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SCOttISh AUDIT COMMITTEE

Borders
WEDNESDAY, 23 NOVEMBER 2022
COUNCIL

A MEETING of the AUDIT COMMITTEE will be held VIA MICROSOFT TEAMS on WEDNESDAY,
23 NOVEMBER 2022 at 2.00 pm

All attendees, including members of the public, should note that the public business in this meeting
will be livestreamed and video recorded and that recording will be available thereafter for public

view for 180 days.

J. J. WILKINSON,
Clerk to the Council,

15 November 2022

BUSINESS
1. Apologies for Absence
2. Order of Business
3. Declarations of Interest
4. Minute (Pages 3 - 8) 2 mins

Consider Minute of the Meeting held on 12 September 2022 for approval
and signature by the Chair. (Copy attached.)

5. Annual Treasury Management Report 2021-22 (Pages 9 - 28) 20 mins
Consider report by Acting Chief Financial Officer. (Copy attached.)

6. External Audit Annual Audit Reports 2021-22 (Pages 29 - 64) 20 mins

Consider the Annual Audit Reports from the External Auditor on various
entities for review and scrutiny prior to Council approval. (Copy attached).

(@) Scottish Borders Council Pension Fund 2021-22 Annual Audit Report
(copy attached); and,

(b)  Audit Scotland Scottish Borders Council annual report (to follow.)

7. Audited Accounts 2021-22 (Pages 65 - 70) 30 mins

Consider report by Acting Chief Financial Officer on various entities’ audited
Annual Reports and Accounts for the year to 31 March 2021 for review and
scrutiny prior to Council approval. (Copy attached.)

(@)  Scottish Borders Council (Pages 71 -
196)




(b)  Scottish Borders Council Pension Fund (Pages 197 -
290)
(c)  Scottish Borders Council Common Good Funds (Pages 291 -
320)
(Charity SC031538)
(d) SBC Welfare Trust (Pages 321 -
340)
(Charity SC044765)
(e) SBC Education Trust (Pages 341 -
360)
(Charity SC044762)
() SBC Community Enhancement Trust (Pages 361 -
380)
(Charity SC044764)
(g) SBC Ormiston Trust for Institute (Pages 381 -
400)
(Charity SC019162)
(h)  Scottish Borders Council Charitable Trusts (Pages 401 -
420)
(Charity SC043896)
(i) Bridge Homes LLP (Pages 421 -
442)
() Lowood Tweedbank Ltd (Pages 443 -
452)
8. Any Other Items Previously Circulated
9. Any Other Items which the Chairman Decides are Urgent
NOTES
1. Timings given above are only indicative and not intended to inhibit Members’
discussions.
2. Members are reminded that, if they have a pecuniary or non-pecuniary interest in any

item of business coming before the meeting, that interest should be declared prior to
commencement of discussion on that item. Such declaration will be recorded in the
Minute of the meeting.

Membership of Committee:- Councillors E. Thornton-Nicol (Chair), N. Richards (Vice-Chair),
J. Anderson, P.Brown, J.Cox, M. Douglas, J.PatonDay, E.Robson, S. Scott, F. Sinclair,
Mr S. Whalley and Mr P. Whitfield

Please direct any enquiries to William Mohieddeen
Tel: 01835 826504; Email: william.mohieddeen@scotborders.gov.uk




Agenda Item 4

SCOTTISH BORDERS COUNCIL
AUDIT AND SCRUTINY COMMITTEE

MINUTES of Meeting of the AUDIT AND
SCRUTINY COMMITTEE held via Microsoft
Teams on Monday, 12 September 2022 at
10.15 am

Present:- Councillors E. Thornton-Nicol (Chair), N. Richards (Vice-Chairman),
J. Anderson, P. Brown, J. Cox, M. Douglas, J. PatonDay, E. Robson, S. Scott
and F. Sinclair

Apologies:- Ms H. Barnett and Mr M. Middlemiss

In Attendance:- Acting Chief Executive, Chief Officer Audit and Risk, Acting Chief Financial
Officer, Corporate Risk Officer, Principal Internal Auditor, Chief Officer
Scottish Borders Health and Social Care Partnership, Joint Manager Learning
Disabilities Service, Clerk to the Council, Democratic Services Officer (W.
Mohieddeen); Ms G. Woolman and Ms J. Law (Audit Scotland).

CHAIR'S REMARKS

The Chair advised that the meeting was the first held of the Audit Committee. The Chair
wished to record her thanks to Michael Middlemiss and Hayley Barnett whose terms of
office as external members of the Committee would come to an end on 31 October 2022.

ORDER OF BUSINESS
The Chair varied the order of business as shown on the agenda and the Minute reflects
the order in which the items were considered at the meeting.

1. MINUTE.

1.1 There had been circulated copies of the Minute of the Meeting of Audit and Scrutiny
Committee held on 27 June 2022. The Chief Officer Audit and Risk advised that the
Principal Internal Auditor had also been in attendance.

1.2 With reference to paragraph 3.3 of the Minute of the Meeting held on 27 June 2022, Ms
Stacey highlighted that Mr Haseeb, Audit Scotland, advised that the annual audit report
had a production target of 31 October 2022 and asked whether the report would be
available for the next meeting of Audit Committee on 14 November 2022. Ms Gillian
Woolman, Audit Scotland, advised that the reporting deadline was November 2022.
Normally reports were signed off by 30 September, however this had been affected by
backlogs caused by the Covid-19 pandemic. The Acting Chief Financial Officer advised
that there may be a challenge in preparing the report for the 10-day deadline for reports
being published for committees. The Chair advised that, for the 14 November 2022
meeting of the Audit Committee, the report would be accepted if circulated seven days
prior to the meeting taking place.

DECISION
AGREED:

(a) to accept circulation of the annual audit report seven days prior to the 14
November 2022 meeting of Audit Committee; and,

Page 3



2.2

2.3

24

(b) to approve the Minute for signature by the Chair subject to the change
detailed above.

AUDIT BUSINESS ACTION TRACKER

There had been circulated copies of the Audit Business Action Tracker which was
presented by the Chief Officer Audit and Risk. With reference to paragraph 7 of the
Minute of the Meeting held on 22 November 2021, a Business Continuity Project was
underway where the Chief Officer Audit and Risk was a member of the Project Board to
enable continuous Internal Audit follow-up work. There were delays to implementation of
software while clarifications were being sought from the provider that software was GDPR
compliant. Some recommendations from Internal Audit were scheduled for
implementation at the end of September 2022 and meetings were being held over
subsequent weeks where the rescheduled project plan would be reviewed. Discussions
would take place with project board members to ensure actions associated with Internal
Audit recommendations are scheduled.

With reference to paragraph 4 of the Minute of the Meeting held on 14 March 2022, the
Chief Officer Audit and Risk advised that Directors received reports from the HR training
team on uptake of e-learning mandatory modules to encourage staff to complete training.
This was now routinely included as part of operational management arrangements.

With reference to paragraph 13 of the Minute of the Meeting held on 27 June 2022, the
Chief Officer Audit and Risk advised of seminars and development sessions arranged for
Members.

The Chair suggested that, with reference to paragraph 3 of the Minute of the Meeting held
on 14 March 2022, a decision on removing the Progress Update on LDS Financial
Management Recommendation action from the action tracker would be made after the
update had been heard.

DECISION
(a) AGREED to remove completed actions from the Action Tracker; and,

(b) NOTED the update.

PROGRESS UPDATE ON LDS FINANCIAL MANAGEMENT RECOMMENDATION
With reference to paragraph 3 of the Minute of the Meeting held on 14 March 2022, Mr
Chris Myers, Chief Officer Scottish Borders Health and Social Care Partnership, provided
a verbal update on the Learning Disabilities Service Financial Management
Recommendation progress. Mr Myers advised that progress on the final Internal Audit
report recommendations relating to Learning Disabilities Service (LDS) work had been
ongoing, further work was required on local assurances, and that Julie Hayward
Consultancy was invited to give further views on progress which had been completed. Mr
Myers advised that significant work had taken place since the March 2022 meeting of
Audit and Scrutiny Committee, however, despite positive progress, expenditure was not in
balance with available budget and work was ongoing to reduce spend. Further work was
underway to complete outstanding actions, some of which did not sit with the Service but
were being progressed. Progress was being monitored at monthly control meetings
taking place at directorate level and at business unit level. The trajectory of expenditure
was being monitored so that it was reduced while maintaining service for people with
learning disabilities. Mr Myers advised that the Learning Disabilities Service was on a
journey where there was a much better control of the service and progression was being
made on actions. Mr Simon Burt, Joint Manager Learning Disabilities Service, advised
that there were two approaches taken to tackle the problem which incorporated ensuring
that not too much was being paid for elements of the services comparable to other local
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3.2

3.3

3.4

authorities, and making sure that the appropriate volume of support for service users was
being paid for, to allow people to be as independent as they could. Staff were engaged to
contribute to solutions so that changes were not entirely management-led. Processes
were in place to support Social Workers to take information to support panels where
requests were heard to put support in place to allow people to be independent.

Mr Burt and Mr Myers responded to questions from Members. Regarding duplication in
transition planning, Mr Burt advised that a transitions project led by a funded project
officer had reported a couple of years ago that there were a number of legal requirements
for various support plans, while an individual could require a single support plan that may
contain different elements. This had not been achieved. However when an adult support
plan was prepared as far in advance before an individual turned 18 years-old, a
multidisciplinary approach was taken for transition to adulthood services and duplication
was avoided as far as possible. Ms Stacey advised that timings of the Internal Audit
recommendation completion were reviewed with ongoing discussions with Mr Myers and
Mr Burt, and that monthly meetings took place with the Section 95 Officer (the Acting
Chief Financial Officer) to gain insights of the financial pressures on LDS. Mr Burt
advised that the number of those with very complex needs transitioning to adulthood was
low although increasing and the solutions they required could be very expensive. Work
was ongoing looking at how the Health and Social Care Partnership assessed what
needed to be commissioned to support people with complex needs so that plans would be
in place for when individuals reach adulthood. A report concerning a project based in
Tweedbank for supporting people with complex needs in the Borders would be presented
to Scottish Borders Council in the near future.

Mr Burt advised that, regarding planning for who required support for complex needs, the
service knew of children requiring support for transitions at 14 years-old. However it
sometimes would not be clear what support they would need until they approached 18
years-old, which would necessitate meetings to track the needs of an individual.
Regarding financial pressures, Mr Burt advised that there was a cost pressure of
approximately £625,000 if all £490,000 targeted savings in the financial plan were made.
The whole saving was unlikely to be met within the financial year, however there was
confidence a significant amount of savings could be made. Savings had been made
through the review of day services and further savings may be made from reviewing care
packages. The LDS aimed to review everyone’s care within two years, however reviews
had been limited due to there not being a fully staffed service in place. On average 67%
of people were being reviewed within two years. With regards to service delivery
contracts from third-party providers, Mr Burt advised that the Scottish Government had a
framework where rates were set and the LDS generally paid below the Scotland Excel
framework rate. Furthermore, providers used by the Service were rated highly by the
Care Inspectorate. Before the Covid-19 pandemic, there would be an LDS manager
assigned to a contracted provider that would assess day-to-day problems and hold
regular meetings with providers to assess contracts. That work had stopped during the
pandemic but was due to restart again so that contract performance could be assessed.
The Acting Chief Financial Officer advised that the financial risk from the Learning
Disabilities Service on the Council was lower than it had been due to significant Scottish
Government funding to support IJB services.

The Chair suggested that the LDS Financial Recommendation remained on the action
tracker and an update come to the Audit Committee in six months’ time and requested
that the Julie Hayward Consultancy reports be circulated to committee members.
DECISION

(a) AGREED:
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(i) to circulate the update report on Learning Disabilities Service to
members of the Audit Committee;

(ii) to keep the LDS Financial Recommendation action on the Audit Business
Action Tracker.

(b) NOTED the verbal update.

PROPOSED SCHEDULE OF RISK IN SERVICES PRESENTATIONS BY DIRECTORS
2022-23

With reference to paragraph 6 of the Minute of the Meeting held on 14 March 2022, there
had been circulated copies of a report by Chief Officer Audit and Risk that provided
members of the Audit Committee with the proposed schedule for Directors’ presentations
on Risk Management in Services to enable the committee to fulfil its remit effectively. It
was important that the Audit Committee, as a foundation for sound corporate governance,
was able to demonstrate its effectiveness as a scrutiny body to the Council. One of the
Audit Committee’s functions was to assess the adequacy and effectiveness of the
Council’s risk management arrangements. One of the lessons learned within the Audit
and Scrutiny Committee Annual/End of Term Report 2021-22 on how it had effectively
fulfilled its Audit functions was “Gain insights on the efficacy of the Council’s risk
management framework through a schedule of Directors’ presentations on risk and
mitigations within their areas of responsibility.” This report outlined the proposed
schedule for Directors’ presentations on Risk Management in Services to enable the Audit
Committee to fulfil its risk management function effectively.

DECISION

(a) AGREED the schedule for Directors’ presentations on Risk Management in
Services set out in paragraph 4.3 of the report to enable the Audit Committee
to fulfil its risk management function effectively; and,

(b) NOTED that a refresh of the Corporate Risk Register was underway and
would be completed in advance of the first scheduled Director presentation
to ensure consistency in approach and format.

INTERNAL AUDIT WORK TO JULY 2022

With reference to paragraph 4 of the Minute of the Meeting of Audit and Scrutiny
Committee held on 27 June 2022, there had been circulated copies of a report by the
Chief Officer Audit and Risk that provided members of the Audit Committee with details of
the recent work carried out by Internal Audit and the recommended audit actions agreed
by Management to improve internal controls and governance arrangements. The work
Internal Audit had carried out in the period from 1 April to 31 July 2022 associated with the
delivery of the approved Internal Audit Annual Plan 2022-23 was detailed in this report. A
total of five final Internal Audit reports had been issued. There were seven
recommendations made associated with three of the reports (two Medium-rated; five Low-
rated). An Executive Summary of the final Internal Audit assurance reports issued,
including audit objective, findings, good practice, recommendations (where appropriate)
and the Chief Officer Audit and Risk’s independent and objective opinion on the adequacy
of the control environment and governance arrangements within each audit area, was
shown in Appendix 1 to this report. The SBC Internal Audit function conformed to the
professional standards as set out in Public Sector Internal Audit Standards (PSIAS)
(2017) including the production of the report to communicate the results of the reviews.
The Chief Officer Audit and Risk referred to the Internal Audit Consultancy Work and
Assurance work in progress and highlighted key messages of assurance and areas of
improvement associated with the Executive Summary of each of the five final Internal
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Audit reports in Appendix 1. This covered: Contract Management - Strategic Contracts
CGl and Live Borders; Attendance Management; Performance Management (Local
Government Benchmarking Framework); Schools Budgets (Devolved Schools
Management); and Winter Service.

DECISION

NOTED:

(a) the Executive Summaries of the final Internal Audit assurance reports issued
in the period from 1 April to 31 July 2022 associated with the delivery of the
approved Internal Audit Annual Plan 2022-23;

(b) the Internal Audit Consultancy and Other Work carried out in accordance
with the approved Internal Audit Charter; and,

(c) the assurance provided on internal controls and governance arrangements
in place for the areas covered by this Internal Audit work.

AUDIT SCOTLAND NATIONAL FRAUD REPORTS 2022

With reference to paragraph 7 of the Minute of the Meeting of Audit and Scrutiny
Committee held on 20 September 2021, there had been circulated copies of a report by
Chief Officer Audit and Risk that provided members with recently published counter fraud
reports by Audit Scotland and the Management Actions required in response for
improvement and assurance purposes. Having robust fraud prevention and investigation
arrangements in place contributed to safeguarding the Council’s financial resources, for
delivery of services, as part of protecting the public purse. A focus on prevention and
detection and promotion of a counter fraud culture across the Council to improve its
resilience to fraud, taking account of reducing resources, were associated with the
Counter Fraud Strategy 2021-2024 that was approved by Council in December 2021.
The purpose of the Integrity Group was to improve the Council’s resilience to fraud, theft,
corruption, and crime. One way it could achieve that was self-assessing the Council’s
arrangements against best practice and agreeing any appropriate actions to continuously
improve the arrangements in place. The report referred to national fraud reports
published by Audit Scotland, which set out recommendations for public sector
organisations. Part of the Audit Committee’s role was to oversee the framework of
internal financial control including the assessment of fraud risks and to monitor counter
fraud strategy, actions and resources. Ms Woolman advised that the National Fraud
Initiative was a UK-wide exercise overseen by the Cabinet Office and took place over two
years. Most public sector bodies including Audit Scotland took part in the initiative. The
National Fraud Initiative report had gone to the Public Audit Committee of the Scottish
Parliament and was subject to discussion there every two years. The Chief Officer Audit
and Risk advised that Scottish Borders Council was part of the Scottish Local Authorities
Investigators Group where information could be shared and information and outcomes of
the National Fraud Initiative was shared to aid planning of future exercises.

DECISION

(@) NOTED the Audit Scotland National Fraud Reports published in recent
months;

(b) AGREED:

(i) to endorse the tasks being undertaken by the Integrity Group,
associated with the recently published counter fraud reports by Audit
Scotland, as set out in Action Plans in paragraphs 4.6 and 4.7 of the
report; and,
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7.1

7.2

(i) to request that the Integrity Group reported back to the Audit Committee
on its findings and proposed further actions arising from these tasks.

ANY OTHER BUSINESS/ANY OTHER ITEMS WHICH THE CHAIRMAN DECIDES ARE
URGENT

Councillor Anderson requested that the next meeting of the Audit Committee be held in-
person to allow new members of the Committee to speak to officers and more
experienced members about Audit Committee business as part of their learning of their
role. The Chair advised that this could be considered in future and that it may also be
advisable to hold an in-person training meeting before a meeting of Audit Committee so
that any questions may also be asked. The Chief Officer Audit and Risk advised that
options for in-person development sessions would be considered.

The Chair requested that members encouraged interested parties to consider vacancies
for the external member positions of the Audit Committee. The Chief Officer Audit and
Risk advised she was happy to speak to anyone interested in the roles if they wished for
more information.

The meeting concluded at 12.00 noon.
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SCOttiSh Agenda Item 5

Borders
COUNCIL

ANNUAL TREASURY MANAGEMENT REPORT 2021/22

Report by Acting Chief Financial Officer

AUDIT COMMITTEE
23 November 2022

1 PURPOSE AND SUMMARY

1.1 This report presents the annual treasury management activities
undertaken during the 2021/22 financial year.

1.2 The CIPFA Code of Practice on Treasury Management in the Public Services
(the Code) requires an annual report on treasury management to be
submitted to Council following the end of each financial year. This report
highlights the Council’s treasury activity undertaken in the year ended 31
March 2022 and the performance of the Treasury function.

1.3 Appendix 1 is the annual report of treasury management activities for
2021/22 and contains an analysis of performance against targets set in
relation to Prudential and Treasury Management Indicators. The
performance comparisons reported are based on the revised indicators
agreed as part of the mid-year report approved on 16 December 2021.

1.4 The Appendix shows the Council’s borrowing requirement to fund the
capital investment undertaken during 2021/22, how much the council
actually borrowed against the sums budgeted and the level of external debt
within approved limits.

1.5 During the year the Council has again, where possible, deferred borrowing
using surplus cash rather than undertaking new borrowing. However, in
March 2022, the Council did proactively undertake long term borrowing of
£20m towards the financing of the capital program before interest rates
were increased by the Bank of England, saving £3.94m over the life of the
loan on a comparable basis to 2 November 2022 rates.

1.6 Treasury management activity for the year has been undertaken in
compliance with approved policy and the Code. The Council remains
under-borrowed against its Capital Financing Requirement (CFR) at 31
March 2022.

2 RECOMMENDATIONS
2.1 It is recommended that the Members:

(a) note that treasury management activity in the year to 31
March 2022 was carried out in compliance with the approved
Treasury Management Strategy and Policy as detailed in this
report and in Appendix 1.
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BACKGROUND

3.1

3.2

3.3

The Council approved the Treasury Management Strategy (the Strategy)
for 2021/22 at the Council meeting on 19 March 2021. This report meets
the requirements of both the CIPFA Code of Practice on Treasury
Management in the Public Services (the Code) and CIPFA Prudential Code
for Capital Finance in Local Authorities (the Prudential Code).

The Council received a mid-year report on 16 December 2021 and
approved the revised Prudential and Treasury Management Indicators for
2021/22 following the updating of assumptions, in particular capital
expenditure estimates.

As set out in the Strategy, the Audit and Scrutiny Committee has a role to
scrutinise the Annual and Mid-Year Reports before submission to Council
for final approval.

ANNUAL TREASURY MANAGEMENT REPORT TO 31 MARCH 2022

4.1

4.2

4.3

4.4

The Annual Treasury Management Report for 2021/22 is shown in Appendix
1.

Appendix 1 shows the Council’s borrowing requirement to fund capital
investment undertaken during 2021/22, how much the Council actually
borrowed against the sums budgeted and the level of external debt carried
on the Council’s balance sheet within approved limits.

In addition, Appendix 1 contains an analysis of the performance against the
targets set in relation to Prudential and Treasury Management Indicators.
All of the 2021/22 target indicators reported are based on the revised
indicators agreed as part of the mid-year report on 16 December 2021.

The key Prudential Indicators (PI) and Treasury Management Indicators
(TI), detailing the impact of capital expenditure activities during the year to
31 March 2022, with comparators, are as follows:

2021/22 2021/22 Variance
Actual Estimate*
£m £m £m

Actual Capital Expenditure (PI-1) 59.6 84.2 (24.6)
Total Capital Financing Requirement

(CFR) (PI-2)** 342.3 364.6 (22.3)
(Under)/Over Gross Borrowing

against the CFR (PI-6) *** (128.7) (153.1) 24.4

*Revised estimate, approved by Council 16 December 2021 as part of the mid-year report
** The CFR for this calculation is based on expenditure to 31 March 2022 only
*** The CFR for this calculation includes the current year and projected movement for the

next two subsequent years.

(a) PI-2 Total Capital Financing Requirement
The year-end total CFR decreased in comparison to that projected as
a result of the underspend in capital expenditure during the year.
(b) PI-6 (Under)/Over Gross Borrowing against the CFR

There is a decrease in the level of under-borrowing, compared to
that projected; as this indicator includes the projected movement for
the next two subsequent years, this is due to the re-phasing of

works into future years in the capital plan.
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4.5

(c) Investments

Investments held on 31 March 2022 amounted to £46.9m. This is an
increase from the £27.9m at 31 March 2021 as a result of the delays
in the capital program, and the drawdown of £20m loan funds prior
to the end of the financial year.

