THIS PAPER RELATES TO
ITEM 05

CLACKMANNANSHIRE COUNCIL ON THE AGENDA

Report to Resources & Audit Committee

Date of Meeting: 25 September 2014

Subject: External Auditor Targeted Follow-up
Arms Length External Organisations: Are you getting it right?

Report by: Head of Strategy & Customer Services
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Purpose

The purpose of this report is to provide Committee with our External Auditor's
assessment of Clackmannanshire's use of Arms Length External
Organisations (ALEOs), and on progress since the "How Councils Work"
report on ALEQO's was published by the Accounts Commission in 2011. The
assessment is attached at Appendix 1.

Recommendations
It is recommended that Committee notes:
the report, commenting and challenging as appropriate; and

that a follow-up report will be brought back to Committee in September
2015 providing an update on progress.

Considerations

The Accounts Commission report “Arms Length External Organisations: Are
you getting it right?” has been selected for targeted follow-up in 2013/14
across all 32 local authorities. The Accounts Commission report has been
reported previously to Committee. The External Audit report is included at
Appendix 1.

The Auditor notes that "While Clackmannanshire Council has not set up any
organisations to specifically provide Council services, there are organisations
which the Council has an interest in and Elected Members have been
nominated in either a decision-making or observational capacity. The
principles of openness, integrity and accountability, therefore, equally apply.”

The External Auditor has made four recommendations. These
recommendations have been accepted by management and are summarised,
together with management's response in Appendix 2.
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6.0

6.1.

7.0

(1)

The assessment notes the work undertaken by the Council in developing a
Code of Practice for ALEOs, and the work more generally to strengthen our
approaches and governance in this area of work. Though significant progress
has been made, key areas for improvement remain, particularly concerning
consistency of standards associated with the development and monitoring of
Service Level Agreements.

The Head of Strategy & Customer Services will oversee implementation of
these recommendations, which will be tracked in the future on the Covalent
performance management system. A follow-up report will be brought to the
Resources & Audit Committee in September 2015.

Sustainability Implications

There are no direct sustainability implications arising from this report.

Resource Implications

Financial Details - there are no direct budgetary implications arising from this
report.

The full financial implications of the recommendations are set out in the
report. This includes a reference to full life cycle costs where

appropriate. Yes M
Finance have been consulted and have agreed the financial implications as
set out in the report. Yes M
Staffing

Exempt Reports

Is this report exempt?  Yes O (please detail the reasons for exemption below) NO M

Declarations

The recommendations contained within this report support or implement our
Corporate Priorities and Council Policies.

Our Priorities (Please double click on the check box )

The area has a positive image and attracts people and businesses

Our communities are more cohesive and inclusive

People are better skilled, trained and ready for learning and employment
Our communities are safer

Vulnerable people and families are supported

Substance misuse and its effects are reduced

Health is improving and health inequalities are reducing

Ooooooon
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The environment is protected and enhanced for all
The Council is effective, efficient and recognised for excellence

NO

(2) Council Policies (Please detail)

8.0 Equalities Impact

8.1 Have you undertaken the required equalities impact assessment to ensure
that no groups are adversely affected by the recommendations?
Yes [ No M n/a

9.0 Legality

9.1 It has been confirmed that in adopting the recommendations contained in this
report, the Council is acting within its legal powers. Yes M

10.0 Appendices

10.1 Please list any appendices attached to this report. If there are no appendices,
please state "none".
Appendix 1 - Deloitte Report to Resources & Audit Committee, Arms Length
External Organisations: Are you getting it right?
Appendix 2: Arms Length External Organisations Management Action Plan

11.0 Background Papers

11.1 Have you used other documents to compile your report? (All documents must be
kept available by the author for public inspection for four years from the date of meeting at
which the report is considered)
vYes O (please list the documents below) NO M

Author(s)

NAME DESIGNATION TEL NO / EXTENSION

Stuart Crickmar Head of Strategy & Customer 2127

Services

Approved by

NAME DESIGNATION SIGNATURE

Stuart Crickmar Head of Strategy & Customer Signed: S Crickmar

Services
Nikki Bridle Deputy Chief Executive Signed: N Bridle
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This document sets out our
assessment on
Clackmannanshire Council’s
use of Arm’s-length external
organisations (ALEOs) and
on progress since the “How
Councils Work” report on
ALEOs was published in
2011.

