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Committee
Report By: Corporate Director Report No:  PR/15/16/WB

Education, Communities &
Organisational Development

Contact Officer:  Wilma Bain Contact No: 01475 712761
Corporate Director

Subject: Auditing Best Value — A New Approach

PURPOSE

The purpose of this report is to bring to the attention of members of the Policy and Resources
Committee the content of a letter received by the Leader of the Council from the Accounts
Commission which highlights a new approach to auditing Best Value. The letter also confirms
that Inverclyde Council will be one of six councils who will be audited in the first year of the new
approach which commences in October 2016 (Appendix 1).

SUMMARY

The Local Government in Scotland Act 2003 contains a statutory duty to secure Best Value in
local government service provision.

The Accounts Commission recently recognised that the statutory guidance which supports Best
Value required to be updated to reflect the various changes in local government and the public
sector environment.

At the beginning of July 2016, the Accounts Commission sent a letter to the Leader of the
Council highlighting a new approach to auditing Best Value and confirming Inverclyde Council's
involvement in a Best Value Audit using the new approach.

A summary of the overall framework for the new approach to auditing Best Value was enclosed
with the Accounts Commission’s letter to the Leader of the Council (Appendix 2).

The Accounts Commission has proposed the option of further engagement to provide more
detail in what is expected from the new approach and the gains for both the public and councils
as a result.

An all members’ briefing on the new Best Value framework will be arranged in due course to
explain the process and introduce members of the Audit Team.

RECOMMENDATIONS

It is recommended that the Policy and Resources Committee note both the content of the letter
from the Accounts Commission to the Leader of the Council and our intention to accept the offer
of further engagement with the Commission to find out more detail about the new approach to
auditing Best Value.

Wilma Bain
Corporate Director Education, Communities and Organisational Development
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BACKGROUND

The Local Government in Scotland Act 2003 contains a statutory duty to secure Best Value in
local government service provision. Best Value means achieving continuous improvement and
in the context of Inverclyde Council, this statutory duty is about making arrangements to secure
continuous improvement in the performance of all Council functions while maintaining an
appropriate balance between quality and cost. The approach to Best Value should lead to
improved service delivery and ultimately improved outcomes for users and communities.

In order to secure Best Value, we need to have an ongoing rigorous and systematic approach
to self-evaluation which leads to continuous improvement. For the Best Value audit, the
Council’s self-evaluation process will be a key source of evidence for the external auditors, and
the accuracy and effectiveness of our self-evaluation tools will provide evidence of the extent to
which an improvement culture is in place within Inverclyde Council and its effectiveness.

Best Value audits and associated reports aim to provide assurance to the public on the
performance of all councils.

PROPOSALS

At the beginning of July 2016, the Accounts Commission sent a letter to the Leader of the
Council highlighting a new approach to auditing Best Value and confirming Inverclyde Council’s
involvement in a Best Value Audit using the new approach.

The letter also confirmed that Inverclyde Council will be one of six councils who will be audited
in the first year of the new approach.

At a meeting on 09 June 2016, the Accounts Commission agreed the overall framework of the
new approach which is considered to be proportionate, risk-based and outcome-focused and
will provide the Commission and the public with more regular assurance about the performance
of councils.

Best Value Auditors will use the new framework as the basis of audit work from October 2016.
New Best Value Assurance Reports will commence from April 2017.

The Accounts Commission has provided Inverclyde, Clackmannanshire, East Renfrewshire,
Orkney, Renfrewshire and West Lothian Councils, with the option of further engagement with
the Commission through a brief Autumn event setting out in more detail what is expected from
the new approach to auditing Best Value and the benefits of this new approach to the public
and councils involved. The event will be targeted at Chief Executives and Council Leaders.

An all members’ briefing on the new Best Value framework will be arranged in due course to
explain the process and introduce members of the Audit Team.

IMPLICATIONS

Finance

Financial Implications:
There are no finance implications in connection with this report.

One off Costs

Cost Centre | Budget | Budget | Proposed Virement Other Comments
Heading | Years | Spend this From
Report £000

N/A
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Annually Recurring Costs/ (Savings)

Cost Centre | Budget | With Annual Net Virement Other Comments
Heading | Effect | Impact £000 From (If
from Applicable)
N/A
Legal

Best Value is a statutory duty for Inverclyde Council outlined in the The Local Government Act
2003.

Human Resources
There are no HR implications in connection with this report.
Equalities

Has an Equality Impact Assessment been carried out?

Yes See attached appendix

This report does not introduce a new policy, function or strategy or recommend
v | No a change to an existing policy, function or strategy. Therefore, no Equality
Impact Assessment is required.

