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The Accounts Commission

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

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

Our work includes:

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

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

carrying out national performance audits to help councils improve
their services

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

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

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



http://www.audit-scotland.gov.uk/about/ac/
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Background

Who is this report for?
1. This report is for:

e Councillors — who are responsible for setting strategic direction, taking
policy decisions and scrutinising performance. Part 1 (page 9) focuses
on the crucial role that councillors have in ensuring that a wide range of
options are considered when deciding what services their council should
provide and how they are delivered. Councillors also have a leadership
role in the options appraisal process itself. Councillors must have the
information and support they need to enable them to do this. Appendix 2
(page 31) offers a set of prompt questions which councillors should use
to critically appraise arrangements in their council.

e Chief executives and corporate management teams — who are
responsible for delivering the council’s objectives and ensuring that
councillors receive the information they need to make informed decisions.

e Managers — who are responsible for managing a robust options
appraisal process.

2. Part 2 (page 15) is of a more technical nature. Both councillors and
managers are encouraged to read it, but its principal target is practitioners
engaged in the preparation, implementation and review of options appraisals.

3. We want this report to stimulate discussion among councillors and managers
and to support change and improvement. This is critical given the current financial
climate and the need to challenge existing ways of doing things. The report
supports councillors and officers by signposting sources of information and
guidance. We have also included checklists that we hope councillors and officers
will find helpful.

4. This report covers:
e The leadership role that councillors have in the options appraisal process.

e |dentifying the main options for delivering services and critically
assessing them.

e |mplementing the decision and monitoring performance.

e Managing an options appraisal process.



What do auditors say? m

These boxes appear throughout this report. They have been drawn from
Accounts Commission and Audit Scotland audit reports.

Want to know more?

There is a wide range of guidance material available on options appraisal.
We reference this material in the report where appropriate.

About our ‘how councils work’ series

5. The Accounts Commission seeks to support developments in Best Value and
how to manage resources such as people and finance. We recognise these as
two components vital to successfully delivering council services.

6. Our ‘how councils work’ series of reports aims to stimulate change and
improve performance. We select topics based on the recurring themes and
issues from our Best Value audit work, the work of local auditors and our annual
overview report.

7. This is the seventh report in the series. Previous reports have examined:

e The roles, responsibilities and working relationships of councillors
and council officers in achieving best value (PDF) [x ] (August 2010).

e The relationships between councils and their ALEOs (arm’s-length
external organisations) (PDF) ] (June 2011).

e The importance of good-quality cost information in policy decision-
making and scrutinising performance (PDF) (May 2012).

e The importance of effective performance-management systems
(PDF) [ ] (October 2012).

e Good practice guide for councils in managing major capital
investment (PDF) [ ] (March 2013).

e Charging for services (PDF) [=] (October 2013).

8. All reports are available on Audit Scotland’s website,
www.audit-scotland.gov.uk [ ].
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http://www.audit-scotland.gov.uk/docs/best_value/2010/bvrm_100826_councillors_officers.pdf
http://www.audit-scotland.gov.uk/docs/best_value/2010/bvrm_100826_councillors_officers.pdf
http://www.audit-scotland.gov.uk/docs/local/2011/nr_110616_aleos.pdf
http://www.audit-scotland.gov.uk/docs/local/2011/nr_110616_aleos.pdf
http://www.audit-scotland.gov.uk/docs/local/2012/nr_120510_hcw_costs.pdf
http://www.audit-scotland.gov.uk/docs/local/2012/nr_120510_hcw_costs.pdf
http://www.audit-scotland.gov.uk/docs/local/2012/nr_121004_hcw_performance.pdf
http://www.audit-scotland.gov.uk/docs/local/2012/nr_121004_hcw_performance.pdf
http://www.audit-scotland.gov.uk/docs/local/2013/nr_130314_major_capital_investment_guide.pdf
http://www.audit-scotland.gov.uk/docs/local/2013/nr_130314_major_capital_investment_guide.pdf
http://www.audit-scotland.gov.uk/docs/local/2013/nr_131031_hcw_charging_services.pdf
http://www.audit-scotland.gov.uk/
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9. This report highlights the importance of councils using rigorous options
appraisals to:

e deliver efficient and effective services to local communities

® show they are achieving Best Value.
10. We have worked with the Improvement Service in developing this report and
we are grateful for their contribution. VWe also shared the draft report with some
councillors from a number of councils and thank them for their comments.
11. This report is intended as the first of two reports on options appraisal. A

follow-up report will consider existing practice in councils on how they undertake
options appraisals.
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Key messages

1 There are many challenges facing councils, the most pressing being
the need to manage financial pressures and the increasing demands
on services. The Accounts Commission report Responding to
challenges and change: An overview of local government in Scotland
2013 (PDF) [x] highlighted that demand and resource pressures
continue to build for councils. One of our key recommendations was
that councils should ‘ensure rigorous and challenging appraisal of
options for delivering services.’

2 Everything a council does has its roots in legislation. Some services
are more prescribed in legislation than others, for example the
collection of council tax and business rates. For other services,
councils have a lot of discretion on the level of service provided. Even
for those services where there is some prescription, it is relatively
limited and councils retain substantial discretion on how services are
delivered and by whom.

3 Councils need to consider a wide range of options when considering
what services to provide and how to deliver them. They must assure
themselves that the services they are providing are value for money,
efficient and effective and demonstrate Best Value through continuous
improvement. They can do this by critically assessing the current
arrangements and by looking at how services are provided by other
councils and other organisations.

4 Councillors and officers need to be open to considering a broad range
of options for delivering services. This might involve providing services
in a different way, or even not providing some services at all. These
are difficult decisions to make as they affect residents and customers,
partner organisations and council staff. A robust options appraisal
helps councils make these important decisions and provides assurance
that all the relevant issues, including quality, cost and risk have been
considered. It also helps to ensure that decisions are transparent and
based on solid information.

