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Definitions and Abbreviations

C&AG:

Capital receipts:

Capital grants:

CIPFA:

Earmarked reserves:

Emphasis of matter:

FTE:

General fund balance:

NIAO:

Real-term:

TUPE:

Usable reserves:

Unusable reserves:

Comptroller and Auditor General

Income received when assets [such as land or buildings) are sold. Capital
receipts can only be used to buy new or improve existing assets. These assets
could be land, buildings or large pieces of equipment such as vehicles.

Sums of money given to councils by the Government. This money can only be
used as capifal expenditure, fo buy or improve assefs of lasting value.

Chartered Institute of Public Finance and Accountancy

Money that has been set aside for a particular purpose, such as buying or
repairing equipment, or the mainfenance of public parks or buildings.

A paragraph that is included by the Local Government Auditor in her audit report
fo direct the atfention of users of financial statements fo a matter that has been
discussed appropriately in the financial statements (usually a disclosure). It is a
professional judgement that the matter is of such importance that users should
know about it in order to completely understand the financial statements.

Full Time Equivalent

This is a confingency fund - money set aside for emergencies or fo cover any
unexpected costs that may occur during the year, such as unexpected repairs.

Northern Ireland Audit Office

Realterm expresses the historical value of money in the past, af foday’s value.
This is because the value of £1 today is less than it was in previous years.

Transfer of Undertakings (Protection of Employment)

This is accumulated, unspent money that each council has set aside from previous
years to provide services or buy assets now or in the future.

This relates fo accounting freatment balances. The funds cannot be used fo
provide services. They include balances relating to ‘unrealised gains or losses' in
respect of assets, such as buildings, whose value changes over time. There may
also be commitments linked to these assets such as loans or maintenance needs.
The funds held as unusable reserves can only be unlocked and turned into usable
money if the assets are sold.




local Government Auditor's Report 2019 9@

local Government Auditor’s Intfroduction

As Local Government Auditor, it is my responsibility to audit and provide an
opinion on the financial statements of the 11 councils in Northern Ireland. |
am also required fo prepare an annual report on the exercise of my functions.

This is my second annual report and it covers my audit work in the year to 31
March 2019.

The Department for Communities (the Department], with the consent of the
Comptroller and Auditor General for Northern Ireland (the C&AG), designated
me as the Llocal Government Auditor in January 2018. | am also the Chief

Operating Officer of the Northern Ireland Audit Office (NIAO).

Pamela McCreedy,

Local Government Auditor

In addition to providing an opinion on the financial statements of the 11
councils, | am responsible for the audit of two joint committees', the Local Government Staff Commission
and the Northern Ireland Local Government Officers’ Superannuation Committee.

In tofal, audit opinions are issued on 15 sefs of financial statements. | am pleased to report that all

15 audit opinions for the 2017-18 financial statements were unqualified. This means that all financial
statements were properly prepared and that they gave a frue and fair view of the financial position of the
body concemned and its income and expenditure for the year.

Councils are independent of central government and are accountable to their citizens. They consider local
circumsfances in making decisions in the best interests of the communities they serve. All councils have

the same basic legislative responsibiliies, although each council has the discretion to place a different
emphasis on the services delivered.

In providing such a broad range of services, either directly or in parmership with others, councils require
substantial resources. In the 2017-18 financial year they spent £936 million on providing services to the
public, employed over 10,000 full time equivalent staff and utilised assefs worth in excess of £2 billion.

As part of my audit work, | consider whether each council has proper arrangements in place fo secure
economy, efficiency and effectiveness in the use of resources and that public money is properly accounted
for. If I consider it appropriate, | can make a report in the public interest on any matter coming fo my
nofice in the course of an audit. No public interest reports were made during the year and my audit
findings were issued o each council in their annual audit letter, which is published on councils” websites,
detailing where any action is required. | expect councils to take these actions forward as appropriate.

In addition to the audit of 2017-18 local government body financial statements, | am responsible for

the audit and assessment of the councils’ performance improvement responsibilities. The work carried
out during the year in this area concluded that all councils met their key performance improvement
responsibilities, both in relation to improvement planning and the publication of improvement information,
and all received the same overall assessment. Although councils are at different stages of development,
all strengthened their performance improvement arrangements in year and each council delivered

some measurable improvements fo services. With sufficient resources, councils’ arrangements to deliver
improvement should develop further and mature over time. | have provided feedback to each council on
how their arrangements could be improved.

1 Ajoint committee is made up of two or more participant councils and may be consfituted as a body corporate.
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Introduction

This was the second year that councils were required fo report on their performance against that of other
councils in delivering the same or similar functions, where it was reasonably practicable to do so. | found
most published comparisons to be limited in content. In my view, this requirement will remain difficult fo
achieve until it is supported by an agreed framework between councils. While most councils have been
working with the Department to consider how to undertake such comparisons, progress to date has

been limited.

As the Local Government Auditor, | can also undertake comparative and other studies designed in order
fo make recommendations for improving economy, efficiency and effectiveness ("3E” studies) in the
provision of services by local government bodies and to publish my results and recommendations. No
such studies have been undertaken to date on the 11 councils. During the year | consulted with councils,
local government representative bodies and other appropriate bodies in preparing a rolling three-year
programme of 3E studies.

This report provides my perspective on the audits of local councils based on the key messages from audit
work completed by 31 March 2019. This includes the audit of the financial statements for 1 April 2017
to 31 March 2018 (the 2017-18 financial year) and the audit of councils” performance improvement
plans and outcomes from 1 April 2018 to 31 March 2019 (the 2018-19 financial year).

In my report, | have sought fo highlight areas of sirength and areas for improvement within local councils.
| have also considered several important issues that may affect the councils in the near future. Both
councillors and officers should consider this report and review how their council is managing the issues |

have highlighted.

In my last report | made a number of recommendations o councils based upon themes arising over the
course of my financial audits. | am pleased to report that each council is working to address them.

There will be significant challenges and opportunities in the years ahead. | am confident that local
government will respond appropriately, delivering positive outcomes and that the Local Government Audit
function will continue to play its part in promoting performance improvement and securing economy,
efficiency and effectiveness in the provision of services.

| would like to thank elected members, their Chief Executives and staff of the 11 councils and other local
government bodies audited, for the assistance provided to audit staff in completing this year's audits. |
also wish to thank those members of the staff of the NIAO who assisted me in the performance of the
local Government Auditor's functions.

I%CC M

Pamela McCreedy

Llocal Government Auditor

18 June 2019
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Council districts

Causeway Coast and
Glens Borough Council

Mid and East Antrim
Borough Council

Derry City and
Strabane District
Council

Antrim and Newtownabbey
Borough Council

Mid Ulster
District Council

Ards and
North Down
Borough
Council

Lisburn and
Castlereagh
City Council

Fermanagh and Omagh
District Council

Armagh City, Banbridge and
Craigavon Borough Council

Newry, Mourne and Down
District Council

Source: NIAO
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Key Facts

In 2017-18:

£936

million

Average spend on
delivery of services
per person

.

Total expenditure
by councils

i

million *1

£862

Total received
income - 70%
of which was
from district

rates

Total net
pension liabilities

£235

million

Total value

of usable
reserves held
by councils

Average

number of
sickness days

per member of staff
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Part One:

Financial Performance

1.1 This section provides a summary of the councils’ financial performance in the year 2017-18.

Key Messages

1. Overall councils are in a financially strong position and managed their finances well
in 2017-18. Good sfrategic financial management arrangements will continue to aid
decision making and ensure the most appropriate and efficient use of council resources.

2. Some councils continued to be very reliant on agency sfaff. There is a risk that over
reliance on agency sfaff, over an extended period of time, does not provide value for
money.

3. Usable reserve balances have increased since the formation of the new councils.
Councils should be clear about the reasons for the level of reserves they hold and what
they may be used for.

4.  Pension liabilities are a cost pressure for all councils and the net pension liability
increased by almost 10 per cent to £501 million.

Income and expenditure

Councils received income of £862 million, 70 per cent of which was from
district rates

1.2 In 2017-18, councils received income of £862 million (£839 million in 2016-17) from rates,
service charges, grants and investment income and spent £936 million (£878 million in 2016-
17) (see Figure 1). The total income received was made up of £840 million of revenue based
income, which was spent on the delivery of council functions and services, and £22 million
of capital income, which was spent on acquiring or improving assets, for example a leisure
centre. Councils can also spend money from their usable reserves and supplement their income
by borrowing money to support capital projects.
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Figure 1. Income and Expenditure

In 2017/-18 councils received a total income of £862m.
Total expenditure was £936m.