Treasury management activity for the year has been undertaken in
compliance with the approved policy and the Code and the Council remains
under-borrowed against its Capital Financing Requirement (CFR) at 31
March 2022.

5 INVESTMENT STRATEGY

5.1

5.2

5.3

The Investment Objectives and Policy states that ‘the Council will aim to
achieve the optimum return on its investments corresponding with proper
levels of security and liquidity’.

The current Sector Limit for Money Market Funds (AAA) is £25m, with an
individual Counterparty Limit of £5m for AAA rated Money Market Funds.

Due to high levels of cash held at certain times of the year, the £25m limit
on Money Market Funds are fully used and excess funds are placed with the
Government’s Debt Management Office (DMO). The rates available from
DMO for overnight investments are less than the Money Market Funds.

6 IMPLICATIONS

6.1

6.2

6.3

6.4

6.5

6.6

Financial

There are no further financial implications relating to this report. The
outcomes from the Council’s treasury management activities are explained
in detail within Appendix 1.

Risk and Mitigations

This report is an account of the outcomes arising from the tightly controlled
risk management work that the Council’s Treasury staff have carried out.
The report is an important element of the overall risk management
environment but has no specific risk implications of its own.

Integrated Impact Assessment

There is no impact or relevance to Equality Duty or the Fairer Scotland
Duty for this report. This is a routine financial monitoring report which
forms part of the governance of the Treasury function within the Council.
Nevertheless, a light touch assessment has been conducted and this will be
published on SBC’s Equality and Diversity Pages of the website as in doing
so, signifies that equality, diversity and socio—economic factors have duly
been considered when preparing this report.

Sustainable Development Goals

There are no direct economic, social or environmental issues with this
report which would affect the Council’s sustainability policy.

Climate Change
There are no direct carbon emissions impacts as a result of this report.
Rural Proofing

It is anticipated there will be no adverse impact on the rural area from the
proposals contained in this report.
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6.7 Data Protection Impact Statement

There are no personal data implications arising from the proposals
contained in this report.

6.8 Changes to Scheme of Administration or Scheme of Delegation

No changes to the Scheme of Administration or Scheme of Delegation are
required as a result of this report.

7 CONSULTATION

7.1  The Chief Legal Officer (including as Monitoring Officer), the Chief Officer
Audit and Risk, Director People Performance & Change, Communications
and the Clerk to the Council have been consulted and their appropriate
comments have been incorporated into this report.

Approved by

Suzy Douglas Signature ....ccociveriniriernr s
Acting Chief Financial Officer

Author(s)

Name Designation and Contact Number

Suzy Douglas Financial Services Manager - Tel 01835 824000 Ext 5881
Sara Wilson Treasury Business Partner - Tel 01835 825155

Background Papers:
Previous Minute Reference: Scottish Borders Council 19 March 2021 and 16
December 2021.

Note - You can get this document on tape, in Braille, large print and various
computer formats by contacting the address below. The Pension and Investment
Team can also give information on other language translations as well as providing
additional copies.

Contact us at Pension and Investment Team, Council Headquarters, Newtown St
Boswells, Melrose, TD6 OSA Tel: 01835 825249 Fax 01835 825166. email:
T&Cteam@scotborders.gov.uk
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Scottish
Borders APPENDIX 1
COUNCIL

SCOTTISH BORDERS COUNCIL

ANNUAL TREASURY MANAGEMENT REPORT
YEAR TO 31 MARCH 2022
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1.1

1.2

1.3

1.4

1.5

Scottish Borders Council
Annual Treasury Management Report 2021/22

EXECUTIVE SUMMARY

This Council is required by regulations issued under the Local Government in Scotland Act 2003
to produce an annual treasury management review of activities and the actual prudential and
treasury indicators for 2021/22. This report meets the requirements of both the CIPFA Code of
Practice on Treasury Management (the Code) and the CIPFA Prudential Code for Capital Finance
in Local Authorities (the Prudential Code).

This paper highlights activity in relation to the treasury management function during 2021/22, the
Council’s strategy with regard to interest rates and future expectations and how the capital
expenditure incurred by the Council in 2021/22 was funded. The investment strategy for 2021/22
is summarised in Section 5 and Members are provided with details of how well the treasury function
has performed in relation to a set of standard performance indicators.

During 2021/22, the Council complied with its legislative and regulatory requirements.

Key Prudential (Pl) and Treasury Management Indicators (TI), detailing the impact of capital
expenditure activities during the year, with comparators, are as follows:

Table 1 2021/22 2021/22 | Variance
Actual Estimate*

£m £m £m
Actual Capital Expenditure (P/-1) 59.6 84.2 (24.6)
Total Capital Financing Requirement (CFR) 342.3 364.6 (22.3)
(PI-2)
(Under)/Over Gross Borrowing against the
CFR (PI-6) *** (128.7) (153.1) 244

* Revised estimate, approved by Scottish Borders Council on 16 December 2021 as part of the
Mid Year Treasury report 2021/22

** The CFR for this calculation includes current capital expenditure to 31 March 2022

*** The CFR for this calculation includes the current and two future years projected capital
expenditure.

Long term borrowing for the purpose of cash flow was undertaken during 2021/22 amounting to
£20m. The statutory borrowing limit (the authorised limit) was not breached.

The economic environment during the 2021/22 financial year continued to remain challenging, with
low investment returns.
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2.1

2.2

Scottish Borders Council
Annual Treasury Management Report 2021/22

COUNCIL’S CAPITAL EXPENDITURE AND FINANCING 2021/22
CAPITAL EXPENDITURE (Prudential Indicator 1)

a) The Council undertakes capital expenditure on long-term assets. These activities may either
be:

e Financed immediately through the application of capital or revenue resources (capital
receipts, capital grants, revenue contributions etc.), which has no resultant impact on the
Council’s borrowing need, or

e If insufficient financing is available, or a decision is taken not to apply resources, the
capital expenditure will give rise to a borrowing need.

b)  The final capital expenditure for 2021/22 was lower than projected as a result of delays in
expenditure on a number of projects, including Hawick Flood Protection (£3.9m), Land &
Property Infrastructure (£2.2m), Road & Transport Infrastructure (£2.2m), IT Transformation
(£3.3m), School Estate (£6.1m) and Economic Regeneration (£3.7m).

The specific drivers for each of the movements have been disclosed in the regular monitoring
reports to the Executive throughout 2021/22 and in the out-turn report presented on 14 June
2022.

FINANCING THE CAPITAL PROGRAMME

a) Capital Expenditure may either be financed:

(i) Immediately through the application of capital or revenue resources (capital receipts,
capital grants, revenue contributions etc.), which does not impact on the Council’s
borrowing need, or

(i) If insufficient financing is available, or a decision is taken not to apply resources, the
capital expenditure will give rise to a borrowing need.

b) Table 2 below summarises the main funding elements of the 2021/22 capital expenditure.

Table 2 2021/22 2021/22
Actual | Estimate | Variance
£m £m £m
Capital Expenditure 59.6 84.2 (24.6)
Other Relevant Expenditure * 0.0 0.0 (0.0)
Total Expenditure 59.6 84.2 (24.6)
Financed by:
Capital Grants & Other Contributions (42.7) (49.3) 6.6
SBC Revenue Funding (2.0) 4.4) 2.4
Capital Fund/Capital Receipts (0.5) (1.4) 0.9
Plant & Vehicle Fund (1.9) (2.0) 0.1
Total identified finance (47.1) (57.1) 10.0
Net Financing Need for the Year 12.5 271 (14.6)

The decrease in unfinanced capital expenditure compared with the estimate in the mid-year

report resulted principally from timing movements as detailed in paragraph 2.1 b).
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CAPITAL FINANCING REQUIREMENT AND EXTERNAL DEBT (Prudential Indicators 2 and 5)

a)

The Council’s underlying need to borrow for capital expenditure is termed the Capital
Financing Requirement (CFR) and is a key prudential indicator. The CFR results from the
capital activity of the Council and the resources that have been used to pay for the capital
spend. It represents the 2021/22 unfinanced capital expenditure (see Table 2 in section 2.2
(b)), and prior years’ net or unfinanced capital expenditure which has not yet been paid for
by revenue or other resources.

Depending on the capital expenditure programme, the treasury function organises the
Council’s cash position to ensure sufficient cash is available to meet the capital plans and
cash flow requirements. This may be sourced through borrowing from external bodies, such
as the Public Works Loan Board or the money markets, or utilising cash resources within the
Council.

Reducing the CFR - the Council’s underlying borrowing need (CFR) is not allowed to rise
indefinitely. Statutory controls are in place to ensure that capital assets are broadly charged
to revenue over the life of the asset. The Council is required to make an annual revenue
charge, called the scheduled debt amortisation (or loans fund repayment), to reduce the CFR.
This is effectively a repayment of the borrowing need. This differs from the treasury
management arrangements which ensure that cash is available to meet capital commitments.
External debt can also be borrowed or repaid at any time, but this does not change the CFR.
The total CFR can also be reduced by:

e the application of additional capital financing resources (such as unapplied capital
receipts); or
e charging more than the scheduled debt amortisation for loans repayment.

The Council’s borrowing activity is constrained by prudential indicators, including those
comparing gross borrowing, the CFR and the authorised limit.

The extent to which the Council is under/over borrowed at 31 March 2022 is calculated by
comparing actual external debt against the CFR and is shown in Table 3 below. It includes
“Other long term liabilities”, such as PFI and leasing schemes on the balance sheet. These
increase the Council’s borrowing need, however, as no borrowing is actually required against
these schemes, these amounts have been deducted in Table 3.

Table 3

31 March
2022
Actual
£m

31 March
2022
Estimate
£m

Variance

£m

CFR (PI-2)*

Less: Other long term liabilities **

342.3
86.9

364.6
89.1

(22.3)
2.2

Underlying borrowing requirement

2554

275.5

(20.1)

External Borrowing at 31/3/22

211.7

222.7

(11.0)

(Under)/Over borrowing

(43.7)

(52.8)

(9.1)

*The CFR for this calculation includes current capital expenditure to 31 March 2022

**PPP/PFIl/Finance Lease balances
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3. TREASURY MANAGEMENT ACTIVITY

3.1
a)
b)
c)
3.2

a)

GROSS BORROWING AND THE CFR (Prudential Indicator 6)

In order to ensure that borrowing levels are prudent over the medium term and only for a capital
purpose, the Council should ensure that its gross external borrowing does not, except in the
short term, exceed the total of the capital financing requirement in the current year (2021/22)
plus the estimates of any additional capital financing requirement for the next two financial
years. This essentially means that the Council is not borrowing to support revenue
expenditure. This indicator allows the Council some flexibility to borrow in advance of its

immediate capital needs in 2021/22.

The table below highlights the Council’s gross

borrowing position against the CFR. The Council has complied with this prudential indicator.

Table 4 31 March | 31 March
2022 2022 | Variance
Actual | Estimate
£m £m £m
Fixed rate funding
PWLB 176.1 187.1 (11.0)
Market - - -
Variable rate funding
Market * 35.6 35.6 -
External Borrowing 211.7 222.7 (11.0)
Other long term liabilities ** 86.9 89.1 (2.2)
Total Debt 298.6 311.8 (13.2)
CFR (inc. next 2 year estimates) 427.3 464.9 (37.6)
((l;;lg;ar)lOver Gross Borrowing against the CFR (128.7) (153.1) 24.4

* LOBO loans (where a rate change could be instigated by the lender at certain intervals)

** PPP/PFl/Finance Lease balances

The reason for the decrease in the CFR (inc. next 2 year estimates) and level of under-
borrowing, compared to that projected, is due to the re-phasing of works in future years of

the capital plan.

Council deposits were made on a short term basis throughout 2021/22.

On 23 March 2022 the Council borrowed £20m over 10 years at a rate of 2.41%.

OPERATIONAL BOUNDARY AND AUTHORISED LIMIT (Prudential Indicators 7 and 8)

The Operational Boundary and the Authorised Limit are indicators which are intended to
act as limits to the overall level of borrowing activity. The Authorised Limit represents the
maximum limit beyond which borrowing is prohibited. The Operational Boundary represents
the level of external borrowing that the Council is expected to operate within. Table 5
compares the External Debt position with these indicators and demonstrates that the

Council has not breached either limit during 2021/22.

Page 18

31 March Authorised Operational
Table 5 2022 Limit Boundary
Actual (PI-8) Variance (PI-7) | Variance
£m £m £m £m £m
fotal Gross 298.6 492.2 (193.6) 4102|  (111.6)
orrowing
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a) Table 6 presents an analysis of the maturity structure of the Council’s external debt portfolio.

Table 6 31 March
2022

£m

Under 12 months 1.8
12 months and within 5 years 249
5 years and within 10 years 21.6
Over 10 years 163.4
Total 211.7

INTEREST RATE MOVEMENTS AND EXPECTATIONS

INVESTMENT RATES IN 2021/22

0.80
0.70
0.60
0.50
0.40
0.30
0.20
0.10
0.00
-0.10

-0. 20

Bank Rate vs backward looking SONIA rates % 1.4.21 - 31.3.22

......

xxx

— Ban k Rate

----SONIA -- 7day -

30 day —90 day —180 day

365 day

High
High Date
Low

Low Date
Average
Spread

Bank Rate SONIA 7 day 30 day 90 day 180 day 365 day
0.75 0.69 0.69 0.56 0.39 0.23 0.14
17/03/2022 | 18/03/2022 | 25/03/2022 | 31/03/2022 | 31/03/2022 | 31/03/2022 | 31/03/2022
0.10 0.05 0.05 0.05 0.05 0.05 0.05
01/04/2021 | 15/12/2021 16/12/2021 | 16/12/2021 | 16/12/2021 | 07/06/2021 13/12/2021
0.19 0.14 0.13 0.12 0.09 0.07 0.06
0.65 0.65 0.65 0.51 0.34 0.18 0.09

a) Investment returns remained close to zero for much of 2021/22. Most local authority lending
managed to avoid negative rates and one feature of the year was the continued growth of inter
local authority lending. The expectation for interest rates within the treasury management
strategy for 2021/22 was that Bank Rate would remain at 0.1% until it was clear to the Bank of
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England that the emergency level of rates introduced at the start of the Covid-19 pandemic
were no longer necessitated.

The Bank of England and the Government also maintained various monetary and fiscal
measures, supplying the banking system and the economy with massive amounts of cheap
credit so that banks could help cash-starved businesses to survive the various
lockdowns/negative impact on their cashflow. The Government also supplied huge amounts of
finance to local authorities to pass on to businesses. This meant that for most of the year there
was much more liquidity in financial markets than there was demand to borrow, with the
consequent effect that investment earnings rates remained low until towards the turn of the
year when inflation concerns indicated central banks, not just the Bank of England, would need
to lift interest rates to combat the second-round effects of growing levels of inflation (CPI was
6.2% in February).

While the Council has taken a cautious approach to investing, it is also fully appreciative of
changes to regulatory requirements for financial institutions in terms of additional capital and
liquidity that came about in the aftermath of the financial crisis. These requirements have
provided a far stronger basis for financial institutions, with annual stress tests by regulators
evidencing how institutions are now far more able to cope with extreme stressed market and
economic conditions.

Investment balances have been kept to a minimum through the agreed strategy of using
reserves and balances to support internal borrowing, rather than borrowing externally from the
financial markets. External borrowing would have incurred an additional cost, due to the
differential between borrowing and investment rates as illustrated in the charts shown above
and below. Such an approach has also provided benefits in terms of reducing the counterparty
risk exposure, by having fewer investments placed in the financial markets.

BORROWING RATES IN 2021/22

a)

b)

d)

During 2021-22, the Council maintained an under-borrowed position. This meant that the
capital borrowing need, (the Capital Financing Requirement), was not fully funded with loan
debt as cash supporting the Council’s reserves, balances and cash flow was used as an
interim measure. This strategy was prudent as investment returns were very low and
minimising counterparty risk on placing investments also needed to be considered.

A cost of carry remained during the year on any new long-term borrowing that was not
immediately used to finance capital expenditure, as it would have caused a temporary
increase in cash balances; this would have incurred a revenue cost — the difference between
(higher) borrowing costs and (lower) investment returns.

The policy of avoiding new borrowing by running down spare cash balances has served well
over the last few years. However, this was kept under review to avoid incurring higher
borrowing costs in the future when this authority may not be able to avoid new borrowing to
finance capital expenditure and/or the refinancing of maturing debt.

Against this background and the risks within the economic forecast, caution was adopted with
the treasury operations. The Director Finance & Corporate Governance therefore monitored
interest rates in financial markets and adopted a pragmatic strategy based upon the following
principles to manage interest rate risks:

¢ ifit had been felt that there was a significant risk of a sharp FALL in long and short
term rates, (e.g. due to a marked increase of risks around relapse into recession or of
risks of deflation), then long term borrowings would have been postponed, and
potential rescheduling from fixed rate funding into short term borrowing would have
been considered.

Page 8 of 15
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o if it had been felt that there was a significant risk of a much sharper RISE in long and
short term rates than initially expected, perhaps arising from an acceleration in the
start date and in the rate of increase in central rates in the USA and UK, an increase
in world economic activity or a sudden increase in inflation risks, then the portfolio
position would have been re-appraised. Most likely, fixed rate funding would have
been drawn whilst interest rates were lower than they were projected to be in the next
few years.

e) Interest rate forecasts expected only gradual rises in medium and longer term fixed borrowing
rates during 2021/22 and the two subsequent financial years until the turn of the year, when
inflation concerns increased significantly. Internal, variable, or short-term rates, were
expected to be the cheaper form of borrowing until well into the second half of 2021/22.

Forecasts at the time of approval of the treasury management strategy report for 2021/22
were as follows: -

Link Group Interest Rate View 8.2.21

Mar-21 Jun-21  Sep-21 Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Jun-23 Sep-23 Dec-23 Mar-24

BANK RATE 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10
3 month ave earnings 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10
6 month ave earnings 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10

12 month ave earnings 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20

S5yr PWLB 0.90 0.90 0.90 0.90 1.00 1.00 1.10 1.10 1.10 1.20 1.20 1.20 1.20

10 yr PWLB 1.30 1.30 1.30 1.30 1.40 1.40 1.50 1.50 1.50 1.60 1.60 1.60 1.60

25yr PWLB 1.90 1.90 1.90 1.90 2.00 2.00 210 210 2.10 220 220 2.20 220

50 yr PWLB 1.70 1.70 1.70 1.70 1.80 1.80 1.90 1.90 1.90 2.00 2.00 2.00 2.00

PWLB RATES 2021/22

PWLB Rates 1.4.21 - 31.03.22
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PWLB Certainty Rate Variations 1.4.21 to 31.3.2022
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NSRRI QI 0BT TR G g W g i i o o P S
N2 Ak 2 ) LS Ot
o 1-Apr-21 * 31-Mar-22 A Average o
HIGH/LOW/AVERAGE PWLB RATES FOR 2021/22
1 Year 5 Year 10 Year 25 Year 50 Year
01/04/2021 0.80% 1.20% 1.73% 2.22% 2.03%
31/03/2022 1.91% 2.25% 2.43% 2.64% 2.39%
Low 0.78% 1.05% 1.39% 1.67% 1.25%
Low date 08/04/2021 08/07/2021 05/08/2021 08/12/2021 09/12/2021
High 2.03% 2.37% 2.52% 2.75% 2.49%
High date 15/02/2022 28/03/2022 28/03/2022 23/03/2022 28/03/2022
Average 1.13% 1.45% 1.78% 2.10% 1.85%
Spread 1.25% 1.32% 1.13% 1.08% 1.24%

f) PWLB rates are based on gilt (UK Government bonds) yields through H.M.Treasury
determining a specified margin to add to gilt yields. The main influences on gilt yields are
Bank Rate, inflation expectations and movements in US treasury yields. Inflation targeting by
the major central banks has been successful over the last 30 years in lowering inflation and
the real equilibrium rate for central rates has fallen considerably due to the high level of
borrowing by consumers: this means that central banks do not need to raise rates as much
now to have a major impact on consumer spending, inflation, etc. This has pulled down the
overall level of interest rates and bond yields in financial markets over the last 30 years. We
have seen, over the last two years, many bond yields up to 10 years in the Eurozone turn
negative on expectations that the EU would struggle to get growth rates and inflation up from
low levels. In addition, there has, at times, been an inversion of bond yields in the US
whereby 10 year yields have fallen below shorter term yields. In the past, this has been a
precursor of a recession. Recently, yields have risen since the turn of the year on the back of

g) Graph of UK gilt yields v. US treasury yields
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h) Gilt yields fell sharply from the spring of 2021 through to September and then spiked back up

before falling again through December. However, by January sentiment had well and truly
changed, as markets became focussed on the embedded nature of inflation, spurred on by a
broader opening of economies post the pandemic, and rising commodity and food prices
resulting from the Russian invasion of Ukraine. At the close of the day on 31 March 2022, all
gilt yields from 1 to 5 years were between 1.11% — 1.45% while the 10-year and 25-year
yields were at 1.63% and 1.84%.

Regarding PWLB borrowing rates, the various margins attributed to their pricing are as
follows:-

PWLB Standard Rate is gilt plus 100 basis points (G+100bps)
PWLB Certainty Rate is gilt plus 80 basis points (G+80bps)

PWLB HRA Standard Rate is gilt plus 100 basis points (G+100bps)
PWLB HRA Certainty Rate is gilt plus 80bps (G+80bps)

Local Infrastructure Rate is gilt plus 60bps (G+60bps)

There is likely to be a further rise in short dated gilt yields and PWLB rates over the next three
years as Bank Rate is forecast to rise from 0.75% in March 2022 to 1.25% later this year, with
upside risk likely if the economy proves resilient in the light of the cost-of-living squeeze.
Medium to long dated yields are driven primarily by inflation concerns but the Bank of
England is also embarking on a process of Quantitative Tightening when Bank Rate hits 1%,
whereby the Bank’s £895bn stock of gilt and corporate bonds will be sold back into the
market over several years. The impact this policy will have on the market pricing of gilts,
while issuance is markedly increasing, is an unknown at the time of writing.

