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Introduction
I have received the audited accounts and the auditor's report for the Scottish Prison Service (SPS) for 2018/19. I submit these accounts and the auditor's report under section 22(4) of the Public Finance and Accountability (Scotland) Act 2000, together with this report, which I have prepared under section 22(3) of the Act.
The auditor has given an unqualified opinion on SPS’s annual report and accounts for 2018/19. The annual audit report identifies multiple pressures facing SPS, which together, threaten its financial sustainability and the safe and effective operation of the service. SPS’s budget is decreasing in real terms and its 2019/20 budget is under pressure by rising prisoner numbers and increased costs. Prisoner numbers exceed the operating capacity of Scotland's prisons and delays in upgrading the prison estate is increasing the risk of failure. Operating prison capacity is available design capacity, minus any accommodation that is out of use or unable to be used because of operational decisions to manage the prisoner population. SPS’s performance is showing concerning trends, including growing prisoner violence and high and rising staff sickness absence.
This report draws the Parliament's attention to these pressures under the following themes:
Finances (paragraphs 6–12) 
Staffing (paragraphs 13–24)
Prisoner population (paragraphs 25–26)
Performance (paragraph 27)
The prison estate (paragraphs 28–31).
During 2018/19, SPS spent over a third of a billion pounds (£358.2 million). It currently looks after over 8,000 people across 15 prisons. Private sector organisations operate two of these prisons (HMP Addiewell and HMP Kilmarnock). 
Scotland's incarceration rate is one of the highest in Europe. It has a prison population rate of 150 per 100,000 of population compared to a European average of 117 per 100,000 of population. Council of Europe Annual Penal Statistics (SPACE) for 2016 (March 2018) and World Prison Brief data. The Scottish Government's justice strategy aims to reduce this high rate of imprisonment. Justice in Scotland: Vision and Priorities, Scottish Government, July 2017. Following a number of years of decline, prisoner numbers rose during 2018/19 and currently exceed SPS's operating capacity. Reducing prisoner numbers requires a response from across the justice system.

Finances
SPS has asked the Scottish Government for additional funding as it is not able to operate with its 2019/20 revenue budget 
SPS's revenue budget for 2019/20 represents a flat cash settlement for the third year since 2017/18. Its 2019/20 budget is being put under pressure by rising prisoner numbers and increasing costs. This has increased the average annual cost per prisoner place by 
0.9 per cent in 2018/19 to £35,601. 
In real terms, SPS’s revenue budget reduced by 12.5 per cent between 2014/15 and 2018/19 from £394.7 million to £345.2 million. Its revenue budget for 2019/20 is a further reduction of 1.7 per cent in real terms (Exhibit 1).
At the end of March 2019, the chief executive of SPS wrote to the Director General of Learning, Communities and Justice at the Scottish Government explaining that financial and operational pressures meant that SPS would not be able to deliver a balanced budget in 2019/20. He stated that:
SPS required cumulative savings of £19.9 million in 2019/20 but had been able to identify savings of only £6.4 million, resulting in a forecast deficit of £13.5 million 
buying extra capacity from the private sector to accommodate greater numbers of prisoners has significant cost implications. SPS predicts it will need to buy additional provision from HMP Addiewell at a cost of £1.82 million per annum that is not currently budgeted for.

SPS reported an underspend of £6.37 million in 2018/19 against its overall budget of £364.56 million. This continues a pattern of SPS underspending against its overall budget over the past decade. The underspend in 2018/19 was, as in previous years, mainly due to a capital underspend (£4.70 million) and an underspend in depreciation charges (£1.82 million), due to slippage in the capital programme, including women’s community custodial units and delays in acquiring the site for HMP Glasgow. Recurring slippage and underspending in SPS’s capital programme is exacerbating existing problems with the prison estate and increasing the risk of operational failure.
SPS proposed that it should transfer its capital budget for 2019/20 into revenue funding. This would ease pressure on the revenue budget but would compound the current pressures on its estate (paragraph 9 and paragraphs 28–31).
In June 2019, the Scottish Government confirmed that it would provide additional funding to SPS during 2019/20. The Scottish Government also agreed to provide additional funding to purchase additional capacity within private sector prisons. The Scottish Government also proposed that the position on SPS’s capital funding should be kept under review during 2019/20.
