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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: http://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.
Commission findings
1.	The Commission accepts the Controller of Audit’s report on Best Value in Falkirk Council.
2.	In our findings in August 2015, we stated that the Council needs to make a step-change in its pace of improvement. It is disappointing that we have not yet seen this.
3.	While there has been much activity in the Council in responding to our previous findings, we remain concerned that the scale of improvement required necessitates the Council making more radical change. It urgently needs to agree its key priorities. These need to be supported by a more robust approach to financial planning for the medium and longer term and a more co-ordinated and streamlined approach to its improvement activity, showing how substantial change will be achieved. While a corporate workforce strategy is now in place, the Council needs to show how this will drive and deliver change across services. 
4.	Increased collaboration amongst elected members in the budget process and in business transformation activity is encouraging. Scrutiny by elected members has also improved, but this could be more transparent. This needs to be supported by better reporting of performance by officers. The Council also needs to demonstrate its change and improvement more effectively.
5.	Strong and effective leadership by elected members and the corporate management team is critical for the Council to address its challenges in coming years.
6. 	We continue to have a close interest in how the Council is progressing. We require the Controller of Audit to update us by the end of 2017 through the annual audit and in our revised approach to auditing Best Value.






Key facts

158,460: Population of Falkirk Council area
32: Number of elected members
5,848: Number of full-time equivalent employees as at October 2016
£330 million: Council's budget for 2016/17
£19.5 million: Budget gap for 2017/18
£10.64 million: Savings for 2017/18 identified to date
Cross-party breakdown: The council is controlled by a Labour/Conservative/Independent coalition: 2 Conservative, 13 SNP, 14 Labour, 3 Non-aligned

Controller of Audit report
Background
1.	This report updates the Accounts Commission on the council’s progress following a previous Best Value audit report in August 2015. That report considered the extent to which the council was meeting its statutory duty of Best Value, with a focus on governance and accountability, and improving and transforming public services. In its findings on my report, the Commission expressed significant concerns that the council’s approach to the financial challenges it faced was inadequate. The Commission said the council needed to make a step change in its pace of improvement and that the council had a great deal to do to provide assurance it can deal with the financial challenges ahead. The Commission requested a progress report by the end of 2016.
2.	A follow-up review was carried out between April 2016 and June 2016 to consider the action the council has taken. Conclusions from this audit work are provided in the 2015/16 Annual Audit Report (AAR) to me as Controller of Audit and elected members (Appendix 1), which includes an action plan of recommendations for the council. I have cross-referenced the relevant paragraphs of the AAR and the management response to the recommendations made throughout this report.
3.	These conclusions provide the basis for this report, which focuses on the main areas highlighted by the Commission in August 2015. The report is structured in four parts:
•	The council’s response to the Best Value report (paragraphs 9–10).
•	Scale and pace of change (paragraphs 11–27).
•	Scrutiny (paragraphs 28–32).
•	Performance management and reporting (paragraphs 33–35).
4.	The 2015/16 AAR was issued by the auditor to council officers in mid September. Officers presented an extract of the Best Value key messages contained within the AAR (paragraphs 130–139) in a report to members at the full council meeting on 21 September 2016. At that meeting, members were asked to note an update on the council’s Best Value Improvement Plan and the emerging Best Value themes from the Accounts Commission’s Local Government Overview report, published in March 2016. Members were asked to agree that the Provost, the Leader of the Council, and the Leader of the Opposition would consider how the council should respond to the Best Value key messages, with a report to full council at a later date. 
5.	It is unusual for a full council meeting to consider only part of an AAR in advance of its full consideration by the Audit Committee. There is a risk that the Best Value key messages presented to council could be taken out of context, and members did not have an opportunity to explore the issues in any depth. Auditors were unaware of the paper going to the full council, and so did not have an opportunity to discuss the key messages with members at that time. Officers advised that they had committed to present a Best Value Improvement Plan update to members at the September 2016 full council meeting. They felt that it was appropriate for the summary of Best Value findings and management’s responses to accompany this update, given that the information was available to officers at the time. 
6.	The full AAR was considered by the Audit Committee on 26 September. Members of the committee acknowledged the serious nature of the key messages and noted the timescales for the Controller of Audit report to the Commission. They also stated that an agreed response to the issues raised should be reported to all elected members at the earliest opportunity. 