5. INVESTMENT STRATEGY FOR 2021/22

5.1 INVESTMENT OBJECTIVES

a)

The Council’'s investment strategy is governed by Scottish Government investment
regulations and sets out the approach for choosing investment categories and counterparties,
based on credit ratings provided by the three main credit rating agencies, supplemented by
additional market data (such as rating outlooks, credit default swaps, bank share prices etc).
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b)  The primary objectives of the Council’s investment strategy are:

(i) the safeguarding or security of the repayment of the principal and interest of
investments on a timely basis;

(i) ensuring adequate liquidity within the Council; and
(iii) maximising investment yield or return.

c)  The Council will ensure:

(i) It maintains a policy covering the categories of investment types it will invest in, the
criteria for choosing investment counterparties with adequate security, and the
monitoring of their security; and

(i) It has sufficient liquidity in its investments. For this purpose it sets out procedures for
determining the maximum periods for which funds may prudently be committed. The
Council’s Prudential Indicators cover the maximum period over which sums can be
invested.

INVESTMENT ACTIVITY

a) The investment activity during the year conformed to the above approved strategy, and the
Council had no liquidity difficulties. All money deposited with the Council’s bank, Royal Bank
of Scotland, was done on an overnight basis to minimise security and liquidity risk to the
Council.

CURRENT INVESTMENT POSITION

a) The total value of investments/deposits for the Council at 31 March 2022 was £46.9m. Cash
was held on a short term basis throughout 2021/22 with major banks and various money
market funds (the latter having a credit rating of AAA).

TREASURY PERFORMANCE INDICATORS

The Treasury Management Function has established the following additional performance
indicators.

DEBT PERFORMANCE INDICATORS

These indicators are additional to the prudential & treasury management indicators covered earlier
in this report. The Indicators are:

a) Average ‘Pool Rate’ charged by the Loans Fund compared to Scottish Local Authority
average Pool Rate. Target is to be at or below the Scottish Average for 2021/22.

The Council’s loans fund pool rate for 2021/22 was 3.62%. The Scottish Local Authority
average “pool rate” for 2021/22 is not yet available at the time of writing, but was 3.58% in
2020/21 and is not expected to be materially different for 2021/22.

b) Average rate movement year on year. Target is to maintain or reduce the average
borrowing rate for the Council versus 2020/21. The Council’s pool rate of 3.62% for 2021/22
was 0.01% lower than the reported Council’s rate of 2020/21.

INVESTMENT PERFORMANCE INDICATORS

a) Security
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(i) The Council’'s maximum security risk benchmark for the current portfolio, when
compared to historic default tables, is 0.02% historic risk of default.

(i) During 2021/22, money was deposited in accounts on a short term basis, not exceeding
3 months.

Liquidity
(i) Liquid short term deposits should be at least £500,000, available with a week’s notice.
(i) This indicator was adhered to in 2021/22

(iii) Weighted Average Life benchmark is expected to be 0.5 years (equivalent to a
weighted average life of 6 months), with a maximum of 1.00 years.

(iv) The weighted average life for 2021/22 was 0.01 years, well below the 0.5 year target.

Yield

Due to the removal part-way through the year of the LIBID benchmarking rates, the target
yield is now to have internal returns on cash investment above the 365 day backward looking
SONIA (Sterling Overnight Index Average) uncompounded rate. The return for 2021/22
averaged 0.06%, compared against the 365 day backward looking SONIA uncompounded
rate for the year to 31 March 2021 of 0.06%.

2020/21 comparison figures for average internal returns and 7 day LIBID were 0.11% and -
0.07% respectively.

Although yields remain low, the Council continues to make deposits on a short term basis
with the Government’s Debt Management Office (DMO) and Money Market Funds. The DMO
is a very secure (Credit Rating of AAA) form of investment, but delivers a low rate of return
(rising to 0.50% from 0.01% in 2020/21). The Money Market Funds used for deposits are
also secure (with a Credit Rating of AAA). The planned deposit allocation between these two
investment types has resulted in the returns mentioned above.

6.3 IMPACT ON REVENUE BUDGET

a)

b)

Ratio of actual financing costs to net revenue stream (Prudential Indicator 3)

This indicator identifies the trend in the cost of capital (borrowing and other long term
obligation costs net of investment income) against the net revenue funding for the Council.
The comparison of the revised estimate approved in the 2021/22 mid year report to the
outturn as at 31 March 2022 is as follows:

Table 8 Actual Estimate
Ratio of financing costs to net revenue % %
stream (PI-3) 8.6 8.9

Net Cost of Servicing Debt (Loan Charges) — Table 9 below summarises the comparison
of the outturn versus estimate for the revenue cost of servicing the debt for the Council,
including interest relating to PPP schools unitary charges.

Table 9 2021/22 2021/22 Variance
Outturn Mid-Year | (Under) /Over

£m Estimate £m

£m

Interest on Borrowing 9.6 10.2 (0.6)
Investment Income (0.2) (0.2) -
Capital Repayments 7.5 9.2 (1.7)
Total Loan Charges 16.9 19.2 2.3
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(i) The interest on borrowing costs represents the interest paid on external debt and to
internally managed funds (e.g. Pension Fund, Common Good Funds).

6.4 TREASURY MANAGEMENT INDICATORS (Treasury Indicators 1 —5)

a) The Treasury Indicators (Tls) are shown in Table 10 below. The Council remained well within
these Indicator limits throughout 2021/22

Table 10 2021/22 2021/22
Revised Actual as at
Indicator 31 March 2022

Upper limits — Debt with fixed and variable interest rates

Upper limits on fixed interest rates

(TI-1) 438.2 410.2
Upper limits on variable interest rates
(T1-2) 153.4 143.6
Maturity Structure of borrowing
Upper | Lower

(TI-3) | (TI-4) Actual
Under 12 months 20% 0% 0.84%
12 months to 2 years 20% 0% 0.27%
2 years to 5 years 20% 0% 11.47%
5 years to 10 years 20% 0% 10.20%
10 years and above 100% 20% 77.22%
Prudential limits for principal sums invested (T/-5)
Cash Deposits < 12 months 100% 100%
Cash Deposits > 12 months 20% 0%
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ANNEX A
Indicator | Indicator Page 2021/22 | 2021/22 | 2021/22
Reference Ref. Original | Revised
estimate | estimate | Actual
PRUDENTIAL INDICATORS
Capital Expenditure Indicator
P1-1 Capital Expenditure (£m) 3 87.4 84.2 59.6
P|-2 Capital Financing Requirement (£m) 5 384 4 364.6 342 3
(CFR)
Affordability Indicator
Ratio of Financing Costs to Net o o o
PI-3 Revenue 12 8.7% 8.9% 8.6%
PI-4 Incremental Impact of Capital N/A £0.01| £(0.00)| £0.01
Investment Decisions on Council Tax
External Debt Indicators
PI-5 Actual Debt (£m) 6 328.7 311.8 298.6
Operational Boundary
Pl-7a (inc. Other Long Term Liabilities) (Em) | ° 4426 4382 4102
Operational Boundary
PI-7b (exc. Other Long Term Liabilities) (Em) 6 349.1 349.1 3232
Authorised Limit
Pl-8a (inc. Other Long Term Liabilities) (Em) 6 5311 525.9 4922
Authorised Limit
PI-8b (exc. Other Long Term Liabilities) (Em) 6 437.6 436.8 405.3
Indicators of Prudence
i (Under)/Over Gross Borrowing against
P1-6 the CFR (Em) 6 (144.6) (153.1) | (128.7)
TREASURY INDICATORS
Upper Limit to Fixed Interest Rates
TI-1 based on Net Debt (Em) 13 442.6 438.2 410.2
) Upper Limit to Variable Interest Rates
TI-2 based on Net Debt (Em) 13 154.9 153.4 143.6
TI-3 & Tl-4 | Maturity Structure of Fixed Interest 13 Upper Lower
Rate Borrowing
Under 12 months 20% 0%
12 months to 2 years 20% 0%
2 years to 5 years 20% 0%
5 years to 10 years 20% 0%
10 years and above 100% 20%
TI-5 Maximum Principal Sum invested 13 20% 20% 20%
greater than 364 days
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Key messages

2021/22 annual report and accounts

1
2

Our audit opinions on the annual report and accounts are unmodified.

The financial statements of Scottish Borders Council Pension Fund give a
true and fair view of the state of affairs of the Fund as at 31 March 2022 and
have been properly prepared in accordance with the financial reporting
framework.

Financial management

3

The Fund pays out more than it collects annually from fund members, with
investment returns making up the difference. The value of the Fund increased
by 5.9% to £911 million during 2021/22, but investment performance was
below the benchmark return set for the year.

The Fund has appropriate and effective financial management arrangements
in place which includes comprehensive reporting of investment performance.

Financial sustainability

5

Recent triennial valuations provide assurance over the financial sustainability
of the fund and the viability of its funding strategy.

The Fund reviewed its investment strategy following the March 2020 triennial
valuation and will continue to diversify the investment structure to support
income generation.

Governance and transparency

7 Governance arrangements have been appropriate and operated effectively.

8 There is effective scrutiny, challenge and informed decision-making by
committee.

9 The Fund actively considers Environmental, Social and Governance matters
as part of its Investment Strategy.

Best Value

10 The Fund has an appropriate best value framework in place which includes

effective arrangements for monitoring investment performance and
scrutinising management expenses.
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12
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Scottish Borders Council Pension Fund was awarded Local Government
Pension Scheme (LGPS) Fund of the Year (assets under £2.5bn) at the
LAPF Investments Awards.

2021/22 was a challenging year for Scottish Local Government Pension
Schemes. Ten of the eleven funds still reported positive movements in net
assets during the year, but only three of those funds, not including Scottish
Borders, reported above benchmark returns.
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Introduction

1. This report is a summary of our findings arising from the 2021/22 audit of
Scottish Borders Council Pension Fund (the Fund).

2. The scope of our audit was set out in our Annual Audit Plan presented to the
March 2022 meeting of the Pension Fund Committee and to the March 2022
Audit and Scrutiny Committee. This report comprises:

e an audit of the Fund’s annual report and accounts

e consideration of the wider dimensions of financial management, financial
sustainability, governance and transparency, and value for money, that
frame the wider scope of public audit set out in the Code of Audit Practice
2016.

3. The main elements of our audit work in 2021/22 have been:

e an audit of the Fund’s 2021/22 annual report and accounts including the
issue of an independent auditor’s report setting out our opinions

e areview of the Fund’s main financial systems

e consideration of the four audit dimensions of financial management,
financial sustainability, governance and transparency and value for
money.

Added Value
4. We add value to the Fund through the audit by:

e identifying and providing insight on significant risks, and making clear and
relevant recommendations

¢ sharing intelligence and good practice through our national reports
(Appendix 3) and good practice guides

e providing clear and focused conclusions on the appropriateness,
effectiveness and impact of corporate governance, performance
management arrangements and financial sustainability.

Responsibilities and reporting

5. Scottish Borders Council is the administering authority for the Scottish
Borders Council Pension Fund. The council delegates this responsibility to the
Pension Fund Committee. The committee is responsible for establishing
effective governance arrangements and ensuring that financial management is
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effective. The Pension Fund Committee also recommends the annual report
and accounts for approval by the Council. The Council’s Audit and Scrutiny
Committee is responsible for reviewing the effectiveness of internal control
arrangements.

6. Our responsibilities as independent auditors are established by the Local
Government (Scotland) Act 1973, the Code of Audit Practice 2016, and
supplementary guidance, and International Standards on Auditing in the UK.

7. As public sector auditors we give independent opinions on the annual
accounts. Additionally, we also conclude on:

¢ the effectiveness of the Fund’s performance management arrangements

e suitability and effectiveness of corporate governance arrangements and
financial position

e arrangements for securing financial sustainability.

8. Further details of the respective responsibilities of management and the
auditor can be found in the Code of Audit Practice 2016 and supplementary
guidance.

9. This report raises matters from the audit of the annual accounts and
consideration of the audit dimensions. Weaknesses or risks identified are only
those which have come to our attention during our normal audit work and may
not be all that exist. Communicating these does not absolve management from
its responsibility to address the issues we raise and to maintain adequate
systems of control.

10. Our annual audit report contains an agreed action plan at Appendix 1
setting out specific recommendations, responsible officers, and dates for
implementation. It also includes any outstanding actions from last year and
progress against these.

Auditor Independence

11. Auditors appointed by the Accounts Commission or Auditor General must
comply with the Code of Audit Practice and relevant supporting guidance. When
auditing the financial statements auditors must comply with professional
standards issued by the Financial Reporting Council and those of the
professional accountancy bodies.

12. We can confirm that we comply with the Financial Reporting Council’s
Ethical Standard. We can also confirm that we have not undertaken any non-
audit related services and therefore the 2021/22 audit fee of £22,110 as set out
in our Annual Audit Plan remains unchanged.

13. This report is addressed to both the members of the Pension Fund
Committee and the Controller of Audit and will be published on Audit Scotland’s
website www.audit-scotland.gov.uk in due course.
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Audit appointment from 2022/23

14. The Accounts Commission is responsible for the appointment of external
auditors to local government bodies. External auditors are usually appointed for
a five-year term either from Audit Scotland’s Audit Services Group or a private
firm of accountants. The current appointment round was due to end in 2020/21
but this was extended for a year so that 2021/22 is the last year of the current
appointment round.

15. The procurement process for the new round of audit appointments covering
2022/23 to 2026/27 was completed in May 2022 and Audit Scotland has again
been appointed as the external auditor for Scottish Borders Council Pension
Fund. Although Audit Scotland remain the board’s external auditors, to maintain
the independence and objectivity of the audit team, the engagement lead and
other staff working on the audit will be changed for the 2022/23 audit. The
outgoing audit team will work with officers and the new audit team to ensure a
smooth transition.

16. A new Code of Audit Practice applies to public sector audits for financial
years starting on or after 1 April 2022. It replaces the Code issued in May 2016.

17. We would like to thank Committee members and other staff, particularly

those in finance and the pensions administration team for their co-operation and
assistance over the last six years.
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1. Audit of 2021/22 annual
report and accounts

The principal means of accounting for the stewardship of resources and
performance

Main judgements
Our audit opinions on the annual report and accounts are unmodified.
The financial statements of Scottish Borders Council Pension Fund give a true

and fair view of the state of affairs of the Fund as at 31 March 2022 and have
been properly prepared in accordance with the financial reporting framework.

Our audit opinions on the annual report and accounts are
unmodified

18. The annual report and accounts for the year ended 31 March 2022 were
approved by the Scottish Borders Council on 24" November 2022. We
reported, within the independent auditor’s report that:

¢ the financial statements give a true and fair view and were properly
prepared in accordance with the financial reporting framework

¢ the management commentary, annual governance statement and
governance compliance statement were all consistent with the financial
statements and properly prepared in accordance with the guidance.

The Covid-19 pandemic had no impact on audit evidence

19. The completeness and accuracy of accounting records and the extent of
information and explanations that we required for our audit were not affected by
the Covid-19 outbreak.

20. The working papers provided with the unaudited accounts were of a good
standard and finance staff provided support to the audit team during the audit.
This helped ensure that the audit of the annual accounts process ran smoothly.

The annual report and accounts were submitted in line with our
agreed audit timetable

21. Submission dates for the audited annual report and accounts for 2020/21

and 2021/22 were deferred in line with the later dates for producing the annual

accounts because of the impact of Covid-19. Audit Scotland has set target
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dates for 2021/22 which transition to more regular timescales. For 2021/22, the
deadline for the audited annual report and accounts is 31 October 2022. We will
present our Annual Audit Report to the Pension Fund Committee in October
2022, but due to diary commitments, the accounts will now be signed off in
November 2022.

22. The unaudited annual report and accounts were received in line with our
agreed audit timetable on 30 June 2022.

There were no objections raised to the annual report and
accounts

23. The Local Authority Accounts (Scotland) Regulations 2014 require local
government bodies to publish a public notice on their website that includes
details of the period for inspecting and objecting to the accounts. This must
remain on the website throughout the inspection period. The notice for Scottish
Borders Council Pension Fund was published on the website of the
administering authority (Scottish Borders Council) and complies with the
regulations. No objections were received to the Scottish Borders Council
Pension Fund accounts.

Overall materiality is £9.1 million

24. We apply the concept of materiality in both planning and performing the
audit and in evaluating the effect of identified misstatement on the audit and of
uncorrected misstatements, if any, on the financial statements and in forming
the opinion in the independent auditor’s report. We identify a benchmark on
which to base overall materiality, such as gross assets, and apply what we
judge to be the most appropriate percentage level for calculating materiality
values.

25. The determination of materiality is based on professional judgement and is
informed by our understanding of the entity and what users are likely to be most
concerned about in the financial statements. In assessing performance
materiality, we have considered factors such as our findings from previous
audits, any changes in business processes and the entity’s control environment
including fraud risks.

26. Our initial assessment of materiality for the annual report and accounts was
carried out during the planning phase of the audit. This was reviewed on receipt
of the unaudited annual report and accounts and is summarised in Exhibit 1.

Exhibit 1
Materiality values

Materiality level Amount

Overall materiality £9.1 million

Performance materiality £5.9 million
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Materiality level Amount
Reporting threshold £250 thousand
Specific materiality (applied to benefits expenditure and £2.5 million

contributions income in the fund account)

Specific performance materiality £1.5 million

Source: Audit Scotland

We have no significant findings to report on the annual report
and accounts

27. International Standard on Auditing (UK) 260 requires us to communicate
significant findings from the audit to those charged with governance, including
our view about the qualitative aspects of the body’s accounting practices. We
have no issues to report from the audit.

We have obtained audit assurances over the significant
financial statements’ risks identified in our 2021/22 Annual
Audit Plan

28. We have obtained audit assurances over the identified significant risks of
material misstatement to the financial statements. Exhibit 2 sets out the
significant risks of material misstatement to the financial statements we
identified in our 2021/22 Annual Audit Plan. It summarises the further audit
procedures we performed during the year to obtain assurances over these risks
and the conclusions from the work completed.

Exhibit 2

Significant risks of material misstatement in the financial statements

Audit risk Assurance procedure Results and conclusions
1. Risk of material  Assess the design and No issues identified.
misstatement due to fraud implementation of controls

caused by the management over jou_rnal entry

override of controls processing.

As stated in International * Make inquiries of No issues identified.
Standard on Auditing (UK) individuals involved in the

financial reporting process
about inappropriate or
unusual activity relating to
the processing of journal
entries and other
adjustments.

240, managementisin a
unique position to perpetrate
fraud because of
management’s ability to
override controls that
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Assurance procedure

Results and conclusions

otherwise appear to be
operating effectively.

Test journals at the year-
end and post-closing
entries and focus on
significant risk areas.

Consider the need to test
journal entries and other
adjustments during the
period.

Evaluate significant
transactions outside the
normal course of business.

Assess the adequacy of
controls in place for
identifying and disclosing
related party relationship
and transactions in the
financial statements.

Assess any changes to the
methods and underlying
assumptions used to
prepare accounting
estimates compared to the
prior year.

Focussed testing of
accounting accruals and
prepayments.

No unusual or inappropriate
transactions were identified
as part of our detailed journal
testing.

No unusual or inappropriate
transactions were identified
as part of our detailed journal
testing.

Substantive testing of
transactions throughout the
year were concluded as
satisfactory.

No issues identified.

No changes to methods
identified.

Focussed testing on accruals
and prepayments did not
identify any instances of
management override of
controls.

Conclusion: We have not
identified any indication of
management override in the
year leading to material
misstatement or significant
concern.

2. Estimations applied to
level 3 investments

The pension fund has a
significant portfolio of level 3
investments, for example
unquoted equities, where
valuations involve the
application of a variety of
estimates in determining
appropriate valuations. This

Confirmation of year end
valuations to valuation
reports and/or other
supporting documentation.

We will review user entity
controls in relation to the
use of service
organisations.

Review the relevant
investment manager

No significant issues
identified.

No issues identified.
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Audit risk Assurance procedure Results and conclusions
subjectivity gives rise to a controls’ reports for No issues identified.
significant risk of material qualifications or exceptions

misstatement in the financial that may affect the audit

statements. risk.

¢ Review the arrangements
in place at the Fund to
assess investment
managers’ governance
arrangements.

¢ Review the disclosures

included in the accounts to
ensure these are adequate
in directing the user of the
accounts to acknowledge
the areas of major sources
of estimation and
Uncertainty with I’egal’ds to Conclusion: From our

level 3 assets. review of investment
manager reports, review of
disclosures and our review of
the user entity controls in
relation to the use of a
service organisation, we did
not identify any significant
issues in relation to this risk.

See Appendix 1
Recommendation 4

No issues identified.

Other areas of audit focus

29. We identified in our 2021/22 Annual Audit Plan areas where we considered
there to be other risks of material misstatement to the financial statements.
Based on our assessment of the likelihood and magnitude of the risk, we did not
consider these to represent significant risks. The areas of specific audit focus
were:

e Estimations applied to the actuarial valuation: The actuarial valuation
depends on a range of financial and demographic estimations about the
future. The subjectivity around these estimates gives rise to a risk of
material misstatement in the financial statements.

¢ Valuation of level 1 and level 2 assets: Investments held by the Pension
Fund are subject to market price fluctuations and a degree of estimation.
The Pension Fund holds material level 1 (where valuation derived directly
from unadjusted quoted active market price) and level 2 (where the
instrument is traded in a market not considered to be active or where the
fair value is determined using valuation techniques based on market
prices). Due to the material amounts and in particular, the degree of
subjectivity and complexity in the valuation of level 2, this gives rise to a
risk of material misstatement in the financial statements.
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30. We kept these areas under review throughout our audit and based on the
findings of the audit procedures performed, there are no matters which we need
to bring to your attention.

Other matters arising from the audit of the financial statements

31. Pension Recalculation: In our 2020/21 audit, we reported an error with a
pension lump sum payment. Management agreed to recalculate the member’s
options and to re-engage with the member. During our 2021/22 audit we
identified a further error and alerted management. This is detailed in Appendix 1
setting out specific recommendations, responsible officers, and dates for
implementation.

32. Pension Overpayment: The aforementioned error has resulted in an
overpayment. As it was an error made by officers who are employed by the
council (with salary costs recharged to the pension fund), and not the individual,
it was agreed no recovery of overpayment would be sought. The cost has been
borne by the pension fund and not the council. Whilst a scheme of delegation is
in place for the council there is a need to consider an appropriate scheme of
delegation for decisions that impact on the pension fund. This should include
information on what circumstances would give rise to not seek recovery of
overpayment, and what entity should bear the cost of that overpayment. This is
detailed in Appendix 1 setting out specific recommendations, responsible
officers, and dates for implementation.

33. Investment Management Expenses: We identified that £0.128m was
omitted from the investment management expenses. This was a timing error
caused by information not completely available at the time of the preparation of
the accounts. We reviewed each of the cost transparency initiative templates,
completed by fund managers, provided after the year end and this total reflects
the total of costs omitted. We recommend a new process is put in place for the
collection and recording of investment management fees to ensure these are
complete. This is detailed in Appendix 1 setting out specific recommendations,
responsible officers, and dates for implementation.