5 It is vital that councils clearly define the objectives of any options
appraisal process. This might be about providing services in a different
way to better meet the needs of residents, it might be about making
existing services more effective or it may be about making savings to
provide resources for other higher-priority areas. When deciding on the
objectives, a council needs to ensure that the possible outcomes of any
options appraisal are consistent with its strategic policy objectives.


http://www.audit-scotland.gov.uk/docs/local/2013/nr_130328_local_authority_overview.pdf
http://www.audit-scotland.gov.uk/docs/local/2013/nr_130328_local_authority_overview.pdf
http://www.audit-scotland.gov.uk/docs/local/2013/nr_130328_local_authority_overview.pdf
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6 As with any process, options appraisal needs to be resourced properly
to ensure that it works well. This involves devoting the appropriate
time, money, skills and experience to ensure that sound decisions are
made. The process needs to be proportionate to the significance of the
decision to be made.
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Part 1

Councillors have a crucial role
in options appraisal

Why is options appraisal important?

12. The Local Government (Scotland) Act 2003 introduced the statutory duty
of Best Value in local government. The duty of Best Value requires councils to
deliver continuous improvement. The public are entitled to services which are
efficient, effective and represent the best possible value for money.

13. Councillors have to make difficult decisions about where to focus the
council's resources. In the current financial climate it is even more important that
councillors are confident that the council is providing the right services in the right
way. They can do this by critically assessing the current arrangements and by
looking at how services are provided by other councils and other organisations.
They should then consider a wide range of options for delivering services and
assess the relative merits of the options. A robust options appraisal process helps
provide assurance to councillors and the public that these decisions are being
made on a sound basis and by considering all of the relevant information. am |

14. In addition to the widely accepted benefits of robust options appraisal process ConS|der|ng
there are also significant consequences of not conducting a proper appraisal: a|| of the

e Services may not be as efficient and effective as they could be. OptIOI"IS O_n
how services
might be

* Resources may not be directed to priority areas, such as preventative delivered?
expenditure, and the council’s strategic objectives may not be achieved.

e Services may not be achieving value for money.

e The council may face criticism from residents and customers.

e The council may face criticism from the Accounts Commission, auditors
and other scrutiny agencies.

e The council will not be able to demonstrate that it is achieving Best Value.
What is options appraisal?

15. An options appraisal is all about making well-informed decisions. The Best Value
— Making Choices, Volume One: A Manager's Guide to the Strategic Framework
for Best Value, Procurement and Competitiveness published by the Scottish
Government in 2001 noted that, as with any decision-making tool, options appraisal
provides support to the process, it does not provide the answers. The value of
decision-making tools is that they take people through the process stage by stage,
and they assist in making sure that everything relevant is taken into account.



10|

16. The basic stages of an options appraisal process (Exhibit 1) were set out in
our report Arm’s-length external organisations (ALEOs): are you getting it
right? (PDF) [ ] published in 2011.

Exhibit 1
Basic stages of an options appraisal process

Define objectives
Gather
information

Develop the
options

Filtering

Assess and analyse
the options

Select preferred
option

Implement option

Monitoring
performance and
delivery of objectives

Source: Capital Planning and Option Appraisal - A Best Practice Guide for Councils, CIPFA Local
Government Directors of Finance, October 2006, adapted by Audit Scotland

17. We have developed this further to highlight the role of councillors, the key
reporting stages and the importance of consultation with stakeholders. This more
detailed process map is shown in Exhibit 2 (page 16).


http://www.audit-scotland.gov.uk/docs/local/2011/nr_110616_aleos.pdf
http://www.audit-scotland.gov.uk/docs/local/2011/nr_110616_aleos.pdf
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18. There is a wide range of possible outcomes from an options appraisal
process. These include:

e delivering services in partnership (with other councils, with other public or
voluntary organisations or with the private sector)

e setting-up an arm's-length organisation like a charitable trust

e outsourcing services to a private sector supplier

e retaining services in-house

e setting-up an employee-owned cooperative or mutual company

e deciding not to deliver a service at all.
19. In 2011, the National Audit Office published Options Appraisal: Making
informed decisions in government. The report found that the quality of options
appraisal varied within and between departments across government. It is
reasonable to assume that this is also the case in the public sector in Scotland.
What role does a councillor play in options appraisal?
20. Councillors have a crucial role in options appraisal. The Accounts Commission
report Responding to challenges and change: An overview of local government

in Scotland 2013 (PDF) [ ] recommended that councillors need to ensure rigorous
and challenging appraisal of options is undertaken for delivering services.

What do auditors say? m

Councillors need to oversee options appraisals that involve potential major
shifts in how services are provided. They have a key role, for example in
agreeing the broad objectives of the options appraisal, in the appraisal process
itself or in scrutinising the process and emerging proposals.

Source: Arm’s-length external organisations (ALEOs): are you getting it right? (PDF)

Accounts Commission, June 2011

21. Councils that involve councillors in determining the need for an options
appraisal to be carried out have often been more successful in obtaining a

good outcome. At the outset, councillors should consider the significance of
the options being considered and assure themselves that the options appraisal
process being used to help them make the decision is robust and proportionate.

22. Councillors have an important role in ensuring strong corporate ownership

of options appraisal. Councillors need to be involved in agreeing the framework,

in effect they are agreeing ‘the rules of the game’ to ensure that they have
confidence in the options being presented to them. This also helps to ensure a
consistent and systematic approach to options appraisal is used across the council.


http://www.audit-scotland.gov.uk/docs/local/2013/nr_130328_local_authority_overview.pdf
http://www.audit-scotland.gov.uk/docs/local/2013/nr_130328_local_authority_overview.pdf
http://www.audit-scotland.gov.uk/docs/local/2011/nr_110616_aleos.pdf
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23. Weighing up the relative merits of the options is an important part of the
process. Councillors may therefore have a role in setting the criteria which will

be used to assess which options best fit the council’s objectives. For example, if
the priority is improving performance, this will feature strongly in the assessment
criteria. In other cases achieving savings might be the priority, so that will feature
more prominently. In any options appraisal, however, the criteria should include
both quality and cost. The council also needs to consider the impact on equalities
and sustainability.

