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1. Purpose of Report
1.1. The purpose of the report is to:-
[purpose]

 provide an overview of the Audit Scotland report ‘Arm’s Length External
Organisations are you getting it right’ and advise of the Council’s response to its
recommendations.

[1purpose]
2. Recommendation(s)
2.1. The Forum is asked to approve the following recommendation(s):-
[recs]

(1) that the trial of the checklist and toolkit completed by Community Resources in
respect of South Lanarkshire Leisure and Culture Limited is noted;

(2)  that it be noted that the detail within the Council’s Service Review Guidance
relating to options appraisal would be updated and included within the new
Project management Checklist document;

(3)  that it be noted that the Good Governance Group would consider the points
for action for officers and councillors and future use of the toolkit and checklist

[1recs](2)
3. Background
3.1. In June 2011 the report entitled ‘Arm’s Length Organisations; are you getting it right?’

was published by Audit Scotland on behalf of the Accounts Commission.  This is one
of a series of reports being prepared by the Commission with the aim of identifying
common themes to stimulate change and improve performance.

3.2. The information included within the Audit Scotland Report is designed to promote
and encourage good practice in the way Arm’s Length External Organisations
(ALEOs) are set up and operated.

3.3. The report highlights what councils should do when considering the use of an ALEO.
It then goes on to consider what should be done on an ongoing basis, once
established, to ensure it remains the best option and that governance arrangements
remain fit for purpose.

3.4. The report includes the definition for an ALEO as ‘Companies, trusts and other
bodies that are separate from the local authority but are subject to local authority
control or influence’.

3.5. In order to assist councils, the report includes a summary of key points for action to
be considered by councillors and officers involved with ALEOs, as well as checklist



for use in checking progress and a toolkit which will help identify any improvements
on the governance of ALEOs.

3.6. The Commission recommends that councils consider the report and use it to assess
current practices and to identify where there may be scope to improve.  It is noted
that the Commission will review progress as part of the ongoing audit work.

4. Key points from the report
4.1. The report notes that ALEOs may offer an alternative to more traditional ‘in-house’ or

contract based service delivery and usually take the form of companies or trusts.
They are ‘arm’s length’ because the council retains a degree of control or influence,
usually through a funding agreement, and ‘external’ because they have a separate
identity to the council.

4.2.   An ALEO may offer different and/or better ways of providing services.  However,
whilst the ALEO takes on the responsibility for service delivery, the council remains
responsible for ensuring the ALEO makes proper use of funds and can demonstrate
best value ‘although monitoring should be risk based and proportionate’. Therefore,
councils must ensure sound governance arrangements are in place from the outset
and applied effectively.

4.3. It is noted that governance arrangements should take account of the principles
included within the Code of Guidance on ‘Following the Public Pound’.  These state
that councils must:
 have a clear purpose in funding an ALEO;
 set out a suitable financial regime;
 monitor the ALEO’s financial and service performance;
 carefully consider representation on the ALEO board;
 establish limits to involvement in the ALEO; and
 maintain audit access to support accountability

Sound governance includes establishing clear roles and responsibilities both for
officers and councillors involved

4.4. The report also notes that any decision to use an ALEO should be based on options
appraisal and a sound business case.  This enables councils to assess the options
that best meet their objectives.  Options appraisal will consider the risk involved, the
financial implications, governance arrangements and impact assessments.

4.5. The Commission notes that its audit work to date has not highlighted widespread
problems, but that there were some concerns in specific cases.  Therefore, the report
published in June 2011 is designed to promote and encourage good practice in the
ways ALEOs are set up and operated.

4.6. In order to effectively consider the detail of the report, four areas of work were
identified as follows:
 update information on options appraisal currently included within the Council’s

Service Guidance document, to take account of ALEO recommendations;
 Council’s Good Governance Group to review the key points for action relative to

councillor and officers involved in ALEOs;
 Good Governance Group also to consider the wider use of the toolkit and

checklist within the Council as good practice for similarly arranged organisations.
This would support continuous improvement  in the governance of ALEOs;



 Checklist and toolkit (Audit Scotland Report Appendices 1 and 2) to be completed
in respect of Council’s ALEO arrangement with South Lanarkshire Leisure and
Culture Limited to pilot in the first instance

5. Governance
5.1. The report notes that strong governance requires clear roles and responsibilities,

both in terms of officers and councillors responsible for monitoring the ALEO and
also for those who are on its Board. The report recognises the contribution officers
and councillors make in overseeing and monitoring ALEOs.

5.2. The report includes an outline of key points for action for councillors and officers
involved with ALEOs.  Details of these are attached at Appendix 1.  It is proposed
that the Good Governance Group will review these, together with the toolkit in order
to determine any areas for development and recommendations.

6. Checklist and toolkit
6.1. The checklist and toolkit were completed by Community Resources in respect of

South Lanarkshire Leisure and Culture Limited (SLLC).

6.2. The checklist includes four headings to support good management of ALEOs, ie:
 Rationale for ALEO
 Governance of ALEO
 Are we aware of how well ALEO is performing
 Are we aware of the risks faced by the council and the ALEO

The Community Resources’ response to the checklist confirmed that arrangements
are in place to support good management of the ALEO, and a small number of
actions were identified to be scheduled over the next few months.

6.3 The toolkit was also completed in respect of SLLC.  The toolkit aims to establish how
well the Council ensures that effective governance and accountability is maintained
when the Council delivers services through an ALEO, including companies and
trusts.  The purpose of the toolkit is to asses the Council’s response to four key
questions in terms of attaining ‘Basic’, ‘Basic and Better’ or ‘Advanced’ practice.
The Community Resources assessment confirmed two areas of ‘Advanced’ practice
and two ‘Basic and Better’.  Further consideration is being given to those which are
not ‘Advanced’.

7. Further use of checklist and toolkit
7.1. Whilst the checklist and toolkit were considered by SLLC, good practice would be to

carry out the assessment in respect of any future ALEOs, and to apply targeted use
to other similar areas within the Council.

8. Further action: Consideration of options appraisal
8.1. The Council’s Service Review Guidance currently includes advice on options

appraisal.  The explanatory text related to this option is a good high level explanation
of what should be considered.  However, it is recommended that the guidance be
updated to include the more detailed list from within the Audit Scotland report (see
Appendix 2) and used as part of the development of any future ALEO business
cases.  An exercise is currently underway within Audit and Improvement Services to
develop a comprehensive Project Management Checklist document which will bring
together the most significant aspects of project management from a number of
documents, including Service Review Guidance.



9. Employee Implications
9.1. There are no employee implications.

10. Financial Implications
10.1. There are no financial implications.

11. Other Implications
11.1. The approach to risk management in terms of ALEOs will be considered as part of

the exercise to be carried out by the Good Governance Group.

12. Equality Impact Assessment and Consultation Arrangements
12.1. This report does not introduce a new policy, function or strategy or recommend a

change to an existing policy, function or strategy and therefore, no impact
assessment is required.

Paul Manning
Executive Director (Finance and Corporate Resources)
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Link(s) to Council Objectives/Improvement Themes/Values
 Governance and accountability
 Performance management and improvement
 Efficient and effective use of resources

Previous References
 None

List of Background Papers
 Audit Scotland report (June 2011) – Arm’s-length external organisations (ALEOs):

are you getting it right?

Contact for Further Information
If you would like to inspect the background papers or want further information, please
contact: - Heather McNeil, Head of Audit and Improvement
Ext: 5915 (Tel: 01698 455915)
E-mail: heather.mcNeil@southlanarkshire.gov.uk
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