status employees has been
issued to the various trade unions and that an allowances and pay and grading model is anticipated to
be issued by the end of 2007. A provision of £1.499 million is shown in the 2006/2007 financial

statements in relation to the implementation of single status.

121. Until single status is implemented the initial and continuing costs to the Council cannot be reliably
estimated. This presents some financial risk to the Council. Evidence from other councils shows that
variation in the level of potential costs can be up to 10% of the current pay-bill on a continuing basis.
In implementing the agreement, the Council needs to maximise the value for money from its

investment in staff.

Action Point 13

Efficient government

122. As part of the continuing drive to improve the efficient use of resources committed to delivering public

services, the Scottish Government expect public sector organisations to apply the principles of the
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123.

124.

125.

126.

127.

efficient government initiative in their day-to-day operations with an aspiration to achieve recurring
efficiency gains of £1.5 billion by 2007/2008. In the case of councils, efficiency savings have been
incorporated into the annual financial settlement provided to councils by the Executive. The principles
of the efficient government initiative encourage the delivery of services for lower unit cost without

compromising the quality of the service provided.

During 2006, councils across Scotland recognised that as part of their partnership arrangement with
the Scottish Government, they had a responsibility to report efficiencies on the Executive’s five key

operational themes as set out in “Building a Better Scotland” (Procurement, Absence Management,

Asset Management, Shared Services and Streamlining Bureaucracy) on a consistent basis.

Guidance was issued to all councils in May 2007 by COSLA.

It was reported by audit in 2005/2006 that Inverclyde Council’s response to the efficient government
agenda had been uncoordinated and lacking in leadership from both elected members and senior

officers.

Following re-structure some progress has been made, a Modernisation and Efficiency Programme
has been developed which includes efficient government as one of its work streams. The Corporate
Director Improvement and Performance has overall responsibility for this programme and chairs a
board charged with leading its development and implementation. This board comprises of senior
officers from across all directorates, ensuring a corporate wide approach is taken. The board will
report on a regular basis to the Corporate Management Team, a Member Reference Group (acting as
an advisory panel) and to the Policy and Resources Committee. In so doing the Council has
addressed many of the key areas of weakness previously highlighted. However the challenge will
now be to ensure that the measures taken deliver ongoing efficiencies, whilst not having a detrimental
impact on the level of service provision and ensuring that there are adequate systems in place to

measure these efficiency savings.

The Council have recently developed an Efficiency Statement for 2006/2007, which was submitted to
COSLA in August 2007 and considered by the Policy and Resources Committee in September 2007.
This is the first statement produced by the Council and represents a step forward, as well as
compliance with COSLA guidance. This statement reported that the Council generated efficiency
savings of £1.009 million in 2006/2007. These savings range from items which are easily quantifiable
(such as a reduced insurance premium) to items which are more difficult to substantiate (such as an
increase in the level of Council Tax collected in year after taking account of the annual increase). This
second example more accurately represents improved performance in terms of cash flow. The

Council should ensure that it is able to demonstrate that claimed efficiencies are genuine.

The full listing of savings as presented in the statement is reproduced in the table below. The savings

are split between cash releasing and time releasing savings. Cash releasing savings are defined by

29



Scottish Government Efficiency Technical Notes (September 2005) as improvements which arise from

producing the same outputs from fewer inputs. Whereas, time releasing savings are defined as where

more or better outputs are achieved from the same inputs.

128. In 2006/2007, Inverclyde did not report any time releasing efficiency savings.

2006/2007 claimed efficiency savings

Efficient Government Description of Cash Time-Releasing Total efficiency
Theme saving Releasing efficiency £m £m
efficiency £m

Other Council Tax 0.305 0 0.305

Streamlining Cost of collecting 0.039 0 0.039

Bureaucracy Council Tax

Procurement Insurance Savings 0.201 0 0.201

Asset Management Pre-5 Review 0.022 0 0.022

Asset Management HRA Voids 0.278 0 0.278

Procurement Telephony — new 0.096 0 0.096
contract

Procurement Mobile phone — 0.016 0 0.016

Tariff Review

Procurement Heavy Vehicles 0.052 0 0.052

Contract

Total efficiencies

129. The efficiency statement also outlined a savings target for 2007/2008 of £1.019 million and £1.699
million for 2008/2009. This figure is made up of a number of efficiency reviews (including Directorate

management Structures, Internal Shared Services and Overtime) which is expected to deliver savings

of £0.700 million, with the remaining £0.319 million targeted from several expenditure areas (including

£0.125 million each both form procurement and Telecoms/Photocopier Costs). It will be a challenge

for the Council to demonstrate achievement of these efficiencies whilst continuing to deliver high

quality services.

Action Point 14

130. Of the 16 internal efficiency review workstreams identified for 2007/08 there has been slippage in 5

and, in particular, Shared Services which is one of the streams identified as being part of the national

agenda. Shared service discussions are taking place with Renfrewshire and East Renfrewshire
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Councils to progress joint working arrangements. The review is in its early stages and a report is
expected by March 2008.

