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REPORT 
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To: CONSTRUCTION SERVICES & 
FINANCE COMMITTEE & 
POLICY & RESOURCES COMMITTEE 

From: DIRECTOR OF FINANCE & 
DIRECTOR OF ADMINISTRATION 

Subject: REVIEW OF PERFORMANCE OF 
BUILDING AND ROADS DLO 
1998/99 AND AUDITOR’S REPORT 
ON FINANCIAL PERFORMANCE 
OF BUILDING AND ROADS DLO 
1999/2000 

1. 

2. 

3.  

Introduction 

1.1 The purpose of this report is to inform Members of the outcome of further consideration by the 
Council’s auditors and by the Accounts Commission, regarding the current performance of the 
DLO. 

Bacbround 

2.1 Under the terms of the S 19b Notice issued by the Secretary of State, certain obligations were 
enforced on the Council. These included the submission of regular financial reports to the 
Scottish Executive. Contained within the Notice was a requirement for a quarterly audit of the 
DLO accounts. Given the timescale since the Notice, the Scottish Executive and the Controller 
of Audit have agreed that a one-off review would fulfil this requirement. This has been carried 
out by PricewaterhouseCoopers and their findings and recommendations are presented in a 
report attached at Appendix 1 and summarised below. 

2.2 Members will also recall that a report was presented to the Council in November 1999 in 
response to the Statutory Report SR99/9 “Review of Performance of Building and Roads DLO 
1998/99”. Further communication has been received from the Accounts Commission regarding 
this report and this is attached as Appendix 2. 

ReDort bv PWC on the Financial Results of the Buildinp and Roads DLOs as at 20 Februarv 2000 

3.1 The study by PWC focused primarily on the five major DLO contracts of Housing Maintenance 
(North and South), General Property, Gas and Roads Maintenance. The Auditors concentrated 
their attention on the following questions:- 

. . . 

. 

Major changes in the last year and what future changes are forecast? 
What are the key features of the financial position of the overall DLO at this time? 
How does the financial position compare with previous years and what has impacted upon 
these financial results? 
What is the current financial position of the material contracts within the DLO and what 
has changed in the last year? 
Are the figures contained within the Management Accounts produced from reliable 
financial information systems backed up by appropriate manual intervention. Are there 
concerns? 
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3.2 The overall conclusion reached by PWC was that the accounts presented to the Council’s 
Construction Services Committee on 18 April 2000, which advised of a projected surplus of 
&1Sm for the year, generally provided an accurate record of the financial performance of the 
DLO as at 20 February 2000. 

4. Statutorv ReDort SR99/9 on the Review of Performance of the Buildinv and Roads DLO 
1998/1999 

4.1 The report to the Council in November 1999 discussed several issues highlighted by the 
Controller of Audit and advised of the positive action that had been taken to address the 
following matters:- 

. Clarification of the accountabilities and responsibilities of senior management within the 
DLO and Finance department and the Chief Executive’s role in relation to the DLO’s and 
Direct Service Organisations (DSOs). 
Better quality reports to Members on the DLO’s financial performance. 
More careful and considered scrutiny by Members of the information ’and explanations 
given to them. 
Income and expenditure to be accounted for on a full accruals basis. 

. 

. 
4.2 Subsequent to that report, the Controller of Audit has been advised of further measures taken 

by the Council. These include:- . 
. 
. . 

A review of the Terms of Reference of both the Finance Committee and the Construction 
Services Committee which was approved by the Council at its meeting on 30th June 1999. 
The roles and responsibilities of all Directors and the Chief Executive have been reviewed, 
revised and approved by the Personnel Committee. 
Job descriptions now address the issues raised by the Controller of Audit. 
Full and detailed monitoring reports are prepared for the Council’s DLOs and are presented 
regularly to the Construction Services Committee. These include statements of financial 
performance and analysis of expenditure and income on a full accruals basis with 
explanations of significant variances from budget, both for the year to date and the 
projected outturn. For all monitoring reports it is now a requirement, where overspends are 
projected, that corrective action is identified for Members’ consideration. 

4.3 The Accounts Commission has now completed its consideration of both ,the Controller of 
Audit’s report and the response submitted by the Council. In light of the infkrmation supplied, 
the Commission notes the progress that has been made and has advised that the matters raised 
will continue to be reviewed through the normal audit process. 

5 .  Conclusion 

It is now widely recognised that the Council has responded positively in addressing the deficiencies 
that were prevalent within the Direct Labour Organisation. The programme of change has been wide 
ranging and has included action to strengthen the overall governance arrangements, the operational 
and financial management of the DLO, management and accounting systems, and budgeting and 
reporting procedures. The attached report by PricewaterhouseCoopers and the correspondence from 
Audit Scotland confirm the improved position of the DLO. 
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6 .  Recommendation 

The Council is asked to note the contents of this report. 

Director of Finance Direct v- r of Adminis ration 
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H Wells Esq 
Controller of Audit Scottish Executive 
Audit Scotland St Andrews House 
18 George Street Regent Road 
EDINBURGH EH2 2QU EDINBURGH EH1 3DG 

B Howatt Esq 

G Whitefield Esq 
Chief Executive 
North Lanarkshire Council 
Municipal Buildings 
Kildonan Street 
COATBRIDGE ML5 3LF 

13 June 2000 
Dear Sirs 

North Lanarkshire Council 
Building and Roads DLO 

In accordance with our letter of 10 December 1999 and supplementary 
correspondence on 6 March 2000, we have based our procedures on the 
approach contained within these letters. 