Where the money came from: How the money was spent:

Other expenditure
£7m

Central government
capital grants

£22m
_ Finance and Investment
£44m
Central government
revenue funding
£50m
A Delivery of leisure &
Service fees and recreation services,
Chgfges and other environmental services,
income £189m planning and development
services, corporate management,
fourism and economic
development
£885m
District Rates
£601Tm

Source: Councils' audited financial statements for 2017-18

1.3 The maijority of councils’ total income, 70 per cent (69 per cent in 2016-17), was received
from district rafes. Service fees, charges and other income? accounted for 22 per cent of
income (23 per cent in 2016-17) and general revenue funding from central government®
accounted for 6 per cent. Capital grants fluctuate from year to year, depending on investment
decisions, and in 2017-18 accounted for almost 3 per cent of fofal income.

For example, income from investments and bank interest.

3 General revenue funding, from the Department for Communities, is paid to compensate councils for the statutory de-rating
of certain property, fo provide additional resources for those councils whose needs exceed their wealth base and to
support councils in emergency planning. It also partly compensates for the cost of new functions transferred in 2015-16.
Other government departments pay specific grants to councils which help with the financing of certain revenue and capital
expenditure.
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Part One:

Financial Performance

1.4 Income levels vary considerably across each Council. Whilst overall the sector experienced a
reaHerm increase in revenue based income in the five years to 2017-18 (see Figure 2|, there
was an overall reakHerm decline in income from service fees, charges and central government
revenue funding. This trend indicates that councils are increasingly reliant on income from the
district rate.

Figure 2. Councils real-term revenue income

Overall 'realterm' income has increased each year

Q00
800
700
E 600 There has been
KX increasing
g reliance on
O 500 district rate
% income
5 400
Z
L
o
o 300
200 Income from
council services
and government
100 revenue funding
has decreased
o R ] [] ] ]
2013-14 2014-15 2015-16 201617 2017-18
m District rates Service fees, charges m General revenue
and other income funding from government

Source: Councils’ audited financial statements (inflated to 2017-18 values)

1.5 In 2017-18 seven of the eleven councils were entitled to a Rates Support Grant at varying
levels*. It is designed to provide additional finance to those councils which have a lower
wealth per head of adjusted population, relafive to the other councils. Councils in receipt
of the grant can vary annually and the additional finance received is defermined by the
Department, using a statutory formula.  The total grant available can vary annually, depending
on the Department’s spending priorities. As a result of funding pressures in recent years the fofal

4 The seven councils in receipt of the Rates Support Grant were Armagh, Banbridge & Craigavon, Derry City & Strabane,
Mid Ulster, Causeway Coast & Glens, Newry, Mourne & Down, Fermanagh & Omagh and Mid & East Antrim.



1.8

1.9

local Government Auditor's Report 2019 17

annual amount allocated to councils (£17.6 million in 2017-18) has been reducing (o 4 per
cent reduction from 2016-17). | am aware that the Department was not in a position fo notify
councils of the allocation of the Rates Support Grant until after they had struck the district rate for
the year. This makes financial planning more difficult.

In September 2018 Mid Ulster Distfrict Council successfully appealed a High Court ruling
relating to how the grant is calculated. This has resulted in a redistribution of the grant between
the seven councils from 2018-19, placing additional pressure on those councils which are now
receiving a smaller proportion.

Given the increasing funding pressures, it is important that councils continue to explore options
fo maximise the income generated from ifs services, including considering the potential for more
efficient service delivery such as online facilities and automated processes.

There has been a real-term increase in expenditure, primarily driven by the
additional running costs of newer functions

The largest areas of expenditure continued to relate to leisure and recreation services, followed
by environmental services and then planning services. In previous years | have reported on
how much was spent on these services, however in 2017-18 the councils adopted a new
"Telling the Story” format (see paragraphs 4.1 and 4.2) and reported expenditure in line

with the organisational structure instead of by type of service. As a result of differing council
structures, the new classifications do not readily allow for comparison or analysis similar fo
those reported in previous years.

As with income, expenditure levels varied considerably across each council and overall there

has been a realterm increase in expenditure in the five years to 2017-18 (see Figure 3). This
increase has been primarily driven by the additional running costs of newer functions, such as
planning, economic development and fourism.
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Part One:

Financial Performance

Figure 3. Councils' real-term expenditure

There has been an overall 'realterm’ increase in expenditure in recent years
1000
200
800
700
600
500
400
300
200
100

EXPENDITURE (£m)

2013-14 2014-1

m Cost of services on Finance and investment m Other operating
confinuing operations expenditure expenditure

(@}

2015-16 - 2017-18

Source: Councils’ audited financial statements (inflated to 2017-18 valuves)

1.10  Figure 4 sets out the amount spent by each council per head of population®. This ranged
from £377 per person in Ards and North Down Borough Council to £615 in Belfast City
Council. The average spend by councils was £473 per person (£428 in 2016-17). 2017-18
saw an increase in spend per head of population across most council areas when compared
fo the previous year. There is a general correlation between councils” spending per head of
population and deprivation levels. For example, the majority of the 100 most deprived areas
in Northern Ireland® fall within Belfast City Council and spend per person in this council area
was the highest.

5 Based on the cost of continuing services in the councils’ financial statements.

6 Using multiple deprivation indicators the Northern Ireland Statistical Research Agency has ranked a top 100 (out of the 890
'Super Output Areas’ in Northern Ireland) most deprived areas.



local Government Auditor's Report 2019 19

Figure 4. Council spend per person on delivering services

Spend per person on delivering services varies widely across the region and has
increased across most councils

Belfast City -
Derry City and Strabane e ——
Causeway Coast and Glens e —
Armagh City, Banbridge and Craigavon g
Mid and East Anfrim - e ——
Average Expenditure per person pu—
Lisburn and Castlereagh City p—
Fermanagh and Omagh p——
Antrim and Newtownabbey
Newry, Mourne and Down  p—
Mid Ulster m——
Ards and Norh Down e—

£0 £100  £200 £300 £400 £500 £600 £700

201617 m2017-18

Source: Councils’ audited financial statements for 2017-18, 2016-17 and NISRA population statistics

Staffing levels and costs

Some councils continued to be very reliant on agency staff. There is a risk that
over-reliance, over an extended period of time, does not provide value for money

1.11 Council services across Northern Ireland are primarily delivered by a combination of council
employees and, fo a lesser extent, agency staft”. Historically, most agency staff have been
femporary and seasonal in nature. However, during this period of significant organisational
change, there has been an increased dependency within some councils on agency staff to help
deliver services, unfil they finalise their staffing structures and complements.

7 Some services, are confracted fo private sector contractors, for example Leisure Centres. This varies by council and therefore
staff numbers across councils are not directly comparable.
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Financial Performance

1.12  The total number of Full Time Equivalent (FTE) employees increased by 262 during 2017-18.
Increases occurred at all but one council, with the most significant increase at Mid Ulster District
Council?, which accounted for almost one third of the total increase across all councils.

1.13  The total number of FTE employees across all councils has increased since their formation in
2015 [see Figure 5). This is a result of the net effect of planning staff transfers from central
government fo councils in 2015 (as well as the transfer of other functions) and recruitment, offset
fo an extent by council staff leaving on exit packages and natural wastage. As councils are
nof required to report the average number of agency sfaff contracted during the year, the actual
fofal workforce at each council is higher than reported.

1.14  In2017-18, total employee costs represented approximately 38 per cent (£355 million) of
operating expenditure?, with agency staff accounting for a further 3 per cent (£26 million).

Figure 5. Employee numbers in councils

Overall FTE employee numbers in the new councils have increased

12,000

11,000

Legacy councils New councils
10,500

10,000

EMPLOYEE NUMBERS

?,500

?,000

8,500
2012-13 2013-14 2014-15 2015-16 2016-17 2017-18

FTE == Headcount

Source: Councils’ audited financial statements

8  Mid Ulster District Council's FTE staffing complement increased by approximately 13 per cent (88 FTE employees) in 2017-
18. Just over half (45 FTEs) was attributed to bringing some leisure operations back in house, with employees transferring
across through TUPE. Most of the remaining increase was atfributed to a reduction in the use of agency staff.

Q@ For the purposes of this report, operating expenditure has been taken as the ‘cost of services on continuing operations’, as
sef out in councils’ financial statements.
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Total staff costs, as a percentage of operating expenditure, were broadly similar across the
councils. However, agency staff costs varied significantly (see Figure 6). Staff costs are likely
fo increase further due to the National Living Wage.