Audit assessment
7.	The auditor found that a significant amount of activity has taken place at Falkirk Council in response to the 2015 report within the relatively short time since the previous Best Value audit. However, the approach taken has made limited progress in making the step change in improvement required. The council acknowledges it needs to do things differently, but translating this into more radical change has not yet happened. The council recognises this and has recently taken steps to increase capacity by appointing a manager for its improvement programme. 
8.	The scale of the challenges facing all councils is increasing. Falkirk Council needs to approach these challenges differently as its actions to date are unlikely to deliver the change required. Elected members and officers need to work together to agree clear priorities. It is the Corporate Management Team’s (CMT) responsibility to lead a focused and coordinated approach to deliver these effectively. Senior officers need to provide challenge and hold each other to account to deliver the changes required. The CMT acknowledges the need for a fresh approach and is looking at the culture and leadership in some other councils. The CMT now needs to agree on how it will apply the lessons learned to drive change. It should continue to seek external views or assistance where this can help.
The council’s response to the Best Value report
9.	In its August 2015 report, the Accounts Commission made a number of recommendations for areas of improvement. The council initially considered the Best Value report at a special meeting in September 2015. At this meeting, members agreed that officers should bring forward an outline action plan, for implementation by March 2016, to the statutory meeting on 7 October 2015. The council formally considered the Commission’s findings at the October meeting and agreed a number of actions including:
•	acknowledging the need to find savings of £46 million over the next three years
•	adopting the Best Value Improvement Plan, with a progress update to be provided in March 2016
•	agreeing terms of reference for a new Cross-Party Budget Working Group with representation across all parties
•	that the Leaders of the Council and Opposition would provide political leadership on the Business Transformation Board
•	to note that a review of standing orders was currently under way. 
10.	The Best Value Improvement Plan sets out how the council will address each area of improvement identified within the Best Value report. The improvement plan is high level, with a focus on achieving specific actions rather than ensuring that the actions lead to the improvements required. The actions themselves lack depth and are not well embedded within the council’s overall approach to business. Officers presented a progress update to members in March 2016 and September 2016 (Appendix 2). However, there is no review process in place to measure the impact and effectiveness of actions taken. Officers acknowledge this and plan to address this in response to the conclusions in the AAR. 
Scale and pace of change
Financial planning and sustainability
11.	The council reported a net overspend of £0.557 million in 2015/16. However, there were a number of significant over and underspends which contributed to this position (paragraphs 33–37 of the AAR). While the overall financial position at the end of the year did not vary significantly from budget, there is a trend over several years of large under and overspends within the council. There is a risk that the council’s budget does not accurately reflect costs, leading to uncertainty over the financial position. The council needs to review its process for preparing the budget to ensure that all costs and income are accurately anticipated. In its management response to the AAR, the council states that it has an integral work stream termed ‘rebasing’ in the revenue budget process to address this.
12.	The Commission said that the council needed to make a step change in its pace of improvement, and that a continuing reliance on small-scale savings projects, service reductions and service charge increases was not sufficient. Paragraphs 54–58 of the AAR set out the council’s approach to financial planning during 2015/16. It set a one-year budget for 2016/17 of £330 million in February 2016, with a budget gap of £25 million identified for the year ahead. Proposals to bridge this gap were set out within the council’s budget report. The council has continued to rely on relatively small-scale savings, service reductions and increased charges, and the use of the uncommitted general fund to bridge this £25 million budget gap. This approach is not sustainable in the longer term. 
13.	The financial challenges facing the council have worsened in the last year. In 2015/16, it forecast a three-year budget gap of £46 million; in 2016/17 the forecast three-year gap rose to £61 million (Exhibit 1). The increased gap in 2016/17 is largely due to a reduction in the anticipated levels of revenue funding from the Scottish Government, which reduced by £6.52 million, from £279.06 million to £272.54 million. The council now needs to make savings in excess of £36 million over the next two years to 2018/19. This presents a significant challenge. The council is considering a number of options to bridge this gap, including service savings, strategic reviews, budget rebasing, changes to terms and conditions, a council tax increase and the use of reserves. 
14.	For 2017/18, the council has identified it needs to make savings of around £19.5 million. It expects services savings of £15 million to contribute to bridging this gap. In October 2016, officers presented members with proposals for £10.64 million savings options that services have identified to date. The council still has to agree measures to deliver the remaining £8.86 million of savings required. The council needs to do things differently if it is to achieve a balanced budget while managing the impact on services. It needs to identify clear priorities and develop medium and longer-term financial planning to manage this effectively. 