Recommendation 2

As part of the accounts preparation process, management should ensure that
investment managers provide information to the fund on a timely basis.

Identified misstatements of £2.9 million were not adjusted in
the accounts. These were less than our performance materiality
and we did not need to further revise our audit approach

34. Total misstatements identified had a net value of £1.5million. Misstatements
identified related to:

e Level 3 late valuations Misstatements identified were £2.2million, which if
adjusted, would have increased investment asset values by £2.2 million.
These consist of late valuations received for Level 3 assets. The
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valuations for these assets are included in the accounts with a lagged
valuation date of 31 December 2021. The valuations were not available
when the unaudited accounts were issued. The final valuations were
received during our audit.

e Investment management expenses Misstatements identified were
£0.12m. Investment managers had not provided complete information at
the time of the accounts preparation. If these had been adjusted, there
would be no overall impact as both management expenses and change to
market value would be adjusted.

o Baillie Gifford Global Investments Information included in the custodian
values on comparison with the fund manager values differed by £0.625m.
The fund had used the custodian values for accounts preparation
purposes. The differences are mainly timing related, with the majority
driven by the fund manager cutting a share price of a suspended trading
investment company. If these had been adjusted, this would have
decreased investment asset values by £0.625m.

35. After discussions with management, we concluded that adjustments for
these were not required as the total net adjustment required to investment
assets of £1.5 million is below our performance materiality level.

36. We have concluded that the misstatements identified arose from issues that
have been isolated and identified in their entirety, and do not indicate any
systemic error. Items not adjusted are detailed in Appendix 2.

Progress was made on prior year recommendations
37. The Fund has made progress in implementing our prior year audit

recommendations. For actions not yet implemented, revised responses and
timescales have been agreed with management and are set out in Appendix 1.
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2. Financial management

Financial management is about financial capacity, sound budgetary
processes and whether the control environment and internal controls
are operating effectively.

Main judgements

The Fund pays out more than it collects annually from fund members, with
investment returns making up the difference. The value of the Fund increased by
5.9% to £911 million during 2021/22, but investment performance was below the
benchmark return set for the year.

The Fund has appropriate and effective financial management arrangements in
place which includes comprehensive reporting of investment performance.

The annual performance of the Fund was significantly impacted
by Covid-19 and other world events

38. When considering the investment performance of the Fund during 2021/22,
it is important to recognise the impact of Covid-19 and other world events on
financial markets and investments. The global impact of the pandemic and the
conflict in Ukraine has significantly increased market volatility. The Fund’s
performance by the conclusion of 2021/22 is summarised in Exhibit 3.

Exhibit 3
Assets, funding level and investment performance
Increase in net assets Funding level Investment performance
£911 million 110% 7.3%
Closing net assets as at 2020 Funding Valuation Average annual return on
31 March 2022 investments over 5 years
(+5.9%)
£860 million 114% 5.9%
Opening net assets at 1 April 2017 Funding Valuation Return on investments
2021 2021/22

Source: 2021/22 Scottish Borders Council Pension Fund unaudited annual report and accounts
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39. Despite the volatile market conditions, the Fund has seen a positive
performance of 5.9%, against a benchmark of 10.6% for 2021/22. The net
assets of the Fund increased from £860 million at 31 March 2021 to £911

million at 31 March 2022. During 15t April 2021 to 315t December 2021,
investment assets continued to grow, with a peak of £938m as at 315t December
2021. In the last quarter of 2021/22, there was significant market volatility for
most major asset classes. This was attributed to concerns over rising inflation,
monetary policy and the Russia-Ukraine war.

40. Hymans Robertson estimated the pension liabilities decreased by 2.8% to
£1,057 million at 31 March 2022 (2020/21 — £1,088 million). This estimate uses
assumptions in line with International Accounting Standard (IAS) 26
requirements, for the purposes of the Fund’s financial statements.

The Fund has appropriate and effective financial management
arrangements in place which includes comprehensive reporting
of investment performance

41. The Acting Chief Financial Officer for Scottish Borders Council is the Proper
Officer responsible for Scottish Borders Council Pension Fund. The financial
regulations of Scottish Borders Council, as administering authority, apply to the
Fund. We consider these to be current, comprehensive and support good
financial management.

42. The Pension Fund Committee receives administration and performance
reports at its quarterly meetings. These reports are comprehensive and include
fund performance trends, investment manager performance against
benchmarks and movements in asset allocations. From attendance at
Committee we observed and concluded that reports presented to members are
subject to appropriate review and scrutiny.

43. Overall, we have concluded that the Fund has appropriate and effective
financial management arrangements in place, including comprehensive
reporting of investment performance.

Financial systems of internal control operated effectively

44. As part of our audit, we identify and inspect the key internal controls in
those accounting systems which we regard as significant to produce the
financial statements. Our objective is to gain assurance that the Fund has
systems of recording and processing transactions which provide a sound basis
for the preparation of the financial statements.

45. Our work in 2021/22 covered the key controls over the systems used for
pension administration activity and the pension fund’s investments. The Fund
also uses the financial systems of the administering authority, Scottish Borders
Council. The main council systems used by the Fund are the general ledger
system and the payroll system. Our review of the controls in operation within
these systems was conducted as part of our audit of Scottish Borders Council.

46. Our review of the systems used by the Fund and the administering authority
did not identify any significant control weaknesses which could affect the Fund's
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ability to report financial and other relevant data in the financial statements, and
we concluded that systems of internal control for the Fund operated effectively
during 2021/22.

47. Whilst we concluded that overall systems of internal control are operating
effectively, we noted that some general documentation and administrative
control procedures had not been completed. This was initially raised in our
2020/21 AAR. We understand some control procedures were historically
completed in paper format, which have not been updated to reflect the move to
home working. This is detailed in Appendix 1 setting out specific
recommendations, responsible officers, and dates for implementation.

Prior year recommendation 6

Management should review administrative procedures in place and update these
to reflect the move to home working. Management should also ensure that officers
are familiar with their responsibilities for the completion of supporting paperwork to
evidence processes have been completed and reviewed in a timely manner.

Standards of conduct and arrangements for prevention and
detection of fraud and error were appropriate

48. Scottish Borders Council Pension Fund is responsible for establishing
arrangements for the prevention and detection of fraud, error and irregularities,
bribery, and corruption and to ensure that their affairs are managed in
accordance with proper standards of conduct by putting proper arrangements in
place.

49. The risk profile of public bodies during 2021/22 has been significantly
affected by the Covid-19 pandemic. This is likely to have increased the risk of
fraud and error as control environments and internal controls have had to
change to allow for services to operate effectively and respond to issues in a
timely manner.

50. The Fund relies on the Council’s arrangements for the prevention and
detection of fraud and corruption. We have reviewed the arrangements put in
place by the Council to address any heightened risks and concluded that there
are appropriate arrangements for the prevention and detection of fraud, error
and irregularities.
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3. Financial sustainability

Financial sustainability looks forward to the medium and long term to
consider whether the Fund maintains the capacity to meet the current
and future needs of its members.

Main judgements

Recent triennial valuations provide assurance over the financial sustainability of
the fund and the viability of its funding strategy.

The investment strategy was reviewed following the March 2020 triennial
valuation and will continue to diversify the investment structure to support income
generation.

Recent triennial valuations provide assurance over the financial
sustainability of the fund and the viability of its funding
strategy

51. The results of the 2020 full triennial valuation of the Scottish Borders
Council Pension Fund showed a funding level of 110%. This is a slight drop
from 114% in the 2017 valuation, but it still means that, overall, the investment
assets were higher than the projected liabilities.

Medium term financial planning arrangements are appropriate
and effective

52. There is considerable volatility in pension funding and the results of the
triennial valuation are in effect a snapshot of the Fund at 31 March 2020.
Following each triennial valuation, the Fund reviews and revises its funding
strategy. The funding strategy is a summary of the Fund’s approach to funding
liabilities. The investment strategy outlines the types of investment to be held
and the amount held in the different types of investment

53. The last review was carried out in 2021 after the results of the 2020 triennial
valuation. The revised investment strategy reflects the Fund’s decision to focus
on income generation to build capacity to fund annual benefits as cash flows
from dealings with members continue to be negative. The Fund has considered
this as part of its investment strategy and is further diversifying its investment
structure to increase investment in income generating assets. This has been a
proactive response from the Fund to move to more income bearing assets to
pay annual pensions as the fund matures.

54. The Fund has begun implementing the key changes agreed as part of the
review. This includes the restructuring of the Fund’s equity portfolio, the
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implementation of a new pooled infrastructure equity mandate and the
restructuring of the property portfolio.

Fund membership levels continue to increase but the ratio of
active members to pensioners is reducing

55. The Fund is a multi-employer fund with one Local Authority, and 16 other
employers. The current membership profile is shown at Exhibit 4.

56. The Fund gives its members a guarantee that in exchange for contributions
during their employment, it will pay a pension until the end of each members’
life. It is important that the fund maintains the capacity to meet the current and
future pension entitlements of its members.

Exhibit 4
Scottish Borders Council Pension Fund membership
o 5000
3
£ 4000 , | { | — —
£
+ 3000 — ' — — — — ,
E 2000 — — — ,
£
-}
< 1000 , — — ,
O B —
2017/18 2018/19 2019/20 2020/21 2021/22
Membership
m Employee members Deferred members  m Pensioners

Source: Scottish Borders Council Pension Fund 2021/22 unaudited financial statements

57. Membership of the fund increased by 514 to 12,178 members at 31 March
2022; an increase in membership of 4.4%. The impact of auto-enrolment
continues to contribute to the increase in employee members.

58. In 2021/22 the number of pensioners receiving a pension from Scottish
Borders Council Pension Fund increased by over 240 and the number of
pensioner members continues to increase steadily each year. The number of
active members continues to outweigh the number of pensioners but the ratio of
active members to pensioners has reduced over the past five years.

59. Cash flows from dealings with members continue to be negative with more
paid out in benefits than that received from contributions. The cash flow position
impacts the investment strategy as income from investments rather than
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contributions is needed to pay pensions The fund has been maturing since
2013/14. The Fund has considered this as part of its investment strategy and is
further diversifying its investment structure to increase investment in income
generating assets. This has been a proactive response from the Fund to move
to more income bearing assets to pay annual pensions as the fund matures.

Future rates of employer contributions

60. Following the triennial valuation in 2020, the actuary agreed employer
contribution rates with individual employers from 1 April 2021. For the maijority
of employers, the current funding surplus is being used to subsidise and
stabilise contribution rates. For one employer, their rate includes an element of
deficit recovery contributions to support the employer’s financial planning. The
approximate split of all contributions received in year is set out at Exhibit 5.

Exhibit 5
Contributions in 2021/22

Other
Administering scheduled Admitted
authority bodies bodies
£m £m £m
Employer contributions 13.94 0.74 2.35 17.03
Employee contributions 4.60 0.25 0.65 5.5

Source: Scottish Borders Council Fund 2021/22 audited financial statements and supporting
working papers

Page 48



4. Governance and transparency | 21

4. Governance and
transparency

The effectiveness of scrutiny and oversight and the transparent
reporting of information

Main judgements
Governance arrangements are appropriate and operate effectively.

There is effective scrutiny, challenge and informed decision making by committee.

The Fund actively considers Environmental, Social and Governance matters as
part of its Investment Strategy.

Governance arrangements are appropriate and operate
effectively

61. Scottish Borders Council is the administering body for Scottish Borders
Council Pension Fund. The Council has delegated responsibility for governance
to the Pension Fund Committee. This committee, supported by the Board
(made up of four scheme employer representatives and four trade union
representatives), is responsible for establishing arrangements that ensure the
proper conduct of the affairs of the Fund. It is also responsible for ensuring that
decisions are made within the terms of the Local Government Pension Scheme.

62. Following the local government elections in May 2022 a new Pension Fund
Committee was appointed. This included 5 councillors who served on the
Committee during 2021/22 and 2 councillors who were newly appointed to the
committee.

63. Due to the specialised nature of the Fund, it is vital that members have
appropriate knowledge and understanding to provide appropriate challenge and
scrutiny. The Fund prepares an annual training programme which covers
training, including The Pensions Regulator Trustee Toolkit training, and other
essential training that will assist members in discharging their fiduciary duty.

64. Members are required to carry out appropriate levels of training to ensure
they can perform their required duties. There is no formal induction in place for
new members to the Fund. Per the training policy, new members are required to
complete the Pension Regulator Toolkit within six months of joining. Members
are required to attend at least two meetings per year, not all members
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completed this requirement for 2021/22. This is detailed in Appendix 1 setting
out specific recommendations, responsible officers, and dates for
implementation.

65. Scottish Borders Council Pension Fund amended its governance
arrangements in response to the pandemic. The impact of Covid-19 from March
2020 has been set out in the Annual Governance Statement in the Fund’s
annual report and accounts.

66. We have concluded that overall, Scottish Borders Council Pension Fund
has appropriate governance arrangements in place which support effective
scrutiny, challenge and decision-making.

Recommendation 3

Management should work with the Pension Board and Pension Committee to
ensure members are aware of their attendance requirements.

There are effective arrangements for complying with the
Pensions Regulator Public Service Code

67. The Public Sector Pensions Act 2013 provided for extended regulatory
oversight by the Pensions Regulator. The Pensions Regulator issued a code on
the governance and administration of public service pension schemes in
January 2015 which funds are expected to comply with.

68. There were no breaches of the Code that required to be reported to the
Pensions Regulator in 2021/22.

Performance reporting was of a good standard

69. The Management Commentary included in the annual report and accounts
should provide information on a body, its main objectives and the principal risks
faced. It should provide a fair, balanced and understandable analysis of a
body’s performance as well as helping stakeholders understand the financial
statements.

70. The Fund’s 2021/22 management commentary is of good quality and is
written with the stakeholder in mind. It presents some complex areas in an
understandable style which increases transparency in reporting the financial
performance and financial position.

The Fund actively considers Environmental, Social and Governance matters
as part of its Investment Strategy.

71. The Fund believes that a positive approach to Environmental, Social and
Governance (ESG) issues can have a positive impact on the financial
performance of investments.
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72. The Fund approved a revised Statement of Responsible Investment Policy
on 17 March 2022 which details the Fund’s approach to responsible investment
and arrangements to monitor manager performance against the principles in
this policy. The overwhelming majority of fund managers engaged with Scottish
Borders Council Pension Fund (99.8%) are signatories to the United Nations
Principles for Responsible Investment. The Fund became a signatory to Climate
Action 100+ in March 2020. As a signatory the Fund supports Climate Action
100+ in its engagement with the boards and senior management of companies
around the world to implement a strong governance framework, take actions to
reduce greenhouse gas emissions and provide enhanced corporate
disclosures. The Fund actively engages with fund managers to ensure they are
incorporating ESG opportunities to increase investment in sustainable funds.
This is demonstrated by the £94m investment with LGIM in their Global ESG
Passive Equity fund and the transition of £114m from the Baillie Gifford Global
Equity Fund to their Global Paris Aligned Fund.
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5. Best Value

Using resources effectively and continually improving services

Main judgements

The Fund has an appropriate best value framework in place which includes
effective arrangements for monitoring investment performance and scrutinising
management expenses.

Scottish Borders Council Pension Fund was awarded Local Government Pension
Scheme (LGPS) Fund of the Year (assets under £2.5bn) at the LAPF Investments
Awards.

2021/22 was a challenging year for Scottish Local Government Pension Schemes.
Ten of the eleven funds still reported positive movements in net assets during the

year, but only three of those funds, not including Scottish Borders, reported above
benchmark returns.

2021/22 was a challenging year for Scottish Local Government
Pension Schemes. Ten of the eleven funds still reported positive
movements in net assets during the year, but only three funds
reported above benchmark returns.

73. As shown in Exhibit 6, 2021/22 was a challenging year for Scottish Local
Government Pension Schemes due to the impact of Covid-19 and other world
events on financial markets and investments. Ten of the eleven funds still
reported positive movements in net assets during the year, but only three funds
reported above benchmark returns, with investment performance ranging from -2
% to 13%. Scottish Borders Council Pension Fund'’s increase of 5.9% placed it
near the bottom of this range and reflected the greater impact of the wider market
conditions on the value of equity markets over the last 12 months.
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Exhibit 6
LGPS pension funds 2021/22 — Net return on investment and benchmark return
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Source: 2021/22 LGPS pension fund unaudited financial statements

The pension administration function has performed well
against targets

74. The Scottish Borders Council Pension Fund Committee meets on a
quarterly basis and receives regular reports on both fund administration and
investment performance. The focus of measuring the performance of pensions
administration includes both member experience and statutory compliance.

75. The Fund’s business plan sets out a range of service standards against
which administration performance is monitored. The Pensions Team were able
to comply with the legislative requirement to issue annual benefit statements.
This was achieved with some staff attending their normal workplace, whilst the
majority worked from home. During 2021/22 the Pensions Administration Team
focussed all efforts on ensuring the statutory elements of the service, as
highlighted by the Pensions Regulator, continued to be provided, with all
payments to pensioners being issued on time.

76. The administration function’s performance against its targets for Service
Standards have been affected by the pressures of the pandemic, alongside an
increasing workload. However, performance in several priority areas has
remained high, including issuing 100% of annual benefit statements on time.
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77. During 2021/22, the Fund implemented Members Self Service. This has
helped reduce the number of routine enquiries from scheme members as they
are able to obtain information directly via the self-service functionality. Key
administration tasks reported for 2021/22 included 1,367 pension estimates.
With the implementation of Members Self Service, over 12,500 benefit
calculations were run. This should help improve performance going forward.

The continuing impact of Covid-19 and the conflict in Ukraine
on global markets reduced expected annual returns

78. The Fund appoints several external investment managers. Individual
investment manager performance is reviewed regularly by the Pension Fund
Investment and Performance Sub-Committee Committee and the Fund’s
investments team also carries out annual diligence reviews for each appointed
fund manager.

79. Financial markets have been exceptionally volatile in recent years due to
the ongoing Covid-19 pandemic and more recently as result of the conflict in
Ukraine. Returns against most asset classes, especially equities, reduced
significantly. Throughout 2021/22, investment returns continued to increase
each quarter, with a peak value of £938m as at Dec 2021. Performance of the
Fund’s assets was mixed in quarter 4. This was due to the challenging and
volatile market conditions including concerns over rising inflation, tapering
monetary policy, and the Russia-Ukraine war. Investment assets dropped by
£29m in quarter 4.

80. Exhibit 7 shows that over the year, the Fund generated a return of 5.9%
against a benchmark of 10.6%. Over the medium to longer term, the Fund has
underperformed against its three-, five- and ten-years benchmarks.
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Exhibit 7
Fund investment performance
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Source: Scottish Borders Council Pension Fund 2021/22 unaudited financial statements

Investment management expenses

81. There are three main categories of management expense, with the largest
being investment management costs. Other expenses are the cost of the
administration services provided by the Council and oversight and governance
costs.

82. Investment management expenses have increased from £5.3 million in
2020/21 to £5.6 million in 2021/22. The main reason for the increase in
expenses relates to the 5.9% increase in asset value.

83. The Fund has encouraged all its listed equity investment managers to sign
up to the Code of Transparency and has engaged with managers of other
assets classes to do so as and when cost templates become available.

84. The Fund has adequate arrangements in place for monitoring investment
performance and scrutinising investment management expenses.

National performance audit reports
85. Audit Scotland carries out a national performance audit programme on
behalf of the Accounts Commission and the Auditor General for Scotland.

During 2021/22, we published reports which may be of interest to the Fund.
These are outlined in Appendix 3 accompanying this report.
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Appendix 1

Action plan 2021/22

2021/22 recommendations

Issue/risk

Recommendation

Agreed management

action/timing

1. Pension Overpayment

Through our audit work we
identified one case where the
council made an error in the
calculation of a benefit. As it
was an error made by the
council, and not the
individual, no recovery of
overpayment was sought.
The cost has been borne by
the pension fund and not the
council.

Risk

That governance
arrangements are not
sufficient to support decision
making for pension fund
matters.

Whilst a scheme of
delegation is in place for the
council there is a need to
consider an appropriate
scheme of delegation for
decisions that impact on the
pension fund. This should
include guidance on what
circumstances would give
rise to not seek recovery of
overpayment, and what entity
should bear the cost of that
overpayment.

Paragraph 31

Formal overpayment policy
for the Pension Fund drafted
and will be presented to
Pension Fund Committee and
Board for approval.

Responsible officer

HR Shared Services
Manager

Agreed date
31 December 2022

2. Investment management
expenses

Around £0.128m of
investment management
expenses were not notified by
the investment manager in
time for closedown of the
accounts and were not
therefore included within the
accounts.

Risk

The transparency of costs
related to investment
management expenses is not
properly reflected in the
accounts.

As part of the accounts
preparation process,
management should ensure
that investment managers
provide information to the
fund on a timely basis.

Paragraph 32

Management will ensure that
there is a specific focus
during the accounts
preparation process on
ensuring that information is
provided by investment
managers on a timely basis.

Responsible officer
Acting Chief Financial Officer

Agreed date
31st March 2023
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Agreed management

action/timing

3. Member attendance

Pension Committee and
Pension Board members are
required to attend at least two
meetings of the Pension
Fund Committee and Board
per year. For 2021/22 a
member of the committee
and a member of the pension
board only attended one
meeting.

Risk

Members are not present to
monitor and scrutinise
Pension Fund performance
effectively.

Management should work
with the Pension Board and
Pension Committee to ensure
members are aware of their
attendance requirements.

Paragraph 65

Management will ensure that
members are aware of their
attendance requirements for
the Pension Board and
Pension Committee through
Elected Member training and
induction processes.

Responsible officer
Acting Chief Financial Officer

Agreed date
31st December 2022

4. Annual due diligence
review of investment
managers

Annually, the fund issues
governance questionnaires to
fund managers requesting
specific information such as
internal controls reports.
These should be reviewed to
check for any concerns which
may impact the fund. For
2021/22 whilst the
guestionnaires were issued, it
was evident these had not
been subject to review by
management.

Risk
That investments held by

managers are exposed to
unnecessary risks.

Management should ensure
that governance
guestionnaires and
supporting information
received by each fund
manager are reviewed to
ensure they are aware of any
issues arising which could
impact the investments they
hold.

Agreed, management will
ensure governance
guestionnaires are reviewed
in line with the
recommendation.