It has been discussed with
management and is
presented to the Resources
and Audit Committee for
discussion
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Executive summary and action plan

Whilst Clackmannanshire Council has not directly set up any ALEOSs to provide Council Services, there are
organisations which the Council has an interest in and Elected Members have been nominated to and are
involved with these bodies. The principles of openness, integrity and accountability, therefore, equally

Quantitative apply.

data

There is clear disclosure within the Group accounts of Council associates and Joint Ventures. There is
currently no disclosure in the financial statements around the voluntary organisations which the Council
provides funding to. A number of other Councils currently include this disclosure. We recommend that
this disclosure is incorporated into the financial statements moving forward.

The Council and Resources & Audit Committee have both received a copy of the Councils ALEOs Code of
Practice which directly refers to the Commission’s How Councils Work report on ALEOs.

In Spring 2013 the Council conducted a comprehensive independent review of all funded voluntary:
organisations. This resulted in individual bodies being graded and the nature of involvement moving
forward being formally considered by the Elected Members. We recommend that the list of bodies is
formally considered annually moving forward to allow Elected Members the opportunity to consider their
continued involvement.

Council involvement in outside bodies is monitored through the register of interests, but there is currently
no formal register which highlights the scope of Council involvement in each body. We recommend that
the Council creates a formal register of Council Involvement by body to enhance the processes allowing
members to better understand the risks they are exposed to through outside bodies.

Elected Members’ roles and responsibilities are defined in the standard ALEOs Code of Practice, however,
it is up to the individual member to check compliance throughout their term of involvement with the body.
Additional training has been provided to members. We recommend that the Council consider on an annual
basis whether additional training is necessary.
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Introduction
Aims and objectives

Audit Scotland’s Corporate Plan 2012-15 reinforced its commitment to monitoring the impact of its work. The impact of
national performance audits is followed up in a number of ways, including auditors undertaking targeted follow-up work in
Councils. The Accounts Commission report “Arms Length External Organisations: Are you getting it right?” has been
selected for targeted follow-up in 2013/14 across all 32 local authorities.

1. To allow Audit Scotland to provide the Accounts Commission with a position statement on councils’
use of ALEOs and, in particular, on progress since the “How Councils Work” report on ALEOs was

AIms of published in 2011.

follow-up

2. To inform the Commission’s consideration of ALEOSs in the context of the public audit model.

How many ser\\//i\(l:gztare B govte rr&anceth
ALEOSs does delivered by arrangemfair;] S ofes e
the Council the counc_l ave for
have? overseeing ALEOs?

organisation?

What legal Are the
status/ governance
relationship arrangements
does the council effective?

have with each
ALEO?
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Introduction (continued)

Key Messages from “Arm’s-length external organisations (ALEQOSs): are you getting it right?”
published in June 2011

Setting Getting it right Keeping
the Scene from the start it right

Councillors and officers
must be aware of how
ALEOs perform and take
prompt action when
required

Councils must have clear
ALEOSs are an reasons for using ALEOs
established part of local
government

They must ensure they
have the skills and
knowledge to carry out
their role

They must understand

the impact on people who
use services

The principles of
openness, integrity and
accountability apply Clear roles and
equally to ALEOs as to responsibilities and
council-run services effective monitoring are
essential

Any potential conflict of
interest need to be
managed
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Quantitative Data
Observation

There is no single definition of an ALEO. In accordance with Audit Scotland’s guidance and for the purpose of this
exercise, we have used the information in the Council’s group accounts for 2012/13 as a starting point and updated for
known changes in 2013/14.

While Clackmannanshire Council has not set up any organisations to specifically provide Council Services, there are

organisations which the Council has an interest in and Elected Members have been nominated in either a decision-
making or observational capacity. The principles of openness, integrity and accountability, therefore, equally apply.

From our review of the 2012/13 audited financial statements, we noted disclosure of a number of joint ventures and
associates of the Council including CSBP and Forth Valley GIS (now renamed Thinkwhere). This disclosure clearly
states the percentage of ownership which the Council has. There is no disclosure of individual voluntary organisations
which the Council provides funding to.

Recommendation

We note that there is no disclosure of the individual voluntary organisations that the Council funds. We recommend that
disclosure is included in the accounts providing details of each individual voluntary organisation including the Council
role, the Council contribution and the type of services delivered.