24. The most important part of any councillor's role in an options appraisal is the
decision on which option to implement. This can have far-reaching consequences
on the services the council delivers, how it delivers them and ultimately on the
users of those services.

25. Following the decision, councillors also have an important role in scrutinising
the implementation of the decision and the impact it has on service delivery. This
can be achieved by monitoring performance and the delivery of service objectives
on a regular basis.

Important considerations

26. In our 2010 report Roles and working relationships: are you getting it
right? (PDF) ] we highlighted that councillors need to be open to considering
a wide range of options for providing services and that decisions must be
transparent and evidence based, taking cost and quality into account.

27. It is essential that councillors have the appropriate skills to scrutinise options
appraisals. Councillors have an important role in asking officers challenging
questions to assure themselves that the appraisal is robust and that all of the
relevant issues are being considered.

28. Careful consideration also needs to be given to resourcing options appraisal
as the outcome may have far-reaching consequences for residents, customers
and the council. Councils also need to consider whether or not the council has
the necessary skills and expertise in-house to carry out the appraisal. Some of
the options being considered may be innovative or complex and it may be that
specialist external support is required.

29. The council also needs to consider the timing of options appraisals. VWherever
possible the process should align with a council’s planning and budgeting timetables,
so that any important decision on service delivery can inform and be informed

by these processes. Councils also need to consider the timing in relation to the
political cycle, including local and national elections. Experience indicates that difficult
decisions become far more problematic politically in the run-up to an election.

30. Appendix 2 (page 31) to this report includes a checklist of prompt
questions designed to help councillors evaluate their role in options appraisal and
assess how effective current arrangements in their council are.

Potential barriers to an effective options appraisal

31. Options appraisal can be extremely challenging for councils, for councillors,
for managers and for staff. Loyalties run deep in councils, councillors hold strong
political beliefs and balancing competing interests is always difficult. But the duty
of Best Value on making best use of public resources must always be paramount.


http://www.audit-scotland.gov.uk/docs/best_value/2010/bvrm_100826_councillors_officers.pdf
http://www.audit-scotland.gov.uk/docs/best_value/2010/bvrm_100826_councillors_officers.pdf
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32. Councillors should be aware of things that might get in the way of an
effective options appraisal. These include:

e Unclear objectives: a council needs to take the time and be clear about
the reasons why services are provided in-house. There may be good
reasons for this; it may be due to the specialist nature of the service, the
vulnerability of the client group, the absence of an alternative provider
or issues of equality and fairness. They need equally to be clear which
services are open to alternative forms of service delivery through a rigorous
options appraisal. We have seen examples, however, where councils have
spent time and public money pursuing alternative service delivery options,
only to withdraw late in the process.

e The ‘Aye Bin’ principle: change is never easy, it can be challenging
for officers and for councillors to radically change the way a council has
provided a service often over a lengthy period of time. Councillors might
believe that options appraisal would be too difficult and fear that the
alternatives seem too radical. Councillors may also be uncomfortable with
alternatives given their personal and political sympathies and aspirations.

e A short-term perspective: focusing too much on the ‘here and now’
or on the short term can mean that the longer-term benefits are not
fully considered.

What do others say? m

Options should be appraised on their costs and benefits, not on personal
preferences of key stakeholders or individuals.

Source: Options Appraisal Workbook: Planning Advisory Service pilot projects, Local
Partnerships (jointly owned by HM Treasury and Local Government Association), 2012

33. The Accounts Commission has previously reported that the savings made
to date have mainly been achieved by reducing workforces, but that this is not
sustainable in the longer term. Councils must therefore critically examine their
current arrangements for service delivery through rigorous options appraisal. But
to gain acceptance of the need for options appraisal, councils need to invest the
time, effort, staff and money. This would help councillors, managers, employees
and other key stakeholders understand the importance of options appraisal and
the use it can have to deliver the council’s overall objectives. Councillors have a
crucial role in ensuring that local communities understand this as well.

34. Councils can address some of the perceived barriers by making sure that for
any options appraisal, it has the right people involved, that those people have
the right skills and that everyone has clear roles and responsibilities. Furthermore
by putting in place clear governance structures at the outset of the options
appraisal, this will ensure that the decisions on selecting the preferred options
are transparent.
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What do we mean by governance? @

Governance is about how local government bodies ensure that they are doing
the right things, in the right way, for the right people, in a timely, inclusive,
open, honest and accountable manner.

[t comprises the systems and processes, and cultures and values, by which

local government bodies are directed and controlled and through which they
account to, engage with and, where appropriate, lead their communities.

Source: Delivering Good Governance in Local Government, SOLACE/CIPFA, 2007
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Part 2

The options appraisal process

An options appraisal process is all about making well-informed
decisions

35. Options appraisal is a tool that helps to inform decision-making. As with any
decision-making tool it provides support to the process — it does not provide
the decision itself. Best Value review teams, senior managers and elected
members still have to make judgements and it may be necessary to explain
those judgements to others. The value of decision-making tools is that they take
people through the process stage by stage and they assist in making sure that
all the relevant factors are taken into account. A decision that has been carefully
considered in discussion with others and informed by a robust process is more
likely to be successful.
36. Options appraisal typically includes a number of key stages:

e defining the objectives

e gathering information

e identifying, filtering and challenging the options

e assessing and analysing the options

e selecting the preferred option

* implementing the option

e monitoring performance and delivery against objectives.

