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

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

Our work includes:
•	securing and acting upon the external audit of Scotland’s councils 
and various joint boards and committees
•	assessing the performance of councils in relation to Best Value and community planning
•	carrying out national performance audits to help councils improve 
their services
•	requiring councils to publish information to help the public assess 
their performance.

You can find out more about the work of the Accounts Commission on 
our website: www.audit-scotland.gov.uk/about-us/accounts-commission 
Audit Scotland is a statutory body set up in April 2000 under the Public Finance and Accountability (Scotland) Act 2000. We help the Auditor General for Scotland and the Accounts Commission check that organisations spending public money use it properly, efficiently and effectively.

Chair’s introduction
Councils have an increasingly challenging role. They need to respond to the changing needs of their local population. At the same time, they have a pivotal role in helping to deliver a range of key national priorities for Scotland. This is at a time when the outlook is for finances to tighten further and for demand for services to continue to increase, as populations change and there are more people living in poverty. 
The important role councils play is clear, but there are many uncertainties, which makes planning for the future more challenging as it becomes more critical than ever. The UK’s withdrawal from the EU is imminent as I write this introduction, but the process and implications remain unclear. The medium to longer-term impact of changes to the Scottish Government’s financial powers and the details surrounding the local governance review are also still unknown.
However, we find that councils across Scotland have continued to work hard to maintain services to their communities, despite the increasing challenges and pressures. They have stepped up and have continued to improve how they use their resources. But, in many councils the change and improvement work has focused on efficiencies. To address the growing gap between demand and resources, more fundamental, transformational changes are needed in service provision, and the pace of change needs to improve in some councils. Transformational change is about more than just efficiency. There needs to be a focus on how services are best delivered to communities and, in particular, how councils protect and empower the most vulnerable members of those communities.
Objective and relevant data are essential. Nationally, across councils, data are fundamental for the assessment of performance, benchmarking and improvement. Locally, data should support the redesign and change of processes and services. It is important for councils to have good-quality workforce data to inform organisation-wide workforce planning that supports the shape of future operations.
The pressure on council budgets has led to the exploration of alternative approaches to increasing income such as extending fees and charging schemes and the options for introducing local taxes. This is a development of interest to the Commission that we will monitor and consider in future overview reports. 
We published an update report Health and social care integration  in November 2018, which found that although integration authorities have made some progress they must overcome significant barriers to speed up change. The Commission will continue to have a close interest in the progress of integration authorities and in their financial management.  
I hope you find this overview useful and I would welcome any feedback you may have.
Graham Sharp 
Chair of the Accounts Commission
Summary
Key messages
1.	Councils face an increasingly complex, changing and uncertain environment which places different demands and expectations on them. Councils are also central to delivering many high-level public sector objectives, such as the integration of health and care services and involving citizens more in decisions about public services.
2.	These reforms require councils to collaborate with partners, with the third sector and with communities, to think differently about how they deliver and fund services. Thinking differently about services is important to meet the growing and changing needs of their communities in the coming years. New ways of working can lead to increasingly complicated lines of accountability. 
3.	Scottish Government revenue funding to councils has reduced in real terms between 2013/14 and 2019/20, while national policy initiatives continue to make up an increasing proportion of council budgets. This reduces the flexibility councils have for deciding how they plan to use funding. At the same time, demands for council services are increasing from a changing population profile. All councils expect an increase in the proportion of people aged over 65 and almost a third of councils expect an increase in the proportion of children under 15. 
4.	Councils have made good progress in developing medium-term financial planning and continue to manage their funding gaps through savings and use of reserves. All councils increased council tax to the maximum three per cent in 2018/19 and many increased their fees and charges to raise income. Some councils are looking at other options to raise income.
5.	Councils need to ensure they have the staff, skills and leaders to deliver change. This requires effective workforce planning, but the quality of planning is inconsistent across councils. An increasing proportion of the workforce is nearing retirement. If there is insufficient succession planning, skills and knowledge will be lost as these people retire. Recruitment into some service areas is becoming increasingly difficult, but national workforce data is insufficient to clearly understand how individual services areas are affected. 
6.	Despite reducing funding and increasing demands, across local government most performance indicators are improving or being maintained, although some service areas show more strain. There remains performance variation among councils that cannot be readily explained by differences in context or spend. Better use of data and benchmarking could lead to further improvement and efficiencies. 

Recommendations
While councils have continued to find ways to manage funding gaps and have made good progress with medium-term financial planning, they face an increasingly complex, changing and uncertain time ahead. To continue to improve the outcomes for their communities within this context, councils need to be open to transformational change and implement new ways of working. 
To make effective progress councils should: 
•	assure themselves that they have adequate leadership and management capacity in place. This should include development arrangements that prepare and support councillors and senior managers to respond to the challenging and changing local and  national demands  
•	undertake long-term financial planning to set out how they will deliver national policy commitments, while continuing to sustain local services with reducing budgets and increasing demands
•	continue to seek and implement innovative ways of working and collaborate with communities, partners and the third sector to drive transformational change
•	improve data to:  
	help inform the difficult decisions councils have to make 
	support benchmarking, learning and sharing of experience and effective practice with others that will contribute to improving service quality, efficiency and outcomes for communities  
•	ensure they have workforce planning that is clear about the workforce needed now and in the future, where the gaps are and what training or other action is needed to fill them. This should be supported by better workforce data
•	be able to demonstrate how spending decisions and priorities have impacted on service delivery and the outcomes of residents, as well as how they are delivering against the national performance framework.


About this report
1.	This report provides a high-level, independent view of the challenges facing councils in Scotland, how councils are responding to tightening budgets and how this has affected services. It draws on findings from Local government in Scotland: Financial overview 2017/18 , published performance data and local government audit work in 2018. This includes annual audits, Best Value Assurance Reports (BVARs) and national performance audits. All national and individual council audit reports are available on our website .
2.	The report highlights key challenges councils face and looks at some of the main ways councils are responding to increasing demand and reduced funding. Where specific examples of council activities or circumstances are referenced, this is not intended to imply that the named councils are the only ones engaging in these activities or experiencing these circumstances. The report aims to inform the public and its representatives and, in particular, local government councillors and senior council officers to support them in their complex and demanding roles. It covers three areas:
•	The current and future challenges facing councils.
•	How councils are responding to these challenges.
•	The impact on performance in key service areas and public satisfaction.
3.	To help councillors, we have produced the following supplements to accompany this report:
•	A scrutiny tool with examples of questions that councillors could ask to help them understand their council’s position, scrutinise performance and assist in making difficult decisions. Councillors should feel they fully understand, and are satisfied with, the answers to the questions that are most relevant to them in their role within the council.
•	An online tool that shows how councils are performing. It is designed to allow councillors, officers and members of the public to better understand how their council is performing compared to others. 
4.	We draw on a range of sources of evidence for this report. Financial information is taken from the Local Government Financial Circulars, Local Government finance statistics, the Scottish Government’s provisional outturn and budget estimates and councils' annual accounts. Performance information is gathered from the Local Government Benchmarking Framework (LGBF), the National Performance Framework (NPF) indicators and relevant reports from other scrutiny bodies, such as Education Scotland and the Care Inspectorate.  
5.	To make financial information clear and comparable in the report we:  
•	Refer to real terms changes, this means we have adjusted the figures to take account of inflation. Our analysis of local government funding adjusts figures into 2018/19 prices to reflect the current year. 
•	Look at historical trends in financial data using data from 2013/14 where possible. National police and fire services were established in 2013 and so were not included in local government accounts from 2013/14. It is not always possible to use 2013/14 as some information is only available for more recent years. 
•	Adjusted figures to 2017/18 costs where the report comments on council performance in 2017/18.

Part 1
The context for councils
Councils must respond to an increasingly complex policy agenda while dealing with a high degree of uncertainty
Have you considered how policy and legislative change will affect how your council operates?
What scenario planning has your council done for events such as EU withdrawal and increasing budget uncertainty?

6.	Councils have a responsibility to provide a wide range of services to their residents and communities. These include educating children, looking after the elderly, collecting bins, maintaining local roads and ensuring buildings meet safety standards. Councils’ work is influenced by the wider economic and political environment, UK and Scottish Government policy and demographics. 
7.	The context that councils are working in has become characterised by reducing budgets (paragraphs 25–36), increasing demand for services (paragraphs 37–41) and the delivery of an increasingly complex range of national policies. Within this challenging context, councils need to continue to work towards local priorities and improving outcomes for their communities. Exhibit 1 illustrates some of the major current examples of policy and legislative change.
Audit Scotland published a briefing paper on the EU withdrawal in October 2018 highlighting the risks including workforce, funding and financial implications.
Audit Scotland has produced a policy briefing on new financial powers 

8.	Some policy changes by the UK and Scottish governments increase expectations on councils, many come with financial implications and others increase uncertainty. Significant current issues include: 
•	Withdrawal from the European Union (EU) – At the time of writing this report, it is planned that on 29 March 2019, the UK will leave the EU. As the process is still on-going there is a high level of uncertainty about what this will mean for councils, which makes planning difficult. This is an area which is fast changing and will have a long-term impact on councils.
•	Scotland’s new financial and social security powers – The 2012 and 2016 Scotland Acts introduced new financial and social security powers. As a result, Scotland’s budget is influenced by Scottish ministers’ tax decisions and how well the Scottish economy performs compared to the rest of the UK. This means the Scottish budget is likely to become more variable than it has been through the block grant from the UK Government. In its five-year strategy, the Scottish Government estimates that the Scottish budget could vary by up to six per cent by 2022/23. If the Scottish budget varies, funding to local government through the Scottish Government settlement will also be affected, in particular, services that are not financially protected as Scottish Government priorities. 
•	Local governance review – In 2018, the Scottish Government and COSLA launched a review of how powers and responsibilities are shared across national and local government and with communities. The aim of the review is to give local communities more say in how public services in their area are run. The Scottish Government and COSLA plan to continue consulting with stakeholders through 2019 as legislation is developed. It is not yet clear how this review will affect councils and how it will affect partnership working with other organisations, such as the NHS.
9.	This context makes it difficult for councils to know how they will need to respond in the future and makes longer-term financial planning challenging but even more vital. With increased uncertainty, scenario planning within medium and longer-term planning becomes increasingly important. We will continue to monitor national developments, councils’ preparations and their responses to these issues through our audit work.
Are you clear what Community Empowerment involves and what it means for your council? 