Responsible officer
Acting Chief Financial Officer

Agreed date
31st March 2023
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Issue/risk

Recommendation
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Agreed management

5. Pension Recalculation

Audit testing identified one
error included within a
member’s lump sum pension
calculation. The options
presented to the member
were not based on accurate
information. This is
considered to be an isolated
error. Management relied on
a model used by other LGPS
Funds to calculate the
pension due; this model had
not however been updated to
reflect the specific
circumstances of the
member. This error was also
missed on independent
review of the pension
calculation.

Risk

There is a risk that
calculations are not accurate,
and members are not
presented with the correct
pension options.

For unusual or exceptional
pension benefits,
management should ensure
that there are additional
quality assurance
arrangements in place for the
review of calculations.

Update for 2021/22

We reviewed the recalculated
options presented to the
member. We identified a
further error within the
calculation and alerted
management. Additional audit
testing was not required as
we could readily conclude
that this was an isolated
case.

action/timing

In Progress

Continue to review unusual or
exceptional benefits with
management reviewing in line
with relevant
legislation/regulations.

Responsible officer

HR Shared Services
Manager

Revised date

31 October 2022 and ongoing
thereafter

6. Administrative
Procedures

Audit testing identified
administrative procedures in
paper format have not been
updated nor completed with
the move to home working.
This includes the completion
of checklists for specific tasks
such as procedures following
retiral of an employee and
leavers checklists. We also
identified there is no
documented checks on
pension calculation figures.

Management should review
administrative procedures in
place and update these to
reflect the move to home
working. Management should
also ensure that officers are
familiar with their
responsibilities for the
completion of supporting
paperwork to evidence
processes have been
completed and reviewed in a
timely manner.

Update for 2021/22

In Progress

Revised action

Reminder to be issued to all
members of the Pensions
Team to ensure all
checklists/calculations are
fully signed off.

Responsible officer HR
Shared Services Manager
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Agreed management

action/timing

Risk

There is a risk all required
tasks are not completed and
errors not identified in a
timely manner.

Whilst we noted
improvements in some areas,
such as documented checks
on calculation figures, we
found not all areas had been
actioned/replaced with the
move to home working. For
example, documented
checklists of completion of
specific tasks.

Revised date
31 October 2022

7. Pensioner validation
using ATMOS reports

As part of our review of
pension payment controls, we
requested a sample of
ATMOS match reports for
testing. These reports are
used by management to
identify deceased pensioners
so that pension payments are
stopped in a timely manner,
minimising overpayments.

The ATMOS match reports
we received for testing were
five months old. Therefore,
there is no evidence that the
matches have been
investigated by management
in a timely manner.

Risk

There is a risk that, without
prompt investigation by
management, pensions are
being overpaid.

ATMOS reports should be
reviewed, and any matches
investigated in a timely
manner to prevent any
overpayments to deceased
pensioners.

Update for 2020/21

This was not actioned for the
financial year 2020/21.

Complete

During 2021/22, the fund
signed up to the National NI
Database. This is a data
sharing project with other
LGPS pension funds in
England, Wales and
Scotland. This is used
alongside the Tell Us Once
notification system. Each
month, the team uploads all
member data to the NI
Database. On a weekly basis,
a member of the HRSS team
logs in to the Tell Us Once
notification system and
checks for any matches. This
allows HRSS to stop any
pensions promptly and take
action thereafter. This is an
improved process introduced
during 2021/22 which
negates the requirement to
review ATMOS reports. We
reviewed this new process as
part of our controls work and
no issues were identified.

8. Validation of overseas
pensioners

Validation of pensioners is
considered a key control that
should be in place to ensure
that pensioners in receipt of
pensions are still eligible to
receive payment.

The existing process in place
should be reviewed to ensure
it is still appropriate. The
process should be actioned
on a frequent basis to ensure
existence of overseas
pensioners.

Update for 2020/21

Complete

This was completed for
2021/22. Management should
continue to ensure this
process is carried out
periodically.
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Recommendation Agreed management

action/timing

We identified that, whilst
letters and statements are
issued to overseas
pensioners, the process to
ensure their existence, has
not been carried out during
2019/20.

Risk

There is a risk that without
adequate controls being in
place to validate the
existence of pensioners,
pensions are paid to
deceased pensioners

This was last completed by
Scottish Borders Council
Pension Fund in September
2020. This process should be
completed annually.

9. Reconciliation of
pensions paid figure

There is no monetary
reconciliation performed to
show the total pensions paid
figure agrees with the ledger.
Therefore, the total pensions
paid figure cannot be tied
back to the ledger.

The HRSS manager advised
that there has never been a
reconciliation performed
between pensions paid figure
and the financial ledger.

A monthly report run for
differences in payments from
one month to the next is
available but unfortunately
due to work pressures and
staff shortages this has not
been completed for this
financial year. This would be
an effective control over the
pensions paid figure on a
month-by-month basis.

Risk
The figures in the financial

ledger could be under or
overstated.

The pensions paid figure
should be reconciled month
on month and variances to
the ledger investigated.
Management should perform
monthly reconciliations
between the pensions paid
figure and the ledger.

Complete

We were provided with a
complete reconciliation
detailing the gross payments
to pensioners tied back to the
general ledger postings.

Update 2019/20

Whilst there is an automated
nature to the transfer of the
figures between the payroll
system and ledger data, there
is a residual risk that manual
intervention to the financial
ledger codes may impact
ledger data. The inclusion of
this control will strengthen the
control environment.

Update for 2020/21
Reconciliations were
provided for periods 6-12 for
the 2020/21 period. As this
had not been actioned for the
full period, a complete
reconciliation was not
available for audit purposes.
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Appendix 2

Summary of uncorrected misstatements

We report all uncorrected misstatements in the annual report and
accounts that are individually greater than our reporting thresholds
and request they be corrected.

The table below summarises uncorrected misstatements that were noted during
our audit testing and were not corrected in the financial statements.
Cumulatively these errors are below our performance materiality level as
explained in Exhibit 1. We are satisfied that these errors do not have a material
impact on the financial statements.

Account areas

Pension Fund Account Pension Fund Net Assets

Statement

£000 £000 £000 £000
1. Management 0.12m
expenses
2. Change in market (0.12m)
value
3. Investment assets 2.2m
4. Change in market (2.2m)
value
5. Investment assets (0.625m)
6. Change in market 0.625m
value
Net impact (1.575m) 1.575m

Page 61



Appendix 3 | 34

Appendix 3

Summary of national performance reports 2021/22 and briefing papers

May

Local government in Scotland Overview 2021

June
Covid 19: Personal protective equipment

July

Community justice: Sustainable alternatives to custody

September
Covid 19: Vaccination programme

January
Planning for skills

Social care briefing

February
NHS in Scotland 2021

March

Local government in Scotland: Financial Overview 20/21
Drug and alcohol: An update

Scotland’s economy: Supporting businesses through the Covid 19 pandemic
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SCOttiSh Agenda Item 7

Borders
COUNCIL

SCOTTISH BORDERS COUNCIL ANNUAL ACCOUNTS 2021/22

Report by Acting Chief Financial Officer

AUDIT COMMITTEE

23 NOVEMBER 2022

1 PURPOSE AND SUMMARY

1.1 This report presents Members with copies of the Council’s audited
Annual Accounts for 2021/22.

1.2 The audit appointment of Audit Scotland for Scottish Borders Council (SBC)
accounts includes the requirement to provide an auditor's report for the
Council as well as related charities. KPMG has continued to provide the
external audit of the Council subsidiary Bridge Homes.

1.3 2021/22 represents the sixth year of Audit Scotland undertaking the
External Audit of the Council’s Annual Accounts with the process now
completed.

1.4 The Annual Audit Report summarising Audit Scotland’s conclusions is being
finalised as the agenda is published. The paper will be issued as a
supplementary agenda item when available with findings from the report
updated verbally at the Committee meeting.

1.5 As required under the Local Authority Accounts (Scotland) Regulations
2014, the audited Annual Accounts for Scottish Borders Council, SBC
Pension Fund, SBC Common Good Funds, the SBC Charitable Trusts, Bridge
Homes LLP and Lowood Tweedbank Ltd are being presented to the Audit
Committee prior to signature.

1.6 KPMG have concluded their audit of Bridge Homes LLP and have raised no
issues or matters to report.
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2 RECOMMENDATIONS

2.1 Itis recommended that the Audit Committee recommend the
following accounts for officer signature and Council approval:

(a)

(b)
(<)

(d)

(e)

(f)

(9)

(h)

(i)

),

the Scottish Borders Council’s audited Annual Accounts for
the year to 31 March 2022;

the Scottish Borders Council’s Pension Fund audited Annual
Accounts for the year to 31 March 2022;

the Scottish Borders Council Common Good Funds (Charity
SC031538) audited Annual Accounts for the year to 31
March 2022;

the SBC Welfare Trust (Charity SC044765) audited Annual
Accounts for the year to 31 March 2022;

the SBC Education Trust (Charity SC044762) audited Annual
Accounts for the year to 31 March 2022;

the SBC Community Enhancement Trust (Charity SC044764)
audited Annual Accounts for the year to 31 March 2022;

the SBC Ormiston Trust for Institute (Charity SC019162)
audited Annual Accounts for the year to 31 March 2022;

the Scottish Borders Council Charitable Trusts (Charity
SC043896) audited Annual Accounts for the year to 31
March 2022;

the Bridge Homes LLP audited Annual Accounts for the year
to 31 March 2022; and

Lowood Tweedbank Ltd Annual Accounts for the year to 31
March 2022.
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3 BACKGROUND

3.1 The various sets of unaudited accounts for 2021/22 were submitted to
Audit Scotland and KPMG, the External Auditors, before the statutory
deadline of 30 June 2022, following presentation of the draft accounts to
the Audit Committee at the 27th June 2022 meeting. The Pension Fund
draft accounts were presented to the Pension Fund Committee and Board
on the 29t June 2022. The detailed audit work began thereafter and was
completed by early November 2022.

3.2 As part of the statutory requirements the Council is required to advise the
public of their right to inspect and object to the various sets of accounts
and their supporting papers and make the documents available for
inspection. This process was undertaken following the timetable contained
in the 2014 Regulations and the inspection period commenced on 1 July
2022. There were no objections to either the Council or Pension Fund
accounts.

3.3 The Coronavirus (Scotland) Act 2020 set out provisions for the functions of
public bodies in light of the impact of COVID-19, including making
temporary amendments to legislation. Part 3 of the Act, covering statutory
duties that require a public authority (including a local authority) to publish
a report in connection with the exercise of its functions by a particular date,
allowed Councils to delay publication of the audited accounts to the 30
November. The presentation of this report to the Audit Committee at this
meeting and the subsequent presentation to the full Council meeting on the
24th November 2022 is within this extension period.

3.4 Following approval, the 2014 Regulations have the following requirements
as set out in Part 3 Section 10 (3):

Immediately following the approval of the Annual Accounts for
signature, the statements which form part of those accounts are to be

signed and dated as follows—

(a) the management commentary by the Section 95 Officer, the
Chief Executive and the Leader of the Council;

(b) the statement of responsibilities by the Leader of the Council
and the Section 95 Officer, who must also certify the matters
referred to in paragraphs (5) and (6) respectively;

(c) the annual governance statement by the Chief Executive and the
Leader of the Council;

(d) the remuneration report by the Chief Executive and the Leader
of the Council, and

(e) the balance sheets by the Section 95 Officer, to authorise
publication of the financial statements.

3.5 These requirements apply to the Annual Accounts of the Local Authority
and not to the charity or limited liability partnership accounts, although
these have similar signatory requirements. The Section 95 Officer for
Scottish Borders Council is the Acting Chief Financial Officer.

3.6 This report presents audited copies of:

¢ Scottish Borders Council Annual Accounts for year ending 31
March 2022

e Scottish Borders Council Pension Fund Annual Accounts for
year ending 31 March 2022;

¢ Scottish Borders Council Common Good Funds (Charity
SC031538) Annual Accounts for the year to 31 March 2021;

e SBC Welfare Trust (Charity SC044765) Annual Accounts for the
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e SBC Education Trust (Charity SC044762) Annual Accounts for
the year to 31 March 2021;

¢ SBC Community Enhancement Trust (Charity SC044764)
Annual Accounts for the year to 31 March 2021;

e SBC Ormiston Trust for Institute (Charity SC019162) Annual
Accounts for the year to 31 March 2021;

e Scottish Borders Council Charitable Trusts (Charity SC043896)
Annual Accounts for the year to 31 March 2021;

e Bridge Homes LLP Annual Accounts for the year to 31 March
2021; and

e Lowood Tweedbank Ltd Annual Accounts for the year to 31
March 2021.

3.7 The Coronavirus (Scotland) Act 2020 allows Councils to delay publication of
the audited accounts to the 30 November 2022. In addition those relating
to registered charities are required to be submitted to the Office of the
Scottish Charity Regulator (OSCR).

4 EXTERNAL AUDITOR’S ANNUAL REPORT 2021/22

4.1 Audit Scotland has completed their audits with their Annual Report to
follow.

4.2 KPMG have concluded their audit of Bridge Homes LLP and have raised no
issues or matters to report. They concurred with management’s non-going
concern basis for preparation of the accounts due to the disposal of the
properties in March 2022 and the intention to cease trading at that point.

4.3 The Annual Audit Report summarising Audit Scotland’s conclusions is being
finalised as the agenda is published. The paper will be issued as a
supplementary agenda item when available with findings from the report
updated verbally at the Committee meeting.

4.4  The Scottish Borders Council’s Pension Fund Annual Audit Report has been
scrutinised by the Pension Fund Committee and Board prior to presentation
to the Audit Committee and Council. The report highlighted four new
recommendations and followed up five recommendations from previous
audits. The areas in question are shown in Appendix 1 “Action Plan
2021/22" of the External Auditor’'s Annual Pension Fund Audit Report. The
areas identified are:

e Whilst a scheme of delegation is in place for the council there is a need
to consider an appropriate scheme of delegation for decisions that
impact on the pension fund. This should include guidance on what
circumstances would give rise to not seek recovery of overpayment, and
what entity should bear the cost of that overpayment.

e As part of the accounts preparation process, management should
ensure that investment managers provide information to the fund on a
timely basis.

e Management should work with the Pension Board and Pension
Committee to ensure members are aware of their attendance
requirements.

¢ Management should ensure that governance questionnaires and
supporting information received by each fund manager are reviewed to
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ensure they are aware of any issues arising which could impact the
investments they hold.

Previous audit Recommendations followed up:

e For unusual or exceptional pension benefits, management should ensure
that there are additional quality assurance arrangements in place for the
review of calculations.

e Management should review administrative procedures in place and
update these to reflect the move to home working. Management should
also ensure that officers are familiar with their responsibilities for the
completion of supporting paperwork to evidence processes have been
completed and reviewed in a timely manner.

e ATMOS reports (where there is a match between SBC Pension Fund
members and recorded deaths) should be reviewed, and any matches
investigated in a timely manner to prevent any overpayments to
deceased pensioners.

e The existing overseas pensioners process in place should be reviewed to
ensure it is still appropriate. The process should be actioned on a
frequent basis to ensure existence of overseas pensioners.

e The pensions paid figure should be reconciled month on month and
variances to the ledger investigated. Management should perform
monthly reconciliations between the pensions paid figure and the ledger.

These recommendations have been accepted by Management and will be
enacted within the agreed timescales.

5 IMPLICATIONS

5.1

5.2

5.3

5.4

5.5

5.6

Financial

There are no expected additional direct financial implications for the Council
arising from the approval of the Audited Annual Accounts or from the
External Auditor’s Annual Audit Report and it is expected that the actions
contained in the Report will be carried out within existing resources.

Risk and Mitigations

There are no direct risks arising from the report. Any risks identified in the
External Auditor’s Annual Audit Report will be addressed through the
planned management actions included in the management responses.

Integrated Impact Assessment

It is anticipated there will be no adverse impact due to race, disability,
gender, age, sexual orientation or religion/belief arising from the proposals
contained in this report.

Sustainable Development Goals

There are no direct economic, social or environmental issues with this
report which would affect the Council’s sustainability policy.

Climate Change
There are no direct carbon emissions impacts as a result of this report.

Rural Proofing
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This report does not relate to a new or amended policy or strategy and as a
result rural proofing is not an applicable consideration.

5.7 Data Protection Impact Statement

There are no personal data implications arising from the proposals
contained in this report.

5.8 Changes to Scheme of Administration or Scheme of Delegation

No changes to the Scheme of Administration or Delegation are required as
a result of this report.

6 CONSULTATION

6.1 The Chief Legal Officer (Monitoring officer), the Chief Officer Audit & Risk,
the Director People, Performance & Change and the Clerk to the Council are
being consulted and any comments will be incorporated into the final
report.

Approved by

Suzy Douglas Signature .....ccicveiciiriie e
Acting Chief Financial Officer

Author(s)
Name Designation and Contact Number
Suzy Douglas Financial Services Manager
01835 824000 X5881

Background Papers:

Previous Minute Reference: 27 June 2022, Audit Committee

Note - You can get this document on tape, in Braille, large print and various computer
formats by contacting the address below. The Financial Services Manager can also give
information on other language translations as well as providing additional copies.
Contact us at: Suzy Douglas, Financial Services Manager, Scottish Borders Council,
Council HQ, Newtown St Boswells, Melrose TD1 0SA, 01835 824000 X5881,
sdouglas@scotborders.gov.uk
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Foreword by the Leader of the Council

Welcome to the Annual Accounts for
Scottish Borders Council for the vyear
ended 31 March 2022. These have been
produced to provide the public, Elected
Members and other stakeholders with
information concerning the financial
management, administration and
performance of the Council in the financial
year 2021/22.

2021/22 was a year of transition for the
Council. Focus moved from COVID-19
response to recovery and the Council
approved a refreshed Council Plan
focusing on key objectives to drive service
improvements, the anti-poverty strategy
were approved, new tourist, education
and care facilities were progressed and
work was undertaken to modernise the
Council through digital developments.

The management commentary on
performance of the Council accompanying
the Annual Accounts outlines:

e what we do as a Council;

e what our strategy and priorities are;

e how we are organised to deliver our
priorities;

e the risks we face as an organisation;

e our financial position for 2021/22;

e key aspects of our performance during
2021/22; and

e our plans for the future.

Highlights of 2021/22

Despite  an extremely  challenging
operating environment during 2021/22
the Council achieved the following:

v Delivered a responsive approach to
supporting communities, businesses
and vulnerable individuals through the
ongoing COVID-19 recovery period.
The Council administered almost
£74m of grants to local businesses
during the pandemic with funding also
provided to those in financial
hardship;
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v Transformed homecare services
through the roll out of mobile
handheld technology to over 400
staff, optimising the scheduling of
care visits and improving staff safety;

v" Achieved £9.3m of Financial Plan
savings, £3.5m of which were on a
permanent recurring basis;

v' Delivered a net underspend of
£1.427m from a revenue budget of
£294.7m; and

v" Delivered new investment in assets
for the Borders of £59.6m in schools,
flood protection, roads and other
assets.

Our Plans for 2022/23

The next year presents many
opportunities and challenges for the
Council including:

» the Council’'s ongoing recovery from
COVID-19;

> the continued delivery of the Council’s
transformation programme;

» delivery of IT transformation through
the digital strategy;

> delivery of the major construction
elements of the Hawick Flood
Protection Scheme;

> progress delivery of Galashiels,
Peebles and Hawick High Schools and
Earlston Primary School and Health
Centre;

> collaborate with South of Scotland
Enterprise (SOSE) on the delivery of
the wider Regional Economic
Partnership including Borderlands
Inclusive Growth Deal and City Deal.

The Council has again balanced its budget
and is looking forward to engaging
effectively with communities on spending
priorities and improving quality of life for
everyone in the Borders.

Councillor Euan Jardine
Leader, Scottish Borders Council



Management Commentary

Introduction

This management commentary and the Foreword by the Leader of the Council provide a
summary of Scottish Borders Council’s financial performance for the year and how this has
supported delivery of the 2018-2023 Corporate Plan. It also outlines the financial strategy
and the challenges the Council faces in future years in delivering its priorities for the
Scottish Borders. A new Council Plan was approved in February 2022 which sets out the
Council’s priorities for the Scottish Borders.

About Scottish Borders Council

SCOTTISH BORDERS
AREA PROFILE 2022

POPULATION SOKM HOUSEHOLDS
115,240 4732 sqkm 54,934
IMid 2020 Estimate, NRS| [1827 sq miles) 12020 Estimate, NRS|
* 16.3% 2 010 15 yoars &th mest sparsely-populaed « 0% of e population Give in large urban areas
{Seotland = 14.8%) maintand area in Scotland {Scottand = 35%]
o B8.4% s00d 16 %0 6L years o 24% of 1y population live in other urban areas
Scotland = £3.5%) {Scottand » 36%]
o 25.2% acnd 65+ years o 2T% of 1 population Uve in small towns
fScotland = 19.3%] |Scottand = 12%)
«  4B% o the population live in rural arcas
' {Scottand = 17%] A
km (3)
SOFTE L /N 17 WA AN Iy ad B
ELECTED MEMBERS
COUNCILLORS MULTI-MEMBER WARDS SERVICE DIRECTORATES ADMINISTRATION
um 11 multi-member wards 7mm During 2021/22 the
managed Councll services Council had » coalition
during 2021/22 administration which
conssted of Consarvative
. ' and Independent
Councillors
EMPLOYEE NUMBERS AGE DISABILITY ETHNIC MINORITY EMPLOYMENT
4,979 » 1259%oged16t029 years  2.855% oo 0.48% o 2,494 ratvme
FTE: 406114 v 29.14% 0g0d 30 to &l years employees Haw o our employoes
disability aru from ethaic 2.1-85 parttime
1.m s « 45.37% aged 4510 59 years minority
o 1289% agod 604 yoars
3,707 temate

i
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Strategic Direction

Council Plan

Scottish Borders Council agreed the 2018-2023 Corporate Plan in February 2018. In
February 2022 the Council approved the Scottish Borders Council Plan 1 April 2022-31
March 2023. This updated Plan consolidates and articulates the Council’s strategic
ambition beginning with the Corporate Plan 2018-2023 but incorporating strategic
commitments made since 2018. In so doing, the one year Council Plan seeks both to
provide a bridge from the existing Corporate Plan 2018-2023 to future Council Plans and
to lay a template for those Council Plans in future.