Figure 6. Staff costs in councils

Staff costs as a percentage of operating expenditure across all councils were
relatively similar however agency staff costs varied widely

Causeway Coast and Glens
Belfast City

Mid Ulster

Armagh City, Banbridge and Craigavon
Derry City and Strabane
Newry, Moume and Down
Average

Anfrim and Newtownabbey
Mid and East Antrim

Ards and North Down
Lisburn and Castlereagh City
Fermanagh and Omagh 1

0% 10% 20% 30% 40% 50%

Employee costs as % of operating expenditure  ® Agency costs as % of operating expenditure

Source: Councils’ audited financial statements for 2017-18

The overall cost of agency sfaff has continued fo increase year on year (£1.7 million increase
in 2017-18). Most of this increase was attributed to Causeway Coast and Glens Borough
Council and Lisburn and Castflereagh City Council. Agency costs af seven councils either
reduced or remained relatively sfafic, which is an improvement against the prior year, when
nine councils experienced increased agency sfaff costs.

Observation

In 2017-18 some councils continued to be dependent on agency staff to deliver local
services. | will continue to keep the cosfs associated with agency staff under review across
all councils, and I will also focus on the types of work they perform and the length of fime
they have been working in the council. There is a risk that overreliance on agency staff over
an extended period of time does not provide value for money.
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Part One:

Financial Performance

Exit Packages

The number of exit packages remained higher than prior to reform indicating that
staffing and workforce plans had not stabilised

Councils are required to disclose the number and costs of staff exit packages. The costs include
compulsory and voluntary redundancy costs, pension contributions and other departure costs.
Over the four financial years from 2014-15 to 2017-18'° councils have paid a fofal of £38.8
million in exit packages to staff (see Figure 7). In 2017-18, councils agreed 99 exit packages
at a cost of £6.7 million. The number and cost of exit packages has fallen significantly since
2015-16. However, in the four years preceding 2014-15, the average number of exit
packages was 61, with an average cost of £2.1 million. In this confext, the number and cost
of exit packages in 2017-18 remained high and is an indication that councils” workforce plans
had not stabilised.

Figure 7. Exit Packages paid between 2014-15 and 2017-18

Number Cost of Exit Average cost of Number of

of Exit Packages each exit package Packages greater

Packages £m £'000 than £100,000

2014-15 172 9.4 54 25
2015-16 208 16.8 81 64
2016-17 Q2 5.9 65 21
2017-18 Q9 6.7 68 24
Total 571 38.8 - 134

Source: Councils’ audited financial statements

Capital expenditure and financing

Capital expenditure is returning to pre local government reform levels

Capital expenditure relates to assets which are purchased, constructed or improved by the
councils, to support the delivery of their services. These range from one-off purchases in-year, to
larger projects which can take more than one year to complete. In Part Four of this report (see
paragraphs 4.14 to 4.16) | highlight the importance of good asset management and that it is
essential fo help deliver sustainable public services.

10 Preparations for council mergers and restructuring were commenced by the legacy councils in 2014-15, which was the first
year in which the number and cost of exit packages significantly increased.
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Councils finance capital expenditure in a number of ways including revenue funding, borrowing
(from the government or commercial lenders|, capital receipts, grants and other contributions.
Councils are required to be prudent and consider the affordability of their capital expenditure
programme and its impact on day-to-day running of its services.

Total capital expenditure in 2017-18 amounted to £101 million (£110 million in 2016-17)
and Figure 8 shows how this compared with realterm capital expenditure over the previous
five years. It illustrates a significant increase in the year preceding council mergers and a peak
in 2015-16, the first year of the new councils. Since then, capital expenditure levels have
reduced and are returning fo pre local government reform levels.

Figure 8. Real-term capital expenditure

Overall, realterm capital expenditure is returning to pre-merger levels

180
160
140
120
100 2015-16 was the
80 first year of the new
11 councils
60
40
20

0

CAPITAL EXPENDITURE (£m)

201213 2013-14 2014-15 2015-16 2016-17 2017-18

Source: Councils’ audited financial statements (inflated to 2017-18 values)

Councils are committed fo capital programmes or projects selected by legacy councils in the
latter years of their existence. As a result, some councils have imposed limits on new capital
expenditure until these have been completed.

A number of significant projects have contributed fo the level of capital expenditure in 2017-18
including:

* Andersonstown regeneration (Belfast City);

e  Olympia/Windsor regeneration (Belfast City);
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Financial Performance

Ards Leisure Centre (Ards and North Down);

Brandywell Stadium (Derry City and Strabane);

Newry City Centre regeneration project (Newry, Mourne and Down);and

Downpatrick Leisure Centre ([Newry, Mourne and Down).

1.22  Councils will require additional funding to complete capital programmes or projects which
have been committed to. Forecasting capital requirements is a critical investment decision-
making process underfaken by councils and is closely linked to borrowing. At 31 March 2018,
councils had committed to ongoing or approved future capital schemes with an estimated cost
of over £424 million.

1.23  In2017-18, councils' total ‘Capital Financing Requirement” increased by £31.4 million. This
amount relates to capital expenditure incurred during the year that has et to be financed. The
financing mix (using council reserves or obtaining loans) will be determined by each individual
council, depending on ifs treasury management strategy and capital investment strategy.

Borrowing

Borrowing levels, and the cost of borrowing, varied widely across councils

1.24  Councils decide how much debt is required to deliver services. The costs of servicing the debt
(repayment of principal amount and inferest charges| should not adversely impact on service
delivery.

1.25  The majority of debt relates to external borrowing which contributes to the financing of capital
expenditure and consists of a mix of shortterm and long-term loans, mostly from central
government. Councils can also use overdrafts fo assist with working capital balances.

1.26  Borrowing varies widely across councils and is based upon individual treasury management
strategies and local priorities. It also reflects historical decision making, as the level of
borrowing includes inherited loan balances from the legacy councils. Each council is required to
mainfain ifs longferm borrowing balance below the level of its Capital Financing Requirement
fo ensure that this type of financing is only used for capital expenditure. All councils complied

with this requirement in 2017-18.

1.27  loans outsfanding af 31 March 2018 totalled £485.3 million, a decrease of £0.1 million
from 2016-17. Figure 9 shows individual council outstanding loan balances as a percentage
of revenue income. A higher percentage indicates a greater historical reliance and financial
commitment fo borrowing.
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Figure 9. Outstanding loan balances at 31 March 2018 as a percentage
of revenue income

Lloan balances as a proportion of revenue income varied across councils
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Source: Councils” audited financial statements for 2017-18

1.28  There was a reduction in outstanding loans in the three years up to 2017-18, although the
overall balance remained marginally higher than the pre local government reform position.
This arose as a result of increased capital commitments by the legacy councils (see paragraph
1.20), as well as councils taking advantage of favourable loan interest rates, which assists them
in prudently building reserves to manage future risks and/or make investments with a higher
return.

1.29  The annual cosfs committed to repaying loans reduces the amount councils have to spend each
year on delivering services (see Figure 10). The amounts paid during the year, and the extent
fo which this impacts services, depend on the period over which councils agree to repay their
loans, as well as any impact from inferest rate fluctuations and future inflation. In 2017-18,
councils paid almost £38 million towards the principal outstanding balance and almost £23
million in interest costs.
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Figure 10. Cost of Borrowing 2017-18

Borrowing costs vary across councils as a percentage of revenue income
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Reserves and investments

1.30

Usable reserve balances have increased since the formation of the new councils.
Councils should be clear about the reasons for the level of reserves they hold and
what they may be used for

All councils hold invested funds, the majority of which are liquid cash reserves which generate
small amounts of interest based income. Other forms of long-ferm investment porifolios can
include commercial property rental, and investments in associated companies, charities and
frust funds. However, these type of investments are uncommon in Northern Ireland and can add
additional risks which must be carefully managed.

Figure 11 shows that the overall level of usable reserves across councils increased significantly
by 12.6 per cent, from £205.1 million in 2016-17 to £234.6 million in 2017-18. The fotal
value of usable reserves had remained relatively constant over the previous four years. All but
two councils increased their level of usable reserves during 2017-18.




local Government Auditor’s Report 2019 27

Figure 11. Total Usable Reserves
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1.32  The General Fund is the main usable reserve and accounts for almost half of the total usable
reserves. Ifts purpose is to provide for any unexpected expenditure that cannot be managed
within existing budgets. Such expenditure would be one-off and resulting from an extraordinary
event. Each council should set its General Fund at a prudent but not excessive level, as holding
high level reserves can impact on resources and performance.

1.33  Overdll, the total General Fund balance held by all councils increased during 2017-18 by
£14.1 million, or 12.2 per cent, to £108.6 million. General Fund balances, as a percentage
of operating expenditure vary considerably across councils, from é per cent (Ards and North
Down Borough Council) to 29 per cent (Lisburn and Castlereagh City Council) (see Figure 12).
Nine councils increased their General Fund balance during the year.
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Figure 12. General Fund balances as a percentage of operating expenditure

General fund balances as a percentage of operating expenditure varied widely
between councils
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1.34 | previously recommended that councils monitor and build up, as required, the level of their
Ceneral Fund balance to ensure that they are adequately funded to meet the risk of future
liabilities, some of which are difficult to predict. Over the past three years, most councils have
been able to achieve this despite increasing financial pressures.