37. These stages are illustrated in Exhibit 2 (page 16) and we say more about
each of them in the sections that follow.

38. The key stages of options appraisal can be used to help make decisions at
a number of different levels, from strategic decisions about services to more
specific decisions about projects or operational matters. Councils have choices
about the size and scale of the options appraisal processes they use to ensure
that it is proportionate to the significance of the decision to be made.

a decision
that has been
carefully
considered

in discussion
with others
and informed
by a robust
process is
more likely to
be successful
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Exhibit 2
Stages of an options appraisal
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Source: Capital Planning and Option Appraisal — A Best Practice Guide for Councils, CIPFA Local Government Directors of Finance,
October 2006, adapted by Audit Scotland
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Everyone involved needs to have clear roles and responsibilities
39. It is important to be clear about who is accountable for the options appraisal
and who will be involved in the work. It is also important that those involved
keep an open mind and remain objective. A range of people may be involved in
the appraisal depending on the significance of the decision being taken and at
different stages in the process. These might include:

e Councillors — to agree the overall approach to options appraisal and indicate
a willingness to consider a wide range of options.

e Senior officers — to oversee the process, critically appraise the options,
make recommendations and implement the chosen option.

e Council officers within the service areas being appraised — to provide
service-specific knowledge and expertise.

e Chief financial officers and other finance officers — to provide specialist
financial skills to the appraisal team.

e Trade union representatives — to represent any staff who may be affected
by the decisions taken.

e External advisers — to provide specialist advice and an independent perspective.
40. Councils may also consider involving staff from other service areas or
organisations in an appraisal team to provide fresh perspectives and insights from
their own experiences.

41. Council officers need to ensure training is made available to councillors and
other staff involved in the options appraisal process so that they can each fulfil
their respective roles effectively.

Defining clear objectives is critical for success

42. The need to carry out an options appraisal process may come from a variety
of sources. These ‘triggers’ might include:

e a3 strategic review of service delivery, for example as part of a council's
transformation programme or improvement plan

e the outcome of a self-evaluation exercise
e the outcome of an external evaluation exercise

e poor service performance — highlighted by performance indicators and
through benchmarking comparisons

® a3 new administration is formed
e budget imperatives

e policy direction.
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43. It is vital that councils clearly define the objectives of any options appraisal
process. WWhen deciding on the objectives, a council needs to ensure that the
possible outcomes are consistent with its policy objectives. In a practical sense
this means checking the objectives with key strategic documents including the
Single Outcome Agreement, the Corporate Plan and service plans.

Good-quality information informs good decisions

44. Good decisions are made when they are based on good information. The
information should provide decision-makers with what they need to fulfil their
role effectively.

45. How much information is needed will depend on the significance of the
decision being made. The information requirements are likely to become more
detailed at each stage of the options appraisal process. For example, the final
stages of a process involving competitive bidding will require detailed financial
and quality information, and may require legal advice in some cases.

46. At various stages of the process those involved are likely to need
information about:

e The current position
— the context — the demands facing the service and the environment
within which it operates
— current performance and costs.

e The options
— ‘strategic fit" with the council's policy objectives
— impact on the quality of service for the customer
— financial implications (both costs and savings) and value for money
— legal implications
— risk assessment
— impact on other council services and partner organisations.

47. Councils should invest sufficient time to gather the relevant information. This
leads to a more constructive challenge from the outset, provides for a more
rigorous options appraisal process overall and therefore a well informed decision.

Consulting with stakeholders is a key to success

48. The size, nature and subject of the options appraisal will determine who the key
stakeholders are. At the outset it is useful to do a stakeholder analysis to identify:

® who the stakeholders are

e what their interest and contribution to the process might be

® how and when to consult with them.
49. In our report Major capital investment in councils (PDF) [<] published in
March 2013, we highlighted that engagement with a wide range of stakeholders

is an important part of any project. While this related to major capital projects, it is
equally applicable to the options appraisal process.



http://www.audit-scotland.gov.uk/docs/local/2013/nr_130314_major_capital_investment.pdf
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What do auditors say?

Every project has stakeholders. These can cover a range of different groups
including local residents, businesses, employees, service users, suppliers

and public sector bodies such as health boards. Engaging and consulting

with stakeholders is essential in achieving a successful project outcome.
Stakeholders' interest in a project can have both positive and negative effects
on its progress. Their concerns may also create additional risks to a project’s
outcomes. Engaging with stakeholders effectively is therefore important

and should be a vital part of project planning from the start. Consulting with
stakeholders can often be a lengthy process. But it can shape the project at an
early stage and help ensure a more successful outcome.

Source: Major capital investment in councils: Accounts Commission March 2013

Critically appraising a wide range of options ensures the process
is robust

50. At an early stage of the process, councils should develop a ‘long list” of
options. This long list should include those which might be considered radical,
for example ceasing to provide a service. This is to ensure that all options are
considered, so that, even if they are then ruled out, this is done by design rather
than oversight.

51. Those involved in the options identification stage need to be open-minded and
creative in thinking what the options might be. The 1999 Accounts Commission
report Better together? Making improvements by reconfiguring services
(PDF) highlighted the importance of ‘thinking radically about options’. It
suggested this be done right at the beginning of the process, generating ideas by,
for example, benchmarking and looking beyond current boundaries and practices.
This might include looking at good practice elsewhere in the public sector, the
private sector and what happens more widely in the UK and internationally.

52. There is a range of possible outcomes from an options appraisal process and
many different ways to deliver services. These include retaining services in-house,
delivering services in partnership, outsourcing services or even choosing not

to deliver a service at all. Some of the key features of these broad options are
illustrated in Exhibit 3 (page 20). The exhibit is designed to be illustrative rather
than comprehensive as there is a huge range of options a council can consider.