We want to build on our strengths as a Council, but also focus on the things we know we
need to improve upon. This Council Plan will help us shape our direction of travel. There
are two things, in particular, that we want to develop:

e We want a Plan that reflects a shared ambition with our communities and citizens
across the Scottish Borders. This new Council Plan will set out ‘Our Part’ in
delivering for the Scottish Borders, but ‘Our Part’ will be much more meaningful if it
is produced with your help, *Your Part’

¢ We want a Plan that speaks to our ‘Places’ across the Scottish Borders by setting
out the priorities for different communities, whether in Berwickshire, Cheviot,
Eildon, Teviot & Liddesdale, or Tweeddale.

The Council Plan is based on 6 outcomes that we aim to deliver for the Scottish Borders.
Five of the outcomes focus on improving the wellbeing of citizens within the Scottish
Borders and making our region a more sustainable and better place to live, work in and to
visit. The sixth outcome is developing a Council that is as effective and efficient as it can
be - we need to do this in order to deliver on the other five outcomes.

“We tackle dimate change and we value, protect . D :
and enhance our local environment and nature, “The Scottish Borders has thriving, inclusive

o attish enjoyed communities where people support each other
ﬁd“bﬂygrﬁrsggam;%?sm (e L and take respansibility for their local area

Clean, green future

Ccommunities

*From child to adult, everyone in the Scottish
Borders has access to high quality education and
the opportunities they need to fulfil their potential

*The people of the Scoltish Borders have the
opportunities and are supported to take
control of their health and wellbeing, enjoying
a high quality of life

Fuifilling our
potential

-Scottish Borders Coundil will be a well-run and effident

+Built upon strong and effective physical and organisation. We will have well informed, timehy and
digital connections and infrastructure, the benefits effective dedsion making, which is evidence led and
of a productive and sustainable economy are focused on the needs of customers and communities;

and we will have a positive and open culture

widehy shared, enabling us to fulfil our potential in
the Scottish Borders and attract others to live,
work and visit

Strong inclusive Working topether
ﬂ;ﬂ;ﬂmw,ham improving lives
infrastructure
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*From child to adult, everyone in the Scoltish
Barders has access to high quality education and
the opportunities they need to fulfil their potential

*Built upon strong and effective physical and
digital connections and infrastructure, the benefits
of a productive and sustainable economy are

i egsha'ed, enabling us to fulfil our potential in
the Scottish Borders and attract others to live,
work and visit

*The Scottish Borders has thriving, indusive
communities where people support each other
and take responsibility for their local area

*The peogle of the Scottish Borders have the
opportunities and are supported to take
control of their health and wellbeing, enjoying
a high quality of life

RS

Scottish Borders Council key highlights 2021 /22

Climate change route map approved
by Council

Further progression in Hawick Flood
Protection scheme

Completion of new building at
Tweedbank with planning for
expansion of the Lowood site
underway

Introduction of region wide default
20mph schemes

Roll out of Free School Meals - P4-P5
Development of a new Devolved
Schools Management scheme for
launch in August 2022

Upgrade of the Secondary school wide
area network and improved wifi in all
Primary schools

Additional 45 teachers were employed
to support pupils in the COVID-19
recovery period

Kelso and Selkirk High Schools
awarded Apple Distinguished Schools
accreditation

A new play park was opened in St
Boswells with 5 year plans approved
for further facilities in the Borders
The new Tapestry building opened its
doors in Galashiels

Investment of £13.5m on Roads
infrastructure in 2021/22

Build back a better Borders fund
allocated £500k to local communities
Funding provided to families in
Financial Hardship

Approved the new anti-poverty and
food growing strategies

The approach to Community Choices
has been embedded during 2021/22

Launch of Enterprise Mobility in
SBCares providing hand-held devices
to over 400 frontline care staff
Opening of Wilkie Gardens extra care
housing facility in Galashiels

The Council was part of a pilot for
‘The Promise’ to support the ambition
for all children to reach their full
potential
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The Council’s Digital Strategy was
approved which includes a focus on

streamlining processes and digital
automation wherever possible

The Council employed 64 Modern
apprentices during 2021/22 providing
training and work experience across
the Council.

Transformation

A key pillar of the Council’s longer term planning is a transformation programme which
aims to deliver a Council that is adaptable, efficient and effective, and one ultimately
capable of not only meeting the challenges ahead, but of fully optimising outcomes for the
citizens and communities for which it is responsible. The programme is designed to deliver
savings in a more cross cutting, permanent and sustainable way in the future, through a
planned series of service reviews. The COVID-19 pandemic has had a fundamental impact
on the way the Council is organised and in the way the Council delivers services. In future
greater reliance will be placed on technology to modernise the Council.

Financial Strategy

The Financial Strategy objectives have been met during 2021/22 in supporting the
delivery of the Council’s Priorities and Corporate Plan. In order to support the delivery of
the Council’s priorities, including the Fit for 2024 Programme, the Financial Strategy has:-

a) ensured funding is in place to meet approved service levels in the most effective
manner;

b) managed the effective deployment of those funds in line with the Council’s
corporate objectives and approved service plans; and

c) provided stability in resource planning and service delivery.

The Strategy is influenced by the need to ensure that the Council’s budget is targeted so
that it:
e provides the most effective possible stimulus to the wider economy;
e protects the environment of the Borders;
e protects those who are most vulnerable in society;
o seeks to focus spend on prevention designed to reduce future demand for Council
services by stopping problems arising or by addressing problems early on;
e maximises the contribution from local collaboration arrangements; and
e recognises the need to continue to maximise efficiency and provide good value
for money.

A new longer term Revenue Financial Strategy was approved by Council in February 2022
covering a 10 year timeframe from 2022/23. Adopting a consistent 10 year revenue
planning horizon will further assist the Council to plan service and strategic change
appropriately and ensure the financial implications of the Council Plan are properly
considered, affordable and reflected in future budgets and ensure the Council’s revenue
plans are aligned with the Capital Investment Programme over a 10 year period.
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Risk

A Corporate Financial Risk Register was used as the basis for setting reserve levels in
2021/22 and future years. This approach seeks to quantify the risks facing the Council’s
finances, including over optimistic saving assumptions, unplanned employment and
pension costs, the failure by managers to enact effective budgetary control, severe
weather events, an economic downturn, potential contractual claims and unplanned
emergencies in deriving an appropriate level of unallocated balances.

This approach, despite being subject to an element of informed judgement, reflects the
risks inherent in setting the revenue budget, the scale and complexity of the organisation
and the reasons reserves are held in the first place. The accumulated financial risk in the
2021/22 Risk Register was assessed to be £12.895m at the start of the financial year and
the projected usable General Fund balance, at £6.315m, was sufficient to cover 49% of
risks identified.

The key financial risks identified in the Council’s strategic risk register are as follows:

e Budgetary Control - “Failure of budgetary control processes may increase the
likelihood of unplanned overspends, under recovery of budgeted income, budgets
being stretched and the savings required by the 5 year Financial Plan delayed.”

e Government Funding - “If there is an unforeseen or unplanned reduction in
government funding beyond financial planning assumptions, then our ability to provide
services may be compromised (LGFS updated annually in December).”

e Capital Projects — “If Capital projects are not evaluated to take into account ROI and
whole life costs then the benefits may not be realised or give value for money.”

e Climate Change - “If the Council and its partners do not act to assess and address
climate change threats, the consequences of climate change may be more adverse and
the Council could fail to meet its legislative obligations.”

Financial Plans

The Revenue and Capital Financial Plan provides a financial representation of the Council’s
priorities and Corporate Plan covering 5 and 10 years respectively. These Financial Plans
can be found on the Council’s website: http://www.scotborders.gov.uk

2021/22 represented the fourth year of the current 5 year Revenue Financial Plan, the first
plan was published in 2013/14. The plans have been amended and updated each year
since 2013/14 and, to date, permanent savings of £66m have been delivered in a planned
manner. Despite the resource challenges facing the Council and wider public services, the
approach to financial planning has so far delivered balanced budgets and small
underspends in each year.

The Capital Investment Strategy (CIS), which highlights the capital investment priorities
and explains how these priorities will assist with the delivery of the Council’s Corporate
Plan, was approved with the budget papers in February 2022. The document brings
together the Council’s 10 year Capital Investment Plan 2021 - 2031 and also the 10 year
Treasury Strategy which sets out how the investment plans can be funded.

The Capital Financial Plan aims to ensure that capital borrowing is within prudential
borrowing limits and remains sustainable in the longer term. In this regard it is important
to recognise that capital investment decisions taken now have long term borrowing and
revenue implications which have the potential to place an undue burden on future tax
payers. The Council’s Treasury Management Strategy provides the linkage between the
Financial Strategy, Capital Investment Plans and the Borrowing Strategy. The Financial
Strategy, the Financial Plans and the Treasury Management Strategy are approved by
Council annually in February.

Scottish Borders Council | Annual Accounts -
Page 78


http://www.scotborders.gov.uk/

See page 56 of the Annual accounts for details of the Council’s business model.

Equalities Mainstreaming

Scottish Borders Council takes a positive approach to equalities and human rights through
taking forward the actions in its Mainstreaming Report and Equality Outcomes. The
current Mainstreaming Report covers the period 2021-2025.

The report covers previous progress made in advancing equalities, and contains an action
plan to further embed equalities and human rights into the work of the Council.

Key elements of the action plan are:

e Better equality performance indicators in relation to performance data.

e More effective training of Council employees and Elected Members in relation to
equalities.

e Ensuring service business plans and commissioned services are fully embedding
equalities in their development and implementation.

e Greater effort to be made to engage with equality groups in the development of
plans and policies.

The Council also promotes the Fairer Scotland duty, which places a legal responsibility on
the Council to actively consider how they can reduce inequalities of outcome caused by
socio—economic disadvantage when making strategic decisions.

To achieve this, the Council uses an Integrated Impact Assessment, which assesses both
the impact of any proposal, plan or policy on groups with protected characteristics under
the Equality Act and also, where relevant, the groups who may experience socio -
economic disadvantage.

All of the Council’s budget proposals are subject to an Integrated Impact Assessment.

More information can be found on the Council’s website:
Equality and diversity/Fairer Scotland Duty | Scottish Borders Council (scotborders.gov.uk)
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How are we are doing? - Financial Performance

2021/22 Financial Resources Available

The financial resources of the Council are categorised into Revenue and Capital budgets.
Expenditure on recurring day to day costs of providing the Council’s services (e.g.
salaries) is Revenue, whereas spending on the creation or enhancement of assets (e.g.
school buildings) that have a useful value to the Council over multiple years is referred to
as Capital. The financing of Revenue and Capital Expenditure, in general, comes from
different sources.

The Comprehensive Income and Expenditure Statement on page 49 has further analysis.

Council Tax,

£66.438

Borrowing, £35.031
Non-Domestic External Grants &

Rates (NDR), Contributions, Scottish Government -
General Grant, £11.061

Revenue Support Grant (RSG)
plus Social Care Fund, £214.648 |£33.571 £41.349

B Revenue Support Grant (RSG) plus Social Care Fund ® Borrowing

m Non-Domestic Rates (NDR) B Scottish Government - General Grant
= Council Tax ® External Grants & Contributions
2021/22 Budgeted Revenue Funding 2021/22 Budgeted Capital Funding
(Em) (Em)
£314.657m £87.441m
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Financial Position at 31 March 2022

The approved budget was subject to a number of amendments during the year, as service
pressures and savings were identified, additional grant revenue income was received and
budget adjustments including Earmarked Balances were approved.

Revenue

The actual outturn for the financial year
2021/22 was a revenue expenditure of
£289.6m representing a net underspend of
£1.427m (0.5%) against the final approved
budget.

The following chart analyses the revenue
spend by Council department:

Total Revenue Expenditure (Em)

Strategic Commissioning I
People, Perf & Change
Finance & CG

Resilient Communities
E&LL

Social Work

I&E

0.0 50.0 100.0 150.0

Revenue net expenditure of £289.6m for
the year includes income of £167.4m, and
gross expenditure of £457m as analysed in
the chart below:

Transfer  Capital
& Support  Charges
Payments 5%
7% I‘
Payments
23% \\
Supplies 3
and Transport "remises
Services ERo Costs
%
15% 5% 4%

Capital
The actual outturn for the financial year
2021/22 was capital expenditure of £59.6m

with a favourable vyear end timing
movement of £7.5m against revised
budget.
Total Capital Expenditure (Em)
Culture & Sport 1
Economic Dev I
T —
EQLL
Social Work |
IQE
0 10 20 30 40

The capital programme delivered significant
investment in the Scottish Borders during
2021/22 and the following table highlights
some of the major projects undertaken:

— Infrastructure & Environment

—

o v
*Flood Protection Works £20.0m
*Roads & Bridge Maintenance £10.9m
eLand & Property Infrastructure £4.5m
*Plant & Vehicle £1.9m

Education & Lifelong Learning &

"1 Social Work

L -
eSchool Estate Block £1.1m
¢ Galashiels Academy £1.4m
¢ Peebles High School £1.4m
¢ Social Care Infrastructure £0.4m

— IT/Econ Dev/Culture & Sport

. v
¢ ICT Transformation £9.5m
¢ Economic Regeneration £5.9m
¢ Culture & Sport £0.8m
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COVID-19 grants not included in the Comprehensive Income &

Expenditure Statement (CI&ES)
During 2021/22 the Council continued to administer a number of grants on behalf of the Scottish
Government as well as providing the normal services. These grants are not included within the
financial statements due to this being an agency type arrangement. More details in relation to
these grants can be found below.

£ thousands

Amount of grant paid out
by Scottish Borders
Council

Additional £400 secondary teachers & lecturers

Childcare Sector Omicron Impacts

Low Income Pandemic Payments

Self Isolation Support

Spring 2021 Child Bridging Payment
Summer 2021 Child Bridging Payment
Autumn 2021 Child Bridging Payment
Winter 2021 Child Bridging Payment
Spring 2022 Child Bridging Payment
Business Grant Scheme

Coronavirus (COVID-19): £500 payment for health and social care
staff

TOTAL

Reconciliation of Outturn to Financial Statement CI&ES

The table below shows the effect on the Council’s reported outturn position of the statutory
accounting adjustments and provides a reconciliation to the Comprehensive Income and
Expenditure Statement on page 49. It should be noted that the net impact of these Statutory
Adjustments have no impact on the Council Taxpayer.

Net Surplus on Revenue Out-turn

Net Statutory Adjustments to Net Cost of Services (inc. Depreciation/Impairment on
Revaluation/Loan Charges/PPP/Non Distributed Costs)

Other Asset (Gains)/Losses

Net Interest Costs

Net Changes on Pension Assets/Liabilities (IAS19 at 31°* March 2022)
Capital Grants & Contributions Applied (exc.Reserves used)

SBc Contracts External Operating Deficit

Net Surplus - Total Comprehensive Income & Expenditure
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Delivery of Targeted Savings

Overall, Financial Plan savings of £9.301m were delivered during 2021/22 in order to balance
the costs of delivering services and the available resources. The regular budget monitoring
reports to the Executive Committee tracked the delivery of these savings against the Financial
Plan proposals.

The total savings of £9.301m shown below are made up of £5.148m savings included in the
2021/22 financial plan plus £4.153m brought forward from previous years. Of these savings
delivered during 2021/22 £3.489m (37%) were delivered permanently. A further £1.932m
(21%) of the savings, which were fully delivered in 2021/22, are not required to be delivered
in the 2022/23 financial plan leaving a balance of £3.880m (42%) to be carried forward from
2021/22 for permanent delivery in 2022/23.

The chart below highlights the level of savings being delivered within the Council on an
ongoing basis, demonstrating the scale of change undertaken within the Council over the last
5 years. The savings are categorised into those established as part of the Financial Plan in
each year and those brought forward from previous years for permanent delivery.

SBC 5 year savings delivered 2017/18 - 2021/22
(£000's)

M Financial Plan Savings Temporary savings brought forward

4,983

2017/18 2018/19 2019/20 2020/21 2021/22

To date the Council’s approach to longer term financial planning has delivered permanent
savings of £66m. Ongoing effort will be required going forward to successfully deliver the
Financial Plan due to the scale of further savings required in 2022/23 and beyond and the
challenges now posed through COVID-19 recovery and current economic challenges.
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Comprehensive Income and Expenditure Statement

The Comprehensive Income and Expenditure Statement on page 49 shows the accounting cost
of providing services rather than the cost of services which requires to be funded by taxation.

Net Cost of Services

The Council is required to make various statutory accounting adjustments to the net cost of
services as reported in the management outturn reports in order to comply with the Code of

Practice for Local Authority Accounting in the United Kingdom 2021/22 (the Code).

These accounting adjustments include depreciation, Loans Fund principal repayments and

accrued holiday leave not taken by 31 March 2022. This results in statutory accounting

adjustments of £34.5m being required to revise the net cost of services of £324.1m compared

with the reported departmental net cost of services of £289.6m.

(Surplus)/Deficit on the Provision of Services

Further statutory adjustments are then made as summarised below and shown on page 49.
These include net gains/losses on disposal and revaluation of assets and interest payable.
These accounting adjustments result in an overall Surplus on the Provision of Council Services

for the year of £1.763m.

This position and its impact on the General Fund is reflected in the following table showing the
cumulative surplus on the General Fund of £51.991m as at 315t March 2022.

Net Cost of Services
Other Income and Expenditure

(Surplus) or Deficit on Provision of Services

Opening Balance on General Fund

(Surplus) or Deficit on Income & Expenditure
Account for the Year

Net additional amount required by statute and
non-statutory proper practices to be debited or

credited to the General Fund Balance for the year

Closing Balance on General Fund

Note 5 - Expenditure and Funding Analysis on pages 66 — 69 explains the movement in further detail.

Net Expenditure

Adjustments

2021/22

Net Expenditure in the
Comprehensive

Chargeable to the between the Funding Income and
General Fund as and Accounting Expenditure
per outturn Basis Statement
£'000 £'000 £'000
289,605 34,511 324,117
(305,155) (20,725) (325,880)
(15,550) 13,787 (1,763)
(36,441)
(1,763)
(13,787)
(51,991)
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Other Comprehensive Income and Expenditure

This position needs to be finally adjusted to reflect Actuarial (Gains)/losses on the Pension
Fund Net Assets/Liabilities (£87.2m) calculated on an IAS19 basis and Revaluations of Non-
Current Assets at the balance sheet date of 315t March 2022. This revises the £1.763m
surplus position on the Provision of Council Services to a Net Comprehensive Income surplus
of £147.403m (deficit of £42.611m in 2020/21).

Balance Sheet
During 2021/22 the Net Asset position increased by £147.4m to £230.8m (£83.4m 2020/21).
The table below details the movement during the year.

Long Term Assets 614.8 681.6 66.8
Current Assets 72.8 96.1 23.3
Current Liabilities (79.4) (64.9) 14.5
Long Term Liabilities (309.1) (322.5) (13.4)
Net Assets excluding Pension Liability 299.1 390.3 91.2
Pension Liability (215.7) (159.5) 56.2
Net Assets/(Liabilities) including Pension Liabilities 83.4 230.8 1474

More details in relation to the Net Assets Excluding pension liabilities can be found within the
Balance Sheet on page 51.

The net position including the pension liabilities is as a result of the underlying assumptions
used in the actuarial valuation. The actuarial valuation for the accounts are calculated in
accordance with IAS19 and uses a number of high level assumptions including pension
increases, salary increase and discount rate.

Treasury and Debt Management

The Council publishes an annual Treasury Management Strategy to coincide with the approval
of the financial plans in February. This strategy links the Council’s capital investment plans to
its treasury management activities including borrowing and investment strategies. An annual
report on Treasury Management is also published each year and can be accessed at the
following link.

https://www.scotborders.gov.uk/download/downloads/id/11288/treasury management strateqy 2
022-23.pdf

Cash Management

The Council is required to operate a balanced budget, which broadly means that cash raised
during the year will meet cash expenditure. A major aspect of the treasury management
operations during the year was to ensure that the cash flow was adequately planned, with
cash being available when needed. Any surplus monies were invested in instruments
appropriate for the Council’s low risk appetite and which meet the criteria set within the
Investment Strategy.
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Debt Management

The Council continued to maintain an under-borrowed position, this means that the capital
financing need was not fully funded by external loan debt and instead internal cash supporting
the Council’s reserves, balances and cash flow has continued to be used as a temporary
tactical measure. This strategy remains both prudent and cost effective in an environment
where investment returns are low and counterparty risk is high.

External Debt

The Council’s outstanding external debt as at 31 March 2022 was £215m. Additional long
term borrowing was undertaken during the year amounting to £20m, with no requirement for
short term borrowing during the 2021/22 year. The average rate of interest paid on
outstanding external debt was 4.42%.
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Reserves

The Council maintains two types of reserves — usable and unusable - and the movement in
these reserves are set out in the Movement in Reserves Statement (page 48).

Unusable Reserves - result from accounting adjustments and cannot be spent

Usable Reserves - result from the Council’s activities and can be spent in the future

Note 31, page 100 provides additional information on the movement of the usable and
unusable reserves held by the Council.

The Council’s principal usable reserve is the General Fund Reserve and is maintained for three
main purposes:

» A working balance to help cushion the impact of uneven cash flows and provide financial
resilience to the Council;

» A contingency to cushion the impact of unexpected events or emergencies; and

» Earmarked balances to meet known or predicted liabilities.

As at 31 March 2022 the total Usable Reserves Balance is £64.5m (£48.3m at 31 March 2021)
a net increase of £16.2m during the year. The net increase, as can be seen from the chart
below, can mainly be attributed to an increase in Earmarked balances, which have increased
by £11.2m and Reserves for specific plans which have increased by £2.9m. There have been
increases of £1m in non-allocated reserves, £0.5m in the Plant & Vehicles Renewals Fund,
£0.4m in Pitch Replacement Fund, and £0.4m increase in Devolved School Management.