10.	The examples in Exhibit 1 contribute to a complex picture of interacting policy initiatives. Many of the policy changes and initiatives are interdependent and will influence each other. For example, good community empowerment (giving people more influence over how services are planned) should contribute to a range of initiatives and activities that improve outcomes. This complex picture means that: 
•	Councillors and senior officers need to have a wide and current understanding of policy issues and how these relate to local priorities and needs, to plan and make complex decisions locally. This can be challenging where capacity is already stretched. 
•	It is more important than ever for councils to plan for different scenarios in terms of funding and demand for services. This includes finding different ways to deliver services efficiently and effectively.
•	There is an increasing need for effective partnership working with other public, private and third-sector organisations and their communities.
Improving outcomes is a priority both at a local and national level but reporting arrangements still need to develop 
Councils and the Scottish Government are focused on improving outcomes across Scotland. Examples of these include improving employment opportunities, reducing anti-social behaviour, giving children the best start in life and helping people live longer and healthier lives.

11.	In June 2018, the Scottish Government and COSLA launched their revised National Performance Framework (NPF). All councils signed up to the priorities and vision for Scotland it sets out. There is a strong focus on increased wellbeing, improving outcomes, and economic growth that is sustainable and benefits all sections of society. 
12.	Councils are key contributors to delivering this vision to improve the outcomes for the people of Scotland, alongside their community planning partners. Councils and their partners need to have regard to the NPF and consider how this framework fits with local decision-making, local outcome priorities and measures. A significant amount of council activity is already focused on themes that reflect those of the NPF. For example, most councils have a strategic focus on reducing inequality within their communities.
13.	Councils also have a role in delivering a range of national initiatives that will contribute to the themes of the NPF, such as: 
•	Delivering 1,140 hours of free childcare to all three-year olds and eligible two-year olds. 
•	Improving educational outcomes, especially for the most deprived pupils, through the Pupil Equity Fund (extra money to some schools with children from poorer backgrounds) and a commitment to maintain teacher numbers. 
•	Contributing to the delivery of 50,000 affordable homes including 35,000 for social rent.
•	Implementing the requirements of the Fairer Scotland Duty which places a legal responsibility on public bodies in Scotland, including councils, to actively consider how they can reduce inequalities caused by socioeconomic disadvantage, when making strategic decisions.
Although there is ongoing work that will contribute, it is not yet clear what role councils are expected to have in achieving all of the NPF aims, what that would mean for councils’ resources or how progress and targets will be monitored and reported on. 
Councils cannot deliver their priorities alone
Do you know if your council’s governance and accountability structures are fit for purpose, given increasingly complex ways of working?
If you sit on a board, do you fully understand your responsibilities to that board and the council?

14.	Councils have a long history of working closely with other organisations. This includes delivering some services through the third and private sectors and through arm’s-length external organisations (ALEOs). This also includes local partnership working with other public sector bodies, such as the NHS, the third sector and other local and national organisations through local partnership activities, including Community Planning Partnerships. Councils need to build on their partnership working experience to respond to the changing context. 
15.	Councils face a difficult balance of a move towards more regional working and collaboration, and a need to maintain a focus on local priorities, local decision-making and local accountability. Many of the national policies introduced in recent years have involved some elements of working with partners, for example in regional partnerships to deliver economic development or through the health and social care integration joint boards. 
Regional economic developments mean more collaborative and partnership working
City Region and Growth Deals are long-term agreements between the Scottish Government, the UK Government and councils to improve regional economies. 

16.	Councils are pursuing City Region Deals and Growth Deals as ways to drive local economic growth. These involve significant partnership working. The Scottish Government has committed to all areas in Scotland being part of a deal:
•	There are four signed City Region Deals in Scotland, involving 17 councils and various other partners.
•	A further six councils are developing two City Region Deals.
•	The remaining councils are working on alternative investment proposals, such as Growth Deals and Island Deals.
17.	Councils work with their partners to propose projects to include in their deal, based on the anticipated benefits to their regional economies. The Scottish and UK governments then decide which projects to fund, typically over a ten to 20-year period. To date, the governments have jointly committed £2.1 billion to the four signed City Region Deals. This is supported by around £1.6 billion committed by councils and other partners. Most of the funding for the four signed deals has been allocated to infrastructure projects, such as roads and buildings. However, deals also include innovation, employability and skills, technology, housing and digital projects such as improved broadband. The Scottish Government expects that councils and partners signed up to deals will form Regional Economic Partnerships to work together on regional issues. 
18.	We are carrying out an audit of City Region and Growth deals which will be reported towards the end of 2019. 
The Community Empowerment Act gives citizens a greater role and this requires a change in how councils operate 
19.	The Community Empowerment (Scotland) Act 2015 gives people more influence over how their councils and their partners plan services. It is intended that councils will devolve power to communities to make a difference to their local areas through: 
•	Community asset transfers – where communities can take responsibility for land and buildings.
•	Participation requests – where people can ask to take part in decisions about council services. 
•	Participatory budgeting – where communities can have a say in how the council should spend public money locally.
20.	As part of the Act, local authorities also have statutory oversight of community councils and are required by statute to consult community councils about planning applications and licensing matters.
21.	Councils are considering how they balance an increase in community involvement with a responsibility and accountability for the sustainability of services delivered to their citizens. Some progress is being made with community empowerment, particularly with ensuring formal arrangements are in place. We consider this further in Part 2 (paragraphs 70–78). 
Accountability is increasingly complex
Governance describes the structures, systems, processes, controls and behaviours for managing activities. 
Accountability is the way individuals or groups are held responsible for managing and planning how resources are used and how well performance aims are achieved. For example, chief executives in councils are accountable to councillors.

Revenue funding is funding from Scottish Government to councils for day-to- day services.
Total revenue funding consists of general resource grants, specific revenue grants and non-domestic rates income (NDR).
Core revenue funding includes the general resource grant and non-domestic rate income, and reflects the funding councils have control over to provide services.

22.	A result of a more collaborative way of working is an increasingly complex governance and accountability landscape. This has implications for councils: 
•	Councillors now sit on more boards than before. In our May 2018 report, Councils’ use of arm’s-length external organisations  (ALEOs) we noted that this can make it difficult for small councils to manage potential conflicts of interest.
•	There can be disagreements around shared governance arrangements. In our Health and social care integration update  report we noted that a lack of collaborative leadership and different cultures in councils and health boards were affecting the pace of change.
•	Councils still have a responsibility to track performance management and provide scrutiny proportionate to the risk involved. The roles of councillors and officers in overseeing collaborative activities needs to be clear.
•	There is a duty to ensure that communities are involved in decision-making processes where appropriate. This may be more difficult to manage with more complex governance structures. 
23.	The discussion and decision-making on some issues is moving further from councils themselves, but councils retain the overall accountability to the local community. It is increasingly important that councillors and officers have an appropriate understanding of their roles and skills, including in governance and leadership, when leading work delivered through complex partnerships, boards and other mechanisms. 
24.	Formal governance arrangements must be kept current to cover local decisions made about representation, delegation, scope of responsibilities and reporting. Councils, and their partners, should ensure arrangements meet their needs but take care to minimise additional complexity of governance arrangements as new ways of working are adopted.  
Scottish Government funding to councils has reduced in real terms since 2013/14 but increased slightly between 2018/19 and 2019/20
25.	Councils need to continue to deliver on the increasingly complex range of local and national priorities and initiatives, despite several years of reducing funding and increasing demands on services. Between 2013/14 and 2019/20, total revenue funding has fallen six per cent in real terms. Scottish Government funding to councils is forecast to continue to reduce in the medium-term. 
26.	Scottish Government funding is the largest source of income for councils. Overall, total revenue funding will increase by 1.1 per cent in real terms between 2018/19 and 2019/20 (Exhibit 2). 
27.	On 28 March 2018, the Scottish Government paid £34.5 million of additional funding to councils. Although this was funded from Scottish Government underspends and paid in 2017/18, it was shown as 2018/19 funding in the local government settlement:   
•	By recognising the £34.5 million as 2018/19 funding the Scottish Government showed an increase in funding to local government of 1.7 per cent in cash terms and 0.2 per cent in real terms compared to 2017/18. 
•	In the 2019/20 settlement, the 2018/19 total revenue funding figures no longer include the £34.5 million. The settlement makes no reference to this adjustment or that it is included in 2017/18 funding. Taking this adjustment into account, between 2017/18 and 2018/19, the Scottish Government’s total revenue funding to councils increased by 1.1 per in cash terms but this was a 0.7 per cent decrease in real terms. Our figures now include the £34.5 million as 2017/18 income.
28.	The presentation of the £34.5 million within the annual settlements, and failure to refer to the change or how it has been treated, has made it harder to compare annual changes in local government funding. It is important that funding allocations are transparent and consistently applied across years to allow public bodies to plan and manage their finances effectively and support parliamentary scrutiny.
National policy initiatives make up an increasing amount of council budgets
29.	A growing proportion of Scottish Government total revenue funding to councils is protected to support Scottish Government priorities. Our analysis shows that revenue funding to support specific Scottish Government policies has increased from 6.6 per cent of total revenue funding (£643 million) in 2018/19, to 12.1 per cent (£1.2 billion) in 2019/20 (Exhibit 3). This is because:
•	The Scottish Government funding that must be spent on specific policy initiatives (specific revenue grants), such as the Pupil Equity Fund, now makes up an increasing proportion of total revenue funding. In 2018/19, this represented 2.8 per cent of total revenue funding and in 2019/20 will increase to five per cent.
•	Alongside the specific revenue funding set out in the settlement, several
of the Scottish Government’s policy initiatives have funding attached to them. Although these are not explicitly ring-fenced, if the council does not meet the objectives it may lose out on the funding. These have grown from 3.8 per cent of total revenue funding in 2018/19 to 7.1 per cent in 2019/20 and are predominantly for education and social care services.
If these funding obligations are excluded from councils’ total revenue funding, the amount remaining was £9.2 billion in 2018/19 and £8.9 billion in 2019/20. This is a decrease of £449 million in real terms, five per cent of 2019/20 total revenue funding.
Net revenue expenditure is financed through Scottish Government funding, council tax and the use of reserves.
Individual revenue allocation consists of Total revenue funding and assumed council tax contribution.