Filtering options

53. The next stage is filtering the ‘long list” of options into a shorter list which will
be the subject of more detailed analysis and assessment. To do this, councils
need to agree a set of criteria. The criteria and the decision made to ‘rule in’

or ‘rule out’ options at this stage should be recorded. This is important for
accountability and transparency.

54. This stage of the process shares many of the characteristics of the later, more
detailed stages of assessment of the options (Exhibit 4, page 21).



http://www.audit-scotland.gov.uk/docs/local/1999/nr_9905_reconfiguring_services.pdf
http://www.audit-scotland.gov.uk/docs/local/1999/nr_9905_reconfiguring_services.pdf
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Exhibit 3

Possible outcomes from an options appraisal

’
4

5 Key features

* The in-house team

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

* No market for service or activity

+ High risk of failure, so better managed in-house
» Not delivering activity directly would

question authority’s ability to
function as an organisation

» Benefits of other options
outweighed by costs

of implementation

£ Key features

(7
\\0“5
)

Status quo by
retaining current

y arrangements

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

Bring services back in-house

Shared services
with other councils

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

Mutualisation, services
run with service users
or employees

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

* Risks and benefits are

shared between the council
and the partner organisation

Q Key features

» Economies of scope

* Economies of scale

* Innovation and investment

* Increased productivity

« Effective management of risk
* Access to investment

» An opportunity to stimulate or
influence market development

Contract out to
external supplier

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

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

2
ces>

OQ £ Key features

* Little or no demand
for the service

* Costs of provision
outweigh any benefits

*» There are alternative providers of the
service — and individuals using those

providers would

not be disadvantaged

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

* No statutory or strategic
requirement to make provision

Note: Economics scope — as commercial and not-for-profit organisations concentrate on their specialisms or areas of expertise. An
organisation specialising in the care of elderly people may be able to deliver better value than one that delivers services to a range of client
groups. Economies of scope may also come from the development of a team of specialists working with a number of different clients.

Best Value - Making Choices, Volume Two: A Practice Guide to Best Value, Procurement and Competitiveness, Scottish Government, 2001

Source: Audit Scotland, 2014

e e e e el e e I |
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Exhibit 4
The options appraisal process becomes more detailed as it progresses

At each stage the process of options appraisal can become more detailed and more
focused on comprehensive, specially collected, data. In the early stages the process for
options appraisal will be the guarantee of consistency of approach. At the final stages

it will be both process and data that are important. If that final stage is one of tender
evaluation in a competitive bidding process it will be possible to undertake sophisticat-
ed analysis of financial and quality data that simply did not exist at the early stages.

Source: Best Value — Making Choices, Volume One: A Manager's Guide to the Strategic
Framework for Best Value, Procurement and Competitiveness, Scottish Government, 2001

55. Having developed a ‘shortlist’ the next stage is to carry out a detailed
assessment. There is a range of ways to go about this.

56. At this stage, councils should refine the assessment criteria to help decide on
the preferred option. The criteria will depend on what service or project is being
considered, but will typically include three main areas:

e Performance appraisal.

e Financial appraisal.

e Risk appraisal.
Performance appraisal
57. In assessing the relative merits of options, decision-makers will need to
consider what effect each of the options will have on service performance. This
should include an assessment of current performance (to provide a ‘baseline’)
and what the anticipated effect each option would have on future performance.
The performance appraisal should include a mix of both quantitative and
qualitative measures. These might include an assessment of:

e customer experience and satisfaction

e contribution to the council’s policy objectives and outcomes, including
equalities and sustainability

e changes to the services, including when they are available and what
services are offered.

58. This kind of appraisal is most effective when it uses a broad range of
performance criteria and where data and projections include comparisons:

e overtime
e Qagainst targets

e with other organisations.
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What do auditors say? m

The characteristics of good performance information is that it is:
® accurate
° timely
* meaningful (but not overly detailed)
* relevant
* high quality

* well presented.

Source: Managing performance: are you getting it right? (PDF) Accounts Commission,
October 2012

Financial appraisal
59. A robust financial appraisal is another important part of an options appraisal
process. In developing a financial appraisal of the options, councils will need to
consider:

e initial set-up/transfer costs associated with each option

e operational costs/savings

e staff costs/savings

e tax and non-domestic rates implications

e central/recharge costs/savings.

What do auditors say? m

As with other performance measures, it is important that councils understand
the key assumptions on which any unit costs are based to ensure that

any comparisons are relevant and that any differences are understood. For
example, when comparing costs, councils must be clear about what overheads
are included in the make-up of a unit cost. If this is not clear there is a risk that
councils are not comparing like with like. This is particularly important when
councils are using cost information to inform an options appraisal process. For
example, if comparing the costs of an external supplier with an ‘in-house bid’,
councils must ensure that the cost information is comparable to ensure that
the bids are being assessed consistently.

Source: Using cost information to improve performance: are you getting it right? (PDF)

Accounts Commission, May 2012



http://www.audit-scotland.gov.uk/docs/local/2012/nr_121004_hcw_performance.pdf
http://www.audit-scotland.gov.uk/docs/local/2012/nr_120510_hcw_costs.pdf
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60. The assessments of costs and benefits should also include adjustments

for ‘optimism bias’ and assess risks and uncertainties. Optimism bias is the
tendency for appraisers to be over-optimistic about estimates of costs, timescales
and benefits. As a result councils should build in appropriate allowances to
estimates to take account of this, for example by increasing the cost estimates,
decreasing the projected benefits or extending the timescales over which costs
and benefits are being considered. The Green Book — Appraisal and Evaluation in
Central Government by HM Treasury (2003) has further guidance on addressing
optimism bias and provides an adjustment procedure to help address ‘systematic
optimism that historically has afflicted the appraisal process.’