Observation

In the current financial and political environment, it is ever more important for councillors to
continue fo keep under review their council’s reserves policy and ensure sufficient, but not
excessive, reserves are retained fo meet the challenges ahead. Councils should be clear
about the reasons for the level of reserves they hold and what they may be used for.

Pensions

Pension liabilities are a cost pressure for all councils and the net pension liability
increased by almost 10 per cent to £501 million

1.35  Pension confributions have been a cost pressure for councils in recent years. Every three
years an independent review is undertaken to calculate how much each council should
confribute. Councils contribute a percentage rate plus deficit recovery contributions. The
percentage confribution rafe in 2017-18 was 18 per cent of employees’ gross salary and will




1.36
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increase by 1 per cent each year until 2021, when a new review will set new confribution
rates.

In 2017-18, councils’ tofal net pension liabilities increased by almost 10 per cent, from £456
million in 2016-17 to £501 million in 2017-18. This increase was mainly due o a change in
actuarial assumptions used to value future liabilities. The pension liability increased across all
councils.

The vast majority of council pension liabilities are the responsibility of the Northern Ireland Local
Government Officers Superannuation Committee, which operates a pension scheme fund for the
local councils and other similar bodies in Northern Ireland. Over the year to 31 March 2018,
the fund's overall refurn on the total assets invested in it was 5.84 per cent (gross of investment
manager fees).

Conclusion

1.38

Overall, councils are in a financially strong position and managed their finances well in 2017-
18. Good strategic financial management arrangements will continue fo aid decision making
and ensure the most appropriate and efficient use of their resources.
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Key messages

1. Councils’ governance statements complied with relevant guidance and continued to be
comprehensive and of good quality.

2. The majority of Audit and Risk Committees exhibit the key effective characteristics
expected from them. Those that do not yet exhibit all of the key effective characteristics
are working fo achieve this.

3. In managing conlflicts of inferest, a risk exists where all councillors’ declarations are not
complete or upto-date.

4. Whistleblowing concerns continue to be reported directly to the Local Government
Auditor and there is an increasing number of concerns being raised around planning
processes.

Proper arrangements to secure economy, efficiency and effectiveness

Each council had in place proper arrangements to ensure economy, efficiency and
effectiveness in the use of resources, although there will always be opportunities to
strengthen these arrangements further

2.1 The Local Government (Northern Ireland) Order 2005 requires me fo be satisfied each year
that proper arrangements have been made for securing economy, efficiency and effectiveness
(value for money) in the use of resources. Defails of the nature of my work in this area are
outlined in Chapter 3 of my Code of Audit Practice 2016, In order fo assess whether proper
arrangements are in place, my sfaff require councils to complete an annual questionnaire and
provide supporting documentation on a wide range of corporate activities including financial
planning and reporting, IT security, procurement policy and procedures, risk management and
governance arrangements.

2.2 As a result of my audit work in this area, | was satisfied that all 11 councils had in place proper
arrangements to ensure economy, efficiency and effectiveness in the use of resources for the
2017-18 financial year. No public interest reports were made during the year and my audit
findings were issued to each council in their annual audit letter.

11 https://www.niauditoffice.gov.uk/publication/code-auditpractice-2016
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Governance Statements

2.3

2.4

2.5

2.6

2.7

2.8

Governance statements continued to be comprehensive and of good quality

The annual governance statement accompanies a council's financial statfements and explains
its governance arrangements and confrols for managing the risk of failing to achieve strategic
objectives. It is a key statement by which a council demonstrates to its ratepayers, elected
members and other external stakeholders that it is complying with the basic tenefs of good
governance.

The statement explains the process for reviewing the effectiveness of those arrangements, and
outlines actions faken to deal with any significant governance issues. VWhat is considered
significant will depend on an individual council’s governance framework, how effectively it is
operafing and the exfent to which the issue has the potential fo prevent a council from achieving
its strategic objectives. The number of individual significant issues raised varied considerably
between councils, ranging from zero to eight. This may be wholly reasonable, however,
councils must be content that this reflects the results of robust management and review of their
governance framework.

In both 2016-17 and 2017-18, | have found the govermnance statements to be comprehensive
and of good quality.

There were a number of common significant issues disclosed within governance
statements, as well as a number of common issues arising from my audits

Many of the more common significant governance issues identified by councils in 2016-17
governance statements featured again in 2017-18 including: budgetary uncerfainty in the
absence of a Northern Irelond Executive; waste management; and [T security. Emerging issues
included the ongoing uncertainty of leaving the European Union (see Part Four, paragraphs
4.25 to 4.27), the implementation of General Data Protection Regulations and the need to
address issues identified by Internal Auditors.

During the audit of the 2017-18 financial statements | raised a number of audit issues and
made recommendations for improvement. These included weaknesses in complefing control
reconciliations and procurement issues. | will monitor councils” implementation of these
recommendations as part of my next audits.

In my report on Derry City and Strabane District Council, | included an emphasis of matter
paragraph drawing attention to disclosures included in the Council’s Financial Statements of
the potential impact on the carrying value of assets connected with the City of Derry Airport.
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The key concern is the uncertainty in respect of sufficient funding for the London airport route.
Should these going concem issues crysfallise, then there may be a significant impairment on the
carrying value of airport assets (£45 million as at 31 March 2018). The Council has fold me
that it will continue in ifs significant efforts to secure funding for the London route.

Audit and Risk Committees

The majority of Audit and Risk Committees exhibit the key effective characteristics
expected from them. Those that do not yet exhibit all of the key effective
characteristics are working to achieve this

2.9 The main purpose of an Audit and Risk Committee is fo give independent assurance fo elected
members and the public about the governance, financial reporting and financial management
of a council. It also scrutinises the council’s financial management and reporting arrangements
and provides an independent challenge to the council.  All councils have Audit and Risk
Comnmittees in place and my staff affend meetings of these committees on a regular basis. In
its recently updated audit committee guidance'?, the Chartered Institute of Public Finance and
Accountancy (CIPFA) has emphasised the impact that an effective audit committee is able to
have.

2.10  ltis my opinion that the mechanisms and procedures fo facilitate the effectiveness of councils’
Audit and Risk Committees continued to improve during the year, with all councils having
either taken steps to ensure that its Committee demonstrates the key characteristics which reflect
good practice, or are in the process of doing so. However, even with all key characteristics in
place, the effectiveness of an Audit and Risk Committee is subject fo the quality, relevance and
fimeliness of information and data submitted to it by council staff and Internal Auditors.

Observation

Following the recent local elections, it is important that new members receive timely training
on the key characteristics of an effective Audit and Risk Committee and the importance of the
oversight, scrutiny and governance role fulfilled by the Committee.

12 Audit Committees Practical Guidance for Local Authorities and Police 2018 Edition, CIPFA. Guidance includes a helpful
Audit Committee Self-assessment Checklist and a Knowledge and Skills Framework document.
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Code of Conduct

The NI Local Government Commissioner for Standards continues to investigate and
adjudicate on complaints where a councillor has failed to comply with the Code

Councillors are expected to observe the highest standards of behaviour in undertaking their
official duties. They are required to comply with the principles and rules of conduct set out in

the mandatory NI Code of Conduct for Councillors (the Code), infroduced in May 2014.

The Code is based on 12 principles of conduct which are: Public Duty, Selflessness, Integrity,
Obijectivity, Accountability, Openness, Honesty, Leadership, Equality, Promoting Good
Relations, Respect, and Good Working Relationships.

Each council is required to establish, maintain and make publically available a register of
members’ inferests. Also, the Code recommends that a register for gifts and hospitality is
esfablished and that procedures are in place for dealing with relevant declarations of interests.

The Northern Ireland Public Services Ombudsman (the Ombudsman), in her role as Northern
Ireland Local Government Commissioner for Standards (the Commissioner), is responsible for

investigating and adjudicating on complaints that a councillor has failed to comply with the
Code.

In order fo maintain an appropriate separation of the investigative and adjudication functions,
the Commissioner has delegated the authority to conduct investigations and report on

the outcome of these investigations fo the Deputy Commissioner and his sfaff in the Local
CGovernment Ethical Standards Directorate.

In addition to, or as an alternative to investigating a complaint, the Deputy Commissioner can
also take alternative action fo resolve a complaint, for example by requiring a councillor fo
apologise for his or her conduct or fo affend training on the Code.