30.	Councils face other obligations which limit where they can make savings, for example:
•	Councils must make repayments on their debt. In 2018/19 they budgeted to spend £1.2 billion, ten per cent of their budgeted net revenue expenditure, on debt repayments. 
•	In December 2018, COSLA made a pay offer for a three-year settlement for 2018/19 to 2020/21. The offer included an increase of 3.5 per cent for 2018/19 (capped at £80,000) and a three per cent increase in each of the following years. Any settlement that is accepted will need to be funded from revenue funds.
•	In February 2019, Glasgow City Council approved the settlement of its equal pay claim. It has agreed to make payments of around £548 million (44 per cent of its 2019/20 revenue funding from Scottish Government and council tax) in 2019/20. Our auditors will monitor this as part of the annual audit work.
•	In 2019/20, councils can only reduce their allocations to Integration Authorities by 2.2 per cent compared to 2018/19.   
31.	Social care and education make up a large proportion of councils’ budgets. In 2018/19 councils budgeted to spend £3.3 billion on social care and £5.2 billion on education. This includes £2.4 billion on primary and secondary teachers' salaries. Together, this represents 69 per cent of their net revenue expenditure. Although it is possible for councils to make savings in these areas, national priorities, statutory obligations and demand for services make this challenging.  
32.	As a result, as we have previously reported, councils have made larger reductions to services other than education and social work. These include economic development, waste management and planning services, which are still important for maintaining the health, safety and wellbeing of residents. Between 2013/14 and 2017/18 spending was reduced as follows: 
•	planning and development services (28 per cent)
•	cultural and related services (14 per cent)
•	roads and transport (seven per cent).
33.	The Commission recognises that councils cannot be expected to deliver continuous performance improvement across all services in the current financial climate. Councils should set their priorities and invest in line with them. However, it is more difficult to do if increasing amounts of their budgets are protected. There is a risk that these budget reductions will have an impact on the sustainability of services as they are currently delivered. Councils need to continue to seek innovative ways to improve the efficiency of how they deliver all services and be clear about the anticipated impact on performance and service scope. 
Some council service areas can expect further funding reductions
34.	The Scottish Government’s five-year strategy sets out its spending priorities to 2022/23; these are health, police, early learning and childcare, secondary school attainment, higher education and social security. Council services outside education and early years are not identified as Scottish Government priorities and so will be disproportionately affected by any reductions to the Scottish budget. We calculated that other services outside the Scottish Government’s priorities could face between one and 16 per cent real terms reduction to their budgets. 
Councils are managing reducing budgets despite local challenges 
35.	We have previously reported that councils will have their own social and demographic circumstances to manage alongside funding reductions. An ageing population increases demand for social care services, rurality can make it more difficult to deliver services cost-effectively, and deprivation and poverty have wide-ranging impacts which can affect council services. However, the majority of revenue funding is allocated according to the size of the council’s population. Other factors are not always as clearly reflected in the funding allocations (Exhibit 4). For example:
•	Eilean Siar and Argyll and Bute have seen some of the largest reductions in their funding allocations since 2013/14 due to a declining population but are also two of the most rural areas and have growing elderly populations.
•	Some of the councils with high levels of deprivation, including Inverclyde, Glasgow and West Dunbartonshire, have also seen higher than average reductions to their core budgets.
36.	Medium and long-term scenario planning will help councils understand what the likely implications are for them which will in turn help inform how best to provide services in the future. 
Population change is affecting demand for services. 
Do you have a clear understanding of the demographic circumstances within your council area? 
Do you know how effectively your council uses this information to decide how to provide services in the future?

37.	Demographic pressures, including an ageing population continue to increase the demands on council services. Over the period 2016 to 2041, ten councils expect an increase in both the over-65 population and the under-15 population. The Improvement Service estimates that, because of changing demographics, demand for services will increase by 2.6 per cent between 2018/19 and 2019/20. This represents an additional £248 million of spend for councils.  
38.	All councils are projected to have an increase in the number of people over 65 by 2041. West Lothian council has a projected 45 per cent increase in the over-65 age group, the highest in Scotland. An ageing population represents a significant challenge for councils especially in delivering social care services:
•	The Institute for Fiscal Studies estimates that over the next 15 years, social care funding in the UK will need to increase by 3.9 per cent in real terms each year to meet the needs of an ageing population and more younger adults living with disabilities. 
•	The Scottish Government estimates an additional £683 million will be required by 2023/24 to meet additional social care demand.
39.	Ten councils are expected to see an increase in the proportion of people aged under 15 during the period 2016 to 2041, while 22 expect a decrease. For example, East Lothian Council expects its under 15-year-old population to increase three times faster than the Scottish average between 2016 and 2026. This increase means the council will need to fund:
•	the capital cost of building four new primary schools and a secondary school
•	the costs of developing the roads and utilities to these developments
•	the day-to-day costs of running and staffing the schools. 
The number of people living in poverty has increased, putting additional pressure on council services 
40.	The Scottish Government reports that relative poverty rates are slowly increasing and that since the period 2012 to 2015, there has been a rise in income inequality. Between 2013 and 2016, the top ten per cent of the population in Scotland had 21 per cent more income than the bottom 40 per cent; in 2014 to 2017 this increased to 24 per cent more income. The Joseph Rowntree Foundation also reported an increase in child poverty rates during this period.
41.	There are implications for councils from more residents living in poverty, as they are more likely to need support from their council or have difficulty paying their council tax or rent:
•	As part of the Child Poverty Act, councils are expected to produce an annual joint report with the NHS on their activities to address child poverty at a local level. It is not clear what resources councils will choose to allocate to their child poverty duties and reporting arrangements, but it may be substantial for those councils with high or growing rates of child poverty.
•	Libraries now help people apply for benefits using their computers but a survey by Citizen’s Advice found that people from the most deprived areas were less likely to be able to use a computer than those from the least deprived areas. It also found that of people seeking benefits advice, 25 per cent would need help and 27 per cent would not be able to manage at all.
•	There is also evidence to suggest that individuals’ levels of debt have increased, and this could affect councils in council tax collection or rent arrears. The Joseph Rowntree Foundation found that in the UK six per cent of adults in the most deprived areas had council tax debt compared to 0.1 per cent in the least deprived.
•	Council accounts show that rent arrears have increased by nine per cent between 2016/17 and 2017/18; as councils have different procedures for managing and writing off rent arrears the level varies by council. The National Audit Office (NAO) found that local authorities in England reported higher rent arrears following the introduction of Universal Credit.
•	Homelessness applications have increased by one per cent between 2016/17 and 2017/18. During this period 17 councils saw an increase in the number of applications. Of those assessed as homeless or threatened with homelessness, 47 per cent had at least one additional support need, such as mental health problems, compared to 34 per cent in 2012/13. 

Part 2
How councils are responding
Do you understand how your council's approach to transformational change will improve services and save money?
How will you monitor and scrutinise progress of transformational projects?
What is your council’s risk appetite for transformational change? Are risks properly monitored?
Do you know what the financial repercussions will be if your council's transformation activity fails to meet its savings targets?