SPS does not currently have a medium-term financial strategy. It is preparing a strategy covering 2019–22 to align with its revised corporate plan, but there is no financial planning in place beyond this three-year period. It is critical that SPS has a strategy to respond to the challenges it faces and achieve financial sustainability over a longer period. The need for this is highlighted by the financial pressures of operating two PFI/PPP prisons. Inflation-linked increases built into the contracts for these two prisons will require additional recurring savings of around £12 million a year by 2022/23.
Staffing 
High sickness levels coupled with high prisoner numbers pose a significant risk to SPS
In 2018/19, staff costs represented 50.5 per cent of SPS's total operating expenditure. Staff costs are forecast to continue to rise in future years following settlement of current pay negotiations and increased employer pension contribution rates. In July 2019, the Scottish Government confirmed it will provide over £6 million of additional funding towards increased employer pension contributions, following a UK review of public sector pension scheme valuations.
In 2013, SPS's Organisational Review sought to improve justice outcome by reducing reoffending by supporting and developing prisoners. Central to delivering this ambition was a prison officer professionalisation programme (POPP) to transform the role, skills and professionalism of prison officers. POPP also set out a new operating structure to deliver efficiency that would free up the necessary resources to support a new professional qualification, continuing professional development, and pay enhancements appropriate to the expanded role.
In October 2018, prison officers rejected SPS's proposals for POPP. In response to the rejection of POPP, SPS published a refreshed corporate plan 2019-22 in May 2019. The plan sets out high-level themes for how it will respond to the new and emerging challenges across the organisation. However, there is currently no alternative to POPP and it remains unclear how SPS will deliver its strategic objectives and address its financial sustainability and staffing challenges.
SPS made one-off payments to operational staff on three occasions for their engagement and continued support of its plans for organisational development. The Scottish Government approved these payments, which totalled £13.91 million: 
£6.55 million in 2014/15 (£2,000 to each relevant employee)
£3.70 million in 2016/17 (£1,000 to each relevant employee)
£3.66 million in 2017/18 (£1,000 to each relevant employee).
The auditor noted that the absence of success criteria for these payments means that it is not possible to determine whether they represent value for money. 
During 2017/18, non-operational staff who did not receive these payments raised an equal pay claim against SPS. SPS spent £2.45 million settling these equal pay claims. 
Sickness absence among prison officers is high and increasing. Over the past three years, average annual sickness absence has increased by 60 per cent to 16.3 days in 2018/19 (Exhibit 2, page 8). Data to July 2019 shows sickness absence among staff has further increased to 17 days. In comparison, HM Prisons and Probation Service in England and Wales lost an average of 9.3 working days to sickness absence in 2018/19.
The largest cause of sickness absence is stress. SPS lost 14,135 days due to stress-related absence in 2018/19, an increase of 32 per cent in the past year (an additional 3,428 days). Reducing sickness absence is a corporate priority, but the auditor has highlighted that SPS's current policies on managing prison officer sickness absence restrict management’s ability to address this problem. 
SPS managed to maintain service during 2018/19 because prison officers worked increased hours. Prison officers are not eligible for overtime payments, so SPS has been making significant voluntary, non-contractual (ex gratia) payments to officers for working increased hours to cope with absences. The value of ex gratia payments has doubled over the past three years from £2.15 million to £4.25 million (Exhibit 3, page 9). Most of the increase 
has been in 2018/19, with the value of ex gratia payments increasing by 65 per cent 
(£1.67 million). The increase in these payments correlates with increases in SPS’s sickness absence rates during 2018/19.
The auditor found that appropriate approvals processes were followed for ex gratia payments, but was unable to reconcile the amount officers claimed with the hours recorded in half of the claims examined. The auditor tested ten claims. Although the sampling level was small (10) it suggests a risk that SPS is making substantial payments without appropriate control mechanisms.
SPS also faces other staffing challenges. For example, it is difficult to recruit and retain staff in the North East, with Scotland's newest prison, HMP Grampian, currently running with around 34 vacancies for operational uniformed staff. A recent inspection report by Her Majesty's Inspectorate of Prisons for Scotland (HMIPS) highlights a range of staffing problems. Report on Full Inspection of HMP & YOI Grampian: 4–15 February 2019, HMIPS, July 2019. 