9 Targeted Follow-up Report to the Scrutiny and Audit Committee 95 © 2014 Deloitte LLP. Private and confidential.
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Governance arrangements

How well does the council ensure that effective governance and accountability is maintained
when the council delivers services through ALEOSs, including companies and trust?
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Governance arrangements

Has the council formally considered the Commission’s How Councils Work report on
ALEOs. If so, did it develop an action plan and have actions been addressed?

The Council and Resources & Audit Committee have both
received and approved a copy of the Councils ALEOs
Code of Practice which directly refers to the Commission’s
How Councils Work report on ALEOs and incorporates the
recommendations made therein.

In fulfilling their statutory responsibility for best value,
The Councils councils should consider options for delivering services
AR =OLH O el [Xe]@ll | and these options may include ALEOs. ALEOs can offer
Practice which an alternative to more traditional ‘in-house’ or contact-

refers to the based services and usually take the form of companies or
trusts. There may be benefits in this approach, but
likewise there are also risks.

Commission’s

report has been

formally The Council faces significant financial challenges over the
considered by next five years. In reviewing its budget strategy for 2015-
the Council. 2020, and through the ‘Making Clackmannanshire Better’
change programme, the Council is actively considering the
contents of the Commission’s report in determining how
services should be delivered in the future. There may also
be areas where there is a case for reducing direct Council
expenditure and redirecting funding to external bodies
where there is a clear business case and this can be
proven to deliver better outcomes.
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Governance arrangements (continued)
How clear is the council about its reasons for delivering services through ALEOs?

Voluntary organisation
While Clackmannanshire Council has not set up ALEOs to grading project — split by
specifically provide Council Services, there are organisations category (£000s)

which the Council has an interest in and Elected Members have
been nominated to and are involved with these bodies. The

No services are

) principles of openness, integrity and accountability, therefore, 66
de“Vered equa”y app|y_
through ALEOs.
In Spring 2013 the Council conducted a comprehensive
. independent review of all voluntary organisations. The aim of the
The Council review was to understand the impact that voluntary organisations
has formally were making on communities and people making use of services.
assessed its As a result of the review, a number of recommendations have
outside bodies be_en mao_le on voluntary prggnisations fund_ed by the Coqncil. = A -9 projects
; This has included categorisation of each, with A rated projects B - 16 proiects
and continued noted as making a positive contribution to Council outcomes proJ

involvement in identified for 3 year SLAs (commencing in 14/15); B rated C - 10 projects

them. organisations identified for further support/training on outcomes
monitoring and C rated organisations identified as those that the
Council will cease funding after a 6 month grace/transition period
(30th September 2014). This was agreed at Council Special
Budget Meeting in February.

m Ringfenced - 2 projects

Recommendation

We recommend that the Council's continued involvement with its nominated external bodies is reviewed annually by
elected members.
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Governance arrangements (continued)

How well does the council understand the financial commitment and risk to which it is
exposed through ALEOsS?

Criteria

Checklist

As previously noted, there are no ALEOs specifically set up to provide
Council Services.

Processes to Council involvement in outside bodies is monitored through the register of
help Members interests, but there is currently no formal register which highlights the

scope of Council involvement in each body. Other Councils that we are
understand the involved with have these processes in place.

risk to which

they are This makes it difficult for members to readily identify which bodies the

exposed Council has a decision making role in, and which bodies the Council takes

. an observer role. Furthermore, it is not immediately clear what the

thrO_UQh outside financial position of each body is. Inclusion of these details would

oJeJe[[IWeXe]VI[o WeI=MM | cnhance the ability of the elected members to understand the risks that
im proved they are exposed to through outside bodies.

We enclose a guideline of the criteria which might be considered as part of
this project.

Section 3 — for decision-
making capacity:

Recommendation « Financial requirements
* Financial information

We recommend that the Council creates a formal register of Council Involvement by body to
enhance the processes allowing members to better understand the risks they are exposed to
through outside bodies.
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Governance arrangements (continued)

How effective are the council’s arrangements for monitoring the financial and service
performance of ALEOs, maintaining accountability and for ensuring audit access?

As previously noted, Clackmannanshire does not have any
ALEOs providing Council Services.