Usable Reserve 31 Mar 2021 ——— £48.3m
Capital Fund (excl development contributions) | £0.0m
Plant & Vehicles Renewals Fund 1 £0.5m
Pitch Replacement Fund | £0.4m
Insurance Fund 1 £0.1m
Corporate Property Repairs and Renewals Fund (£0.3m) |
Earmarked Balances — £112m
Devolved School Management (DSM) : £0.4m

Reserves Allocated for Specific Plans £2.9m
Non-Allocated Reserves £1.0m
Usable Reserve 31 Mar 2022 £64.5m

Movements within the Allocated and Non-Allocated Reserves during 2021/22 comprised:

Reserves Allocated for Specific Plans - net effect of:

Increase in Treasury reserve £2.300m
Increase in Workforce Management reserve £0.300m
Establish strategic contract movement reserve £0.362m

Non-Allocated Reserves
2020/21 in year draw downs (£0.410m)

2021/22 year end underspend £1.427m
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Scottish Borders Council Group Accounts

Group Accounts have been prepared for the year ending 31 March 2022 with a comparator
year ending 31 March 2022. The Group Accounts for 2021/22 can be found from page 112.
The Group comprises of the following:

Subsidiaries

* SBC Common Good Funds (Registered Charity)
® SBC Trust Funds:
e Registered Charities:
¢ SBC Charitable Trust
e SBC Community Enhancement Trust
* SBC Welfare Trust
e SBC Education Trust
® Ormiston Trust for Institute and
* 39 Non-Registered Trusts
® Bridge Homes LLP
e Live Borders

Joint Ventures

e Scottish Borders Health and Social Care Partnership

Following a judicial review decision and the issue of a public consultation on the identification of
Common Good assets in the Scottish Borders, a number of assets have been transferred from
Scottish Borders Council’s Balance Sheet to the Common Goods Funds as a prior period
adjustment. These assets amount to a value of £0.491m. Common Good building assets
currently used by the Council to deliver services have been treated as finance lease assets and
remain on the Council’s balance sheet at a carrying value of £8.971m. This is on the basis that
formal arrangements for continued Council use of the assets are anticipated to be agreed. In
the event that this process requires further asset transfers the necessary adjustments will be

made following agreement.

How are we doing?

Performance against our corporate priorities

The Council reports and presents its performance information relating to each corporate
priority on a quarterly basis to the Strategic Leadership Team and the Executive Committee of
the Council. Below is a summary of the key performance information for 2021/22 and the
priorities that we need to focus on moving forward to ensure that our priorities continue to be

addressed.
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OUR PERFORMANCE DURING THE YEAR APRIL 2021 to MARCH 2022

Planning Permission # Q
Local — Non Householder

6.5 weeks ~ average time to
determine LOCAL
DEVELOPMENTS - NON
HOUSEHOLDER during 2020/21

Planning Permission # 1>
Local - Householder

9.1 weeks — average time to
determine LOCAL
DEVELOPMENTS ~
HOUSEHOLDER during 2020/21

Please note that the
21/22 Planning
figures will not be
received from the

Scottish Government Planning Applications

until July 2022. Fatalities on Borders
SO . = 3 Roads 2020 2021
Down from 8.0 in 19/20 from 6.2in 19/20
253 - i oot 2 2 _.(“) Seriously injured on 47 57 2
.| Borders Roads 2020 2021
o) Waste Recycling Waste Recycling Energy Use (26 key sites) el R it
Lg Household Recycling Household ‘Other’ Treatment Electricity Cu?nul e .‘: £0.645m £0.280m 4
00 55.02% of our household waste 44.69% of our household waste 8,823,213 kilowatt hours of ;
© on average, was recyded over required ‘other’ treatment, on Electricity used Properties surplus 39 16 +
the 12 months ended Dec-21 average over the 12 months
_ ended B2t , : Properties marketed s 13 T
upﬁmmm;;mm mmwngmm Up f 6,713,382 Kwh in 2020/21
Dec-20 Dec-20
Properties under offer 12
Waste Recycling Waste Recycling Energy Use (26 key sites)
Household Landfilled Community Recycdling Centres Gas
Key: 21 gquarter lag ** Cumulative in year T incres 1 W Reduced
0.29% of our household waste 75.66% of waste was recycled at 16,277,895 kilowatt hours of .
on average, was sent to Landfill SBC Community Recycling Gas used
over the 12 months ended Dec- Centres, on average, over the 12
== SRR . D 23 Context indicators are indicatars where Scottish Borders
Up from m.‘:m ended Wmm.‘g mths ended Uy from 12,856,277 Kwh in 2020/21 Council has indirect influence (e.g. crime figires) or can

Note: Current year waste treatment figures not yet verified by SEPA

l . .. Status I

For more on performance visit www.scotborders.gov.uk/performance or email performance@scotborders.gov.uk

Correct at time of publication: 25™ May 2022
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OUR PERFORMANCE DURING THE YEAR APRIL 2021 to MARCH 2022

Welfare Benefits

1,103 people contacted us for
Welfare Benefits advice receiving
over £3.390m in additional
benefits

Dowen from 1,126 people in 20421
Do from E4.237m in 20,21

Customer Voice Interactions
157.9K voice interactions were

logged by our Contact Centres im
21522

Up from 126.7k in 20/21
Complaints — Stage One 9
9.94 days to process with

TB.12% closed within timescale
15 wrk days)

L from 7.2 in 20721

| 0@ status

Housing Benefit Reduction —
Mew Claims

17.51 days — average time to
process Mew Claims

1) from 16.99 days in 20/21

Council Tax

96.5% of Council Tax due was
collected

Up from 95.97% in 20/21

Complaints — Stage Two

24.02 days to process with
58.73% dosed within timescale
{20 wirk days)

Up from 19.95 in 20421

Housing Benefit Reduction — L]
Change Events

6.71 days — average time to
process Change Events

Uy from 3.73 days in 20/21

Please note that no annue!
information regarding Welfare
Benefits hos been received.

Complaints — Escalated &

19.24 days to process with
B0.27% closed within timescale
(20 wrk days)

Up from 18.190n 20421

For more on perfaormance wisit mmmlm.uﬂpafnmumor ernail performancei@scotborders. gov.uk

Correct at time of publication: 25 May 2022
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Face to Face Interactions
{CRM) by Customer
Services

Email Interactions by
Customer Services
Web Interactions by
Customer Services

Total bogged customer
contack with SBC

Complaints Closed

1.6k 4.3k
Sdk 52k
5.2k 57k
187.5k 219.Bk
742 832

Key: # 1 guarter lag ** Cumulatiee in year T Increased

Context Indicators are indicators where Scottish Borders
Council has indirect imfluence [e.g. crime figures)] or can

include the conbext within which the coundl is cperating
(=.g. employment rabe}
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OUR PERFORMANCE DURING THE YEAR APRIL 2021 to MARCH 2022

Freedom of Information .

Requests (FOI)
83% of FOI requests were
completed on time

SBC Absence Rate — Staff

Annual absence rate 5.49%

Council Tax Valuation List @
Time to add new properties

92% of new properties added to
list within 3 months of the date of
occupation/completion and the
issue of the banding notice

[ ... Status I

SBC Absence Rate — Teaching
Staff

Annual absence rate 3.44%
U7 from 1.98% in 20/21

Valuation Roll (Non Domesﬁc).
Time to amend valuation roll

81% amended on roll within 3
months of the date of completion
and the issue of the valuation
notice

(new, altered or demolished
properties)

Up from 61% in 20/21

For more on performance visit www.scotborders.gov.uk/performance or email performance@scotborders.gov.uk

Correct at time of publication: 25 May 2022
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959
560.4k
50.4k

Facebook Engagements

361.6k
31.9k

Twitter Engagements

* Cumulative in year T Increased ¥ Reduced

Context ndicators are indicators where Scottinh Sorders
Council has indirect nfluence (£.8. crime figures) or can
include the context within which the council is cperating
(e.8. employment rate)
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School Attendance
Primary Schools

91.42% of pupils attended
their primary school (ovg.
of mthly attendance)

Cown from 97.1% in 20/21
School Attendance ®
Secondary Schools

86.82% of pupils attended
their secondary school
{avg. of mthly ottendance)

Lown from 97.9% in 20/21

School Attendance @

Overall
89.1% of pupils attended

school overall (ovg. of mthly
attendonce)

Cown from 97.5% in 20/21

@ status

it www.scotborders.gov.uk/performance or email performance@scotborders.gov.uk - d -
Correct at time of publication: 25™ May 2022

OUR PERFORMANCE DURING THE YEAR APRIL 2021 to MARCH 2022

School Exclusions
Primary Schools

13 exclusion incidents in

Looked After Children
Aged 12+

65% of looked after children

-

primary schools (aged 12+) in a community SC*\OO'S/NWSGI’IS o
12 exclusions from primary family based placement (end lﬂ@eﬁiom
Sehoe i, Looked After Child 180 191 T
ooxe er naren
:j"""'":x:g’hz; Up from 63% at end of Mar20
» from Inter-agency Referral &2 496 1~
School Exclusions Looked After Children @ [ Secussions:chiid
Secondary Schools All Ages Child Protection 53 5o i
77 exclusion incidents in 81% of looked after children | NSESter
secondary schools (all ages) in a community New Modem
77 exclusions from family based placement thl‘l PRICES MTROFRG 25 o0 T
secondary school o =
. Maodern Apprentices
o from 47 in 20/21 Remains the same from 81% in securing employment 24 33 1
1 from 46 in 20/21 20/21 ' with SBC after MA
School Exclusions
L Number of Current as 56 P

| Modern Apprentices
90 exclusion incidents at

primary and secondary
schools

89 exclusions from primary
and secondary schools

*p from 50 in 20/21
1 from 49 in 20/21
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Context Indicators Update
Fre e e
Social Care Care at Home Mediation Service @ ::::Lp;:tﬂrtinn - 238 287 1
T8% of adults (aged 65yrs+) Adult o =
- protection
riscihwid Eane st Fdrie 14.8% nfl:an_!s showing - 123 186 i
compared to a care agreement or improvement fet _
home/residential setting (end after mediation errals T‘_] DD_* - 453 462 T
Dec-21) Abuse Services
Reported incdents of
.| H.emnlm;l-:;;nuf_r:;n T Do from 63.3% at end of 20721 domestic abuse ** 1,282 1,284 T
S " High Risk domestic
@ an:lalicare @  Bed Days Associated With Emergency Admissions # abuse cases discussed
8 Self Directed Support ) 3,627.40 bed days associated with at Multi Agency Risk 123 117 e
95.3% of _aduh ArE using emergency admissions (aged 75+) (rate Cont -
the Self Directed Support per 1000 population) [20/21) i
approach [end Dec-21) Mumber of reported 7209 5334 1
ASB Incidents **
D from 96% at end of Mar-21 Up: from 3,285.38 19/20 nelse
ASE Early go8 830 A
Interventions **
:“E“;E tz;ehi"r;“ﬂ il Delayed Discharges From Hospital Monitored for ASB ** 4,084 4,340 T
review with a view to 601 bed days associzted with delayed Referrals to mediation e = i
representing a fuller discharges in residents aged 75+ [rate e
assessment of Adult Social per 1000 population) (20/21) G'_"‘”F' 1-5 recorded 3 495 3,700 T
Care performance in future crimes and offences **
I'E‘FH:ITS.. Dawen from ESEHUI".'E ﬂm Key: #1guarter lag ** Cumulaties in year P Increased & feduced
| . .l. Status
For more an perflormance visit www scotborders. gov.uk/performance or ernail performance@sootborders. gos.uk 5

Carrect at time of publication: 25 May 2022
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OUR PERFORMANCE DURING THE YEAR APRIL 2021 to MARCH 2022

Business Gateway @ Invoices Paid Top Capital Projects
New Businesses Of the top major projects
177 new businesses were 943% of invoices, on average oEing Scros the c::uncil
created with our help were paid within 30 days 15 are rated Green
*Service suspended during 2020/21
Do from 218 in 18/19 Down from 95% in 20/21 Down from 18 in 20/21
g Business Gateway Occupancy Rates ' 3 are rated Amber *
«Q Businesses Supported
. 971 businesses were supported 89% of in'dustnal and Remains the same from 3 in 20/21
f in 3 quarters ended Dec-19 commercial properties ow_ned
*Service suspended during 2020721 by the council were occupied
0 are rated Red *
1,497 in 18/19 Down from 91% in 20/21 Remains the same from 0 in 20/21
Affordable Homes @

314 additional homes were
provided last year that were
affordable to people in the
Borders, ba;ed Oon our wages

Up from 107 in 20/21

I ... Status |

For more on performance visit www.scotborders.gov.uk/performance or email performance@scotborders.gov.uk
Correct at time of publication: 25* May 2022
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16 - 64 Employment #79.3%
rate # 77.2% Q3

16 - 64 Claimant Count 5.33% 4.08% <4

18 - 24 Claimant Count 9.9% 6.67% NP

Key: #1 guarter lag ** Cumalative in year T Inceased ¥ Reduced

Context Indicators are indicators where Scottish Borders
Council has indirect influence {e.g. crime §

include the context within which the CO_IT"H Is operating
|e.g. employment rate)
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OUR PCRFORMAMNCL DURING TIIC YCAR APRIL 2021 to MARCH 2022

SCOTTISH BORDERS COUMNCIL
COMMUMNITY ACTION TEARM [WITH
POLICE SCOTLAMND)

202122 Figs (20/21)

261 (1,365)
Hours of High Visibility foot patrols

B,261 (5,854}
Hours of mobile patrols

748 (8a4q)
Parking tickets issued

173 (779)

Person Drug searches (52% positive)
a3 (7a)

Premises Drug searches [24% positive)
277 [2ma)

Static road chacks

143 [185)
ASB Warning Letters lssued (Under 18s)

S

Aszet Transfer Requests

1 asset transfer request was
Received

Do from 3 in 20021

1 asset transfer request was
Agreed

Up from 0 in 20421

0 aszel ransler reguesls were

Refused

Remains the same trom 0 in 2021

Community Resilience ]
SB Alert Registrations
6.950 people were registered

for 50 Alert at end of Mar-22

Up from 6458 at end Mar-21

B communities

Status

Community Participation

0 participation reguests were
Received

Remains the same from O in 20021
0 participation requests was
Agreed

Remains the same from O in 20421

0 prar Licipraliomn reguesl was

Refused

Remains the same trom O in 20021

Community Benefit Clauses
21 contracts awarded with
community benefit clauses

Up fronn 148 im 2021
Employment and Skills

opportunities

15 opportunitlies delivered as
a result of community benefit
dauses

Doven from 39 im 20,21

Eor mimre s prard e manr e wicd weaewe aeatharders geu ok pecdarmoanes o senail perdarmanca@eratharder poe ak

Carrect at time of publication: 258 May 2033
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indicator | 2020/21 | 2021/22 | Change |

Active community

resllience plans == oL +
Pru_g;ressmg community o o =
resiliemce plans

Community Funding -

Total Scottish Borders el +
Cammunity Nund —

Rerwickehire £111.7k £17.3k L
Community Fund =

Cheviot £78.dk £20 8k e
Community Fumnd =

Eildan £93 3k £100.5k T
Communky Fund -

Teviot & Liddesdale el T
Community Fund -

T Adale £70.9k £120.9k 4
Community Fund -

Bardarswida £16.1k £0 +
Melghbournoocd »mall £242 1k £534.5k T

Schemes Fund = £ **

Volumteer work with
SBC

197 852

=5

Key: # 1 guarter kag ** Cumulative in year T Increased b Reduced

Context Indicators arc ndicators where Scogtish Bardeors

Council has indirect influence {e_g. crime Bgures) or can

inonde e combeal wwillin welmcls e ol s opesaling
eg. mmployment rake)



Our Plans for the Future

The Council has successfully delivered £66m of savings over the past 9 years through a
Corporate Transformation Programme. The current Fit for 2024 programme was launched at
the start of 2019/20 to deliver significant savings, ensure sustainability and deliver service
improvements over the 5 years from 2019/20 to 2023/24. This plan along with the Capital
Investment Programme and Departmental Business Plans will be delivered within an
environment of ever reducing financial resources and increasing public and government
expectations.

Itfor2024

For more information on the programme visit: www.scotborders.gov.uk/fitfor2024
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Future Financial Plans - 2022/23

*Maintain a minimum of
£8.4m Unallocated
Reserves

Reserves

Capital
Budget

-(£103m investment, including
investment in new schools, flood
protection and IT transformation,
funded by £44m borrowing in
2022/23

Revenue Budget

*£545m inves_tment over next 10 -
years, of which £249m funded *£324.9m of resources with

~ by borrowing ~ savings of £8.1m in 2022/23

*£1.7bn of resources over next 5
years, savings of £21m
required based on current

\ estimates -

The Revenue and Capital Financial Plans from 2022/23 onwards can be found on the Council’s
webpages at www.scotborders.gov.uk

Conclusion

The operating environment for the Council continues to be very challenging. The Council is
faced with a number of financial and economic influences such as increasing demands on
services, current inflation affecting the costs of goods and services and wider labour market
factors affecting the Council’s ability to recruit to fill key vacancies in a number of areas. New
digital innovations, business process re-engineering and technology solutions continue to be
pursued in order for the Council to deliver vital services to the community as efficiently and
effectively as possible.

The Council’s work to support communities and deliver services following the pandemic
continues. The Council has worked in partnership with the Scottish Government to provide
support to Ukrainian refugees displaced by the current war with Russia. Work also continues
in mainstreaming Community Choices to ensure the Council is positively engaging with
communities in prioritising resources whenever possible.
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The current operating environment also presents many opportunities for the Scottish Borders,
including continued ever closer working with the NHS, South of Scotland Enterprise (SOSE),
the Edinburgh and South East Scotland Regional City Deal and the Borderlands Inclusive
Growth Deal. There will also be opportunities arising from the New UK Community Renewal
Fund. These initiatives combined with the Council’s planned investment in infrastructure of
the Borders and our annual procurement spend provide huge opportunities for economic
growth and the creation of high quality employment in the South of Scotland. The Council will
continue to work with our all community planning partners and National Government to ensure
we maximise this potential for our communities.

The challenges posed by COVID-19, constrained Scottish Government funding and cost
pressures from pay and price inflation all continue to affect the Council’s finances. The
Council’s transformation programme remains the key focus of activity in balancing pressures
with available resources. The Council, despite ongoing challenges, has met the aims of its
Financial Strategy and again delivered its planned services within budget with significant
investment in new and improved facilities. Scottish Borders Council remains financially sound
and well placed to serve the people of the Scottish Borders in the future.

David Robertson CPFA Euan Jardine Suzy Douglas CPFA
Acting Chief Executive Council Leader Acting Chief Financial
Officer
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Statement of Responsibilities

The Council’s responsibilities
The Council is required to:

¢ Make arrangements for the proper administration of its financial affairs and to secure that
the proper officer of the Council has the responsibility for the administration of those affairs
(section 95 of the Local Government (Scotland) Act 1973). In this Council, that officer is
the Director Finance & Corporate Governance.

e Manage its affairs to secure economic, efficient and effective use of resources and safeguard
its assets.

e Ensure the Annual Accounts are prepared in accordance with legislation (The Local Authority
Accounts (Scotland) Regulations 2014), and so far as is compatible with that legislation, in
accordance with proper accounting practices (section 12 of the Local Government in Scotland
Act 2003).

e Approve the Annual Accounts for signature.

I confirm that these Annual Accounts were approved for signature by the Council at its meeting
on 24 November 2022.

The Acting Chief Financial Officer responsibilities:-

The Acting Chief Financial Officer is responsible for the preparation of the Council’s Annual
Accounts in accordance with proper practices as required by legislation and as set out in the
CIPFA/LASAAC Code of Practice on Local Authority Accounting in the United Kingdom (the
Accounting Code).

In preparing the Annual Accounts, the Acting Chief Financial Officer has:

Selected suitable accounting policies and then applied them consistently.

Made judgements and estimates that were reasonable and prudent.

Complied with legislation.

Complied with the local authority Accounting Code (in so far as it is compatible with
legislation)

The Acting Chief Financial Officer has also:-

o Kept adequate accounting records which were up to date.
e Taken reasonable steps for the prevention and detection of fraud and other irregularities.

I certify that the financial statements give a true and fair view of the financial position of the
Council (and its group) at the reporting date and the transactions of the local authority (and its
group) for the year ended 31 March 2022.

Euan Jardine Suzy Douglas CPFA
Council Leader Acting Chief Financial Officer
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Independent auditor’s report to the members of Scottish Borders Council
and the Accounts Commission

Reporting on the audit of the financial statements

Opinion on financial statements

| certify that | have audited the financial statements in the annual accounts of

Scottish Borders Council and its group for the year ended 31 March 2022 under Part

VII of the Local Government (Scotland) Act 1973. The financial statements comprise

the group and council-only Movement in Reserves Statements, Comprehensive

Income and Expenditure Statements, Balance Sheets, and Cash Flow Statements,

the council-only Council Tax Income Account, Non-Domestic Rate Account, Trust

Funds and Common Good Funds and notes to the financial statements, including

significant accounting policies. The financial reporting framework that has been

applied in their preparation is applicable law and UK adopted international

accounting standards, as interpreted and adapted by the Code of Practice on Local

Authority Accounting in the United Kingdom 2021/22 (the 2021/22 Code).

In my opinion the accompanying financial statements:
e (give a true and fair view in accordance with applicable law and the 2021/22 Code of
the state of affairs of the council and its group as at 31 March 2022 and of the income
and expenditure of the council and its group for the year then ended;
« have been properly prepared in accordance with UK adopted international
accounting standards, as interpreted and adapted by the 2021/22 Code; and
« have been prepared in accordance with the requirements of the Local Government
(Scotland) Act 1973, The Local Authority Accounts (Scotland) Regulations 2014, and
the Local Government in Scotland Act 2003.

Basis for opinion

| conducted my audit in accordance with applicable law and International Standards
on Auditing (UK) (ISAs (UK)), as required by the Code of Audit Practice approved by
the Accounts Commission for Scotland. My responsibilities under those standards
are further described in the auditor’s responsibilities for the audit of the financial
statements section of my report. | was appointed under arrangements approved by
the Accounts Commission on 10 April 2017. The period of total uninterrupted
appointment is 6 years. | am independent of the council and its group in accordance
with the ethical requirements that are relevant to my audit of the financial statements
in the UK including the Financial Reporting Council’s Ethical Standard, and | have
fulfilled my other ethical responsibilities in accordance with these requirements. Non-
audit services prohibited by the Ethical Standard were not provided to the council. |
believe that the audit evidence | have obtained is sufficient and appropriate to
provide a basis for my opinion.

Conclusions relating to going concern basis of accounting

| have concluded that the use of the going concern basis of accounting in the
preparation of the financial statements is appropriate.

Based on the work | have performed, | have not identified any material uncertainties
relating to events or conditions that, individually or collectively, may cast significant
doubt on the ability of the council and its group to continue to adopt the going
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concern basis of accounting for a period of at least twelve months from when the
financial statements are authorised for issue.

These conclusions are not intended to, nor do they, provide assurance on the current
or future financial sustainability of the council and its group. However, | report on the
council’s arrangements for financial sustainability in a separate Annual Audit Report
available from the Audit Scotland website.

Risks of material misstatement
| report in my Annual Audit Report the most significant assessed risks of material
misstatement that | identified and my judgements thereon.