This work was performed in our capacity as external auditors of North 
Lanarkshire Council and our statutory duties in this respect are 
contained within the Local Government (Scotland) Act 1973 as 
amended by the NHS and Community Care Act 1990. These duties are 
expanded on within the Code of Audit Practice which was issued and 
approved by the Accounts Commission. 

Price#iuierlioirseCoopers 
Kiti@re House 
209 West Ceorge Street 
Clusgow C2 2LD 
Telephone 0141 245 2265 
Far 0141 242 7318 

It should therefore be appreciated that our work was carried out on a selective 
basis in accordance with the framework and principles embodied within the 
Code. As a result, we may not have identified all of the audit issues and related 
matters that may exist. 

This report is solely for the use of the persons to whom it is addressed. We will 
accept no liability or responsibility to any person other than to whom it is 
addressed. 

We would like to take this opportunity to offer our thanks to those members of 
management and staff who have assisted us during the course of the audit. 

Yours faithfully 
h 

PricewaterhouseCoopers 
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Section 1 : lnfroducfion 

Introduction 

Included within the Secretary of State for Scotland’s S19 Notice, 
as amended, was the requirement that the DLO’s future quarterly 
returns would be subject to audit. 

Given the timescale since this Notice, the Scottish Executive and 
the Controller of Audit have agreed that the work contained in this 
report would fulfil that requirement. 

This repqrt is written at a time of significant change within the 
DLO. As at January 2001, it will no longer exist in its present 
form, with it being subsumed in a private public partnership. 
As a result, the amended management structure is short term 
and, for similar reasons, management have explained to us that 
new systems have not been developed over the last year, 
although controls within current systems have been 
strengthened. 

It was agreed with the Scottish Executive and the Controller of 
Audit’s office that our review should focus on the five material 
DLO contracts : 

Building DLO 

- Housing Maintenance - North; 

- Housing Maintenance - South; 

- Property Services; 

- Gas Maintenance. 

Roads DLO 

- Highways Maintenance 

Our review of other contracts was undertaken principally through 
an analytical review of the DLO accounts as a whole. 

The information reviewed was that contained within the DLO’s 
management accounts dated 20 February 2000. 

As a result of the work we have undertakeni we have addressed 
five key issues : ~ 

Major changes in the DLO in the last year and what future 
changes are forecast? 

What are the key features of the financial position of the overall 
DLO at this time? 

How does the financial position compare with previous years 
and what has impacted upon these financial results? 

What is the current financial position of the material contracts 
within the DLO and what has changed in the last year? 

Are the figures contained within the Management Accounts 
produced from reliable financial information systems backed up 
by appropriate manual intervention? Are there concerns? 

North Lanarkshire Council 
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Section 2 : Executive Summary 

Executive Summary 

The Executive Summary is designed to direct attention to the matters of significance that have arisen out of this review. It is important that readers consider the 
detailed comments within this report and do not rely solely on the Executive Summary. 

We were asked to provide an overall comment on the unaudited financial results of the material contracts contained within the DLO as presented at 20 
February 2000. As a result of the work undertaken, we are not aware of any material modification to the financial information summarised in that report. 

~ 

1. What has changed in the DLO in the last year and what future changes are forecast? 

New DLO General Manager appointed in May 1999; 
Improved internal monitoring of the DLO and its results through monthly depot accounts and internal meetings; 
The financial position of the DLO is now monitored directly by the Finance (Monitoring) Sub-Committee and the Construction Services Committee. The 
Finance (Monitoring) Sub-Committee reports to the Finance Committee; 

contracts which the S 19 Notice prohibited; 
The Council has reached Stage 7 of the Public Private Partnership (“PPP”) Implementation Plan and has selected preferred bidders. Negotiations are underway 
to complete contract terms and agreements. We have been advised that the PPP will have a revised management structure that will come into effect in January 
2001; 
There has been an overall improvement in financial control of the DLO. 

0 Overall 17% reduction in DLO employees from 1,296 WTE to 1,080 WTE during the year responding to a reduction in income of 22% created by the ending of 

2. What is the financial position of the overall DLO at this time? 

Overall surplus of E1,389,975 reported at 20 February, Building DLO - €385,767 and Roads DLO - €1,004,208; 
Productivity levels reflect industry norms; 
It is important to appreciate that a budget was set for the DLO, as a whole, which was used for monitoring purposes during the year. The year end unaudited 
budget performance has been reported as follows : Building DLO actual surplus €403,000, budget €587,000 (variance due to obsolete stock write off); Roads 
DLO actual surplus €1,100,000, budget E673,OOO (variance due to higher than forecast income levels). 

North Lanarkshire Council 
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Section 2 : Executive Summary 

Executive Summary 

3. How does the detailed financial position compare with previous years and what has impacted upon these financial results? 

At 20/2/2000 At 21/2/1999 ; 

Previous year's deficit has been improved upon due to : 

In addition, while the surplus position has improved in the last month, monthly reports indicate that a surplus was generated throughout the year, 

The completion of capital contracts which had made significant deficits in 1998/99; , 

Overhead levels being reduced due to direct management action coupled with the reduction in expenditure levels; 
Management action reducing costs in other areas including rationalisation of bonus scheme, introduction of depot accounting; 

4. What is the current financial position of the material contracts within the DLO and what has changed in the last year? 

Contract 

Housing - North 

Housing - South 

Property Maintenance 

Gas Maintenance and Repair 

Roads Maintenance 

Financial Position Financial Position 
At 20/2/2000 At 21/2/1999 

(E86,09 1) E 1 5 8,524 

E502,983 E339,707 

&416,780 I E149,351 

E868.393 E348.692 
All of the contracts, except Property Maintenance, show a decline in income levels over the year. This is as a result of market testing and the loss of 
contracts prohibited within the S19 Notice; 
Overhead costs have mainly reduced since last year, the exception also being Property Maintenance. 