SPS has supported the development of its most senior staff by allowing two of its three executive directors (Director of Corporate Services and Director of Strategy & Stakeholder Engagement) to take up external secondments. These two posts are currently filled on an interim basis at a critical time for the organisation.
Prisoner population
SPS is operating well over capacity and prisoner numbers are rising
Prisoner numbers increased by 709 (almost nine per cent) from 7,413 to 8,212 during 2018/19. They have continued to rise and at 16 August 2019 there were 8,267 prisoners in Scotland. Prisoner numbers exceed SPS's operating capacity of 7,676 and design capacity of 7,886. Prisoner numbers are forecast to stay high and increase further in the short term, with the potential to exceed the SPS maximum capacity of 8,492 prisoners. The rise in prisoner numbers since the beginning of 2018/19 reverses the downward trend in recent years 
(Exhibit 4, page 10). Several factors are influencing this, reflecting developments across the wider justice system (Exhibit 5, page 11).
In June 2019, the Scottish Government extended the presumption against short-term sentencing from sentences of three months to twelve months. This policy change should reduce prisoner churn (the numbers of prisoners entering and leaving prison), but it is estimated to have a relatively small impact in reducing prisoner numbers. For example, a 20 per cent reduction in custodial sentences between three months and a year would reduce the prison population by 200.
Performance
SPS's performance has deteriorated over the last two years
Managing high prisoner numbers, where many have increasingly complex care needs, with high staff absence, creates a high-risk environment and reduces the support that can be provided to prisoners. SPS's key performance indicators reflect this (Exhibit 6).
The prison estate
The absence of funding to renew the aging prison estate presents a risk to SPS's operations. 
Delays in redeveloping parts of the prison estate present significant risks. HMP Barlinnie in Glasgow is currently housing 17.6 per cent of all prisoners and operating around 50 per cent above capacity. It presents the biggest risk of failure in the prison system as it has the capacity to buffer fluctuations in the national prison population. The prison's Victorian design does not support the delivery of a modern prison service. Its age also means that it is expensive to maintain and there is a high risk of failure in some parts of the building, for example the drainage and sewerage systems. If it were to fail, there is no clear contingency plan for accommodating the 1,460 prisoners it currently holds. Barlinnie prisoner population at 19 August 2019. 
SPS reported an underspend of £4.70 million in its capital budget in 2018/19, mainly due to delays with its capital programme. It has reported underspends against its capital budget in the past three years.
SPS's infrastructure work programme over the next three years includes:
The Woman’s National Facility (Cornton Vale), including community custodial units in Glasgow and Dundee, due for completion by the end of 2021/22. Capital investment is being directed towards women’s accommodation and community custody units. With this capital investment, the female estate will provide 230 custodial places. In August 2019, there were 415 female prisoners, highlighting the scale of work required to reduce numbers in custody.
The redevelopment of HMP Glasgow and HMP Highland (replacements for HMP Barlinnie and HMP Inverness) including purchase of land and buildings. There is no funding available to replace these two prisons. The previous three-year Infrastructure Investment Plan included a replacement for HMP Greenock but this has been replaced in the forward plan with the headquarters ‘work smart’ initiative that aims to enhance digital infrastructure, records management and human resources. It is anticipated that this will be delivered in 2020/21.
SPS plans to achieve most of its identified financial savings in 2019/20 by reducing planned maintenance on the prison estate. This increases the risk that the prison estate may not retain the capacity to accommodate prisoner numbers or provide a modern prison service. 
Conclusion
SPS is facing threats to its financial sustainability and its operational safety and effectiveness. SPS has received no increase in revenue budget since 2017/18 and its 2019/20 budget is under pressure from rising prisoner numbers and increased costs. Prisoner numbers exceed the operating capacity of Scotland's prisons.
Rising prisoner numbers are increasing costs, and there is growing violence between prisoners and against prison officers. Delays in upgrading the prison estate means that existing prisons are less able to provide a modern prison service and are at higher risk of failure. The financial pressures on SPS are also compromising efforts to equip and support prisoners for life outside prison. Reducing prisoner numbers in line with the Scottish Government's justice strategy requires a response from across the justice system.


