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1.0 Context 

Following consideration of a breach of Section 16(1) of the Local Government Planning and 
Land Act, 1980, by North Lanarkshire Council, the Secretary of State’s direction of 23 July 
1998, prohibits the Council from carrying out work under the 1980 Act in relation to (a) 
building maintenance, and (b) general highways, with effect fiom 1 May 1999. 

The key responsibilities which flow f?om that direction are that:- 

(i) The client Departments (Housing and Planning and Development) must now decide and 
implement their preferred tendering strategy for the affected works, ensuring that the 
formal tender allows both for full scope for competition as required and efficiency in 
operation and monitoring; 

(ii) the DLO must ensure that the contracts it currently holds in these areas are operated 
effectively (in respeet of both service and required rate of return), until such time as 
they are transferred to another agency; and 

(iii) the DLO has at the same time to plan for an orderly transfer (whether simultaneous or 
phased) of all its affected activities to other providers by the 1 May 1999. 

The terms of the direction letter gave the authority some slight hope that it may be permitted to 
retain a contracting capability in the affected areas, but “any remaining in-house provision or 
speciped services would be have to be a small proportion of the total of such services, be 
eflcient and effective and subject to competitive disciplined on a regular basis”. 

2.0 Stratemc CO ns i der a ti on$ 

The authority is obliged to reconsider its responses so far to these difficulties and adopt a clear 
and consistent strategy for the future provision of the defined works which will fully comply 
with both the letter and spirit of the Secretary of State’s direction. 

.. The authority’s overall response to the direction will necessary encompass client matters such 
as tender packaging and consultation with potential contractors. For the DLO the proposed 
strategy will require:- 

(a) a factual statement of recovery in the DLO’s finances through improved cost control to 
date; 

- ._ - -. 

(b) provision to sustain that recovery, including measures to improve DLO 
competitiveness ; 
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(c) measures to downsize the DLO in a managed way; 

(d) a strategic robust business plan, including a programme to seek potential private sector 
partners; 

(e) detailed proposals for the monitoring of financial and operational performance and 
reporting for overview of performance through the democratic process. 

3.0 Proposed St rateg  

A proposal has been put to the Secretary of State for his consideration which involves the 
following:- 

(i) AI1 capital works contracts will continue to be subject to open competition. However, 
the competition will be restricted to private sector only (with the exception of PVCU 
window replacementhoiler replacement contracts). Estimated value to the private 
sector €35m and reduction in DLO annual turnover of approximately €15m. 

(ii) A mix of maintenance contracts to the value of approximately €14m of the €42m total 
value (one third) is tendered as per the Secretary of State's direction, with competition 
restricted to private sector providers only, and by the agreed timetable. Estimated value 
to the private sector €14m. 

(iii) The balance of maintenance works to the value of approximately €28m would be 
divided into two broadly equal portions, the first of which would be subject to the 
transparent' and competitive establishment of private sector partnerships to which work 
would transfer. An indicative timescale for the formation of such partnerships would 
be between 12-24 months. This would require the agreement of the Secretary of State 
to vary his direction to allow the DLO to continue this work beyond 1 May, 1999, and 
allow a managed transition to the new partnership arrangements. 

The second portion, being the balance of work, ie, €14m, it is further suggested will 
continue to be undertaken directly by the DLO to allow a review period giving the 
authority and the Scottish Office comfort that partnership arrangements for the first 
portion were working effectively and thereby allowing all options to be considered 
during that time in accordance with the Best Value Regime and criteria. 

If, however, this managed process is not deemed by the Secretary of State to provide a 
sufficiently viable and focused solution, the authority would be prepared to consider the 
development of partnerships for the whole balance of revenue work, ie, €28m, over the 
next 12-24 months or any mix of works which may emerge in the course of discussion, 
although subject to the ability of the Council over this period to make a case to the 
Secretary of State for retention of a core DLO. 

(iv) There would be full consultation with the Secretary of State at all stages - agreeing the 
preferred form of partnership, setting assessment criteria, - . __ advertising, negotiating the 
terms of the partnership aZJ transfer arrangements, and precise timescales. The 
Secretary of State would, of course, retain the sanction of re-imposing the terms of the 
Section S19B Direction, if there was any concern that progress was too slow. 
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3.1 The adoption of the above strategy would: 

(i) Allow adequate time to develop public/private partnerships 

(ii) Fulfil the Secretary of State’s wish to have the authority make much greater (exclusive) 
use of private sector providers in service delivery 

(iii) Allow ability to benchmark the performance of both different contractors and different 
frameworks and so extend and test Best Value 

(iv) Secure continuation of employment and a more orderly transfer of service, resources 
and employees to private sector led providers, with the greater opportunities that will 
provide for innovation and personal development 

(v) Provide potential to generate returns from a minority shareholding in an effective 
partnership which may recoup previous losses 

(vi) Provide an incentive for DLO units to perform in the short term and sustain recovery 

(vii) Allow decisions to be made regarding the future partnership development of the DLO, 
with the fullest information regarding the competitiveness of the DLO and the 
alternatives available from the private sector 

4.0 PLO Recovery to Date - Summary 

From week 10 ofthe current financial year onwards, the basic wage, overtime allowances and 
bonus costs for manual employees have been benchmarked, comparing average cost over the 
f r s t  10 week period with an average for the most recent (rolling) four week period. The 
benchmarking exercise shows that the total labour costs have been reduced by the measures 
taken since the difficulties became apparent by a total which represents €9.2M on a annual 
basis. The savings which have been achieved are made up of the following:- 

L- 

(1) 246 manual and craft employees have left the DLO saving E46,OOO per week (17% 
reduction); 

(2) overtime has been suspended except for emergencies and urgent work, saving €45,000 
per week (75% reduction); 

(3) allowances have been reduced, following consultation with the Trade Unions saving 
€8,000 per week (56% reduction); 

.. (4) bonus earned has been reduced as a result of measures implemented and agreed with the 
Trade Unions, saving €76,000 per week (39% reduction); 

(5 )  overall reduction in wages bill saving €175,000 per week; 

(6)  overtime working for staff h%-been skf inded except foremergencies and urgent work 
and staffing numbers have been reduced fiom 222 to 204, includes both permanent and 
temporary staff, saving fSO0,OOO per annum; 
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' (7) following initial review of operational requirements of depots within the Roads 
Division, Salsburgh Depot has been closed, saving €130,000 per annum; 

The implementation of the above measures taken since the difficulties became apparent, show 
a total reduction in excess of E10M on an annual basis. 

It is, of course, the case that maintaining cost reductions on this scale will require permanent 
monitoring and management attention, and it is also worth noting that the effects of these 
reductions on income generation remains to be fully established. It may be that some 
offsetting consequences in reducing income will be revealed by the ongoing m ~ a g e m e n t  
review of the DLO operations. 

It wil.1 also be necessary to review the overhead costs which will require to be ieduced as a 
result of among other things, a reduction in the capital works which are being undertaken. 

5.0 Recommendations 

The Committee is asked to note the above and to receive further reports on this matter. 
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