North Lanarkshire Council 
5 



Section 2 : Executive Summary , 

Are the figures contained within the management accounts produced from reliable and auditable financial information systems and processes; Are there 
concerns? 

Management Accounts are produced by Lotus 1-2-3 spreadsheets maintained by the Chief Management Accountant to produce figures for work in progress, 

Due to the complexity of these spreadsheets, our work has been restricted to walkthrough testing and target testing of specific balances; 
We have the following concerns : 
- 

accruals and overheads; / 

over-dependence on Chief Management Accountant within the DLO. However, finance management within the Council are of the view that other 
members of staff within the DLO have undertaken training in the preparation of the 4-weekly financial statements and with the assistance of Central 
Finance, the Management accounts could be prepared without the assistance of the Chief Management Accountant; 
lack of budgetary control at detailed contract level, although this exists at depot level and at individual job level; 
based on a simple extrapolation of our results, expenditure accruals may be overvalued by €142,000 across the DLO (if this was removed, this would 
improve the overall position of the DLO). In addition, the methodology used to calculate accruals is overly complex; 
a number of manual adjustments are made to calculated overhead figures. Limited information exists to support these adjustments. 

- 
- 

- 

North Lanarkshire Council 
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Section 3 : What has changed in the DLO in the last year and what future changes are forecast? 

A new DLO General Manager was appointed in May 1999. 

Monthly accounts are now produced by individual Depot detailing 
income and expenditure by period. In addition, monthly meetings 
are held between DLO and Client department representatives. 

Financial performance of the DLO is now monitored by the 
Finance (Monitoring) Sub-Committee, the Construction Services 
Committee and the Finance Committee. This is an improved 
situation over previous years with Committees now having specific 
accountability for reviewing the DLO’s financial results. 

Capital contracts have been phased out in accordance with the 
Secretary of State for Scotland’s S19 Notice (November 1998). 
These capital contracts had sustained losses as the cost of overtime, 
bonuses and overhead costs were not recovered in the prices 
charged to client departments. The completion of these contracts 
has been a major factor in the DLO reporting a surplus for 
1999/2000. This, together with other contracts prohibited in the 
S 19 Notice has reduced income by E1 1 million since last year. 

An overall reduction of 17% in DLO employee staff numbers from 
1,296 WTE to 1,080 WTE during the year, responding to lower 
income levels. There are several productivity measures which 
could be used for the DLO - one “simple measure” is income 
divided by staff numbers. This ratio has fallen which may be as a 
result of low morale amongst staff, reduced bonus and a overtime 
and a general increase in lower margin work, eg, potholing. 

Continuous stockcounting introduced at Bellshill Depot, the 
DLO’s main store (value of stock is approximately E400k). 

The Council has revised its DLO management structure during the 
1999/2000 financial year. 

Council has reached Stage 7 of the Publid Private Partnership 
(PPP) Implementation Plan and has selected preferred bidders. 
Negotiations are undenvay to complete contract terms and 
agreements. We have been advised that the PPP will have a 
revised management structure that will come into effect in January 
200 1 .  

North Lanarkshire Council 
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4 : What are the key features of the financial position 
of the overall DLO at this time? 
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Section 4 : What are the key features of the financial position of the overall DLO at this time? 

DLO Financial Position as at 20 February 2000 

Overall surplus of L1,389,974 reported at 20 February 2000. 

The position overall has improved in the last month, however, the 
monthly reported position has been in surplus throughout the year, 
reflecting a better workflow profile. 

Our simple measure of productivity, ie, income divided by 
employee numbers identifies figures of &36,647 for building work 
and €53,153 for Roads work. 

The level of Direct Materials and Direct Labour as a percentage of 
income has remained constant at approximately 20% and 28% 
respectively which is similar to the final quarter of 1998/99. This 
consistency between years is also reflected individually within the 
Building and Roads DLOs. 

Overheads at 29% of income are at their lowest levels for two 
years. This partly reflects a re-categorisation from overhead to 
direct costs, but also reflects genuine decreases in overheads. 

M a y g y t  has a focused it attention on the following areas : 
- o uction o 8 epot Accounting; 
- 
- Rationalisation of support staff; 
- 

Contract Management System now utilised more fully; 

Rationalisation and improved control of allowance and 
bonus schemes; 
Improvement in quality of period financial accounts. - 

Income 

Building ROddS 
E E 

32,299,142 7,425,244 

Ekpen d it u re 
Direct labour 9,065,695 1,523,955 
Direct Materials 6,610,585 1,549,202 
Payments to 
Sub-Contractors 3,220,842 248,989 
Direct Transport 
and Plant Costs 981,502 739,4 13 

Overhead Costs 
Employee Costs 9,557,85 1 1,653,143 
Property Costs 491,533 152,206 
Supplies & Services 705,274 168,888 
Transport 423,775 290,973 
Other Overheads 856,3 18 94,267 

Total Expenditure 3 1,9 1 3,375 6,421,036 

S u r pl us /Defi ci t 385,767 1,004,208 

Source : DLO Period 12 Management Accounts 

Total 
E 

39,72 4,386 

10,589,650 
8,159,787 

3,469,83 1 

1,720,9 15 

11,210,994 

874,162 
7 14,748 
950.585 

643,739 

38,334,41 I 

1.389.975 

North Lanarkshire Council 
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5 : How does the financial position compare with previous years 
and what has impacted upon these financial results? 
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Section 5 : How does the financial position compare with previous years and what has impacted upon these financial results? 