The Council have published a ‘Code of Practice: Funding
External Bodies and Following the Public Pound’. This sets
out the processes for funding ALEOs. This stipulates that a

No Council Service Level Agreement must be in place for each ALEO,
services are clearly setting out:
provided by « Financial reporting arrangements;
ALEQOs + Monitoring and reporting requirements; Star\dard terms
+ Conditions of funding and consequences of failure to require access to
adhere to conditions; and accounting

» Statements on access to accounting records and records records
of meetings, that is requires to be given to Council staff,
including internal and external audit staff.
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Governance arrangements (continued)
Where members or senior officers are appointed to the board or equivalent of ALEOs,
how clear are they about their role?

The Council ALEOs Code of Practice sets Honesty and
out in detail the roles and responsibilities o/l
of elected members and council officials.
The key principles are set out in the

. . Conflicts of Care, skill
merE[I)eeCrtse:'j(ﬂeS graphlc set out on this page. ?r?tellget:to anda(riﬁigsergce
and Guidelines are also provided for Council
ST Officers in relation to funding of ALEOs.
responsibilities g
defined in Governance training was provided to Ke
ALEOs Code of elected members as part of their induction . .y
Practice process after the May 2012 elections. The principles
Standards ~ Commission  has  also Financial oxceoh

responsibility

undertaken training with  members powers

including the role of members on outside
bodies.

Compliance

with Liability
Recommendation Comﬁmes issues
C

We recommend that the Council consider on an annual basis
whether there is a requirement to provide any additional

training to elected members to support and supplement the APPENDIX B - GUIDANCE TO ELECTED MEMBERS
training previously provided and the guidance -currently AND OFFICERS WHO SERVE
provided within the Code of Practice. BOARDS/COMMITTEE'S OF EXTERNAL BODIES
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Responsibility statement

The Statement of Responsibilities of Auditors and Audited Bodies issued by Audit Scotland, within the
Code of Audit Practice, explains the respective responsibilities of auditors and of the audited body and
this report is prepared on the basis of, and our audit work is carried out, in accordance with that
statement.

Our audit is not designed to identify all matters that may be relevant to the Council and our final report
on the audit will not necessarily be a comprehensive statement of all deficiencies which may exist in
internal control or of all improvements which may be made.

This report has been prepared for the Council, as a body, and we therefore accept responsibility to you
alone for its contents. We accept no duty, responsibility or liability to any other parties, since this report
has not been prepared, and is not intended, for any other purpose. It should not be made available to
any other parties without our prior written consent.

Deloitte LLP
Chartered Accountants
Edinburgh

6 June 2014
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ARMS LENGTH EXTERNAL ORGANISATIONS

MANAGEMENT ACTION PLAN

APPENDIX 2

formal register of Council Involvement by body
to enhance the processes allowing members to
better understand the risks they are exposed to
through outside bodies.

involvement in outside
bodies is monitored
through a register of
interest, however,
following the Auditor's
recommendation, we
are in agreement on
the need to create a
formal register
highlighting the scope
of the Council's
involvement with each
body, enabling an
informed assessment
of continued
involvement.

No External Auditor Recommendation Management Response | Due
Date
1 We note that there is no disclosure of the | Accepted. The principle | 03/15
individual voluntary organisations that the | of ensuring transparency
Council funds. We recommend that disclosure is | over the Council's
included in the accounts providing details of | arrangements is agreed.
each individual voluntary organisation including | However, the
the Council role, the Council contribution and | recommendation
the type of services delivered. suggests an additional
voluntary disclosure
which would add to the
length of the Council's
financial statements.
On this basis, and to be
consistent with previous
management of this
issue, it is proposed that
the requirement will be
addressed as part of the
annual budget setting
process.
2 We recommend that the Council's continued | Accepted that the list of 03/15
involvement with its nominated external bodies | organisations the Council
is reviewed annually by elected members. makes nominations to
should be considered
annually.
3 We recommend that the Council creates a | Accepted. Council 09/15




annual basis whether there is a requirement to
provide any additional training to elected
members to support and supplement the training
previously provided and the guidance currently
provided within the Code of Practice.

considered as part of the
training needs
assessment process
undertaken for elected
members.

No External Auditor Recommendation Management Response | Due
Date
4 We recommend that the Council consider on an | Accepted. This will be 09/15
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