REPOPULATION

N/A

CONSULTATIONS

N/A

CONCLUSIONS

It is recommended that we accept the offer of further engagement with the Accounts
Commission in order to get the detail of the new approach to the auditing of Best Value
including the expectations of the and benefits for the Council as a result of this new approach.

BACKGROUND PAPERS

N/A
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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:

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

e assessing the performance of councils in relation to Best Value and community planning
e carrying out national performance audits to help councils improve their services
e 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

Introduction

1.

This paper provides a summary of the overall framework for our new approach to auditing
Best Value. At this time, councils are responding to the challenges associated with ensuring
both financial and service sustainability in the future. They are thinking about how they can
radically change how they work and deliver services. In similar vein, our new approach
represents significant change and includes considerable redesign of how we carry out our
work. Not just how we audit Best Value, but how we audit a council altogether.

We agreed a set of principles for the new approach in December 2014, and development work
has been taking place since then to establish the overall audit framework with the changes
commencing at the start of the new five-year local government audit appointments in October
2016. We recognise that the new approach involves significant new ways of working for
auditors, and that some of these changes cannot be fully achieved in the short term. So, we
have agreed that the new approach will be evolutionary in nature. While the core elements will
be in place for October 2016, some of the detailed processes and changes will continue to be
developed over time. We believe councils will welcome the new approach. We have engaged
with council representatives and other stakeholders during the recent development phase and
the response has been very positive. The evolutionary nature of the new approach allows us
to continue talking to councils in the early stages, making any adjustments in light of the early
experiences of auditors and of council staff.

An important development principle has been to avoid additional layers of process, so
wherever possible, existing aspects of audit planning and reporting arrangements are being
incorporated in the new approach and improved to meet its specific requirements. The
following paragraphs provide further details on the main aspects of the overall framework.

Auditing Best Value Page 3



The audit planning framework

4. The audit planning framework for the new approach is summarised in Exhibit 1.

Exhibit 1 Audit planning framework

Accounts Commission
Strategy

Strategic Audit
Priorities (SAPs)

Rolling programme

Naw:Codaof @—‘R\qj Annual planning {
Audit Practice \l\::/f% guidance \~/

(wider scope)

of BV Assurance " )
Reports and
Performance audits =

Information

and Intelligence
e )
Local Risk
Assessment
Audit and
scrutiny plans
\ J

Source: Audit Scotland, 2016

5. The Accounts Commission is responsible for appointing auditors to each council for a five-
year period, and for setting out the principles and standards to be followed by auditors and
what is required of them in the course of their duties. We express this at a high level in the
Code of Audit Practice. The Code issued for the appointments commencing in October 2016

includes important changes that underpin the new approach to auditing Best Value through a

“wider scope” of audit and requirements for appointed auditors to work in partnership with
other performance and Best Value auditors.

6.  While the Code covers the full period of the five-year appointment, additional Annual Planning

Guidance is issued to auditors each year, and this is an opportunity for us to provide further
strategic direction including Strategic Audit Priorities (SAPs). These are based on the

Commission's five-year rolling Strategy, which it updates on an annual basis. They will reflect

specific issues that the Commission wants considered in the range of audit work carried out
across local government.

7. At alocal level, auditors will then come together to plan their approach to the council audit for

the five-year period and the year ahead. Five-year planning will consider arrangements for

Page 4 Auditing Best Value



how the characteristics of Best Value will be covered over that period, reflecting the specific
circumstances, risks and performance of the individual council. Annual planning will respond
to the guidance issued nationally, including SAPs, and include details of both financial
statements work and Best Value as expressed through the wider scope. It will incorporate
current arrangements for the shared risk assessment, local audit plans and local scrutiny
plans which include work by other scrutiny bodies.

8. At a national level, the results of local planning will inform a rolling programme of Best Value
Assurance Reports and Performance Audits, and the National Scrutiny Plan.

9.  As with current arrangements for audit planning, auditors will fully engage and discuss their
plans with councils and take account of views expressed.