Buildinp DLO 

Income reduced due to the loss of the “Colourwash” (El .9m) and “Footpaths” 
(€ 1. lm) contracts in November 1999. In 1998/99, the DLO received 
additional income of approximately Elm to repair storm damages in 
Christmas 1998. The prohibition placed on the DLO by the SI9 Notice to 
tender for capital contracts also resulted in a decrease of income of E4.5m. 

Direct labour costs have reduced as a result of the reduction in manual 
workers as a consequence of the loss of contracts detailed above, together 
with overtime, bonus and allowance being reduced. However, our measure 
of productivity levels (income divided by employee numbers) has fallen 
reflecting the difficulties in releasing permanent staff as quickly as contracts 
have been lost. 

Direct materials cost reduction due to the loss of contracts detailed above. 
Material costs primarily related to costs incurred on Capital Contracts and 
Housing work. 

Payments to sub-contractors reduction due to the loss of contracts detailed 
above. As the DLO has less work to undertake, there is a reduced need for 
sub-contractors. In addition, the “Colourwash” contract utilised a relatively 
high level of sub-contractors. 

Direct transport and plant costs reduced mainly due to the loss of Single 
Trade Maintenance (g1.9m) work (contained within capital contracts) and, as 
such, hire of external transport and plant reduced; offset slightly by improved 
allocation of transport costs. 

Overhead costs show a 19% decrease (E2.930m) in total from 1998/99. This 
decrease is accounted for as follows : 

- Employee costs have fallen (14%/&1.598m) due to the reduction in 
workers during 1999/2000, the majority of these costs relate to 
manual workers who decreased by 24% in number. 

- Property costs have fallen (25%/E0.167m) as, in 1998/99 the new 
reception at the DLO was built and the part of the building which 
houses the Gas Section was refurbished. 

20/02/2000 2 1/02/1999 
f di 

Income 32,299,142 

b e n d i t u r e  
Direct Iabour 9,065,695 

6,610,585 Direct Materials 
Payments to 
Sub-Contractors 3,220,842 
Direct Transport 
and Plant Costs 98 I ,502 

Overhead Costs 
Employee Costs 9,557,85 1 
Property Costs  491,533 
Supplies & Services 705,274 
Transport 423,775 
Other Overheads 856,3 I8 

40,974,371 

I 1,967,090 
10,789,723 

4,496,843 

1,245,001 

11,115,462 
658,561 

1,236,527 
1,301,905 

912,537 

Total Owrhead 12,334,751 15,224,992 

Total Expenditure 3 1,9 13,375 43,723,649 

S urplus/Defici t 385,767 

Source : DLO Period 12 Management Accounts 

-2,749,278 

Mowrnent 
P 

-8,675,229 

-2,901,395 
-4,179,138 

-1,276,001 

-263,499 

-1,597,611 
- 167,028 
-53 1,253 
-578,130 
-56,2 19 

-2,930,241 

-1 1,810,274 

3,135,045 

North Lanarkshire Council 
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Section 5 : How does the financial position compare with previous years and what has impacted upon these financial results? 

Building DLO (Continued) 

- Supplies and Services have fallen (43%/E0.53 lm) due to the 
following : 

- Printing and stationery costs have fallen by E60k as a result of 
the closure of the Quality Section. In addition, the loss of capital 
contracts and the need to produce several copies of contracts at 
one time reduced the need for paper. 

- Material costs reduced by f390k since materials purchases are 
now being coded more accurately to specific jobs or specific 
overheads such as Other Supplies and Services which has 
increased by 21 90k from 1998/99. 

- Waste Disposal costs have fallen by E260k with the loss of 
capital contracts which incurred the majority of waste disposal 
costs through the disposal of large quantities of materials. 

- Transport costs have fallen (44%/.€0.578m) due to the following : 

- Manual Workers Travel Expenses have reduced by E70k as this 
allowance was negotiated away by DLO management. 

Staff Travel Costs have reduced by f20k as a consequence of the 
reduction in staff. 

- Internal and External Vehicle/Plant costs have also decreased 
significantly due to the introduction of a more accurate 
allocation of these costs directly to contracts through 
documentation of vehicle use on employee timesheets. In 
addition, the use of externally hired vehicles has reduced by 33% 
during 199912000. 

. 

- 

- Other Overheads have fallen (6%/656k) due to a decrease of E23k 
on the Interest on Revenue Balances as the level of stocks held by 
the DLO has decreased. Apportioned expenses have fallen by E58k 
due to a decrease in the number of employees during 1999/2000. 
Membership fees and subscriptions of &25k shown in this category 
in 1998/99 have been reallocated to other employee costs for 
1999/2000 thereby reducing other overheads further. These 
reductions are offset by an increase in insurance costs of f50k. 

The material contracts reviewed in Section 6 of this report cover 
approximately 93% of Building DLO turnover. As such, no further 
work has been undertaken on smaller contracts. 

North Lanarkshire Council 
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Section 5 : How does the financial position compare with previous years and what has impacted upon these financial results? ; 

Roads DLO 

Income reduced due to the completion of the M8 Lane Rental 
contract (El .8m) and the Patching contract (.€0.7m) at the end of 
1998/99. 

Direct labour reduction due to the loss of contracts detailed above, 
although some of the budgeted savings did not materialise fully due 
to increased activity on trunk roads and winter maintenance. The 
reduction in labour input has also impacted upon the sub-contractor 
costs - noted below. 