15.	The council has not yet developed medium and longer-term financial strategies and plans. It stated that the late, one-year financial settlement from the Scottish Government had prevented planning beyond a single year. Officers presented a medium-term financial strategy to elected members in June 2016. However, the information in this remains high level and relates to 2017/18 only. A short-term financial settlement is expected again this year; however, some councils continue to develop longer-term plans which consider a range of funding and income levels.
16.	Uncertainty over future funding and income is an issue for all councils in the current environment, which means forward planning is more important than ever. The council needs to take a longer-term, more strategic approach. This should include scenario planning for a range of options as there is a risk it will not be well placed to address these challenges.
17.	There is little evidence that the budget-setting process and savings plans are closely linked to corporate outcomes or priorities for improvement. Paragraphs 90–92 of the AAR show that the council’s strategic planning is currently in a period of transition. As a result, members and officers do not have a shared understanding of the council’s priorities. The council needs to identify and agree clear priorities, so that it can target resources consistently and effectively to deliver improved outcomes for local communities.
18.	In its management response to the AAR, the council states that it is developing an updated financial framework to inform the budget planning process for 2017/18. The response recognises that scenario planning needs to be part of this (page 47 of the AAR). The council also states that its priorities will be reviewed internally and externally as part of its contribution to the Community Planning Partnership’s Strategic Outcomes and Local Delivery Plan (page 50 of the AAR). The council should develop its priorities as a matter of urgency, and ensure that this review fully considers all aspects of the council’s responsibilities. Without clear priorities, there is a risk that the council cannot implement the required change effectively.
19.	The council set up a Cross-Party Budget Working Group in October 2015 to support the budget-setting process, which includes representatives from all parties. The group has met on four occasions to consider the 2017/18 budget process. Members of that group worked well together during the 2016/17 budget-setting process. They have reflected on the need to work more openly and collaboratively throughout the year to ensure the group adds more value going forward.
Business transformation and improvement activity
20.	The Commission said that the council needed more ambitious, coherent and clearer savings plans that reflect its priorities and the impact on services. It also said that more strategic and stronger leadership of the Business Transformation project was needed. 
21.	The council’s approach to business transformation and improvement activity is set out in paragraphs 59–63 of the AAR. In October 2015, the council revised membership of the Business Transformation Board to involve elected members. Members have worked well together, providing a good level of scrutiny and challenge. However, the effectiveness of this has been limited by the lack of detailed reporting on the overall project by senior officers.
22.	In February 2016, the council approved strategic reviews to help identify potential savings within the 2017/18 budget. In the management response to the AAR, the council states that these reviews provide the opportunities for a significant step change in how the council operates, and they are expected to contribute to the savings necessary to meet the challenges ahead (page 51 of the AAR). The council has initiated these reviews but is yet to identify specific savings for most of them (Exhibit 2). Officers will present a progress update to members in December 2016. 
23.	The council has a number of other improvement activities in place. These include a revised programme of service reviews and self-assessments, staff improvement groups, reviewing the top 20 areas of spend, and engagement with other councils. However, there is no overall process in place to monitor this activity and it is not clear how change initiatives are aligned and integrated with the budget-setting process and strategic priorities.
24.	The council needs to do more to identify and track the savings and benefits expected as a result of its improvement activities and strengthen linkages with the budget-setting process. In its management response (page 48 of the AAR), the council states that it will review its improvement programme to ensure consistency in language, linkages to priorities and the budget-setting process. 
25.	The council is aware of the need to manage improvement activity better. In partnership with the Improvement Service, the council has recently appointed a manager on an 18-month contract to oversee the day-to-day management of its improvement programme. The manager is employed and supported by the Improvement Service but the post is fully funded by the council. Senior officers will need to support the improvement programme manager and provide strategic leadership and direction to deliver the change required (paragraphs 63 and 137 of the AAR). 
Workforce management
26.	The Commission recommended that workforce changes fully reflect comprehensive workforce strategies and plans. The council currently has 5,848 full-time equivalent employees. Between June 2014 and June 2016, the workforce reduced by 449 full-time equivalents (seven per cent). These reductions were agreed in the absence of workforce strategies and plans. In October 2016, the council advised that a further reduction of 228 full-time equivalents may be required by 2018/19. Paragraphs 73–77 of the AAR show that the council is in the early stages of developing workforce planning arrangements. It has approved a revised workforce strategy and is developing workforce plans for services. The council needs to ensure that workforce reductions are aligned with its workforce strategy and plans, and improvement activities.