42.	In Part 1 we described the complex financial, policy and legislative challenges that councils face. Effectively led councils are clear about how these issues impact locally. They also recognise that the financial and demand pressures mean that planning and implementing changes to find efficiencies alone is no longer enough and the redesign of service delivery is needed. Part 2 focuses on some of the main considerations for councils and how they are responding to this need. 
Transformational change requires strategic leadership, planning and good governance
43.	Councils have worked hard to make efficiency savings. These have mostly focused on service review and improvement activity, property rationalisation, and improvements in back office functions such as human resources, payroll and finance systems. In many councils, these activities are unlikely to be sufficient to address the growing gap between demand and resources, and more fundamental changes are needed. 
44.	In making more fundamental changes councils have different approaches; many have a transformation programme, although it is not always called this, whereas some integrate service redesign work into mainstream council management and improvement activity. Transformation activity does not have to change everything at once; it can deliver change incrementally. 
45.	Making change through transformation to the services and functions of the council requires effective leadership and good governance arrangements. Transformation and change initiatives should contribute to the council’s strategic and outcome priorities. It should also be a consideration in strategic planning. This includes decisions relating to arrangements such as: 
•	implementing digital approaches 
•	financial planning and funding approaches 
•	working in partnership 
•	community empowerment activity 
•	workforce planning and development. 
These issues are all linked, and their interdependence needs to be understood by councillors and senior management. 
46.	To make good decisions about opportunities and options for change, councils need to ensure that they make effective use of good-quality information and data. This includes benchmarking with other councils and using performance information to identify and understand why performance varies across councils and where this offers opportunities to improve. Part 3 of this report sets out an overview of current performance across councils and some notable variances.  
Good transformation is well scoped, addresses the needs of people who use services and should have proportionate governance structures. 
Is your council's transformation activity supported by good governance arrangements and robust management? 
Do you know if the governance arrangements factor in time needed to ensure projects are properly scoped?
 
47.	The aim of transformational change is to improve outcomes for service users by making services to communities more efficient and effective. Transformation requires moving away from established ways of delivering services and this can bring considerable challenges. Successful projects dedicate time at the start to fully understand the issues that need to be addressed. To deliver transformative change, councils should:
•	Adopt a holistic approach to service design. Transformation benefits from different departments working together to find the best solutions to improving services. 
•	Engage with service users and staff from the outset, to make the right decisions about where problems and opportunities lie, and what needs to  change.
•	Allow time for staff involved in transformation to properly scope and appraise options before committing to savings estimates.
To do this councils will have to consider how to incorporate some flexibility and freedom into their change and improvement arrangements, to allow some of
the early thinking and design work to take place. This is difficult when budgets are reducing.
48.	Good governance arrangements and effective management are essential in enabling the successful delivery of transformation activity. Councils report that they are adopting some key elements of good governance. Almost all councils have specific planning, decision-making and reporting arrangements in place for transformational or change activities. Over two-thirds show evidence of using options appraisals and around half have a dedicated team of staff to support change and transformation. 
49.	Good transformation should result in a service that better meets the needs of the people that use it, as well as being more efficient. There is scope for councils and other public bodies to share examples of successful transformation activity and learn from each other. Examples include: 
•	NHS Highland and partners have adapted homes in the ‘FitHome’ village in Dalmore to enable residents, who are elderly or have physical disabilities, to live safely and independently. The adaptations include sensor equipment that captures data as residents move around their homes and can be used to predict and prevent events such as falls. The first 14 residents moved into their new homes in Summer 2018.
•	Glasgow City Council’s family group decision making aims to allow children to remain within their wider family group rather than being taken into care. Children and their families are involved in creating a plan to meet the child’s needs. There are more than 1,300 children looked after by extended family or close friends, known as Kinship Care, in Glasgow. They are supported by 1,017 Kinship Carers with an annual budget of £8.1 million.
There are examples of digital approaches being used to drive improvement 
50.	Thirty-one councils are involved in the Digital Office (DO) for Scottish local government, a collaborative organisation created to improve the core digital skills held by council workers, digital leadership, and digital services within councils. All councils play an active role in delivering the projects that the DO runs by taking the lead on projects where their officers have expertise. This approach:
•	pools in-demand skills and expertise
•	shares best practice amongst councils
•	fosters a strong culture of collaborative support. 
Digital technology:
Technologies used by councils to deliver services and change the way that residents and staff interact with the council.

51.	Through the DO, councils are sharing their experience of using digital technology to improve service delivery. Some examples include:
•	The E-sgoil programme in Eilean Siar uses technology to allow pupils to access teachers, classes or resources from any school within the council or elsewhere in Scotland. Previously a lack of teachers restricted the range of subjects the council could offer. The programme has been offered to other schools and is being used by some other councils. Comhairle nan Eilean Siar is now considering whether it could raise income by extending the programme’s reach to other groups from outside the council area.
•	City of Edinburgh Council has been working with a private company on its tram systems, using artificial intelligence to identify potentially hazardous situations and ensure that they are avoided. 
•	Glasgow City Council used data to change its approach to tracking and allocating school clothing grants in Glasgow. It was able to identify those eligible for a grant by analysing data it had already collected. This allowed them to identify 5,000 families who were entitled to funding but had not previously claimed. 
There are specific challenges that councils need to recognise to successfully deliver digital transformation
52.	People increasingly expect to be able to access services online, and digital provides many options for transformation within a council. However, digital approaches will often be only part of the solution. In many cases, digital can improve services and make them more efficient, but more complex or unusual tasks may require other approaches. Digital transformation also has specific features that councils need to consider:
•	Not all service users will be able to access digital services. It is often the most vulnerable within society who have the greatest need for council services but who are least able to access them digitally. They include people living in poverty, the elderly, people living in remote rural locations, and people living with mental and physical disabilities. By enabling digital access to services for those who are able to use them, staff and funding can be redirected to provide other options, such as face to face or telephone contact, for those who struggle to engage through digital platforms or have more complex problems. 
•	Procurement of digital-enabled projects may be different to other things the council buys; so its existing arrangements may not be appropriate. Councils should understand that potential savings may not be immediately quantifiable, that investing for the future may be necessary, and that ‘agile’ management (where projects are broken down into small stages and adapted frequently), may be the best option. For this approach, councils need to invest in training staff and leaders.   
•	Digital projects can bring significant cultural change to councils. Those leading and managing change need to be sensitive to the potential for disruption in the working environment and for individuals in particular roles. Councils need to ensure that their workforce is included and informed at every stage of a digital change programme. 
•	Digital projects need to be led and staffed by officers with the right skills in the relevant areas. These skills can be difficult to find in the wider workforce and come at a high cost. The DO has been working with councils to develop these skills.
•	The failure of digital projects can open a council up to the risk of losing data or of data being accessed and exploited by external groups. The internal mishandling of data could also leave councils vulnerable to being penalised for General Data Protection Regulation non-compliance.
53.	Before embarking on digital transformation activity, councils should understand these challenges and the complexity of what they are trying to do. Our Principles for a digital future  briefing sets out five principles that should be considered when planning and delivering digital programmes. We will be carrying out an audit on digital progress in local government in 2020/21 which will consider councils’ digital activity in greater detail. 
Good progress has been made with medium-term financial planning 

54.	The Commission has previously commented on the importance of medium and long-term financial planning, particularly in the context of the increasing financial challenges and wider demands on services. 
55.	Funding settlements from the Scottish Government to councils continue to be provided on an annual basis. This makes it challenging for councils to plan and budget effectively for the medium term, given such a significant proportion of their income comes from Scottish Government funding.
56.	In 2018/19, councils reported a funding gap of £0.3 billion (two per cent of expenditure), £0.1 billion less than in 2017/18. Councils planned to address this through making savings, using reserves and increasing fees and charges. 
57.	The need to find and deliver savings is expected to continue. We emphasise the increasing importance of medium and long-term planning to manage these financial challenges and to make well-informed decisions which are aligned to council priorities. Medium-term financial planning has been adopted by almost all councils, but less than half have significant long-term plans. Of those councils with longer-term plans, only five consider the impact of population and demand change on their services. The Commission encourages all councils to continue to develop and refine their medium and long-term planning and the use of scenario planning to support both. 
Councils are under pressure to find different ways to increase income
All councils increased council tax by the maximum allowable three per cent in 2018/19 for the first time since the council tax freeze was lifted

Does your council link budgets to plans and outcomes and report on these?
Do you know what options your council is considering to maximise income? 
How is your council considering the impact that these changes might have on equalities?
If your council is considering generating commercial income, do you know how it plans to mitigate the risks?