A reduction in Direct materials was partly due to the loss of 
contracts detailed above and partly due to the fact that the type of 
work now performed done by the DLO in 1999/2000 requires less 
expensive materials and productivity levels have fallen. (See 
below). 

Payments to sub-contractors also reduced with the loss of contracts 
detailed above. The DLO is now undertaking most of its work in- 
house to ensure direct labour is fully utilised. 

Direct transport and plant costs increased as a result of the change 
in allocating transport costs. These are now based on timesheets 
and the costs are no longer included within overhead costs. In 
addition, there has been an overall reduction in vehicle utilisation 
and a reduction in expensive external hires of specialist equipment. 

Overhead costs reduced in response to the reduction in contracts 
detailed above. A significant variation occurred in transport costs 
because the allocation of these costs is now based on timesheets 
and so transport costs are charged to direct transport and plant and 
to other contracts. 

As at As at 
20/02/2000 21/02/1999 

E E 

Income 7,425,244 9,830,953 

Expenditure 
Direct Iabour 1,523,955 

1,549,202 Direct Materials 
Payments to 
Sub-Contractors 248,989 
Direct Transport 
and Plant Costs 739,4 13 

1,866,176 
2,578,746 

788,988 

527,445 

Overhead Costs 
1,653,143 1,954,425 Eniployee Costs 

Property Costs 152,206 155,879 
Supplies & Services 168,888 241,274 
Transport 290,973 1,337,189 
Other Overheads 94,267 103,439 

Total Owrhead 2,359,477 3,792,206 

Total Ehpenditure 6,421,036 9,553,561 

Surplus/Deficit 1,004,207 277,393 

Source : DLO Period 12 Management Accounts 

Mowment 
2 

-2,37 8,709 

-342,221 
-1,029,544 

-539,999 

2 1 1,968 

-30 I ,282 
-3,673 

-72,386 
-1,046,216 

-9,172 

-1,432,729 

-3,132 

726,814 

As previously referred to, our measure of productivity has fallen 
from that seen in previous years (E53,153 per employee from 
E57,616). This is as a result of a switch in the type of work now 
being undertaken which is more labour intensive and produces 

1 
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6 : What is the current financial position of the material contracts 
within the DLO and what has changed in the last year? 
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Section 6 i What is the current financial position of the material contracts within the DLO and what has changed in the last year? 

The following material contracts were reviewed as part of this review : 

- Housing Maintenance (North); 

- Housing Maintenance (South); 

- Property Maintenance; 

- Gas Maintenance; 

- Roads Maintenance. 

Housing North and South Contracts 

Contracts commenced on 1 July 1997; 

Contracts cover all repairs and maintenance work for houses, lock 
ups and garages owned by the Council; 

The DLO is paid for each job on the basis of the original schedule 
of rates items uprated for inflation; 

Contract activity as follows:- 

Housing Housing 
North South 

Number of housing properties covered during 26,618 29,400 Note: 
1999/2000 

Number of housing maintenance jobs completed 206,001 232,673 
during 1999/2000 (including void properties) 

Number of housing maintenance jobs ordered 229,987 241,833 
during 1999/2000 (including void properties) 

Number of iobs cancelled 28.602 3 1.953 

The number of jobs completed plus the number of jobs cancelled does 
not reconcile to the number of jobs ordered as both numbers include 
jobs which had been ordered prior to 1 April 1999. 

North Lanarkshire Council 
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Section 6 : What is the current financial position of the material contracts within the DLO and what has changed in the last year? 

Housing - North 

Reduction in income attributable to: 

- 

- 

- 

Direct labour, direct materials and payments to sub-contractors 
have reduced due to the 13% reduction in income. 

loss of “Colourwash” contract (E0.8m); 

loss of “Footpaths” contract (E0.48m); and 

additional income generated in 1998/99 due to storm damage. 

Direct labour has proportionally reduced in line with income. 

Our measure of productivity identifies a consistent figure when 
compared with the prior year. 

Direct transport and plant costs have increased due to the improved 
allocation of transport costs which has resulted in these costs 
transferring from overheads to direct costs. 

Despite the reduction in income, overhead costs have remained 
consistent with previous years, although as a proportion of income, 
they have increased which has contributed to the reported loss at 
20 February 2000. 

Overhead costs discussed above have remained consistent due to 
the continued existence of all depots despite falling income levels. 
We have been informed by the Council that depots have not been 
closed as they are not aware what depots may be used by the new 
private/public partnership. 

Income 

bend i tu re  
Direct Labour 
Direct Materials 
Paymnts to 
Sub-Contractors 
Direct Transport 
and Plant 

As at 
20/02/2000 

As at 
21/02/1999 

f 

10,858,635 

2,955,226 
2,281,569 

933,195 

307,764 

f 

12,410,588 

3,448,941 
3,049,489 

1,07 1,445 

170,390 

Sub Total Direct Costs 6,477,754 7,740,265 

Overhead Costs 4,466,972 4,511,799 

12,252,064 10,944,726 

S urplus/Deficit -86,091 158,524 

Direct Labour as a 
% of income 27% 28% 
Overheads as a 
% of incom 41% 36% 

Source : DLO Period 12 Management Accounts 

Mowment 
f 

-1 3 % 

-14% 
-25% 

- 13% 

80% 

1% 
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Section 6 : What is the current financial position of the material contracts within the DLO and what has changed in the last year? 

Housing - South 

Reduction in income attributable to: As at As at 
2 1 /02/1999 

e 
20/02/2000 

e 
Mowment 

e 
- 

- 

loss of “Colourwash” contract (El .lm); 

loss of “Footpaths” contract (S0.66m); and 
Income 12,76 1,6 19 14,575,240 -13% - 

Direct labour and direct materials have reduced due to the 13% 
reduction in income. 