Risk assessment

61. Carrying out a robust risk assessment is also an important part of an options
appraisal process. This is even more important when the options being considered
are very different to the way things are currently done. However, even the status
quo has associated risks which decision-makers need to take into account.

62. Those responsible for carrying out the options appraisal should identify any
risks and uncertainties associated with each of the options. It is important that
councillors are made aware of and fully understand the nature and degree to
which any risks identified influence the appraisal results.

63. There are a variety of tools to support risk assessment processes, though
these typically include an assessment of risk in terms of:

e strategic/commercial risks

e economic/financial/market risks

e |egal/regulatory risks

e organisational/management/human resource risks
e political risks

e environmental risks

e technical/operational/infrastructure risks.

The decision on selecting the preferred option needs to be
transparent

Scoring and weighting systems

64. Some of the costs and benefits cannot be valued in monetary terms, but they
still need to be taken into account. These include environmental, social, political

or legal considerations. It is important that these considerations are recorded and,
where possible, quantified.

65. Scoring and weighting systems offer a way of systematically assessing a
range of factors to assess the relative merits of the options. There is a range
of guidance available on using scoring and weighting systems (Want to know
more?, page 29).



https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/220541/green_book_complete.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/220541/green_book_complete.pdf
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66. Exhibit 5 illustrates a scoring and weighting approach, using a simplified
worked example.

Exhibit 5

Key stages in the weighting and scoring method

¢ |dentify the various objectives/criteria/factors against which the options are going to be scored.
These should relate closely to the project objectives.

e Give each of these objectives a weighting (a value within a certain range) to reflect relative
importance. Good practice would be to consult or involve stakeholders in identifying the criteria and
weighting their relative importance.

e Each option is then allocated a score to reflect how closely it meets the identified objectives.

e Multiply the weight of each factor by the relevant score and sum to find the total weighted score for
each option. Generally the highest score against the criteria would be the best option.

Criteria Weight Score Wse(i:%r;'éed Score Wg(i:%r;'éed Score Wg(i:gor;‘éed
Criteria 1 — performance 40 2 80 4 160 3 120
Criteria 2 — cost/savings 30 5 150 1 30 3 90
Criteria 3 — policy fit 15 1 15 3 45 5 75
Criteria 4 — risk 15 2 30 1 15 3 45
100
Total weighted score 275 250 330

Source: Audit Scotland, 2014

Having a good business case supports effective decision-making
and accountability

67. Having a robust business case is vital for good decision-making, accountability
and transparency. A clear business case will include a summary of the analysis
done so far and set out the relative merits of the options clearly. The business
case is a key document in an options appraisal process. Exhibit 6 (page 25)
outlines what a good business case might include.

68. In our recent report Managing Capital Projects (PDF) [x ] we found that
business cases were not being used effectively enough.


http://www.audit-scotland.gov.uk/docs/local/2013/nr_130314_major_capital_investment.pdf
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Exhibit 6
The options appraisal process becomes more detailed as it progresses

A business case should:

e provide an assessment of whether spend/save proposal is worthwhile

e clearly communicate conclusions and recommendations.

An effective business case should help you answer three questions

e Have you taken into account all relevant factors in deciding what the project
should be?

e Should you go ahead with the project?

e \What is the best way to carry out the project?

Source: Options Appraisal training material, CIPFA, 2013

What do auditors say? m

Many councils do not have established processes for developing and using
business cases. \Where available, business cases are often short and highly
summarised and do not all reflect good practice. Without good-quality

and realistic business cases, particularly at the initial approval stage, key
performance information on aims, cost, time, scope and risk may not be clearly
defined. This may make it more difficult to hold decision-makers to account if
problems arise on a project.

Source: Major capital investment in councils (PDF) Accounts Commission, March 2013

69. HM Treasury and the Improvement Service make reference to three types of
business case:

e The preliminary or initial business case, which establishes the case for
change and defines the strategic objectives of the options appraisal work.

e The outline business case, which sets out the options being considered,
draws together the main findings of the appraisal and recommends a
preferred option.

e The full business case will follow the selection of the preferred option and
may lead to the selection of a preferred provider or procurement of a service.


http://www.audit-scotland.gov.uk/docs/local/2013/nr_130314_major_capital_investment.pdf
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Good governance arrangements underpin good decisions

70. For an options appraisal process to be effective there needs to be strong
governance arrangements in place. Any significant decision arising from an
options appraisal is likely to be made within the council’s existing governance
arrangements, through its committees and full council.

What do auditors say?

Good Practice — managing capital programmes (options appraisal )

Put a clear and effective governance structure in place and ensure
responsibilities are clearly defined, allocated and understood. The structure
should provide scope for constructive challenge and effective scrutiny at all
stages of the programme.

Source: Major capital investment in councils (PDF) Accounts Commission, March 2013

71. It is good practice to set out a clear reporting framework at the start of an
options appraisal. Regular reporting on progress should be built into the process,
so that senior officers and elected members are kept informed.

72. Reports should be clear and contain the most relevant information. They
should be detailed enough, but avoid being unnecessarily long and overly
complicated, as this risks diluting important messages. Reports should also avoid
using technical jargon.

73. When considering difficult and potentially controversial options, it is important
that the decision-making process is — and is seen to be — robust. The decisions
must be open to public scrutiny, although there will be stages in the process where
some information is managed carefully to respect commercial confidentiality.

Implementing the chosen option and monitoring performance

74. Councils need to monitor the implementation of the decision and what
difference this is making to services. The 1999 Accounts Commission report
Better together? Making improvements by reconfiguring services (PDF)
highlighted the key factors to consider when implementing a chosen option. These
factors are just as relevant today and focus on people, planning and performance
(Exhibit 7, page 27).