The assurance and reporting framework

10. The assurance and reporting framework for the new approach is summarised in Exhibit 2.

Exhibit 2 Assurance and reporting framework

Local government
Overview report . —
CoA Annual Assurance Policy Briefings
Best Value and Risks Report Current Issues
Assurance Reports Reports
Place Briefings
Statutory Reports I
(what went wrong,
specific risk, targeted .
audit work, public interest) Audit
- Intelligence and
Annual Audit Reports risk assessment
Performance %

Audit Reports - -
Locally issued in-year

Audit Reports

How Councils Work

Source: Audit Scotland, 2016

11. As with the planning framework, in developing the new approach we have built on current
arrangements, adjusting these to meet the requirements of the new approach. A key objective
is to allow the Commission to provide more regular assurance to the public about how
councils are performing in relation to their Best Value statutory duties. We will do this by
requiring the Controller of Audit to submit a Best Value Assurance Report (BVAR) on each
council at least once during the five-year audit appointment. These reports will differ from the
current Best Value reports in that they are not audit reports produced directly at the end of an
intensive period of specific BV audit work. Instead, they will provide a more longitudinal
perspective, contain broader coverage across BV characteristics and a more rounded picture
on the performance of the council concerned. They will in effect be an aggregation of the
conclusions from a range of audit and other scrutiny work over time. Commission members
will consider these reports in public, and decide what action we will take. The options available
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12.

13.

14.

15.

to the Commission on considering these reports, are set out in legislation and include options
to direct the Controller of Audit to carry out further investigations, to hold a hearing, and to
state Commission findings (which can include recommendations).

The new Best Value Assurance Reports will sit alongside existing published reports that
councils will be familiar with. These include the annual Local Government Overview Report,
Performance Audit Reports and the How Councils Work series. The Controller of Audit will
continue to issue Statutory Reports where considered necessary, and submit these to the
Commission. These cover specific issues in individual councils that raise significant concern
and public interest. They will also, under the new approach, be the route for additional reports
on Best Value where specific risks have been identified and targeted work is considered
proportionate and appropriate.

At a local level, appointed auditors will continue to issue an Annual Audit Report (AAR) to
each council and the Controller of Audit. However, in future, these reports will be more
rounded (reflecting the wider scope from the Code of Audit Practice), will summarise the
results of the Best Value assessment work that took place during the past year, and comment
appropriately on both the Commission’s Strategic Audit Priorities and local audit priorities
identified through audit risk assessments and planning. In line with current practice, local
auditors will continue to issue reports to councils within the year on specific issues. These will
also be summarised in the AAR.

Greater use will be made of the AARs under the new approach. They will contribute
significantly to BVARSs, other Statutory Reports and the Local Government Overview. But, they
will also contribute to more regular assurance being provided to the Commission. Currently,
the Controller of Audit reports to the Commission each year following his review of the AARs
across the 32 councils. He also provides an overview report on the Shared Risk
Assessments’. Under the new approach, these will be brought together in an Annual
Assurance and Risks Report. This will provide Commission members with details of the key
issues arising from audit work in councils in terms of common strengths and areas for
improvement. It will also include commentary on those councils where auditors have
expressed particular concerns that will require audit attention in the forthcoming year,
examples of positive practice and progress being made by councils on which we have
previously reported. Consideration of this report will inform the rolling programme of Best
Value Assurance Reports and identify councils where some targeted risk based audit and
reporting may be required.

The content of the range of audit reports under the new approach will reflect our principles set
out following our 2014 review. These include an emphasis on judgements, conclusions and
recommendations for improvement; coverage of the wider scope for public audit as set out in
the Code of Audit Practice; commentary on a council’s self evaluation and the effectiveness of

! Shared Risk Assessments are carried out in each council by the Local Area Network, which comprises
representatives of all the main scrutiny bodies that engage with councils. The process enables local
government scrutiny bodies to work together to set out scrutiny risks and the proposed scrutiny responses
over the coming year.
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16.

its performance management arrangements; and, commentary on the performance of a
council in meeting the needs of its customers and communities.

Arrangements for providing assurance to the Commission and its committees on Best Value
and the overall performance of councils will continue to include less formal elements, including
Current Issues reports, Policy and Place briefings and other outputs based on audit
intelligence and programme development work.

How auditors will assess Best Value

17.

18.

19.

20.

Auditors assess the extent to which a council is meeting its statutory duties under the Local
Government in Scotland Act 2003. These duties are set out in the primary legislation and
expressed in more detail in Statutory Ministerial Guidance - which describes the
characteristics of a council that is demonstrating Best Value. It therefore represents what
auditors are looking for when carrying out their work, and the benchmark on which their
judgements are measured and their conclusions reached.

While Best Value remains as relevant and critically important today as when it was introduced,
the statutory guidance would benefit from strengthening and refreshing in a number of areas
and the Commission has made representations to both the Scottish Government and councils
in this regard.

In the meantime, it remains the responsibility of a council to demonstrate that it is meeting its
statutory duties. Our new approach does not alter this fundamental aspect of auditing Best
Value. Where councils evidence robust and effective self-evaluation, across corporate
activities, service and outcome delivery, auditors are able to take a proportionate approach to
audit activity.