If the Commissioner adjudicates on a case and finds that a councillor has failed to comply, she
can impose a sanction that, in the most serious cases, can result in disqualification from serving
as a councillor for a period of up to 5 years.

In December 2018, the Local Government Auditor signed an updated formal protocol with the
Ombudsman which sefs out arrangements for co-operating and working fogether in order to
fulfil our statutory responsibilities as fully, effectively and efficiently as possible.




36 Local Government Auditor's Report 2019

Part Two:

Good Governance

2.20

Fach year, the Commissioner receives a number of complaints of failure to comply with the
Code. The Commissioner’s Annual Report'® reveals that in 2017-18 a tofal of 44 complaints
were made against councillors, compared to 34 in 2016-17. The majority of complaints
related fo allegations that a councillor failed to show respect and consideration for others.
Where there are any financial implications arising from non-compliance with the Code, |
may decide fo report this information. | am not aware of any cases which have had financial
implications this year.

In her 2017 report, the then Local Government Auditor nofed that the Local Government
circulars “Consolidated Guidance on Councillors” Allowances” were silent as to whether
councillors should still confinue to be paid their allowances in the event of being suspended. In
my last report, | recommended the Department should update its guidance on allowances as
soon as pracficable, to ensure faimess and consistency in the approach taken by councils to
the payment of allowances in the event of suspensions. In May 2019, the Depariment issued
an addendum fo the existing guidance, to include withholding of payments during periods of
suspension. | am also aware that some councils had already included, within their scheme of
allowances, a requirement to suspend payment of allowances in such circumstances.

Managing Conflicts of Interest

2.21

2.22

2.23

A risk exists where all councillors’ declarations of interest are not complete or up-to-
date

While no conflicts of interest issues were reported within any councils” governance statements
in the 2017-18 financial year, during my audit of the financial statements | noted that, despite
council staff issuing a number of reminders, declarations of inferest were not received from all
councillors. Conflicts of interest could go undetected and present a possible reputational risk for
the council.

Councils should have in place arrangements to ensure that members and employees are not
influenced by prejudice, bias or conflicts of inferest in dealing with different stakeholders,

and should ensure that these arrangements operate effectively. Members are also required to
observe Code of Conduct requirements on the registration and declaration of relevant interests.
In December 2018, the Commissioner ruled on two local government conflict of interest cases
and three month suspensions (one partial] were imposed on two councillors.

It is important that members and council staff are aware of their responsibility for managing the
risk of a conflict of interest (real or perceived) or, where this is not possible, for ensuring that it
is declared and managed properly. Regular fraining is essential fo ensure that the conflicts of
inferest requirements are undersfood and applied by members and staff. The NIAO’s March
2015 publication “Conlflicts of Interest: A Good Practice Guide” provides comprehensive

13 hitps://nipso.org.uk/site/wpcontent/uploads/2019,/01 /NILGCS-AnnualReport-2017-18.pdf
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guidance on recognising and dealing with conflicts of interest in public life. The Guide is
available on the NIAO website'.

Observation

Following the recent local elections, it is important that new members receive timely training
on the importance of identifying and declaring any potential conflicts of inferest.

Whistleblowing

Whistleblowing concerns continue to be reported directly to the Local Government
Auditor and there are increasing concerns being raised around planning processes

2.24  Effective whistleblowing arrangements are an important element of good governance
arrangements. Whistleblowers are essential for helping to bring to light matters of concern in
an organisation. VWhere wrongdoing exists, those responsible must be held to account, mistakes
must be remedied and lessons must be learnt.

2.25 Al councils may receive whistleblowing concerns in line with their own policies. Councils must
have procedures in place to deal promptly and robustly with concerns raised and must ensure
that whistleblowers are supported and protected from any form of defriment or victimisation.

2.26  Asthe local Government Auditor within the NIAO, | am a prescribed person to whom protected
disclosures can be made, under the Public Interest Disclosure (NI} Order 1998, in relation to the
proper conduct of public business, fraud and corruption and value for money. In that capacity, |
receive whistleblowing concerns relating fo local government bodies (see Figure 13).

Figure 13. Whistleblowing concerns reported directly to the Local Government
Auditor

2014-15 2015-16 2016-17 2017-18 2018-19

Number of concerns reported directly

21 12 ] 2 2
to the Local Government Auditor > 3 3

Source: Northern Ireland Audit Office data

14 htips:/ /www.niaudifoffice.gov.uk/sites/nico/files/mediailes /conflicts_of _interest_good_practice_guide.pdf
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2.2/

2.28

The NIAO website'® provides contact details for those wishing fo raise a concern with the Local
Government Auditor. Concerns raised will be evaluated as audit evidence, taking into account
a range of factors including:

® professional judgment;

* qudit experience;

e whether there is a “public inferest” element to the issue; and

e whether the concems indicate serious impropriety, iregularity or value for money issues.

| consider a number of possible actions when dealing with concerns.  These range from
discussing the issues with the audited body, to carrying out a full audit investigation and
including relevant comments in our audit reports. | am not required to underfake investigations
on behalf of individuals.

The Big Screen in Newry, Mourne and Down District Council

The NIAO was confacted by a whistleblower in late 2016 regarding the procurement
and erection of the large city centre screen (the Big Screen) in Newry City Centre. The
whistleblower had sought and received a large number of documents from the Council and
had concerns that proper policies and procedures had not been followed.

The proposal for the purchase and erection of the Big Screen was approved by Newry
and Mourne District Council (the legacy council) in July 2014. The former Department for
Social Development (DSD) (the responsibilities for this later transferred to the Department for
Communities) awarded the Council £23,192.99 towards the purchase of the Big Screen in
February 2015. Other parties were also involved in the delivery of this project. Temporary
planning permission was granted in March 2015 and the Big Screen was erected in
December 2015. The planning decision was the subject of a judicial review where the
Council was unsuccessful, and planning was temporarily granted to March 2017 when the
Big Screen was removed.

The Council asked its infernal auditors, an external accountancy practice, to undertake

an independent investigation into the procurement and erection of the Big Screen. This
commenced in early 2017 and recently concluded. The key findings of the investigation are
summarised as follows:

® Proper processes for approving expenditure were not followed, for example the
formal approval by the Council lagged behind commitments made by Council
Officers of the legacy council to financially support the erection of the
Big Screen.

15 https:/ /www.niauditoffice.gov.uk/whistleblowing
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e The relationship with other bodies involved in this project was not clearly
esfablished leading fo an absence of clear governance and accountability
arrangements.

e Conlflicts of inferest existed between parties involved in the project. There was no
evidence that the conflicts were managed.

® An absence of evidence of competitive procurement at any stage of the project.

® The additional recorded cost the Council incurred in respect of the Big Screen (not
funded by DSD) was just over £48,000. There were indications that additional
cosfs were incurred but were not clearly identified as Big Screen costs.

® Documentation was falsely created on files to support processes which were
expected to be followed. Some of this documentation was also sent in response to
Freedom of Information requests. The Council has recently advised all requestors
of information affected by this.

e The investigators concluded they were unable to comment positively on the
Council's achievement of value for money in respect of the procurement and
erection of the Big Screen.

As a consequence of the findings from the investigation, the Department for Communities has
sought to clawback the funding provided (£23,192.99).

I am concerned about the catalogue of serious governance and control failures that
occurred in this project. The Chief Executive has told me he has taken the necessary steps
to ensure lessons are learned from this.

2.29 | note that an increasing number of concerns raised with me refer to the planning process.
| would urge councils to ensure consistency in the approval, or rejection, of planning
applications, as well as the retention of documentation to support the rationale for planning
decisions.

2.30  Adhering fo good practice and ensuring lessons are learned from previous planning processes,
as well as from other UK regions, is essential. In partnership with the Compitroller and Auditor
General (C&AG) of the NIAO, I intend to commence a study on planning in both central and
local government, as set out in our ‘Public Reporting Programme 2018-21"1¢.

16 https:/ /www.niauditoffice.gov.uk/publicreporting-programme-2018-20211
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Conclusion

2.31 Al councils have made positive progress in strengthening their governance arrangements since
their formation in 2015, particularly around the adoption of good practice to promote more
effective Audit and Risk Committees and the management of conflicts of interest. Opportunities
remain for councils to continue to further strengthen their governance arrangements and | would
encourage all councils to keep abreast of new developments and lessons learned from across
the wider public sector.
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Key Messages

1. All councils complied with their basic performance improvement responsibilities.
However, there are areas for improvement.

2. The first statfement of progress for each Community Plan should be published by each
council by November 2019.

3. The first results of the Planning Monitoring Framework are due to be published in July
2019 by the Department for Infrastructure.