75. The Scottish Government ‘Making choices’ guidance highlights that
‘implementation must be properly managed and planned so the benefits of

the proposed option can be achieved. Authorities should have a clear plan for
implementing the changes proposed, with clear milestones for the completion
of key stages.’ This involves the careful consideration of transition arrangements
including communicating with service users, resource management (budgets,
staff and assets) and performance monitoring.


http://www.audit-scotland.gov.uk/docs/local/2013/nr_130314_major_capital_investment.pdf
http://www.audit-scotland.gov.uk/docs/local/1999/nr_9905_reconfiguring_services.pdf
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Exhibit 7
Success factors for implementing a decision

Attention needs to be paid to people, planning and performance management to
implement change successfully.

People Who will manage the project?

‘ Who else needs to be involved in running
the project?

Is a project sponsor needed - a councillor and/or
member of the management team?

Who will be affected by the change?

How will we communicate with them?

What training will be required?

Planning What budget approvals are required?
|:| \/ What is the timetable for the work?
|:| \/ What are the milestones?
|:| \/ What needs to happen, and when, to meet

the milestones?

Performance What are the objectives of change?
What are the performance targets?
What monitoring arrangements are there?

What are the reporting arrangements?

Source: Better together? Making improvements by reconfiguring services (PDF) Accounts
Commission, May 1999

76. Where a council has chosen to go into partnership or externalise a service
it is important that this is supported by an appropriate contract or service level
agreement (SLA). This should set out the services to be provided, the level of
service required and the standards to be maintained throughout the duration of
the agreement. The performance of the service provider should be monitored
on a regular basis to ensure compliance with these conditions. Service level
agreements should include:

e defined objectives
e roles and responsibilities (for both the council and the service provider)
e clear performance targets

e clear monitoring arrangements (including what information is to be supplied
and when)

e escalation arrangements (which may be required if the service provider is
not meeting the requirements of the agreement).


http://www.audit-scotland.gov.uk/docs/local/1999/nr_9905_reconfiguring_services.pdf
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What do auditors say? m

...the council remains accountable for the funds used to deliver public services,
regardless of the means by which the service is delivered. Consequently, it is
important for the council to be able to ‘follow the public pound’ to the point
where it is spent. This requires well-thought-through governance arrangements
from the outset and action to ensure those arrangements are applied
effectively in practice.

Source: Arm’s-length external organisations (ALEOs): are you getting it right? (PDF)

Accounts Commission June 2011

Reviewing the process can help decisions in the future

77. In addition to monitoring the effectiveness of the new service delivery
arrangements, councils should also review the options appraisal process itself.
It should consider:

e How effective was the options appraisal process in delivering the stated
objectives?

e \Was the appraisal process itself delivered on time and on budget?

¢ \/Vhat lessons have been learned which should inform future options
appraisals?

Further work
78. This report is intended as the first of two reports on options appraisal. A

further report will include a study of existing practice in councils in how they
undertake options appraisals.


http://www.audit-scotland.gov.uk/docs/local/2011/nr_110616_aleos.pdf
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Want to know more?

There is a wide range of guidance material available on options appraisal.
Some of this is general in nature and some is more specific to particular
circumstances or projects.

The Local Government in Scotland Act 2003: Best Value guidance
(PDF), Scottish Government, 2003, Chapter 5

Best Value — Making Choices, Volume One: A Manager's Guide
to the Strategic Framework for Best Value, Procurement and
Competitiveness (PDF), Scottish Government, 2001

Best Value — Making Choices, Volume Two: A Practice Guide to
Best Value, Procurement and Competitiveness (PDF), Scottish
Government, 2001

Better together? Making improvements by reconfiguring services
(PDF), Accounts Commission, 1999

The Green Book — Appraisal and Evaluation in Central Government
(PDF), HM Treasury, 2003

Options appraisal: Making informed decisions in Government
(PDF), NAO, 2011

Scottish Transport Appraisal Guidance — Best practice transport
appraisal guidance, Transport Scotland, 2008

Building Our Future: Scotland’s School Estate (PDF), Scottish
Government, 2004

Healthy Competition: How councils can use competition and
contestability to improve services (PDF), Audit Commission, 2007

*  Capital Planning and Options appraisal — A best practice guide for
councils, CIPFA Local Government Directors of Finance, 2006

*  Options Appraisal: A Practical Guide for Public Service Organisations,
CIPFA, 2011


http://www.scotland.gov.uk/Resource/Doc/47237/0028846.pdf
http://www.scotland.gov.uk/Resource/Doc/47237/0028846.pdf
http://www.scotland.gov.uk/Resource/Doc/158564/0042998.pdf
http://www.scotland.gov.uk/Resource/Doc/158564/0042998.pdf
http://www.scotland.gov.uk/Resource/Doc/158564/0042998.pdf
http://www.scotland.gov.uk/Resource/Doc/158566/0042999.pdf
http://www.scotland.gov.uk/Resource/Doc/158566/0042999.pdf
http://www.audit-scotland.gov.uk/docs/local/1999/nr_9905_reconfiguring_services.pdf
http://www.audit-scotland.gov.uk/docs/local/1999/nr_9905_reconfiguring_services.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/220541/green_book_complete.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/220541/green_book_complete.pdf
http://www.nao.org.uk/wp-content/uploads/2011/05/1012_Option_Appraisal.pdf
http://www.nao.org.uk/wp-content/uploads/2011/05/1012_Option_Appraisal.pdf
http://www.transportscotland.gov.uk/reports/stag/j9760-02.htm
http://www.transportscotland.gov.uk/reports/stag/j9760-02.htm
http://www.scotland.gov.uk/Resource/Doc/47032/0023966.pdf
http://archive.audit-commission.gov.uk/auditcommission/subwebs/publications/studies/studyPDF/3411.pdf
http://archive.audit-commission.gov.uk/auditcommission/subwebs/publications/studies/studyPDF/3411.pdf
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Appendix 1

What an effective council looks like

An effective council will:

e Consider a wide range of options for services:
— what services it wants to deliver
— how services are delivered (in-house, in partnership, by others).