Direct labour has proportionally reduced in line with income. 

Our measure of productivity (income divided by employee 
numbers) has remained consistent year on year. 

Direct transport and plant costs have increased due to the improved 
allocation of transport costs which has resulted in these costs 
transferring fi-om overheads. 

Although overhead costs have reduced due to transport costs being 
allocated directly to direct transport and plant costs in 1999/2000, 
they have increased as a percentage of income indicating that 
further reductions may be possible. 

As with Housing - North, overheads have increased as a percentage 
of income due to the continued existence of all depots. 

additional income generated in 1998/99 due to storm damage. 
Emenditure 
Direct Labour 
Direct Materials 
Payments to 
Sub-Contractors 
Direct Transport 
and Plant 

3,490,866 
2,462,271 
1,186,010 

4,040,459 
3,420,703 
1,267,125 

-14% 
-28% 
-6% 

326,321 221,641 47% 

Sub Total Direct Costs 7,465,468 8,949,928 

-9% Overhead Costs 4,793,168 5,285,605 

12,258,636 14,235,533 

S urplus/Deficit 502,983 339,707 
I 

Direct Labour as a 

Overheads as a 
% of Income 

% of Jncome 27% 

38% 

27% 

36% 

Source : DLO Period 12 Management Accounts 
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Section 6 : What is the current financial position of the material contracts within the DLO and what has changed in the last year? 

Property Maintenance Contract 

Contract commenced on 1 July 1997; 

Contract covers all repairs and maintenance work for Council non-housing 
properties; 

Contracted activity as follows:- 

jobs ordered during 

Movement in income attributable to: 
- A direct comparison with last year is not possible as income had not 

been fully accounted for in February 1999. However, the comparison 
from 1999/2000 forecast to 3 1/3/99 actual outturn figure shows little 
movement; 

heating, electrical and mechanical contracts werc lost in November 
1999 with an annual value of %85k (E220k lost income in 1999/2000), 
however, electricians were used for additional Portable Appliance 
Testing (PAT) work which meant that income did not reduce. 

Direct transport and plant costs have increased due to the improved 
allocation of transport costs which has resulted in these costs transferring 
Erom overheads to direct costs. 

Overhead costs have increased fi-om 1998/99 levels in direct proportion to 
the increase in direct labour costs. 

- 

As at As at 
20/02/2000 21/02/1999 

e e 

Income 4,110,815 3,681,385 

Emen di ture 
Direct Lab0 ur 
Direct Materials 
Payments to 

1,173,286 
739,190 
I52,3 12 

1,114,459 
75 1,290 
139,288 

Sub-Con tractors 
Direct Ttan sport 98,457 69,096 
and Plant 

Sub Total Direct Costs 2,163,245 2,074,133 

Overhead Costs 1,530,790 1,457,90 1 

3,694,035 

Surplus/Deficit 416,780 

Direct Labour as a 
% of income 
Overheads as a 
% of income 

28% 

37% 

Source : DLO Period 12 Management Accounts 

3 3 3  2,034 

149,351 

30% 

40% 

Mow men t 
f 

North Lanarkshire Council 
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5% 
-2% 
9% 

42% 

5% 



Section 6 : What is the current financial position of the material contracts within the DLO and what has changed in the last year? 

Gas Maintenance and Repair 

Contract commenced on 1 July 1997; 

Contract covers all gas repairs and servicing work for approximately 40,000 
houses owned by the Council. The DLO is paid 4 weekly on the assumption 
that all 40,000 properties will be visited during the year; 

The DLO receives E63 for each properly visited and the contract is 
monitored by a surveyor who compares actual progress against the plan for 
the year. If the DLO does not the complete the plan, the gas maintenance 
income received is adjusted at the year end. 

Reduction in income has occurred due to improved monitoring of the contract 
by the client to ensure all properties are being visited. 

Direct labour and direct materials have reduced reflecting the reduction of 
income. 

Payments of sub-contractors have reduced as a policy decision was made by the 
DLO to use internal staff before using sub-contractors. 

Direct transport and plant costs have increased due to the improved allocation of 
transport costs which has resulted in these costs transferring from overheads to 
direct costs. 

Overhead costs being allocated directly to direct transport and plant costs in 
1999/2000. 

Productivity and overheads have remained fairly constant. 

As at 
20/02/2000 

E 

Income 2,452,739 

Expenditure 
Direct Labour 737,548 
Direct Materials 548,777 
Payments to 142 
Sub-Contractors 
Direct Transport 133,980 
and Plant 

Sub Total Direct Costs 1,420,447 

As at 
21/02/1999 

E 

2,769,23 1 

826,626 
660,177 
171,623 

28,530 

1,686,956 

Overhead Costs 896,386 1,081,367 

2,768,323 2,316,833 

SurplusIDeiicit 135,906 908 

Direct Labour as a 
% of income 
Overheads as a 
% of income 

30% 

36% 

Source : DLO Period 12 Management Accounts 

i 

30% 

39% 

Mowment 
e 

-11% 

-10% 
-17% 
-99% 

486% 

-17% 
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Section 6 : What is the current financial position of the material contracts within the DLO and what has changed in the last year? 

Roads Maintenance Contract 

Contracts commenced on 1 September 1997; 

Contract covers: 

- Winter maintenance - grittings; 

- Repairs and maintenance - road signs, white/yellow lining and 
surface repairs; 

Street lighting - erection and maintenance of all street lighting. - 

Contract activity of the contract is detailed below:- 

I Roads Maintenance I Street Lighting 
I I 

Number of jobs completed during 6,7 15 21,695 
1999/2000 

Number of jobs ordered during 

North Lanarkshire Council 
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Section 6 : What is the current financial position of the material contracts within the DLO and what has changed in the last year? 