Best Value audit reports in recent years have tended to focus on a small number of issues
around only certain aspects of Best Value. While this was not unexpected in a risk-based
approach, we are concerned that important issues, such as equalities for example, have not
featured as much as they should in public reports. The new approach offers an opportunity to
provide public assurance across the range of Best Value characteristics in a more
comprehensive manner. We will achieve this through assessing Best Value on an ongoing
basis over the five years of the audit appointment. As stated above, this will be done through
audit planning in individual councils so that the particular context and circumstances in each
can be taken into account.

What will be different from a council’s perspective

21.

We have taken the opportunity in recent months to discuss the new approach to auditing Best
Value with stakeholders, including council chief executives. The response we have received
has been positive and supportive, with the general direction and key features being
welcomed.
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22.  While the new approach represents significant change, such as the integration of the range of
audit work for a council, much will remain the same, such as audit judgements and
conclusions being rooted in the expectations that arise from the statutory guidance.

23. We want to improve the effectiveness and efficiency of the audit, while minimising any
unnecessary burden on councils and their resources. Many of the changes we are making will
be to internal audit procedures that will not really be evident to councils but there are a
number of areas - such as around planning and reporting as set out in this summary - where
they will notice a difference and we hope these will represent an improved experience.

Page 8 Auditing Best Value



APPENDIX 2

4th Floor T:0131 625 1500

102 West Port E: info@audit-scotland.gov.uk
Edinburgh EH3 9DN www.audit-scotland.gov.uk ACCOU NTS COMM 'SSION V/

Councillor Stephen McCabe 1 July 2016
Council Leader

Inverclyde Council

Municipal Buildings

GREENOCK

PA15 1LY

Dear Councillor McCabe
Auditing Best Value — a new approach

| am writing to advise you of the Commission’s recent decision to put in place a framework for the new
approach to auditing Best Value, and in particular to confirm that your council will be one of those on
whom we will be reporting in the first year of the new approach.

You will recall that | wrote to councils in November last year advising of the Commission’s commitment to
review its approach to auditing Best Value, in order to assure itself that the approach is reflective of the
changing and complex challenges faced by local government in the current political, demographic and
financial environment.

At its recent meeting on 9 June, the Commission agreed the overall framework of the new approach.
The new approach fulfils the Commission’s desire that it is proportionate, risk-based and outcome-
focused, providing the Commission and the public with more regular assurance about the performance of
councils. We are bringing together audit work on Best Value, the annual financial audit and the multi-
agency shared risk assessment process, and this will continue to support our working with our strategic
scrutiny partners.

The introduction of the framework coincides with the new five-year audit appointments by the
Commission. Audit Scotland has already written to your Chief Executive to this end. As such, auditors will
use the framework as the basis of audit work from October this year.

| have attached a summary of the framework.

Also at its 9 June meeting, the Commission agreed the schedule of councils upon whom the Controller of
Audit will be reporting to the Commission, through new Best Value Assurance Reports, in the first year of
the new approach from April 2017. These councils (in alphabetical order) are:

Clackmannanshire
East Renfrewshire
Inverclyde

Orkney
Renfrewshire
West Lothian

| would also like to propose to you the option of further engagement with the Commission. We wish to
explore with councils the benefit of the Commission holding a brief series of event in the Autumn, over
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three venues, setting out in more detail what we expect from our new approach to auditing Best Value,
and also what we hope the public and councils can gain from it. The event would be aimed at council
leaders and chief executives. | would therefore like to get your view as to whether you would find such an
event useful. | look forward to hearing from you to this end.

In developing its new approach, the Commission is clear that Best Value is as relevant and vital today as
it was when it was introduced in 2003. We recognise, however, that the statutory guidance which
supports the legislation for Best Value would benefit from being refreshed and updated, to reflect the
various changes in the local government and public sector environment. The Scottish Government has
indicated its agreement with this view, and it will be working with local government in the coming weeks
and months to take forward this task. But the Commission is firmly of the view that a refresh exercise,
whilst ultimately benefitting the public and councils in ensuring that the characteristics of Best Value
comprehensively reflect the current environment in which local government operates, does not
compromise councils’ statutory duty to demonstrate Best Value. We will therefore work with councils in
starting to apply the new approach to auditing Best Value whilst the process of updating the statutory
guidance is being undertaken.

The Commission looks forward to working with you and all councils in taking forward its new approach to
auditing Best Value in order to continue to provide assurance to the public on the performance of all
councils.

Please note that | have copied this lefter to your Chief Executive.

Yours sincerely,

Douglas Sinclair
Chair

Copied to: Chief Executive

Enc
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