58.	As revenue funding has fallen in real terms, council tax represents an increasingly large proportion of the total funding available to councils, from 16 per cent in 2013/14 to 18 per cent in 2018/19. In the 2017/18 budget, the Scottish Government announced the end of the nine-year council tax freeze, but capped the amount councils could increase it by to three per cent: 
•	In 2017/18, 24 councils increased their council tax, including 21 that increased rates by the maximum allowed.
•	In 2018/19, all councils increased council tax by three per cent.
In 2019/20, the Scottish Government increased the cap to 4.8 per cent in cash terms, or three per cent in real terms. Twelve councils decided to increase council tax by the full amount. Thirteen councils increased it by three percent and the other seven by between 3.9 and 4.5 per cent.
59.	In 2017/18, an estimated additional £110 million was raised through council tax reforms, these included a change to higher rate council tax bands and an end to council tax relief on second homes. 
Councils have looked for other ways to increase income
60.	We reported in our Local government in Scotland: Financial overview 2017/18  that there is variation in how councils approach increases to charges. Some councils are making increases to all charges, some are making significant increases to certain charges such as commercial waste and some are introducing new charges, for example for garden waste and public toilets.
61.	From information provided by auditors, we found that councils had increased 11 types of charges by more than inflation between 2016/17 and 2018/19. The highest increases were in relation to burials. The cost of a burial plot increased by an average of 20 per cent (22 councils responded) and the cost for burial services increased by 12 per cent (23 councils responded). 
62.	COSLA and some councils are seeking opportunities to raise local taxes. 
•	City of Edinburgh Council is the first council to propose a transient visitor levy or ‘tourist tax’ to raise funds to manage and promote tourism in their local area. In February 2019, the council approved plans for a £2 or two per cent per room per night charge which it expects will raise up to £14.6 million. It now requires legislation from the Scottish Government to implement the tax. The Scottish Government committed to a consultation on the tourist tax in January 2019. 
•	In the 2019/20 budget the Scottish Government agreed to support an amendment from the Scottish Green Party to the Transport (Scotland) Bill that would give powers to councils to introduce a workplace levy. This means employers would pay the council a tax for any car parking spaces they offered.  
Councils are considering development of commercial services, but risks need to be well managed
63.	As part of longer-term financial planning, councils are considering how they can develop approaches to generate commercial income, beyond local fees and charges for current services. If councils choose to do this they need to consider; whether they have the skills and staff numbers to deliver it, the impact it may have on the local economy, and how they will mitigate the risks of investing public money in the commercial market.
64.	Given that there has been more development of commercial arrangements in England, it is useful to consider the learning from this. Councils in England have experienced very significant reductions in funding (funding to local government has fallen by 49 per cent between 2010/11 and 2017/18) and have used several commercial approaches to support their finances in response. The NAO reported that between 2013/14 and 2016/17, there had been a 31 per cent increase in external interest payments and a 16 per cent increase in trading profits. Some councils have borrowed money to invest in property from which they then earn an income or profit. The UK Government reports that:
•	spending on trading services has increased from £323 million in 2014/15 to £2.9 billion in 2017/18
•	land and buildings acquisitions increased by 43 per cent in the last year to £4 billion in 2017/18.
65.	The Chartered Institute of Public Finance and Accountancy (CIPFA) is concerned by the level of borrowing by councils and is producing guidance for those considering this route; it has cautioned councils against:
•	becoming dependent on commercial income
•	taking out too much debt relative to their total spending
•	taking on debt to finance commercial investments, such as shopping malls or office blocks.
Good partnership working is critical if councils are to deliver priorities and improved outcomes for communities
Does your council consider sharing services in options appraisals and change programmes? 
Do you know if there are processes in place in your council to facilitate collaborative working on a local, regional or national basis?
Do you know how your council is ensuring the good governance and financial sustainability of its Integration Authority?
Do you know what your council is doing to ensure that it works with partners to be more open and realistic about changes needed? 

66.	The Commission has consistently highlighted the increasing importance of good partnership working in the Scottish public sector. Working well with local partners in the public, private and third sectors is becoming increasingly important as councils try to deliver more for less. Given the significance and the potential efficiencies, both financial and non-financial, that collaborative working in the public sector can achieve, this will continue to be an area the Commission will have an interest in over future years.
67.	Shared services are one potential approach to partnership working. Through our audit work, we have seen only a limited number of examples of councils sharing services. These include: 
•	East and South Ayrshire work together to deliver roads-related services through the Ayrshire Roads Alliance 
•	East and West Dunbartonshire share an IT data centre 
•	Renfrewshire, East Renfrewshire, Inverclyde and West Dunbartonshire are part of a joint emergency planning service.  
Although integration authorities have made some improvements they must overcome several significant barriers to speed up change and improve outcomes 
68.	The Public Bodies (Joint Working) (Scotland) Act 2014 (the Act) established 31 integration authorities (IAs) which are partnerships between NHS boards and councils. They are responsible for directing almost £9 billion for the delivery of adult health and social care, and in some council areas, for other services, such as children’s services. Our report Health and social care integration  and our Local government in Scotland: Financial overview , both published in November 2018, found that although progress has been made there are significant challenges to overcome (Exhibit 5). 
69.	Performance of IAs in terms of the outcomes experienced by patients is discussed further in Part 3 (paragraphs 114–118).
The Community Empowerment Act fundamentally changes the relationship between council and communities
Audit Scotland produced a briefing paper in April 2018 What is integration  
Does your council engage with communities on decisions about services, budget proposals and priorities?
Are you clear on what community empowerment involves what it means for your council?
What is your council doing to implement community empowerment arrangements at a local level?
Does the Local Outcome Improvement Plan focus on areas where the Community Planning Partnership can make the biggest impact?
Do you know what your council is doing to reach out to ‘seldom heard’ and disadvantaged groups? 

70.	Councils are committed to community empowerment and most are beginning to implement their arrangements at a local level. Effective use of community empowerment can contribute to change and transformation by generating ideas and by involving communities in the difficult decisions that need to be made about priorities and options. 
71.	Our work shows that some councils:
•	have well-established arrangements in place to empower communities (Case study 1)
•	are providing training to elected members and officers to enhance their knowledge of community empowerment 
•	are working to develop community capacity, including providing information and training to communities on how to deliver a service and support through the community asset transfer process. 
72.	While we have seen examples of good progress, some councils still need to do more to meet their obligations under the Act and ensure communities are empowered by building their capacity further. 
73.	The Act also places a duty on each Community Planning Partnership (CPP) to develop a local outcomes improvement plan (LOIP). LOIPs set out local outcomes that the CPP will prioritise for improvement. Audit Scotland, the Improvement Service and NHS Health Scotland conducted a review of LOIPs in 2018. We found that:
•	the scale and scope of LOIPs varies across Scotland, however progress is being made against the expectations of the Act and associated guidance
•	LOIPs need to be more focused on areas where the CPP can make the biggest impact
•	there are genuine attempts to enhance community engagement and participation 
•	there is a lack of clarity around how CPPs are reaching those who are under-represented in council decisions, or the most disadvantaged communities.
Councils are engaging with communities but there is less evidence of successful engagement with people from deprived areas
The Community Empowerment Act (Scotland) 2015 requires that councils ensure communities are actively involved in deciding how public services are planned and provided and seeks to empower community bodies through transferring ownership of land and buildings. 
As part of the Act, local authorities have statutory oversight of community councils and are required by statute to consult community councils about planning applications and licencing matters.
What is your council doing to ensure that one per cent of revenue budgets is allocated through participatory budgeting by 2020/21?

74.	Consultation with communities continues to take place mostly through citizens’ panels, residents’ surveys and council webpages. Our auditors reported that
26 councils involve communities in decisions about services, budget proposals and priorities and nine councils had either a dedicated team or staff member to support community engagement. Some examples of good practice include:
•	Argyll and Bute Council carries out an annual consultation exercise on its budget for the coming financial year. It collates and analyses responses and publicly reports the impact of residents’ feedback on decisions. 
•	East Lothian Council has established six local area partnerships to enable community engagement for the CPP. Each partnership is chaired by a member of the community and is made up of elected members, local bodies, interest groups and residents. Locality plans for each area partnership outline their priorities for improvement and help focus budgets around local priorities. 
75.	The Scottish Household Survey results suggest that councils are less successful in engaging with people from deprived areas. The percentage of all people surveyed who felt they could influence local decisions was 23 per cent
in both 2016 and 2017, whereas for people living in deprived areas the figure was 21 per cent in 2016 and 19 per cent in 2017. 
Although councils are responding to the requirements of the Act, they need to do more
76.	 Participatory budgeting is part of the Community Empowerment Act. It gives residents the opportunity to vote on how local money is spent and to have a say on issues important to them. Councils benefit from a better understanding of their residents' needs and communities feel more engaged and empowered. Dumfries and Galloway Council used its participatory budgeting exercise to focus on reducing inequality (Case study 2). Councils should also consider whether their approach to participatory budgeting is inclusive of a range of groups within their area, including disadvantaged and hard-to-reach groups, and the impact on improving outcomes.
77.	We are aware of 13 councils that have held participatory budgeting exercises; however, they remain small in scale. COSLA is supporting councils’ work towards the Scottish Government’s target of allocating one per cent of revenue budgets to participatory budgeting by 2020/21. For example, Dundee City Council held a participatory budgeting exercise in 2017/18 where 11,000 people voted on which priority projects should be allocated a share of £1.2 million (0.3 per cent of the council’s £343 million revenue funding). Communities, existing representative groups and elected members were involved in the selection of projects and the council held a community conference to shape ideas. Feedback on the exercise was positive and the council will use learning to shape future exercises. 
78.	The Accounts Commission has a continuing interest in community empowerment, and will consider the pace and level of progress in future Best Value work and performance audits. 
Workforce reductions have changed how councils are structured and the skills available, but the quality of workforce planning is inconsistent
79.	Councils spend a substantial part of their revenue budgets on their staff. They directly employ around 243,000 people, around 197,500 full-time equivalent (FTE) staff. This is 48 per cent of the public-sector workforce, meaning councils are the largest employer in the Scottish public sector. Reducing the workforce is one of the main ways councils have made savings. For example, in Dumfries and Galloway the council saved £60 million in the past five years partly through reducing its workforce by 11.3 per cent. Councils need to do more to ensure they understand in detail the profile and capacity of the management and workforce they currently have and need in the future. This is fundamental for being able to effectively respond to the challenging context and deliver effective change.
80.	The Scottish Government reports quarterly on total local government staff and every year on social workers and teacher numbers.
•	Between September 2017 and September 2018, there has been a small decrease, 0.2 per cent, in FTE staff numbers within councils. Since 2013, staff numbers have fallen by almost 5,000, a decrease of two per cent.
•	In the past five years there has been a 0.1 per cent reduction in social workers and a 1.6 per cent increase in teachers compared to a two per cent reduction for total council workforce. 
Therefore, teachers and social workers now make up an increasing proportion of council employees, 29 per cent in 2017 compared to 27 per cent in 2013.  
The quality of workforce planning varies across councils
What is your council doing to ensure that it has the right capacity, skills and leadership in its workforce?
What training does your council make available to officers and councillors to ensure they have the skills to deliver services in the future?