Roads Maintenance 

Reduction in income attributable to: 

- E700k of contracts were market tested, the DLO did not win 
2290k of these jobs. 

Direct labour and direct materials costs have reduced due to the 4% 
reduction in income and a switch in the type of work which has 
become more labour intensive. 

Payments to sub-contractors have increased from previous year. 
However, we have been informed that DLO management are 
currently reviewing sub-contractors expenditure for 2000/0 1. 

Direct transport and plant costs have increased due to the improved 
allocation of transport costs which has resulted in these costs 
transferring from overheads to direct costs. 

Overhead costs have reduced due to the transport costs being 
allocated directly to direct transport and plant costs in 1999/2000. 

Productivity had reduced slightly during 1999/2000 to 19%. 

Overheads as a percentage of income has reduced during 
1999/2000 to 32%. 

The Roads Maintenance Contract accounts for 77!40 of income of 
the Roads DLO. The remaining income relates primarily to : 

- Clyde Local Authority Consortium (CLAC); 

- Forth Local Authority Consortium (FLAC). 

The Council have limited control over these contracts and therefore 
we have not undertaken any further work on the Roads DLO. 

9 

As at As at 
20/02/2000 21/02/1999 

e di 

Income 5,688,206 5,936,185 

Expenditure 
Direct Labour 1,08S,X21 1,17S,%8 
Direct Materials 1,305,637 1,579,754 
Payments to 163,499 122,522 
Sub-Con tractors 
Direct Transport 465,896 320,870 
and Plant 

Sub TotalDirect Costs 3,020,853 3,198,694 

Overhead Costs 1,798,960 2,388,799 

4,8 19,8 13 5,587,493 

Surplus/Deficit 868,393 348,692 

Direct Labour as a 
% of income 19% 
Overheads as a 
% of income 32% 

Source : DLO Period 12 Management Accounts 

20% 

40% 

Mowment 
e 

-4 ?40 

-8% 
-17% 
33% 

45% 

-25% 
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7 : Are the figures contained within the management accounts produced 
from reliable financial information systems and processes; 

Are there concerns? 

Public Sector Services 
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Section 7 : Are the figures contained within the management accounts produced from reliable financial information systems 
processes; Are there concerns? 

How the Management Accounts are aroduced Is the information reliable? 

Appendix A contains a flowchart of how the period management 
accounts are produced. 

Through our review of this process we have identified the following:- 

* 

- The Chief Management Accountant designed and remains in overall 
control of the Lotus 1-2-3 spreadsheets that produce key financial 
figures to the point that, if he were not in place, the preparation of the 
management accounts would be delayed. The Council have informed 
us that other staff within the DLO have received training in the 
preparation of the 4-weekly accounts and that with help from Central 
Finance, the management accounts could be produced; 

- The majority of amendments are made at the discretion of the Chief 
Management Accountant with inadequate documentation to support 
these amendments. However, we have been informed by finance 
management that material adjustments are explained verbally to senior 
DLO management and senior accounting staff within the central 
Finance Department. 0 

0 

0 

Management Accounts are prepared from information extracted from the 
main management information systems, eg, CMS, Financial Ledger and 
Stock System. We identified that:- 

- CMS is updated by both the Stock Management System (Servitor) and 
timesheets completed by manual staff; 

- The financial ledger is reconciled to the CMS on a four weekly basis; 
- We tested a sample of stores issues and verified that issues were made 

against correct job codes within CMS. 

The above information is fed into a Lotus 1-2-3 spreadhseet which is then 
used as the basis for producing the Committee Management Accounts. 

We consider this spreadsheet to be extremely complex and is only 
understood fully by the Chief Management Accountant. The spreadsheet 
files are made up of a number of worksheets set up to calculate specific 
elements of the management accounts, eg, overheads, accruals and work 
in progress; 

Whilst reviewing specific calculations within these spreadsheets, we 
noted a number of errors in stated formulas which, if extrapolated, could 
result in expenditure accruals being overstated by S142,OOO. 

As noted above, the complex nature and volume of spreadsheets required 
to prepare the Management Accounts restricted our ability to examine in 
their entirety all balances in the spreadsheet. As a result, our testing of 
balances has been restricted to target balance testing and walkthrough 
testing where applicable. 

North Lanarkshire Council 
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Section 7 : Are the figures contained within the management accounts produced from reliable financial information systems 
processes; Are there concerns? 

We have reviewed on a sample basis transactions supporting balances in 
accounts relating to:- 

- income; 
- work in progress; 
- direct labour; 
- direct materials; 
- direct transport and plant; 
- payments to sub-contractors; and 
- overheads. 

From our sample testing of the above balances and the system controls, 
we have identified the following areas of concern. 

Concerns regardinp the financial information produced 

1,. Over dependence on Chief Management Accountant. 

2. Lack of budgetary control at contract level. 

3 .  Calculation of accrual. 

4. Calculation of overheads applied to contracts. 

Other matters arising during our work 

1. No robust procedures in place for reporting results of continual 
stockcounts. 

2. Stock write ordoff procedures. 

3 .  No scheme of delegation within the DLO. 

E\ach of these points is considered in the pages which follow. 

North Lanarkshire Council 
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Section 7 : Are the figures contained within the management accounts produced from reliable financial information systems 
processes; Are there concerns? 