Asset management

131. Scottish councils control land, property and equipment valued at around £22 billion. Capital assets
are the second highest cost incurred by local authorities after staffing. Prior to 2004, the legislation
that controlled capital investment by local government did not contribute towards good asset
management. Part 7 of the Local Government in Scotland 2003 Act introduced the Prudential Code
which gave local authorities freedom to invest as long as their capital spending plans are affordable,
prudent and sustainable. The Code is a fundamental component of an authority’s financial
governance and management which requires authorities to have regard to option appraisal, strategic

planning and asset management planning.

132. The Efficient Government Initiative identified asset management as one of five key areas for achieving
efficiency improvements. Proper asset management is a vital part of being an efficient organisation

including arrangements to ensure there are:

= strategies to reduce maintenance costs
L] proactive asset disposal policies

. long-term capital planning and budgeting

. robust asset management monitoring information.

133. Our 2006/2007 Audit Risk Analysis and Plan (ARAP) highlighted that there is no corporate asset
management plan in place, and as a result the corporate and service planning processes are not
adequately supported. We have been informed of various key milestones in the development of asset
management planning, such as the completion of software procurement/installation, condition surveys
and CAD (Computer Aided Design) drawing by 31 March 2008 and the production of a report on
preliminary work carried out by consultants on a critical area of the asset portfolio, which is intended to
assist the overall strategy by September 2008. It is important that momentum is maintained and that
these timescales are met in on order to ensure that an effective asset management system is

operational as soon as is practical.
Action Point 15

134. In addition our ARAP also highlighted options appraisal as an area requiring further development to
ensure that asset procurement decisions are fully supported and justified. We have been informed
that a report will be submitted to the Policy and Resources committee in November 2007 which will

outline the use of option appraisal relating to asset management.
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Pension liabilities

135.

136.

137.

Financial planning and accounting for the costs of pensions presents a difficult challenge for the
Council. The amounts involved are large, the timescale is long, the estimation process is complex
and involves many areas of uncertainty that are the subject of assumptions. A recent Audit Scotland
report on public sector pension schemes highlighted that the combined funding shortfall and unfunded
liabilities of the six local government pension schemes in Scotland may be as high as £53 billion.
There are proposals to amend the Local Government Pension Scheme which are designed to reduce

the ongoing cost, although these have not yet been implemented.

In accounting for pensions, Financial Reporting Standard 17 (Retirement Benefits) is based on the
principle that an organisation should account for retirement benefits at the point at which it commits to
paying them, even if the actual payment will be made years into the future. This requirement results

in very large future liabilities being recognised in the annual accounts.

The Council’'s estimated pension liabilities at 31 March 2007 exceeded its share of the assets in the
Strathclyde Pension Fund by £41.051 million, reducing from £69.395 million in the previous year. A
full actuarial valuation of the Strathclyde Pension Fund was reported in early 2006. Factors such as
the volatile stock markets and increasing life expectancy have resulted in the funding level, calculated
as the ratio of fund assets to past service liabilities, falling from 94% at 31 March 2002 to 84% at 31
March 2005. The actuary is required to make a three-year assessment of the contributions that
should be paid by the employing authorities from 1 April 2006 to maintain the solvency of the fund.
The contribution levels are based on percentages of employee contributions, normally 5% - 6% of
salary. Budgeted contributions are therefore expected to rise from 265% of employee contributions in
2006/2007 to 280% by 2008/2009.
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Governance

Introduction

138.

139.

In this section we comment on key aspects of the Council’'s governance arrangements during
2006/2007. We also provide an outlook on future governance issues, including our views on potential

risks.

During 2006/2007 the Council undertook a significant management re-structure which saw the
creation of four new directorates. A number of new posts were created which were filled by a mix of
new officers to the Council, as well as some existing employees. This re-structure was part of the
Council’'s Transformation Programme, which was in response to the Audit Scotland Best Value and
Community Planning report of 2005. Many of the officers in this new structure were not in post until
late in 2006/2007.

Overview of arrangements in 2006/2007

140.

141.

142.

Corporate governance is concerned with structures and processes for decision-making,
accountability, control and behaviours at the upper levels of the organisation. Based on the work
undertaken, we concluded that the Council had systems in place that operated well within a sound

control environment.

However we have identified a number of recommendations which would enhance the overall control

environment. Key issues are highlighted in the relevant sections to follow.

Effective scrutiny is central to good governance, with a significant role for councillors to scrutinise
performance, hold management to account on service delivery and support the reform and

modernisation agenda

Audit Committee

143.

144.

Membership of the Council’s audit committee changed following the May 2007 elections and the new
committee has met on three occasions since that time with an encouragingly high level of attendance

at all three meetings.