Performance Improvement audits and assessments

Councils have a statutory responsibility to make arrangements for, and report on,
continuous improvement in their functions or services

3.1 The performance improvement framework has been phased in since 2015-16 and became fully
operational in 2017-18. It places a statutory responsibility!” on councils o make arrangements
for, and report on, continuous improvement in their functions or services. Improvement should be
more than gains in service output or efficiency, or the inferal effectiveness of an organisation.
The activity should enhance the sustainable quality of life and environment for ratepayers
and communities. The framework also places a statutory responsibility on me to conduct an
'improvement audit and assessment’ each year'® and report my findings.

3.2 Councils are required to select and consult on improvement objectives and then publish these
in annual performance improvement plans, along with defails of how they plan o achieve
them. Underlying this, councils are required to make arrangements to deliver each objective
and collect data to enable them to report on the achievement of improvements. Councils
had fo publish defails of this information for 2017-18 in their annual self-assessment report in
September 2018. This report considered their performance against the objectives they had set.
It also reported performance against planning, waste management and economic development
standards and indicators set by central government, and made comparisons with other councils.

17 Section 93 of the Llocal Government Act (NI} 2014, together with the supporting statutory guidance issued by the
Department for Communities.

18  Improvement audits and assessments are performed in year, whilst financial audits are performed retrospectively.
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| am required to assess and report whether each council:

e discharged its duties in relation to improvement planning;
 published the required improvement information;

e acted in accordance with guidance issued by the Department in relation to those duties;
and,

* was likely to comply with legislative requirements for performance improvement.

My detailed findings in respect of the 2018-19 plans and the 2017-18 performance reports
were reported to each council and the Department in November 2018. | subsequently
published summaries of my findings for each council on the NIAO website in March 201917,
| did not undertake any special inspections or recommend formal intervention by the
Department.

Councils are at different stages of development but all strengthened their
performance improvement arrangements in year

All of the councils met their key performance improvement responsibilities and all received

the same overall assessment. Although councils are at different stages of development, all
strengthened their performance improvement arrangements in year and each council delivered
some measurable improvements fo functions. With sufficient resources, councils’ arrangements
fo deliver improvement should develop further and mature. Until this happens and councils
can demonstrate a track record of ongoing improvement, | am unable to determine the

extent fo which improvements will be made in the future. Councils should however be able to
demonstrate a track record of improvement by 2019 to enable me to make an assessment of
this.

Councils have o wide degree of discrefion on their performance improvement arrangements
within the overall statutory framework. As a result, my audit work in 2018-19 confinued fo
focus primarily on compliance with the legislation and guidance and on identifying and sharing
emerging good practice. In future years my expectations of councils' performance improvement
arrangements will increase. | have provided feedback to each council on how their
arrangements could be improved. However, it is a matter for each council fo decide the extent
fo which it accepts my proposals. | reviewed what progress had been made on implementing
my previous proposals on performance improvement. Generally councils had resolved many

of the issues that | had raised, however in some insfances, addressing these issues needs fo be
given more priority.

19 htips://www.niaudifoffice.gov.uk/ publications /local-government-annualimprovementreports-2019-0
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3.7

3.8

3.9

last year | identified challenges that some councils faced in collecting data to support any
claims of improvement. Much progress has been made in establishing management information
systems and improving the measurements used to assess improvement, but further work is
needed in some instances fo fully resolve the issues.

Initially some councils found it challenging to demonstrate that improvements had been
achieved. This was either because prior year improvement objectives were strategic in nature,
or because they did not clearly set out how improvements would be measured. In my view,
the councils” improvement objectives for 2018-19 (and the arrangements to deliver them) are
generally more focused, realistic and, pofentially, more achievable. Whilst some councils may
find it difficult to realise more aspirational objectives, the arrangements made to deliver these
objectives may nonetheless result in some demonstrable improvements.

This was the second year that councils were required to report on their performance against
that of other councils in delivering the same or similar functions, where it was reasonably
pracficable to do so. | found most published comparisons to be limited in content. In my view,
this requirement will remain difficult to achieve until it is supported by an agreed framework
between councils. While most councils have been working with the Depariment to consider
how to undertake such comparisons, progress to date has been limited.

Last year | noted uncerfainty within councils on the interprefation of some aspects of the
Department’s statutory guidance, specifically:

e the ‘General Duly’ to improve;
* the selection and reporting of 'selfimposed indicators and standards’; and
® comparison between councils and the reporting of this information.

Whilst these issues were sfill evident during the work | conducted in 2018-19, | welcome the
progress made on addressing the first two points through the multi-stakeholder group, which
includes representatives from the Department and councils. | note that the issue of comparison
between councils has been included in the group’s forward work programme. | would
emphasise the need for progress on this issue to allow further comparisons to be made in the
2018-19 self-assessment reports, due for publication in September 2019.
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Community Planning

The first statement of progress for each Community Plan should be published by
November 2019

Community planning is a new responsibility for councils, designed to improve the lives and
wellbeing of residents throughout the council’s area. It involves working with a wide range

of partners, including the community and voluntary sector, education, health, Police Service

of Northern Ireland and Tourism Northern Ireland. As lead partner of each of the eleven
Community Planning Partnerships, each council published ifs first ‘Community Plan between
March and November 2017, sefting out community visions, ambitions and goals for each
council area, improving the social, economic and environmental well-being of districts and the
people who live there.

The Local Government Act (Northern Ireland) 2014 requires councils fo publish a statement on
outcomes achieved and actions taken within two years of the plan being published. In addition,
councils must carry out a review of the plan before ifs fourth anniversary. Community planning
partners must provide the council with relevant information o enable them to prepare this
statement, which must be published every two years.

In December 2018 the Department issued guidance to Community Planning Partnerships and
Statutory Community Planning Partners to provide practical advice on the arrangements for
monitoring and reporting on Community Plan progress. It decided that the first statement of
progress for each community plan should be published by November 2019.

| welcome the ongoing engagement and support that the Department has with Community
Planning Partnerships, and encourage all partners, both statutory and non-statutory, to fully
engage in and support this process.

During the year, the Camegie UK Trust announced three councils (Armagh City, Banbridge

and Craigavon Borough Council; Derry City and Strabane District Council; and Lisburn and
Castlereagh City Council) as participants in its ‘Embedding Wellbeing in Northern Ireland’
Project?. These councils will receive financial and inkind support from the Trust for the next two
and a half years to support their Community Planning Partnerships.

| commend all councils for their commitment to community planning to reflect the local needs
and aspirations of the communities they serve. Wellbeing is af the heart of every councils’
Community Plan and through this Project | hope we will see real changes, not just to the work of
the three participating councils, but to the everyday lives of each citizen in Northern Irelond, as
community planning starts o take shape.

20 The Local Government Auditor is a Project Advisory Group Member.
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3.18  Although an audit of Community Plans is not required, | assess and report on whether councils’
improvement objectives have links fo community planning, as part of the improvement audit and
assessment. | am pleased to note that all councils were able to demonstrate links between their
improvement objectives and their first Community Plan.

Planning: the Planning Monitoring Framework

The first results of the Planning Monitoring Framework is due to be published in
July 2019

3.19  Asnotfed in paragraph 3.2, part of my audit and assessment of councils’ arrangements for
continuous improvement, includes their performance against statufory planning standards and
indicators.

3.20  Recognising that the standards and indicators relating to planning do not cover all the planning
work undertaken by councils, the Department for Infrastructure introduced, from 1 April
2018, a further sef of performance monitoring indicators covering wider planning activity.
By measuring and reporting on progress against these indicators, councils will be able to
evidence and demonsirate their contribution towards the draft Programme for Government?!
outcomes and their sfated purpose of improving wellbeing for all, by tackling disadvantage
and driving economic growth. The indicators will also allow councils to report their progress in
implementing their Community Plans and the associated Local Development Plans.

3.21 Data was collected from 1 April 2018 and the first results are due to be published, along with
the Department’s 2018-19 official planning statistics, in July 2019.

3.22  The Department’s initiative has the potential to improve the transparency and accountability
of the planning process. | infend to consider the results carefully and to use them fo inform my
approach to future audit work in this area.

Conclusion

3.23  Councils' responsibility for Performance Improvement was infroduced as part of the Local
Government (Northern Ireland) Act 2014 and these new responsibilities commenced in
2015. After four years | would expect councils’ arrangements for delivering improvement to
be substantially embedded and councils to be in a position to demonstrate a track record
of improvement. As such, | infend to undertake a full assessment of councils’ prospects for
improvement in the coming year for the first time in 2019.