81.	The Commission believes that integrated workforce planning is essential for robust medium and long-term planning and effective transformation. This should include an analysis of what the council will need in the future, where the gaps lie and how to address them, either through training, recruitment, restructuring current resources, shared arrangements with other organisations, or procuring specialist skills. 
82.	Workforce planning is an area where progress is mixed across councils. Glasgow City, as an example, has a coordinated approach to workforce planning. Each service has a workforce plan which forecasts its requirements. Quarterly updates are collated centrally to identify gaps and surpluses which are then used to develop budgeting and resourcing plans including redeployment and retraining opportunities. However, there are other councils where it is not clear what the workforce will look like in terms of numbers and skills in the medium or long term.
Councils need to plan to ensure they have the staff, skills and leaders to deliver change, but there is no national data on workforce by service
Does the training you are offered meet your needs? If not, do you know who to speak to?
Does your council have an organisation-wide workforce plan? Does it contain information about the numbers, costs and skills of the actual and desired workforce?

83.	Effective leadership is fundamental to the successful implementation of change in a complex and changing policy landscape. Councils need to ensure they have the best possible political and management leadership. This means ensuring there is appropriate training and development to support both councillors and management. For senior management this also means building the best strategic team possible and ensuring there is enough capacity to lead change and wider responsibilities. The Commission considers that this means recruitment to chief executive posts should include open competition to secure the best possible pool of candidates. Unless there is a clear rationale, which should be articulated in public council papers, key senior management positions, such as director and head of service level posts, should also be advertised externally.   
84.	There is a lack of national data on workforce by service. This makes it difficult to be able to determine what is needed in terms of skills or training for staff across Scotland, how services have been affected by the overall reduction in workforce and to inform benchmarking and sharing good practice. Other available data indicates reductions in some services, for example:
•	The Royal Institute of Town Planners report a 23 per cent reduction in the planning workforce in Scotland from 2009 to 2016.
•	The Society of Chief Officers of Environmental Health in Scotland report that the number of professionally and technically qualified environmental health staff has decreased by 12 per cent from 2016 to 2018.
•	The number of librarians has fallen by 22 per cent and the number of library staff by seven per cent between 2014 and 2018.
85.	Councils continue to report staff shortages in key service areas:
•	Two-thirds of councils reported a shortfall in mental health officers, the additional hours needed per week to make up this shortfall is equivalent to 41 full-time officers.
•	Care Inspectorate reports for Eilean Siar and Renfrewshire observed the continued difficulties in recruitment and retention of social care workers and the impact this has on services. 
86.	The UK’s withdrawal from the EU could exacerbate problems of staff shortages as it could result in a loss of non-UK EU nationals from the workforce or difficulty recruiting from Europe. The Scottish Government estimates that there are 9,830 non-UK EU nationals working in social care in Scotland, 5.6 per cent of the workforce.
87.	Councils are competing with other organisations for the same skills, for example digital, project management, planning and engineering expertise. Difficulties with recruitment and retention are compounded by an ageing workforce within councils and with a smaller working age population to recruit from. Also, many of the reductions in the workforce are from those approaching retirement, meaning that their skills and experience are lost to the organisation. For example, in Dumfries and Galloway Council 44 per cent of staff are over
50 years old. 
88.	Councils need to ensure there is sufficient training for their staff to allow them to respond to the changing and more pressured environment. There is no national data on skills training programmes; however, in our BVAR reports we have highlighted how some councils have approached this: 
•	In West Dunbartonshire Council, staff have a skills passport which sets out mandatory learning for staff at various career milestones. This allows them to plan for their ongoing development and encourages continuous learning. 
•	Dumfries and Galloway Council’s 'Grow your Own' scheme retrains staff in areas where there are recruitment issues. As a result, it has been successful in filling teacher vacancies.
Councils should consider the impact of change on their staff
Do you know how your council is ensuring changes to staff numbers and working practices do not have a negative impact on morale and wellbeing?

89.	Savings programmes and staff reductions mean some uncertainty for council staff. Unless managed well, this could have an impact on the morale of the workforce and individual staff’s wellbeing. Surveys carried out by Unison found that in 2018: 
•	75 per cent of Environmental Health and 70 per cent of Trading Standards employees interviewed reported that morale in their organisation was low
•	90 per cent and 78 per cent respectively said that workload was higher than five years ago. 
90.	Councils should be aware of the impact savings programmes are having on their workforce and put measures in place to address any issues. Many councils do this through staff surveys. Common findings from staff surveys indicated people not feeling valued for what they do, not being asked for their views on change and feeling that working for the council had worsened in recent years due to workload. 
91.	The average number of sickness days for non-teaching staff has increased from 10.9 days in 2016/17 to 11.4 days in 2017/18. There is significant variation among councils, from an average of 16.8 days in Clackmannanshire to 8.4 days in East Ayrshire. For teachers, the average number of sickness days has fallen slightly from 6.1 days in 2016/17 to 5.9 days in 2017/18, varying from 9.1 days in Clackmannanshire to 4.2 days in East Ayrshire.
92.	We have calculated in previous reports that if councils reduced sickness absence they could improve their productivity. If councils with higher rates of sickness absence levels reduced these in line with the top eight performing councils, they would gain the equivalent of 619 non-teaching staff across Scotland, and 248 teaching staff.

Part 3
Council performance and the impact on communities
Councils understand the challenges facing their communities, but resources need to be better linked to their vision and priorities

Does your council clearly link its budget setting to its strategic priorities and plans?
Are you assured that performance reporting by your council is accurate and accessible?
Can your council demonstrate progress in delivering its key outcome priorities?


93.	Our audit work shows that councils continue to clearly set out their strategic priorities and plans. Councils understand the local context of their communities and have a strategic focus on improving social inequality, particularly in areas of high deprivation. 
94.	Over half of councils clearly link their budget setting to their strategic priorities or plans. This should be evident in all councils. More also needs to be done to demonstrate how spending is linked to outcomes and performance. A positive example that contributes to clearer links is evident at North Ayrshire Council. Officers include information on what outcomes could be achieved for each level of investment when presenting strategic investment options. This allows councillors to consider whether the impact on the council’s priorities would be significant enough to warrant the investment. 
Councils are focused on performance management and improvement
95.	Our Best Value assurance reports to date indicate councils have improved their approaches to managing performance and improvement. Good performance management should link to the council’s strategic priorities and be able to demonstrate a link between spend and outcomes. 
96.	A good council is self-aware, understands its own performance and uses
that to make improvements. Our auditors reported evidence of self-evaluation in 14 councils in their 2017/18 Annual Audit Reports. For example, North Lanarkshire Council reviewed its position against the Best Value characteristics and the recommendations in previous Best Value assurance reports to help develop its rolling programme of reviews. Many councils have structured self-evaluation programmes. These can include corporate level and service level assessment tools, for example in West Lothian Council all services complete a bespoke assessment model and attend an officer-led scrutiny panel once in a three-year cycle to provide challenge to the service and promote improvement. 
Councils need to show they are delivering against their high-level outcomes 
97.	As part of setting its 2018 Statutory Performance Information Direction  , the Commission reviewed performance information available on council websites. It found that:
•	Auditors in 20 councils concluded that performance information was satisfactory. 
•	90 per cent of councils published an annual performance report and 80 per cent published service level performance information. 
•	There are large amounts of performance information online, however websites could be easier to navigate, and the information was sometimes out of date. Councils may also want to consider whether having fewer, but better focused, performance indicators would allow them to demonstrate performance against their key priorities more clearly and effectively to the public.
•	While 90 per cent of councils report performance against their priorities, few outlined progress against outcomes.
98.	It is important that councils clearly report their performance to local citizens and the community. Good performance reporting includes clearly stating how performance and spend are linked to the council’s priorities; local indicators which demonstrate quality of service; public satisfaction levels; and an overall assessment of the council’s performance against outcomes.
Most national indicators have improved or been maintained but performance varies between councils.
Does your council make use of LGBF data to consider where and how it might make improvements to service delivery?
Have you considered what lessons your council can learn from other councils who are delivering services well?