Five of the eleven audit committee members attended audit committee training provided by the Chief
Internal Auditor in September 2007. The training covered areas such as audit committee principles,
duties and responsibility, ethics, corporate governance, risk management, internal control and also
provided an introduction to the role of internal and external audit. Given that many of the committee

members are newly elected we consider this attendance disappointing.
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145. The audit committee are required to ensure mechanisms are in place to provide assurance over the
adequacy of the risk management framework and control environment and also provide independent
scrutiny of the Council’s financial and non-financial performance. Pre-agenda meetings are held which
are attended by the committee Leader, Depute and representatives of Internal Audit, Finance and
External Audit. This is considered good practice as it helps ensure the committee prioritise matters
appropriately. However the level of challenge within the committee could be improved in order to

ensure that the committee fully meets its remit.

146. During 2006/2007, although the audit committee received summaries prepared by internal audit of all
audit reports issued, they did not receive copies of the full reports detailing all the issues raised during
fieldwork. In order to address the requirements of the committee we would recommend that full audit
reports are made available to members through the Council’s intranet to allow for comprehensive
scrutiny and follow up.

Internal Audit

147. The environment in which Internal Audit functions operate has changed markedly since the publication
of CIPFA’s Code of Practice for Internal Audit in Local Government in 2003. To ensure that the
Code’s requirements, which are mandatory for all local authorities and other relevant bodies under
Section 95 of the Local Government (Scotland) Act 1975, continue to be fit for purpose, CIPFA’s Audit
Panel published a revised Code in December 2006. In general, the Code was brought in line with

existing good practice and current professional standards.

148. Such changes to the Code have expanded Internal Audit’s role and status within the Council’s
governance arrangements, providing an independent appraisal service to management by reviewing

and evaluating the effectiveness of the internal control system.

149. We carry out an annual review of the Council’s internal audit arrangements and found that during
2006/2007 the internal audit function operated in accordance with the CIPFA Code. It is noted that
although measures are being taken to appoint a full time Chief Internal Auditor, for the duration of

2006/2007, the service has been led on a part time consultancy basis.

150. In 2006/2007, an Internal Audit Service Improvement Plan was developed and is in the process of
being implemented. This plan is intended to support further enhancement of the Council’s controls

assurance framework.
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151.

152.

All reports prepared by Internal Audit are reviewed and considered as part of our audit and in
2006/2007 we placed reliance on the following specific pieces of work in 2006/2007:

= general ledger

L] debtors system

L] payroll and expenses

L] bank, cash and treasury management
. council tax

L] fixed assets and capital expenditure

L] housing and council tax benefits.

Internal Audit have completed the fieldwork identified in the 2006/2007 plan with one report currently

at draft status awaiting management responses.

Risk Management

153.

154.

The Council developed a risk management strategy in the first half of 2007 and it was approved by the
Audit Committee in June 2007. Directorate risk registers are in place and a technical briefing has
been produced and will be issued to the CMT by Internal Audit with responses to be received by the
end of October 2007.

Future planned improvements include designating directorate risk champions and the provision of risk
workshops to support the development of service risk registers. Elected Member risk management
training is scheduled for October 2007 which will incorporate an introduction to risk management, the
corporate risk register, the responsibility of members in relation to risk management and linkage

between risk management and external audit’s Audit Risk and Analysis Plan.

Workforce Plan

155.

For the Council to meet its corporate objectives it is critical that a workforce plan is developed to
facilitate staffing requirements with linkages to strategic plans. Development of a workforce plan has

been delayed until 2008 due to pressures surrounding single status and management restructuring.

Action Point 16

Procurement

156.

A procurement strategy has yet to be developed to ensure purchasing decisions are in accordance
with best value principles.

Action Point 17
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Systems of internal control

157.

158.

159.

160.

161.

In her annual report for 2006/2007 the Chief Internal Auditor provided her opinion that, based on the
internal audit work undertaken during the year, the Council has in place a sound system of internal

financial controls, although attention was drawn to two specific matters of concern:

L] the arrangements for the management and control of funds awarded to third parties in which a

number of weaknesses were identified in project monitoring and reporting

= tender evaluation and the award of service contracts in which shortcomings were identified in the
process of tender evaluation and the award of certain service contracts. Compliance with the

Council’s financial regulations and Best Value principles were not achieved.

It is noted that remedial action is being taken to address the issues highlighted in both these reports.

As part of our work to provide an opinion on the annual financial statements we assessed the extent
to which we could gain assurance on a number of the Council’s main financial systems through
walkthrough testing, a review of budgetary control procedures and a follow up of the 2005/2006
Information, Communication and Technology (ICT) Service Review.

Our walkthrough testing provided us with the assurance that the key financial systems have a
satisfactory level of control with a number of minor recommendations being made in a letter issued to
management.

Although our review of the controls associated with the budgetary control system concluded that the
internal controls were operating satisfactorily we did highlight a number of weaknesses where

improvement could be made. In particular we identified a need for:

= amore formal system of documenting meetings between the finance officers and budget holders
regarding matters discussed, actions agreed, timescales for action and action taken on previous

action points

L] budget monitoring reports provided to members to r