® Have a robust process in place to:
— define the objectives of any options appraisal process
— identify options
— analyse the options.

e Make clear and transparent decisions based on good-quality information.

¢ |Implement the decision it has taken effectively.

e Have robust performance management arrangements in place to monitor
service performance (regardless of whether the service is being delivered

in-house, in partnership, or by another service provider).

e Review the effectiveness of its decision — to check that objectives are
being delivered.
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Appendix 2

Questions for councillors

References found within the References to more detailed information
councillor part of the report. which can be found elsewhere in the report.

Reference Questions for councillors Yes/No Action

On the options for delivering services

@ Key Are there any restrictions, for example legal
messages or financial, to providing this service in a
2-3 different way?

@ Paragraphs  Am | considering all of the options on how
18 and 23 services might be delivered?

. Paragraphs e Does the current service provider:
50—5_2_and — deliver economy, efficiency and
Exhibit 3 effectiveness?

— have the capacity and capability to
sustain good performance?

— generate sufficient funds or make the
required savings?

¢ Does the service directly contribute to the
council's objectives?

e Am | clear about what the full range of
alternatives are for providing this service?

— Are there alternative providers for the
service?

e |s the risk of failure so high that risks are
better managed in-house?

e Are the potential benefits of other
options outweighed by the costs of
implementation?

* Are there opportunities to:

— develop an effective 'mixed economy'
of approaches for achieving the council's
objectives?

— share the risks and benefits with partner
organisations?

Cont.
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Reference

Questions for councillors

On the options for delivering services (continued)

@ Paragraphs
18 and 23

. Paragraphs
50-52 and

Would the service benefit from:

economies of scope (by providing a
more specialised service)?

economies of scale (by being bigger)?

Exhibit 3 — innovation and investment?
— increased productivity?
— access to investment?
— an opportunity to stimulate or influence
market development?

e |s there a demand for the service?

On the options appraisal process

@ Paragraph Am | clear about what the options appraisal is
23 trying to achieve?

. Paragraphs
42-43

@ Exhibit 2 Does my council have a robust process in place
to help me decide on the options?

At the start of the process:

. Paragraph .

43 Have we set clear objectives?

. Paragraph e Am | clear about why we are considering
42 the options?

e Are those objectives consistent with the
council's strategic objectives and policies?

. Paragraphs e Have we set out clear roles and
39-41 responsibilities?

. Paragraphs e Have we agreed a clear plan which
70-73 identifies what decisions need to be made
and by whom?

. Paragraphs e Have we identified the key stakeholders
48-49 who need to be consulted?

@ Exhibit 2 During the process:

e Am | getting regular updates on progress?

e Am | involved at the appropriate decision
points?

® |s the process progressing to plan?

@ Paragraph e Am | getting the support | need from
27 officers?

Cont.
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On making sound decisions

. Paragraphs
44-47

. Paragraphs
57-58

. Paragraphs
59-60

. Paragraphs
61-63

. Paragraphs
67-68

. Paragraph
43

. Paragraphs
48-49

@ Paragraph
31

Am | getting the information | need to make
the decision?

On the performance implications?

On the financial implications?

On the risks?

Is there a clear business case?

Is the decision consistent with the council's
strategic objectives?

Have stakeholders contributed to the
options appraisal process and what are
their views?

Am | clear about how | balance my personal
and political views with my statutory duty of
Best Value?

On implementing the decision

. Paragraphs
74-76

Am | getting the information | need to be
assured that:

the decision is being implemented
effectively?

it is having the desired effect?




34|

Appendix 3

Questions for officers

References found within the References to more detailed information
councillor part of the report. which can be found elsewhere in the report.

Reference Questions for officers Yes/No Action

Defining the objectives

. Paragraphs e Are the main reasons/drivers for considering
42-43 other delivery arrangements clear?

— performance

— financial

— risk

— strategic priorities.

e Am | clear about how the options relate to
the council's corporate priorities?

Agreeing the process

@ Paragraph ¢ Have the elected members approved a
21 robust options appraisal process?

. Paragraphs e |[s everyone aware of the roles and their
39-41 responsibilities in the options appraisal
framework being used?

e Have | developed a clear plan for the
process and identified:
— timescales?
— resource implications?
— roles and responsibilities?
— skills and expertise?
— governance arrangements?

Identifying and filtering options

@ Paragraph e Am | confident that | am identifying the full

18 range of options?
Paragraphs — Do | know how similar services are
. 42-52 delivered by other councils in Scotland

and in the UK?

— Do | know how similar services are
delivered in the private sector?

Cont.
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Action

Identifying and filtering options (continued)

@ Paragraph e Am | clear about the relative merits of the

18 options?
Paragraphs — 'Strategic fit' with the council's policy
. 42-52 objectives

— Impact on the quality of service for the
customer

— Financial implications (both costs and
savings)

— Legal implications
— Risk assessment
— Impact on other council services.

Assessing and analysing options

. Paragraphs e For the 'shortlist' of options have |
53-69 considered:

— all of the current and future costs and
benefits?

— legal and financial implications?
— risks?
— practical implications of delivering the
option?

¢ |s there a robust process in place to help
members take the decisions?

e Have | clearly presented all of the information
members will need to make the decision?

— On current and projected costs,
performance and risks

— Business case(s) including assumptions.

Implementing the option

. Paragraphs e Have | developed a clear action plan to
74-77 implement the decision?

— Timetable
— Resources
— Managing the risks.
¢ Have | ensured that there are robust
arrangements in place to monitor and

report performance, regardless of the
option chosen?

— Contract

— Service level agreement

— Performance and financial reporting

— Escalation arrangements if things go
wrong.

e Have | carried out a 'lessons learned review'
to inform future options appraisals?
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