21 https://www.northernireland.gov.uk/sites /default/files / consultations / newnigov,/ pfg-consulation-document. PDF
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Key Messages

1. The confent and readability of councils’ financial reports could be improved further.

2. The Department for Communities intends to carry out a review of the Local Government
Reform Programme.

3. In2017-18 overall staff absenteeism rates remained at their highest since 1990.

4. There are significant opportunities for councils fo improve their prompt payment of
suppliers.

5. Good asset management is essential to help deliver sustainable public services. There
are opportunities for all councils to improve their asset management capabilities.

6. Two City Deals have been formally announced and valuable lessons can be leamed
from other City Deals across the UK.

Effectiveness of the presentation of councils’ financial statements

The content and readability of financial reports could be improved further

4.1 In 2017-18, councils prepared their annual financial reports in line with the new “Telling the
Story"?? format. The revised format placed much greater emphasis on the analysis of a council's
performance, and provides for a new style of userfriendly narrative report that links the financial
statements to organisational objectives, resource allocation and performance. The aim is to
make the financial statfements more understandable to as wide an audience as possible.

4.2 | was confent that each council met the minimum requirements in respect of the new format.
However, to achieve the objective of improving readability and understanding, councils need
fo focus on the confent and clarity of the narrative report and how it links fo the core financial
statements.

22 Under the Code of Practice on Local Authority Accounting in the UK 2017/18, CIPFA, March 2017.



local Government Auditor's Report 2019 49

Efficiency Savings

The Department will carry out a review of the Local Government Reform
Programme

4.3 In my 2018 report, | recommended that the Department should give early consideration to, and
clear guidance to councils on, devising an appropriate methodology for measuring efficiency
savings and reporting oufcomes relating to the reduction in the number of councils in 2015.

4.4 The Department has told me that it will carry out a review of the cost benefit analysis of local
government reform for the period 1 April 2015 to 31 March 2019, analysing monetary
and non-monetary factors. The draft terms of reference for the review were forwarded fo the
Society of Llocal Authority Chief Executives (NI} (SOLACE) in May 2019 for consideration. The
Department is aiming to commence the review in September 2019 and to complete it during
the 2019-20 financial year.

4.5 Delays in completing this review should be avoided. | will continue to monitor and engage with
the Department as this review progresses and may decide fo report on this matter in more defail
in the future.

Absenteeism

Overall absence rates remained at their highest since 1990

4.6 My predecessors and | have monitored and reported on sickness levels annually since 1990
and last year they peaked at their highest, with very little overall improvement in 2017-18. In
2017-18, the average sickness absence rafe for the councils was 14.89 days?® {14.95 days
in 2016-17) representing approximately 6.8 per cent of fotal working days?* (see Figure 14).

4.7 The data for 2017-18 continues to show a significant range in the average number of days
lost per employee. Anfrim and Newtownabbey Borough Council recorded the lowest number
of days lost at 11.9 days (14.4 days in 2016-17), while Newry, Moume and Down District
Council recorded the highest rate af 17.1 days (17.3 days in 2016-17). Absence figures
for Derry City and Strabane District council show the greatest overall improvement since new
baselines were established in 2015-16, with the formation of the new councils (see Case
Study|. In six councils, absence levels have reduced since the previous year, with increases in
the other five.

23 The average absenteeism rate noted in the report is the mean rate for all 10,096 FTE staff in Northern Ireland councils. The
median absenteeism rate for the 11 councils is 15.79 days.

24 Based on 220 working days a year.
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4.8

Figure 14. Council sickness absence rates for 2016-17 and 2017-18

Data continues to indicate a significant range in the average number of days lost
per employee

Newry, Mourne and Down
Mid and East Antrim

Lisburn and Castlereagh City
Ards and North Down
Armagh, Banbridge, Craigavon
Causeway Coast and Glens
Derry City and Strabane
Belfast City

Fermanagh and Omagh
Mid Ulster

Antrim and Newtownabbey

Average Sickness Absence

Average number of working days lost per employee

2016-17 m201/-18

Source: Based on data submitted by Councils

The maijority of days lost at each council relate to longferm absenteeism (average of 11.3 days
in 2017-18), with conditions such as musculoskeletal problems, stress and depression being
key contributors (see Figure 15).
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Figure 15. Council long-term and short-term sickness absence rates for 2017-18

The maijority of days lost at each council relate to longterm absenteeism
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Mid and East Antrim
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longferm absenteeism  m Shortterm absenteeism

Source: Based on data submitted by Councils

4.9 My predecessors and | have consistently highlighted the importance of closely monitoring and
actively managing sickness absence levels. This is to ensure that sfaff welfare is protected
and that the delivery of front line services is not adversely affected. With overall absence
levels ot Northern Ireland’s councils at their highest in 2017-18 for two consecutive years and
consistently ranking as the highest in the United Kingdom, with no indication of improvement, |
have decided that councils could benefit from a more detailed report in this area. In parinership
with the C&AG of the NIAO, a study on ‘Absenteeism’ will commence in 2019 as set out in
our ‘Public Reporting Programme 2018-21"%.

25 hitps:/ /www.niaudifoffice.gov.uk/ publicreporting-programme-2018-202 1
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Case Study - Monitoring and managing sickness absence levels at Derry City and
Strabane District Council

Following its formation in 2015, Derry City and Strabane District Council experienced

the highest level of absenteeism of the 11 newly formed councils, averaging 17 days

per employee in ifs first financial year. Recognising this as a significant governance issue
which required action and disclosure, the Council highlighted its concerns within its annual
governance statement. This has remained as a significant governance issue for the Council
fo date. | understand that the Council has implemented a range of measures to address
absenteeism which include the infroduction of a new Attendance Policy and training for all
line managers and sfaff. Health and wellbeing is a strategic priority for the Council and this
is promoted through the Councils ‘BeWell" initiative. The Council continues fo work closely
with the Trade Unions to address absenteeism.

The cumulative effect of these actions has delivered a reduction in overall levels to an
average of 14 days per employee. This is below the overall council average of 14.9 days
for 2017-18. | understand that the Council has achieved a further reduction in absenteeism

for 2018-2019.

While | sfill consider this level of absenteeism as high, this is an example of how one counci
has successfully taken steps o reduce absenteeism levels.

4.10  No other council identified high levels of absenteeism as a significant governance issue, despite
overall absence levels continuing to be at an all- time high since 1990.

Prompt Payment

A small number of councils performed consistently well, however, there are
significant opportunities for other councils to improve their performance

4.11 Councils are encouraged to pay suppliers as promptly as possible and to endeavour to meet
the commitment made by the Northern Ireland Executive to pay the majority of valid invoices
within 10 days. The average number of days taken to pay a supplier varies considerably
across the councils, ranging from approximately 8.5 days in Mid Ulster District Council, to
approximately 25.9 days in Armagh, Banbridge and Craigavon District Council.
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In 2017-18, five councils paid at least half of their valid invoices within ten days. Whilst this is
an improvement on the prior year, when only three councils managed to achieve this, overall
performance has marginally slipped since the new councils were formed (see Figure 16) and
most councils’ performance still falls significantly behind central government performance.

Figure 16. Overall prompt payment performance

Overall prompt payment performance has marginally declined since the new
councils were formed

|

\
20171
| | |
0% 10% 20% 30% 40% 50% 60% 70% 80% Q0% 100
B Paid within 10 days within11-30 days Hover 30 days

Source: Councils’ data

Figure 17 shows individual council performance for 2017-18, which is relatively consistent with
previous years. Only Mid Ulster District Council matched central government performance, but
a small number of councils were not far from achieving similar levels of performance.
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Figure 17. Council prompt payment performance 2017-18

Whilst @ number of councils are performing consistently well, there are significant
opportunities for other councils to improve their performance
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Observation

Prompt payment performance sfafistics for some councils have indicated significant
underperformance for a number of years, with no sign of improvement during 2017-18. It
is important that these councils work to improve their performance in this area by leaming
lessons from the higher performing councils.
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Asset management

Good asset management is essential to help deliver sustainable public services

In Part One of this report (paragraphs 1.17 to 1.23) | highlighted the significance of capital
expenditure, which relates to the purchase and improvement of council assets. Councils own
and manage a significant number and range of public assets which are used to support the
delivery of their services. The value of these assets af 31 March 2018 was in excess of £2
billion 26, with a small proportion (with an approximate value of £19 million) currently surplus to
requirements, or being held for future development.

There is increasing pressure, since the formation of the eleven councils in 2015, to consolidate,
replace and maintain ageing public sector assets, as well as manage the risks associated with
operating ageing assets. This is sef against a backdrop of increasing resource pressures. It is
therefore essential that councils ensure their asset management practices are sufficient to help
deliver sustainable public services.