Despite funding reductions, councils have maintained performance against several national indicators 
99.	The National Performance Framework measures progress across 81 indicators, although some of these are still in development and some do not have the data to allow trend analysis. We have selected 16 of the available indicators, these show that many outcomes have improved across Scotland in the last five years (Exhibit 6). However, there has been less progress with health  outcomes. 
100.	Many of the NPF indicators are not available at a local level but the Improvement Service has developed a Community Planning Outcomes Profile (CPOP) tool which tracks performance against a set of identified measures at a CPP level. There is a helpful interactive tool on the Improvement Service website  which allows communities and councils to drill into the data and to compare performance between CPPs, councils and over time. Analysis of the CPOP data shows that the majority of outcome measures have improved over the last five years. 
101.	There are limitations with the availability of both the NPF and CPOP data. Better data would allow councils to understand differences in demand and performance, report how well they are delivering against their outcomes and enable more informed decisions. 
Since 2010/11 performance against most Local Government Benchmarking Framework indicators has been maintained or improved 
102.	The Local Government Benchmarking Framework (LGBF) is produced by the Improvement Service in partnership with councils. Since 2010/11 it has produced comparative performance information for councils to help them improve. The LGBF contains over 70 indicators covering a broad range of service areas. In previous years and in our BVARs we report on a sample of eight measures to give an indication of council performance. Over the past seven years performance for these indicators has improved slightly or remained stable (Exhibit 7). This year, the LGBF reports that across all indicators there is some evidence that performance improvement is slowing down for the first time since 2010/11.
103.	We have also analysed council spending against indicators to see the impact that funding reductions have had on performance at a national level. This shows that since 2010/11 most services have been maintained or improved despite reducing budgets (Exhibit 8). However, in the past year the data shows that some services are beginning to spend more or have had a decline in performance, for example, the number of library visits has fallen by eight per cent. 
Performance variation is expected as councils have different local priorities, but it can also provide opportunities for identifying efficiencies. 
104.	The Accounts Commission is clear that ‘It is for councils to make choices in where they focus their improvement work, but they need to be able to show how they have arrived at such choices’. As such performance against the indicators will vary depending on both local factors and policy decisions. 
105.	Councils should use the LGBF and other benchmarking tools to understand where councils with similar circumstances are performing better or spending less to provide the same service. Exhibit 9 shows that there is a wide variation in both performance and unit costs between councils. There could be several reasons behind this, but it provides an opportunity to share learning and experiences to improve services.
•	The percentage of unemployed people helped into work through a council operated or funded employability programme ranged from two per cent in Argyll and Bute to 30 per cent in Renfrewshire. We calculated that if all councils could increase their number to the Scottish average of 14 per cent, an additional 3,500 people would have been helped into employment in 2017/18. 
•	The cost of council tax collection is significantly higher in the island councils; it costs £27 per property to collect council tax in Eilean Siar and £17 per property in Orkney Island compared to the Scottish average of £7. Clackmannanshire and Fife councils spend less than £3 per premise to collect council tax. We calculated that if the 16 mainland councils who spend more than the Scottish average reduced costs to that level they would save £1.7 million and if the Eilean Siar and Orkney reduced their costs to those of Shetland Islands, they would save £209,000 and £46,000 respectively. 
Education performance has improved since 2011, but progress slowed in 2017/18 and the attainment gap between the most and least deprived pupils has widened in the last year 
Average Tariff Score
Is an overall measure of secondary attainment, taking account of all qualifications a pupil earns from age 14 until leaving school.
Tariff scores strongly reflect the total number of subjects studied which may not reflect curriculum decisions taken by the council.

106.	Education is the largest area of council spend, and the focus of considerable national policy attention. In 2017/18, councils spent £3.9 billion on schools, and a further £0.4 billion on pre-schools. This is a one per cent and three per cent respective real terms increase on the previous year. Spending on schools has reduced by two per cent since 2011/12, but has been increasing since 2015/16, when the Scottish Government introduced its Scottish Attainment Challenge. 
107.	Nationally pupil attainment has been improving. Across Scotland, there has been a 16 per cent improvement in average tariff score since 2011/12. However, 2017/18 data shows that:
•	For the first time there has been no change in the percentage of pupils gaining five or more awards at level 6 and the proportion of pupils gaining five or more awards at level 5 has increased at a slower rate than previous years. 
•	The gap between average tariff scores of the most deprived pupils and the least deprived pupils increased from 2016/17 to 2017/18. In 2017/18, pupils from the most deprived areas saw a 1.1 per cent reduction in their tariff scores while those in the least deprived saw a 0.9 per cent increase. This increased the gap between the most and least deprived by three per cent since 2016/17.
108.	Performance in exams is not the only way to measure attainment. The LGBF also reports on the percentage of 16 to 19 year-olds in work, training or learning which has increased year on year since first measured in 2015/16. 
Some councils have done well to improve attainment
109.	We reported last year that there is variation in education performance that cannot be explained by deprivation. This is still the case. This year we have considered how councils’ performance has changed since 2011/12. All councils have improved their performance despite a reduction in spend. But some councils have improved considerably faster than others and the gap between the best and worst performing council has widened (Exhibit 10):
•	Falkirk Council’s attainment has improved by 34 per cent since 2011/12. It is now in the top quartile for attainment, whereas in 2011/12 it was in the bottom quartile.
•	Glasgow City Council has seen a 29 per cent improvement in their tariff scores although it remains in the bottom quartile. 
•	Dundee City Council has seen only a one per cent improvement in its tariff scores since 2011/12. It had a ten per cent drop in tariff score in 2016/17 which affected the overall trend. It has been in the bottom quartile since 2011/12. 
110.	The reasons behind why Glasgow and Falkirk have seen big improvements in attainment and Dundee has not, cannot be explained simply by the amount spent on education nor levels of deprivation:
•	Dundee City Council spends more than the Scottish average per secondary pupil while Falkirk and Glasgow spend less. 
•	Both Dundee and Glasgow City councils have reduced their spend per secondary pupil by five per cent since 2011/12, a bigger reduction than the Scottish average of one per cent. Falkirk Council has reduced spend per pupil by one per cent. 
•	All three councils have high levels of children living in families with limited resources compared to the Scottish average of 20 per cent. Dundee City and Falkirk have similar levels, 26 per cent and 27 per cent respectively. Forty-one per cent of children in Glasgow live in families with limited resources.,  
•	Dundee City Council reports that the drop in tariff scores in 2017/18 is due primarily to a higher than usual number of children leaving school at S4 in 2015/16.
111.	This variation provides an opportunity for councils such as Glasgow and Falkirk to share what has helped them make these improvements. Our Best Value work, engagement with scrutiny partners and 2014 report on School education  suggest that the leadership and culture of the organisations have a part to play:
•	We highlighted in our 2015 Best Value report on Falkirk Council  that it had good performance management arrangements and a strong improvement culture embedded in its education department.
•	Our Best Value Assurance Report: Glasgow City Council  reported that targeted actions have helped improve attainment through the Glasgow Improvement Challenge. The Care Inspectorate and Education Scotland’s 2017 inspection of young people’s services in Glasgow found that 'strong leadership is driving an ambitious vision to improve life chances for all children and young people in Glasgow'.
•	During engagement with scrutiny partners for Dundee City Council, Education Scotland highlighted that the council will need to move from incremental to transformational change to improve attainment. In its 2018 inspection of Dundee’s Attainment Challenge progress, Education Scotland found that strong leadership and higher aspirations are beginning to improve the pace of change. It also highlighted strong use of data and collaboration with Dundee University to help understand the pupils' needs and improve attainment. 
112.	In February 2019, Education Scotland rated Renfrewshire Council excellent in its inspection of the Scottish Attainment Challenge. It found that highly effective leadership and governance and evidence-based interventions had led to significant year-on-year improvements in closing the gap between attainment of the most and least deprived pupils.  
113.	We will be carrying out an audit on educational outcomes in 2019/20 which will consider the reasons for variation in attainment.
There is evidence that spending reductions and increasing demand are impacting on some services
Do you know the impact of spending reductions on the services your council provides?
How is your council adjusting to meet changing demands for care services?
How is this reflected in the performance data?
Do you know what your council is doing to understand how satisfaction with different services is changing?