27.	In its management response to the AAR, the council states that these workforce plans will inform actions to be taken to support the budget strategy (page 49 of the AAR). The council should also ensure these plans are used to identify opportunities for more joined-up planning across services and ensure that changes in one area do not have unintended consequences for other services. 
Scrutiny
Governance 
28.	The Commission said that the council needed to demonstrate that its scrutiny arrangements were working effectively. Elected members are now participating fully in revised scrutiny structures, including two scrutiny committees. Paragraphs 87 to 89 of the AAR consider corporate governance within the council. There is evidence of a growing maturity in political relationships. Members are demonstrating an awareness of the need to put political disagreements aside and work together to provide the best possible services for local people. Overall, the revised arrangements seem to be operating effectively and members should continue to build on this. 
29.	In September 2015, the council initiated a review of standing orders, particularly those relating to the order of, and conduct at, business meetings. In March 2016, the council considered proposals for amendments to standing orders. It agreed a number of these proposals including changes to the general principles of council meetings, voting on appointments and dealing with deputations. A new standing order was also inserted to formalise the leader’s business meetings. 
30.	The council needs to provide elected members with clear information and training to develop their scrutiny role and help them understand the issues facing them when making decisions. Officers have improved the information provided to members by introducing a revised reporting template. They have also provided training on a range of issues including mandatory treasury management training which was attended by all elected members and sessions on performance management and effective questioning, which 45 per cent of members attended. Some of this training has been delivered with the Improvement Service. 
Transparency
31.	Paragraphs 111–115 of the AAR comment on the council’s approach to transparency. The council’s performance panel is responsible for scrutinising performance but its meetings continue to be held in private. Transparency has, however, improved, with key reports and a rolling action log now available alongside the panel minutes on the council’s website. Members have taken the decision to continue to hold these meetings in private as they believe that it aids the discussions. 
32.	In better performing councils, scrutiny of performance is held in public to ensure openness and transparency. The council should aim to move towards this, building on the maturing working relations between members, and encourage more debate and questioning to be carried out in public.
Performance management and reporting
33.	The 2015 Best Value report said that the council needed to improve the performance information it reports to members and the public. The council’s approach to performance management is detailed in paragraphs 151–173 of the AAR. It has developed a new performance reporting template with improved narrative and benchmarking information to provide context on what is being reported. 
34.	Despite recent changes in performance management arrangements, there continues to be limited evidence that performance reporting is making improvement happen. The council has not developed tracked action plans as previously recommended. Therefore no assurance is provided to members on how improvement actions are followed up, whether they have been delivered on time or had the impact intended. 
35.	In its management response (page 52 of the AAR), the council has recognised that it needs to develop a more consistent approach to making improvements through performance reporting. It will develop tracked action plans to ensure that it makes improvements where poor performance is identified.

Conclusions

36.	The council has taken steps to address the issues raised in the last Best Value report in 2015, but the pace of change remains slow. The council still needs to identify how it will make the significant savings needed over the next two years and develop financial strategies and plans for the longer term. There are a number of improvement activities running in parallel within the council, but it is not clear that these are aligned to priorities and the budget-setting process. This is a significant gap. To improve the pace of change, the council needs to identify and agree clear priorities as a matter of urgency. The CMT needs to lead a focused and coordinated approach to deliver these.
37.	The AAR contains a number of recommendations for improvement for the council (pages 46–52 of the AAR) which I, as Controller of Audit, support. The council needs to:
•	identify and clearly communicate its strategic priorities and ensure that all activity is aligned with these priorities
•	review the process for preparing the budget to ensure all costs and income are more accurately anticipated
•	develop its approach to medium and longer-term financial planning which:
	takes into account uncertainties around future funding and income
	includes scenario planning for a range of options 
•	ensure all improvement activities are aligned with strategic priorities and the budget-setting process, and that senior officers support the improvement programme manager, by providing strategic leadership and direction to deliver the change required
•	ensure that workforce reductions are informed by detailed workforce plans and that budgets reflect any planned workforce changes
•	provide timely and complete performance information to councillors and the public to promote effective challenge and drive improvement, and introduce tracked action plans to ensure that improvement happens where poor performance is identified.