As a result of improving asset management practices, land and property assets are no longer
treated as passive participants in delivering public services, but rather act as a measurable
component within the corporate resource and community planning process. These must be
managed in the same efficient and effective way as other organisational resources. As such,
the discipline of public sector asset management continues to grow in importance within both
central government and local government. The Strategic Investment Board, as advisors on asset
management, promotes an approach that encourages all local government bodies to have the
following components in place fo deliver good asset management:

1. Asset Register: o comprehensive asset register will be available to describe all land and
property assets owned, leased and occupied by a council. The asset register will be
actively maintained and publically available.

2. Asset Management Strategy: an asset management strategy should be developed and
published, describing the way in which councilowned and leased land and property assets
will be utilised to support service delivery and the delivery of wider civic outcomes, such as
those described in the Council community plans.

3. Asset Management Plan: an Asset Management Plan should be developed and published,
describing how the asset management strategy will be implemented across all assets. This
should as a minimum describe activities such as investment, divestment, funding, partnering
arrangements, income generation, capifal programmes and community engagement.

26 Excluding heritage assets, investment properties and intangible assets.
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4. Asset Management Champion: a Council Directorate should be identified as holding
responsibility for managing and optimising the value derived from a council's land and
property assets.

5. Challenge function: all asset holdings should be regularly challenged at a senior
management and committee level to ensure that they are correctly configured and actively
working to support the delivery of public services and civic outcomes.

6. Risk management: asset risks should be identified and managed or mitigated in line with
the Asset Management Plan.

7. Multi-disciplinary approach: asset management draws upon legal, financial and
property expertise and the asset management strategy and asset management plan should
demonstrate alignment with the corporate plan and the community plan.

8. Benchmarking: The functional and economic performance of the asset base should be
compared to other comparable portolios to help defermine relafive performance and what
actions might be appropriafe to optimise the portfolio.

9. Policies: appropriate operating policies and guidance should be put in place covering
matters such as disposals, income generation, supporting social and economic enferprise,
risk management etc.

Observation

| encourage all councils to consider these principles of good asset management to ensure that
they can evidence and exercise modern public sector asset management practice. | infend to
publish a good practice guide on asset management in due course.
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City Deals

Two City Deals have been formally announced, the Belfast Region City Deal and the
Derry City and Strabane District Area City Deal

4.17 A City Deal is an agreement between government and a city. It gives the city and its
surrounding area cerfain powers and freedom fo:

* take charge and responsibility of decisions that affect their area;
* do what they think is best o help businesses grow;
® creafe economic growth; and

® decide how public money should be spent.

4.18  Inits 2018 Autumn budget? (the Budget), the UK government commitied £350 million of
funding toward a deal for the Belfast Region City Deal (BRCD). The Budget also pledged to
begin formal talks for a similar proposed deal for the Derry City and Strabane District Council
area. In May 2019, the UK Government announced a commitment of £105 million for the
Derry City and Strabane District Area Deal.

Belfast Region City Deal

4.19  The NI Executive is expected fo match the £350 million of UK government funding, with six
participating councils?® committing £100 million, and the two Universities will commit £50
million. This makes the deal worth at least £850 million before any funding is attracted from the
private secfor. The deal is a binding, long term agreement aimed at boosting economic growth
led by the city region over 10 years. It is infended that the funding will be used to deliver a
programme of infrasfructure projects to create up to 20,000 new and better jobs. Regional
Further Education colleges will deliver a complementary education, employability and skills
programme to ensure that people gain the necessary skills to secure and deliver on the new
and better paid jobs that will be created.

4.20  Belfast City Council is leading the BRCD, which will require effective collaboration with robust
governance and accountability arrangements between councils, central government public
bodies, and the UK government. In March 2019, the Secretfary of State, BRCD pariners and
the Northern Ireland Civil Service signed a Heads of Terms document, enabling full business
plans to be prepared for the projects proposed.

27 HM Treasury, Budget 2018, HC 1629, October 2018, pg. 71.

28  The participating six councils include Antrim and Newtownabbey Borough Council, Ards and North Down Borough
Council, Belfast City Council, Lisburn and Castlereagh City Council, Mid and East Antrim Borough Council and Newry,
Moume and Down District Council. Queen’s University Belfast, the Ulsfer University, and the four Regional Colleges will also
play key partnership roles.
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4.21

4.22

4.23

4.24

Derry City and Strabane District Area Deal

Funding for the Derry and Strabane District Area City Deal was announced on 7 May 2019
and comprises £50 million ‘City Deal” and a further £55 million ‘Inclusive Future Fund'. It

is hoped this will be matched by funding from the Northern Ireland Executive and lever

further investments from project partners and other third parties, to eventually lead to an

overall investment injection of greater than £300 million. At the core of the bid is education,
innovation, job creation and skills development, with a key focus being the advancement of the
much sought after expansion and growth of the Magee campus of the Ulster University.

Councils should maximise the opportunities that City Deals bring to
Northern Ireland

Devolving large infrastructure projects to deliver economic growth to councils is a new
approach for Northern Ireland. Councils will need fo strike a balance between maximising
opportunities and carefully managing the risks that this new approach brings with it.

It will place resource pressures on all City Deal partners, to deliver each of the goals in @
demonstrable way. In addition, it is important that shared performance and oufcomes are
measurable and reported. This will be key to determining the extent of economic growth and
the extent fo which value for money has been delivered.

Both the Scotfish Parliament and the Wales Audit Office have published findings and

recommendations in relation to their City Deals. There are valuable lessons that can be learned
from these City Deals and from other City Deals across the UK.

Observation

In light of the future challenges and opportunities presented by the two City Deals, the C&AG
and | intend to monitor the City Deals as they progress.
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Preparations for leaving the European Union

Councils have been constrained in terms of the practical preparations they can
make for leaving the European Union

4.25  The lack of clarity so far on the shape of an exit deal and a clear way forward, as well as the
absence of additional funding, inevitably means that councils have been limited in terms of the
practical preparations they can make.

4.26  Exiting the European Union (EU) is a significant risk to local government service delivery, in
particular Community Planning, the economy and fourism. Preparations for EU withdrawal
across councils vary. Approaches commonly include monitoring and inclusion in risk registers as
well as briefings and reports fo councillors. Some councils also reflect the risk in corporate and
financial plans. Several councils have established working groups or committees” to focus on
this issue.

4.27  However, no council is fully ready, in operational terms, for a no deal exit. The outworkings will
have most impact on those councils which have a border with the Republic of Ireland. There are
also concerns that, whatever the outcome, the capacity of councils to implement any changes
necessary may be constrained given the short time available. If the UK Government and EU
fail to agree arrangements for the UK's exit from the EU, there will be no fransition period and
councils will need to respond immediately.

Conclusion

4.28  looking ahead, councils face a wide range of challenges and opportunities. Delivering
positive outcomes will require strong leadership, effective governance structures and
continued engagement both infernally and externally. This can be further enhanced through
the development of effective partnership arrangements with other public bodies and local
communities. The C&AG has recently published a good practice guide on “Making Parinerships
Work"??, which provides practical advice and guidance to encourage open and constructive
collaborative working between public sector organisations and with local communities.

29 https:/ /www.niauditoffice.gov.uk/sites/nico/files / 20967 5%20NIAO%20Effective% 20Partnership%20for% 200utcomes_
FINAL%20Combined_%28lwRes%29__3.pdf
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NIAO Reports 2018 and 2019

Title
2018

Continuous improvement arrangements in policing
Type 2 Diabetes Prevention and Care

Financial Auditing and Reporting: General Report by the Comptroller
and Auditor General for Northern Ireland — 2017

Speeding up justice: avoidable delay in the criminal justice system

Performance management for outcomes: A good practice guide for

public bodies

The National Fraud Initiative: Northern Ireland
Llocal Government Auditor’s Report = 2018

The Financial Health of Schools

Firearms Licensing in Northern Ireland (website only)

The UK Border: How prepared is Northern Ireland for exiting the
EU? (website only)

The Social Investment Fund
Eradicating Bovine TB in Northern Ireland

General Report on the Health and Social Care Sector

2019

Welfare Reforms in Northern Ireland
Structural Maintenance of the Road Network

Follow-up reviews in the Health and Social Care Sector:
Locum Doctors and Patient Safety

Making partnerships work: A good practice guide for public bodies
Mental Health in the criminal justice system

Management of the NI Direct Strategic Partner Project — helping fo deliver
Digital Transformation

Date Published

27 February 2018
06 March 2018

13 March 2018
27 March 2018

15 June 2018

19 June 2018

04 September 2018
16 October 2018
27 September 2018

26 October 2018

08 November 2018
27 November 2018
18 December 2018

1/ January 2019
26 March 2019

th April 2019
30th April 2019
14 May 2019

14 June 2019
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