Social care services continue to struggle to meet demand
114.	Adult social care remains one of the largest areas of spend for councils and the demand for services will continue to increase as the population ages. Older people in need of support are either cared for in their home by visiting care workers or in a residential care home. This care is given by a range of different providers. In 2017:
•	Most care home residents were cared for by the private sector, 80 per cent, while the NHS and councils cared for 11 per cent of residents and the third sector nine per cent.  
•	The private sector also provided most homecare hours, 42 per cent, councils provided 41 per cent, the third sector six per cent and a mixture of providers 11 per cent.
115.	We continue to see signs that services are struggling to meet the demand for care. We reported in December 2018, that there has not yet been enough progress to address the scale of challenges with social work in Scotland and there are some outstanding areas where action is needed. In 2017/18, the number of hours of personal care at home is at the highest level since 2010/11. Between 2016/17 and 2017/18, councils have spent more on both home care and residential care, this has increased at a faster rate than the people who are cared for. This is in part due to those receiving care having increasing levels of need, as well as the payment of the living wage and overnight allowances to social care workers. 
•	Total spending on homecare has increased by 3.1 per cent despite only a 0.1 per cent increase in the number of hours of homecare. 
•	Net spending on residential care homes increased by 1.2 per cent despite a 0.6 per cent reduction in the number of residents.
116.	Both satisfaction indicators in the LGBF data show a substantial drop in satisfaction with social care services. Eighty per cent of adults who receive care are satisfied with it and feel it improves or maintains their quality of life. This is down from 84 and 85 per cent respectively and is the lowest since it was first recorded in 2014/15. 
117.	We reported last year that local inspections raised concerns about the ability of the City of Edinburgh and Scottish Borders councils to meet the demand from older people and the quality of care provided. A progress review of the City of Edinburgh Council’s services for older people found that limited progress had been made towards improving the outcomes for many older people. They and their carers were unable to get help even when their needs were critical, and often had to wait lengthy periods for the care they needed. In April 2018, there were 1,500 people in the community waiting for an assessment, waiting an average of 50 days. 
118.	The Care Inspectorate has also carried out follow-up inspections of Eilean Siar and Aberdeen City Councils and a full inspection of Renfrewshire Council’s adult services. It found that progress has been made but observed issues around staff recruitment and retention in Eilean Siar and Renfrewshire and the capacity of care services in Aberdeen.
Public satisfaction is falling
119.	The Scottish Household Survey reported that in 2017 public satisfaction has fallen for another year:
•	52 per cent of adults were satisfied with three public services – local health, schools and transport. This is the lowest since first measured in 2007 (57 per cent) and a reduction of four per cent since 2016.
•	Satisfaction amongst schools had dropped from 79 per cent in 2007 to 70 per cent in 2017.
•	Satisfaction with service users was higher than the whole population, people who had children at local schools reported 87 per cent satisfaction.
120.	Less than half of councils have published a residents' or citizens' survey between 2016 and 2018. Of these, five reported a reduction in satisfaction levels compared to previous years. In their surveys many councils asked satisfaction questions about specific services or aspects of service delivery. The most frequent service-specific surveys were in relation to social care, schools and education, housing, building standards and planning, children and families services and school meals. Overall, the picture varies significantly with both increases and decreases in satisfaction levels being reported for the same service across the country. 
Some councils are not meeting their statutory duties in terms of homelessness. 
Is your council meeting its statutory duty to provide temporary and settled accommodation to households assessed as homeless?

121.	The number of homeless applications increased for the first time in nine years in 2017/18, from 34,570 households in 2016/17 to 34,972 households in 2017/18. Councils have a statutory duty to provide temporary and settled accommodation to households assessed as homeless. However, some councils have been unable to meet this obligation.
•	The Scottish Housing Regulator reported in March 2018 that Glasgow City Council had failed to offer temporary or emergency accommodation to 40 per cent of the 5,377 applications it had for assistance in 2016/17. It had also provided settled accommodation to just over half of the households it had a duty to provide to. 
•	The Local Government and Communities Committee took evidence from the Legal Services Agency who reported up to ten cases a week where households had approached them for legal help with councils who had been unable to offer temporary accommodation.
122.	When providing accommodation, councils must ensure that households with children or a pregnant woman do not stay in unsuitable accommodation for more than seven days. In 2017/18, there were 400 cases where the household stayed longer than this time, 280 of these were in Edinburgh, 65 in West Lothian and 20 in East Dunbartonshire. 
123.	Councils use temporary accommodation when a permanent home is not immediately available. Temporary accommodation is more expensive for councils to provide, impacts on existing housing stock and is not the best place for people to stay long term. However, there has been an increase in the use of temporary accommodation in recent years. In 2017/18:
•	there were 10,933 households in temporary accommodation, one per cent more than in 2016/17 and 6,615 children, nine per cent more than 2016/17
•	the average time spent in temporary accommodation is 204 days for families and 161 for households without children
•	over 13 per cent of households in temporary accommodation spent more than a year there. In Shetland, the average time spent in temporary accommodation was over a year.
124.	Homelessness is a complex problem that is often the symptom of a range of different challenges. Shelter believes that the increase in homeless applications is due to the impact of welfare reform, a lack of affordable housing, an increase in people with complex needs who do not receive the support they need, and insufficient and inconsistent prevention work. The Scottish Government has an objective to end homelessness, this will require a multi-agency approach. We will be reporting further on affordable housing in 2019/20 and will consider homelessness as part of the scope of this audit. 
Endnotes
1.		Local Government Finance Circulars are letters from the Scottish Government to councils. We use the letters which set out the annual funding settlement. All circulars can be found on the Scottish Government’s website:
https://www.gov.scot/publications/local-government-finance-circulars-index/. 
2.		Local Government Finance Statistics are annual statistics on council spend from returns from councils. We have not audited the information in them. They can be found on the Scottish Government’s website:
https://www2.gov.scot/Topics/Statistics/Browse/Local-Government-Finance/PubScottishLGFStats.
3.		Provisional outturn and budget estimates contain initial outturn and budget information provided by councils. We have not audited the information in them. They can be found on the Scottish Government’s website:
https://www2.gov.scot/Topics/Statistics/Browse/Local-Government-Finance/POBEStats.
4.		The LGBF is published by the Improvement Service and contains over 70 cost and performance indicators for local government. It can be found here: http://www.improvementservice.org.uk/benchmarking/explore-the-data.html.
5.		National Performance Framework indicators are used to measure progress against the NPF. They can be found here https://nationalperformance.gov.scot/measuring-progress/national-indicator-performance.
6.		Scotland's Fiscal Outlook, Scottish Government, May 2018.	
7.		The 2018 National Performance Framework is set out at: https://nationalperformance.gov.scot/ 
8.		Local government in Scotland: Financial overview 2017/18 , Audit Scotland, November 2018.
9.		Scotland’s new financial powers briefing paper , Audit Scotland, October 2018.
10.	  Projected cost pressures for Scottish local government, Improvement Service, 2018.

11.	Securing the future of health and social care to the 2030s, Institute of Fiscal Studies, May 2018.
12.	Health and Social care medium term financial framework, Scottish Government, October 2018.
13.	Poverty and inequality in Scotland: 2014-2017, Scottish Government, March 2018.
14.	Poverty in Scotland 2018, Joseph Rowntree Foundation.
15.	Citizens Advice, Disconnected, 2018.
16.	UK Poverty 2018, Joseph Rowntree Foundation.
17.	Rolling out Universal Credit, Comptroller and Auditor General, HC 1123, June 2018.
18.	Homelessness in Scotland 2017-18, Scottish Government.
19.	City of Edinburgh, Council papers, 7 February 2019.
20.	Financial sustainability of local authorities 2018, Comptroller and Auditor General, HC 834, March 2018.
21.	Ibid.
22.	Local Authority Capital Expenditure and Receipts, England: 2017-18 Final Outturn, Ministry of Housing, Communities and Local Government. 
23.	Statement from Rob Whiteman and Richard Paver on borrowing to invest, CIPFA, October 2018.
24.	Workforce strategy and metrics update 2018, Dumfries and Galloway Council, November 2018.
25.	These figures do not include staff who are employed by arm's-length external organisations.
26.	Royal Institute of Town Planners written submission to Local Government and Communities Committee, 2018. 
27.	Data provided by Society of Chief Officers of Environmental Health, 2019.
28.	Public library statistics, CIPFA, 2014 and 2017/18.
29.	Social work in Scotland - Impact report , Account Commission, December 2018.
30.	Tipping point, Unison, November 2018 and Trading safety, Unison, May 2018. Both are reports on surveys carried out by UNISON of their members. For environmental health workers, members from 21 councils responded, for trading standards members from 29 councils. The overall number of respondents is not stated.
31.	The full range of indicators includes unit cost and public satisfaction. These are available on the improvement services website: www.improvementservice.org.uk/benchmarking. 
32.	National benchmarking overview report 2017-18, LGBF, 2019.
33.	Accounts Commission Strategy and annual action plan 2018-23 , Accounts Commission, June 2018.
34.	LGBF included educational attainment information for the first time in 2011/12.
35.	As leaver information is not available when the LGBF publishes its data, the LGBF uses data based on the year pupils are expected to leave school rather than the actual year they left. This means there are some small differences between it and data published by the Scottish Government later in the year.
36.	Children in families with limited resources across Scotland 2014-2016, The Scottish Government.
37.	The Scottish Government, through its Attainment Challenge provides additional funding to the councils it defined as having the highest concentration of deprivation. Glasgow and Dundee are challenge authorities. The other authorities are Clackmannanshire, East Ayrshire, Inverclyde, North Ayrshire, North Lanarkshire, Renfrewshire and West Dunbartonshire. 
38.	Joint inspection of services for children and young people in Glasgow, May 2017.
39.	Dundee City Council Local Scrutiny Plan 2018/19 , Audit Scotland, April 2018.
40.	How well is Dundee City Council improving learning, raising attainment and closing the poverty-related attainment gap? Education Scotland, June 2018.
41.	Care home census for adults in Scotland, 2018, NHS Scotland.
42.	Social Care Services, Scotland, 2017, Scottish Government. 
43.	Scottish Housing Regulator, March 2018.
44.	Local government and communities committee, Report on homelessness, February 2018.
45.	Briefing for Scottish Government debate on ending homelessness together, Shelter, November 2018.
 