Concerns reyardinp the financial information produced 

1. Over dependence on Chief Management Accountant. 3. 

Our review highlighted that the Chief Management Accountant plays a 
significant role in the financial monitoring and operation of the DLO; 

No other staff member of the DLO appears to understand to the same 
level of detail the financial systems. This would result in the delay of the 
production of the management accounts if the Chief Management 
Accountant was not available; 

0 

0 

2. Lack of budgetary control at contract level. 0 

We appreciate that the Committee reports detail the financial position of 
the Building and Roads DLO. 

However, only the year to date expenditure of individual contracts is 
produced and issued to the monitoring bodies. These reports detail actual 
expenditure only and do not make any comparisons to budgeted or 
forecasted figures. However, the DLO is monitored (by Committee) at 
the overall level as well as at depot and individual job level (by DLO 
management and Central Finance). 

0 

Calculation of Accruals. 

Accruals are calculated periodically by the Chief Management 
Accountant on Lotus 1-2-3 spreadsheets. 

The following types of accruals are calculated : 

- currenthpecific; and 

- generallfour weekly. 

Current/specific accruals - we consider that although the method of 
identifying and accounting for these accruals appear reasonable, we 
identified control weaknesses within the CMS and creditors system. 

From a sample of 20 invoices accrued at the review date of 20 February 
2000, we identified that 8 of these invoices had been paid prior to this 
date and should not have been accrued. If these are representative of the 
whole population and the 40% error rate is applied to the total value of 
accruals of &355,085 at 20 February 2000, the value of over accruals may 
be approximately g142,OOO across all of the DLO. This value is unlikely 
to be material to the DLO results. 

~ 
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Section 7 : Are the figures contained within the management accounts produced from reliable financial information systems 
processes; Are there concerns? 

Concerns repardinp the financial information produced 

3. Calculation of Accruals (Continued) 

General/four weeklv accruals - whilst we consider that the method of 
calculating this accrual appears reasonable, calculation of the accrual is 
complex. The use of spreadsheets involving complex formulas makes the 
audit trail unclear. 

e 

4. 

e 

0 

Although there is no evidence to suggest that the DLO has under 
accrued any category of expenditure during 1999/2000, the DLO 
should consider reviewing the basis of general accruals in order to 
make the accruals made more relevant, simplistic and 
understandable. 

Calculation of overheads applied to contracts. 

Overheads are calculated using the complex series of spreadsheets 
maintained by the Chief Management Accountant. 

There are a number of unsupported manual adjustments made to 
spreadsheet cells by both the Management Accountant and the Chief 
Management Accountant. An inadequate audit trail exists to support 
these manual adjustments. 

Other matters arisinp during - our work 

1. 

e 

e 

2. 

0 

e 

e 

3. 

e 

e 

No robust procedures in place for reporting results of continual 
stockcounts. 

Throughout 1999/2000 continuous stockcounts have been undertaken at 
the Rellshill Depot which holds approximately 20% of the total DLO 
stock. 

A sample of these stockcounts should be attended by Internal Audit. In 
addition, DLO management have yet to develop a proper reporting 
mechanism for the stockcount results. 

Stock write offs. 

The stock system (“Servitor”) feeds directly to the general ledger and the 
contract management system. 

Where an anomaly occurs between the general ledger and the stock 
balance on “Servitor”, the “Servitor” system automatically adjusts its 
balance to that held on the general ledger. 

These adjustments should be reported to the Committee on a more regular 
basis than the current year end process. 

Scheme of Delegation. 

We identified that there was no formal Scheme of Delegation in place for 
DLO officers in respect of the day to day management of the DLO and 
monitoring of operational performance. The four PPP managers and 
operation controllers as well as the General Manager of Construction 

It was reported in our review of the DLO in September 1999 that the 
Scheme of Delegation of the Revenue Services Division did not include 
any specific reference to officers’ responsibilities for the DLO or DSOs. 
We have identified that the Scheme of Delegation has been updated since 
our previous review. 

Services now have formal job descriptions. / 
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Graphical representation of how the period management accounts are produced. 

Servitor 

Appendix A 

Stock - 
Reconciled by period 

b Financial 
Ledger 

- - - - - - - - - - - - - - - -  CMS 

Management Accounts presented to 
Construction Services, Finance Committee 
and Finance (Monitoring) Sub-Committee 
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110 GEORGE STREET EDINBURGH EH2 4LH 
T 0131 477 1234 F 0131 477 4567 

www.aud1t-scotland,gov.uk 

’ ‘. 

12 June 2000 t 
John O’Magan 
Director of Administration i 

North Lanarkshire Council * I  
PO Box 14 v, d .a 3 

I.,..I.C -I Civic Centre -. 
Motherwell i 

Mkl l r n  I. 

Dear Mr O’Hagan __ . - 

Statutory Report SWY9 Review of Performance of Building and Roads DLO 1998/99 
I 

In your letter of 11 April you supplied further information as requested by the Commission to assist . 
them in considering the Controller of Audit’s report on the performance of the building and roads 
DLO in 1998/99. I am writing to advise you that the Commission has now completed its consideration 
of the Controller of Audit’s report. In the light of the information supplied by your Council the 
Commission has agreed to note the report and your Council’s response and to advise your Council that 
the matters raised in the Controller of Audit’s report will be kept under review through the audit 
process. 

I would be grateful if you would advise members and officers of your Council as appropriate of this 
outcome. 

Yours sincerely 

L s,& 
Bill Magee 
Secretary 

AUDIT SCOTLAND PROVIDES SERVICES FOR 
AUDITOR GENERAL 
ACCOUNTS COMMISSION 

http://www.aud1t-scotland,gov.uk