Responsibilities of the Acting Chief Financial Officer and Audit and
Scrutiny Committee for the financial statements

As explained more fully in the Statement of Responsibilities, the Acting Chief
Financial Officer is responsible for the preparation of financial statements that give a
true and fair view in accordance with the financial reporting framework, and for such
internal control as the Acting Chief Financial Officer is necessary to enable the
preparation of financial statements that are free from material misstatement, whether
due to fraud or error.

In preparing the financial statements, the Acting Chief Financial Officer is responsible
for assessing the ability of the council and its group to continue as a going concern,
disclosing, as applicable, matters related to going concern and using the going
concern basis of accounting unless there is an intention to discontinue the operations
of the council and its group.

The Audit and Scrutiny Committee is responsible for overseeing the financial
reporting process.

Auditor’s responsibilities for the audit of the financial statements
My objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or
error, and to issue an auditor’s report that includes [my/our] opinion. Reasonable
assurance is a high level of assurance, but is not a guarantee that an audit
conducted in accordance with ISAs (UK) will always detect a material misstatement
when it exists.
Misstatements can arise from fraud or error and are considered material if,
individually or in the aggregate, they could reasonably be expected to influence the
decisions of users taken on the basis of these financial statements.
Irregularities, including fraud, are instances of non-compliance with laws and
regulations. | design procedures in line with my responsibilities outlined above to
detect material misstatements in respect of irregularities, including fraud. Procedures
include:
e oObtaining an understanding of the applicable legal and regulatory framework and
how the council and its group is complying with that framework;
« identifying which laws and regulations are significant in the context of the council
and its group;
e assessing the susceptibility of the financial statements to material misstatement,
including how fraud might occur; and
« considering whether the audit team collectively has the appropriate competence
and capabilities to identify or recognise non-compliance with laws and regulations.
The extent to which my procedures are capable of detecting irregularities, including
fraud, is affected by the inherent difficulty in detecting irregularities, the effectiveness

Scottish Borders Council | Annual Accounts -
Page 101



http://www.audit-scotland.gov.uk/our-work/annual-audits

Independent Auditor’s Report

of the council’s controls, and the nature, timing and extent of the audit procedures
performed.

Irregularities that result from fraud are inherently more difficult to detect than
irregularities that result from error as fraud may involve collusion, intentional
omissions, misrepresentations, or the override of internal control. The capability of
the audit to detect fraud and other irregularities depends on factors such as the
skilfulness of the perpetrator, the frequency and extent of manipulation, the degree of
collusion involved, the relative size of individual amounts manipulated, and the
seniority of those individuals involved.

A further description of the auditor’s responsibilities for the audit of the financial
statements is located on the Financial Reporting Council's website
www.frc.org.uk/auditorsresponsibilities. This description forms part of my auditor’s
report.

Reporting on other requirements

Opinion prescribed by the Accounts Commission on the audited part of

the Remuneration Report

| have audited the part of the Remuneration Report described as audited. In my

opinion, the audited part of the Remuneration Report has been properly prepared in

accordance with The Local Authority Accounts (Scotland) Regulations 2014.

Other information

The Acting Chief Financial Officer is responsible for other information in the annual

accounts. The other information comprises the Management Commentary, Annual

Governance Statement, Statement of Responsibilities and the unaudited part of the

Remuneration Report.

My responsibility is to read all the other information and, in doing so, consider

whether the other information is materially inconsistent with the financial statements

or my knowledge obtained in the course of the audit or otherwise appears to be

materially misstated. If | identify such material inconsistencies or apparent material

misstatements, | am required to determine whether this gives rise to a material

misstatement in the financial statements themselves. If, based on the work | have

performed, | conclude that there is a material misstatement of this other information, |

am required to report that fact. | have nothing to report in this regard.

My opinion on the financial statements does not cover the other information and | do

not express any form of assurance conclusion thereon except on the Management

Commentary and Annual Governance Statement to the extent explicitly stated in the

following opinions prescribed by the Accounts Commission.

Opinions prescribed by the Accounts Commission on the Management

Commentary and Annual Governance Statement

In my opinion, based on the work undertaken in the course of the audit:
« the information given in the Management Commentary for the financial year for
which the financial statements are prepared is consistent with the financial statements
and that report has been prepared in accordance with statutory guidance issued under
the Local Government in Scotland Act 2003; and
« the information given in the Annual Governance Statement for the financial year for
which the financial statements are prepared is consistent with the financial statements
and that report has been prepared in accordance with the Delivering Good
Governance in Local Government: Framework (2016).

Scottish Borders Council | Annual Accounts -
Page 102


https://www.frc.org.uk/Our-Work/Audit-and-Actuarial-Regulation/Audit-and-assurance/Standards-and-guidance/Standards-and-guidance-for-auditors/Auditors-responsibilities-for-audit/Description-of-auditors-responsibilities-for-audit.aspx

Independent Auditor’s Report

Matters on which | am required to report by exception
| am required by the Accounts Commission to report to you if, in my opinion:
« adequate accounting records have not been kept; or
« the financial statements and the audited part of the Remuneration Report are not in
agreement with the accounting records; or
« | have not received all the information and explanations | require for my audit; or
« there has been a failure to achieve a prescribed financial objective.
| have the following to report in respect of these matters.
Scottish Borders Council has a duty under section 10 of the Local Government in
Scotland Act 2003 to conduct their significant trading operations so that income is not
less than expenditure over a rolling three-year period. Scottish Borders Council has
failed to comply with this statutory requirement for the three-year period ending 31
March 2022 in respect of their significant trading operation, SBc Contracts.
| have nothing to report in respect of the other matters.
Conclusions on wider scope responsibilities
In addition to my responsibilities for the annual accounts, my conclusions on the
wider scope responsibilities specified in the Code of Audit Practice, including those in
respect of Best Value, are set out in my Annual Audit Report.

Use of my report

This report is made solely to the parties to whom it is addressed in accordance with
Part VII of the Local Government (Scotland) Act 1973 and for no other purpose. In
accordance with paragraph 120 of the Code of Audit Practice, | do not undertake to
have responsibilities to members or officers, in their individual capacities, or to third
parties.

Gillian Woolman MA FCA CPFA
Audit Director

Audit Scotland

4th Floor

102 West Port

Edinburgh

EH3 9DN

Date:
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Annual Governance Statement 2021/22

Introduction

The Annual Governance Statement explains how the Council has complied with the terms of the
CIPFA/SOLACE Framework (2016) for the year ended 31 March 2022, sets out the Council’'s governance
arrangements and systems of internal control, and reports on their effectiveness. The statement also covers
relevant governance matters as they affect those entities included as part of the Council’'s Group Accounts.

Scope of Responsibility

Scaottish Borders Council is responsible for ensuring that its business is conducted in accordance with the law
and proper standards, and that public money is safeguarded and properly accounted for. The Council also
has a statutory duty of Best Value under the Local Government in Scotland Act 2003 to make arrangements
to secure continuous improvement and performance, while maintaining an appropriate balance between
quality and cost; and in making these arrangements and securing that balance, to have regard to economy,
efficiency and effectiveness.

In discharging this overall responsibility, elected members and senior officers are responsible for putting in
place proper arrangements for the governance of Scottish Borders Council’s affairs and facilitating the
exercise of its functions in a timely, inclusive, open, honest and accountable manner. This includes setting the
strategic direction, vision, culture and values of the Council, effective operation of corporate systems,
processes and internal controls, engaging with and, where appropriate, leading communities, monitoring
whether strategic objectives have been achieved and services delivered cost effectively, and ensuring that
appropriate arrangements are in place for the management of risk.

The system can only provide reasonable and not absolute assurance of effectiveness.

Framework for Good Governance

The overall aim of the CIPFA/SOLACE Framework ‘Delivering Good Governance in Local Government’
(Spring 2016) is to ensure that: resources are directed in accordance with agreed policy and according to
priorities; there is sound and inclusive decision making; and there is clear accountability for the use of those
resources in order to achieve desired outcomes for service users and communities.

The CIPFA/SOLACE Framework defines the seven core principles of good governance, namely:

A. Behaving with integrity, demonstrating strong commitment to ethical values, and respecting the rule of
law;

Ensuring openness and comprehensive stakeholder engagement;

Defining outcomes in terms of sustainable economic, social, and environmental benefits;
Determining the interventions necessary to optimise the achievement of the intended outcomes;
Developing the entity’s capacity, including the capability of its leadership and the individuals within it;

Managing risks and performance through robust internal control and strong public financial
management; and

G. Implementing good practices in transparency, reporting, and audit to deliver effective accountability.

nmoow

The Council's Local Code of Corporate Governance, which is consistent with the principles and
recommendations of the CIPFA/SOLACE Framework and the supporting guidance notes for Scottish
authorities (November 2016), was approved by Council on 28 June 2018. It is recognised that the Local Code
needs to be reviewed and updated, and submitted for approval to ensure it continues to be relevant in the
ever-changing operating environment and sets out the framework of governance and control for the conduct
of the Council’s business. This activity is underway in 2022/23.
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The Governance Framework

The key elements of the Council’s governance arrangements, as set out in the Council’s Local Code of
Corporate Governance, include:

A. Behaving with integrity, demonstrating strong commitment to ethical values, and respecting rule of law

The roles and responsibilities of elected members and officers and the processes to govern the conduct of the
Council’s business are defined in procedural standing orders, scheme of administration, scheme of delegation,
and financial regulations which are regularly reviewed and revised where appropriate.

Codes of conduct are in place for, and define the high ethical values and standards of behaviour expected
from, elected members and officers to make sure that public business is conducted with fairness and integrity.

The Monitoring Officer is responsible for ensuring that agreed procedures are followed and that all applicable
statutes and regulations are complied with.

The Council seeks feedback from the public through its complaints and comments procedures for Corporate
and Social Work (statutory) service areas, responds to the outcomes, as appropriate, and reports the results
annually.

Professional advice on the discharge of statutory social work duties is provided to the Council by the Chief
Social Work and Public Protection Officer (CSWO). The CSWO promotes values and standards of
professional practice and acts as the 'agency decision maker' taking final decisions on a range of social work
matters including adoption, secure accommaodation, guardianship, etc.

B. Ensuring openness and comprehensive stakeholder engagement

Council meetings are held in public unless there are good reasons for not doing so on the grounds of
confidentiality. When meetings are held remotely they are live-streamed to ensure public access.

Unless confidential, decisions made by Council, the Executive Committee or other Committees are documented in
the public domain. All decisions are explicit about the criteria, rationale and considerations used. The impact and
consequences of all decisions are clearly set out.

The Council seeks community views on a wide range of issues and undertakes regular consultation and
engagement with citizens and service users, for example via Citizen Space. The Scottish Borders CPP
Community Engagement Framework (2015) sets out principles for engagement and the Toolkit shares best
practice methods.

C. Defining outcomes in terms of sustainable economic, social, and environmental benefits

The Community Planning Partnership, of which the Council is a partner, has a Community Plan approved in
May 2018 (the Local Outcomes Improvement Plan (LOIP)) supplemented by 5 Locality Plans which were
developed through Area Partnerships in 2019. The Council’s vision, strategic objectives and priorities
underpinned by the Strategic Assessment are reflected in the Corporate Plan 2018-2023 which suggests
where individuals, families, businesses, partners and communities can “play their part” to improve outcomes
for the Scottish Borders #YourPart.

Asset management planning (which continues to be developed) and capital investment is structured to consider
and balance the combined economic, social and environmental impact of policies and plans when taking
decisions about service provision. The Council has put arrangements in place to comply with key elements of the
Community Empowerment Act.

Integrated impact assessments as well as environmental, sustainability and rural implications are considered
during the decision making process to promote fair access to services.

D. Determining the interventions necessary to optimise the achievement of the intended outcomes

Decision makers receive detailed information indicating how intended outcomes would be achieved together
with the implications associated with the proposals covering financial, risks and mitigations, integrated impact
assessment, acting sustainably, carbon management, rural proofing, and changes to schemes, by way of the
compulsory sections of the Committee report.

In determining how services and other courses of action should be planned and delivered the Council is
increasingly engaging with internal and external stakeholders. Community benefit is an important
consideration in the procurement of goods and services.

The Council fosters effective relationships, collaborative working and contractual arrangements with other
public, private, and voluntary organisations in delivering services that meet the needs of the local community
as stated in the Council’s Corporate Plan.
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E. Developing the entity’s capacity, including the capability of its leadership and the individuals within it

The corporate management structure consists of the Chief Executive and eight Directors. The roles of officers
are defined in agreed job profiles. Staff performance is reviewed on an annual basis in accordance with the
new appraisal process that was launched during the year.

The Chief Executive is responsible and accountable to the Council for all aspects of management including
promoting sound governance, providing quality information/support to inform decision-making and scrutiny,
supporting other statutory officers, and building relationships with all Councillors.

The Elected Members Induction Programme is periodically supplemented by additional training and an annual
programme of learning and development and briefings. Members appointed to certain committees have also
received specific training related to the responsibilities on these committees e.g. licensing, planning, audit,
pensions, employment.

F. Managing risks and performance through robust internal control and strong public financial management

The Council which has overall responsibility for directing and controlling the organisation has approved an
Executive / Scrutiny model of decision making. The Executive Committee is the key decision-making and
monitoring committee and the Audit and Scrutiny Committee (Scrutiny function) for reviewing policy decisions.

The Council has a risk management policy and approach whose main priorities are the robust systems of
identification, evaluation and control of risks which threaten the Council’s ability to meet its objectives to deliver
services to the public.

The Director Finance & Corporate Governance (the Section 95 officer) is responsible for the proper
administration of all aspects of the Council’s financial affairs including ensuring appropriate advice is given to
the Council on all financial matters.

The Council’'s system of internal financial control is based on a framework of financial regulations, regular
management information, administrative procedures (including segregation of duties), management
supervision and a system of delegation and accountability.

The Council has a proactive, holistic approach to tackling fraud, theft, corruption and crime, as an integral part
of protecting public finances, safeguarding assets, and delivering services effectively. It is based upon the
national counter fraud standard CIPFA’s Code of Practice on ‘Managing the Risk of Fraud and Corruption’.

A Medium Term Financial Strategy, and associated Risk Register, and plans for revenue (5-year) and capital
(10-year) based on corporate priorities are developed, led by the Corporate Management Team, and
presented for approval by Council prior to the end of March each year.

Revenue and Capital Budget Monitoring reports are presented to the Executive Committee on a quarterly
basis for monitoring and control purposes including the annual outturn. The Management Commentary in the
Statement of Accounts provides financial and other performance information regarding the operation of the
Council, its wider achievements and areas for development.

G. Implementing good practices in transparency, reporting, and audit to deliver effective accountability

The independent and objective audit opinion of the Chief Officer Audit & Risk (Chief Audit Executive) is stated
within the Internal Audit Annual Assurance Report. This is based on work carried out by an in-house team in
conformance with the Public Sector Internal Audit Standards to fulfil statutory Internal Audit provision.

The Council responds to the findings and recommendations of Internal Audit, External Audit, Scrutiny and
Inspection bodies including associated Action Plans for improvement. The Audit and Scrutiny Committee
(A&SC) (Audit functions) is integral to overseeing independent and objective assurance and monitoring
improvements in internal control and governance. The Audit functions of A&SC are undertaken in compliance
with the CIPFA Audit Committees Practical Guidance for Local Authorities and Police 2018 Edition, including
the production of an annual report on the performance of the A&SC against its remit (Audit functions) for
submission to the Council.

Quarterly Performance Reports are presented to the Executive Committee for monitoring and control of the
achievement of strategic priorities and key performance indicators.

The Annual Accounts and Report sets out the financial position in accordance with relevant accounting
regulations.
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Review of Adequacy and Effectiveness of the Council’s Governance Framework

An annual review of the adequacy and effectiveness of the Council’s overall governance framework has been
carried out, taking into account the ongoing Covid-19 pandemic impact in 2021/22 on business as usual in the
delivery of services and virtual committee meetings to enable decision-making. The output is this Annual
Governance Statement which is presented to the Audit and Scrutiny Committee.

The review was informed by assurances from the: Governance Self-Assessment Working Group; Directors;
Internal Audit annual opinion and recommendations; comments and recommendations made by External
Auditors and other external scrutiny bodies and inspection agencies.

The conclusion from the review activity outlined above is that in 2021/22 the Council continued to demonstrate
improvements to its governance arrangements by way of progressing the implementation of actions
associated with the 10 improvement areas of governance within the previous year’s annual governance
statement.

A progress update on the implementation of the Best Value Audit Implementation Plan that underpins the
seven recommendations (nos. 1-7) has been reviewed by the Strategic Leadership Team and has been
presented to the Audit and Scrutiny Committee on 14 February 2022. The update considered the full suite of
40 actions associated with the Best Value Implementation Plan, with good progress overall and 50% of them
completed. Some of the actions had to be reset as ways to achieve the outcomes have changed, and end
dates for some actions had been reviewed and amended, where applicable. Two key projects were underway
that addressed key recommendations of the Best Value Audit report: the refresh of the Council Plan (approved
February 2022); and a review of the organisation’s performance management approach.

In respect of the other three improvement areas of governance identified by the Council in 2020/21 (nos. 8-
10), there have been developments during the year. Specifically, the refocussed and themed Fit for 2024
transformation programme to ensure the Council builds on all transformational benefits that the pandemic has
presented including digital advancements, the strategic policy research and planning to influence the refresh
of the Council Plan and the ongoing enhancement of the Performance Management Framework, and review
and updates of some service and corporate policies, procedures and guidelines. These improvement areas
of governance are not fully implemented and therefore continue to be noted in the section below, with
enhancements added relating to nos. 8-10.

Improvement Areas of Governance

The collective review activity outlined above has identified the following areas where further improvement in
governance arrangements can be made.

The implementation of the remainder of the actions in the Best Value Audit Implementation Plan to fully
address the recommendations (1-7 below) in order to demonstrate Best Value:

(1) Embed a culture of Continuous improvement by implementing a corporate approach to self-evaluation
and benchmarking.

(2) Seek to improve partnership working with NHS Borders in order to support the strategic objectives of
the Integration Joint Board.

(3) Improve how the Community Planning Partnership involves communities and the third sector, through
greater involvement in local decision-making and by accelerating implementation of the Community
Empowerment Act.

(4) Establish a structured programme of ongoing staff consultation and engagement.

(5) Update its people plan for 2017-21 and ensure longer-term workforce plans are reflected in service and
financial plans.

(6) Support members’ Continuing Professional Development by tailoring training to meet their individual
needs and use technology to make training more accessible.

(7) Ensure performance reports to members and the public are more comprehensive, balanced and that
they cover service performance and the delivery of the Fit for 2024 programme.

Progress updates on the implementation of the remainder of the actions in the Best Value Audit
Implementation Plan will continue to be presented to the Audit and Scrutiny Committee.
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In addition, the implementation of further enhancements to the other improvement actions identified by the
Council in 2020/21 (8-10 below) in order to enhance governance and internal controls:

(8) Implement the refocussed and themed Fit for 2024 programme to achieve the transformational benefits
that the pandemic has presented including digital advancements.

(9) Produce plans and toolkits to complete the links from the Council Plan to individuals’ appraisals
consistently across the Council and refresh the Performance Management Framework to ensure
performance monitoring and reporting is accurate, robust and timely.

(10) Update the Policy Register to enable oversight of the ongoing review of policies, procedures and
guidelines to ensure they are fit for purpose and meet current legislation.

These actions to enhance the governance arrangements in 2022/23 will be driven and monitored by the
Strategic Leadership Team on a regular basis in order to inform the next annual review. Internal Audit work
planned in 2022/23 is designed to test compliance and improvements.

Conclusion and Opinion on Assurance

The conclusion from the review activity outlined above and our opinion is that reasonable assurance can be
placed upon the adequacy and effectiveness of Scottish Borders Council’s systems of internal control and
governance. Although areas for further improvement have been identified, the annual review demonstrates
sufficient evidence that the Council’'s Local Code of Corporate Governance is operating effectively and that
the Council complies with that Local Code in all significant respects. Systems are in place to regularly review
and improve governance and systems of internal control.

David Robertson Euan Jardine
Acting Chief Executive Council Leader
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The Local Authority Accounts (Scotland) Regulations 2014 require local authorities in Scotland to prepare a
Remuneration Report as part of the annual statutory accounts. The following information in this Remuneration
Report has been audited by Audit Scotland:-

Pay Bandings Information Page 39

Senior Councillor Remuneration Page 40

Senior Officer Remuneration Page 42

Exit Packages Page 43

Pension Benefits Information for Senior Councillors Page 45
Pension Benefits Information for Senior Officers Page 46

The other sections of the Remuneration Report have been reviewed by Audit Scotland to ensure that they are
consistent with the financial statements.

Please note that the Council implemented a realignment of Council Services which was implemented on 1
September 2021. The number of service departments remains at seven with each service managed by a
Director.

Remuneration Policy
Remuneration of Senior Councillors

The remuneration of Councillors is regulated by the Local Governance (Scotland) Act 2004 (Remuneration)
Regulations 2007 (SSI No. 2007/183). The Regulations provide for the grading of councillors for the purposes
of remuneration arrangements, as either the Leader of the Council, the Convener, Senior Councillors or
Councillors. A Senior Councillor is a Councillor who holds a significant position of responsibility in the Council’s
political management structure.

The salary that is to be paid to the Leader of the Council is set out in the Regulations. For 2021/22 the salary
for the Leader of Scottish Borders Council is £37,213. The regulations also set out the remuneration that may
be paid to Senior Councillors and the total number of Senior Councillors the Council may have. The maximum
yearly amount that may be paid to a Senior Councillor is 75 per cent of the total yearly amount payable to the
Leader of the Council. The total yearly amount payable by the Council for remuneration of all its Senior
Councillors shall not exceed £325,598. The Council is able to exercise local flexibility in the determination of
the precise number of Senior Councillors and their salary within these maximum limits. The policy for Scottish
Borders Council is to have a maximum of 14 Senior Councillors plus a Council Leader and Convener.

The total remuneration for Scottish Borders Councils’ Senior Councillors, excluding the Leader and Convener,
is £305,277. Regulations also permit the Council to pay contributions or other payments as required to the
Local Government Pension Scheme in respect of those Councillors who elect to become members of the
pension scheme.

The Remuneration for Members scheme which encompasses the salaries of all Elected Members including
the Leader and Senior Councillors, was agreed at a meeting of the full Council on 24 May 2012 and then
amended at the meeting of the Council on 30 August 2012 to take account of changes to the Scheme of
Administration. At the Scottish Borders Council meeting on 27 August 2020 a new Scheme of Payment for
Senior Councillors was agreed to take account of changes to portfolio titles and responsibilities.
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Remuneration of Senior Employees

The salary of senior employees is set by reference to national arrangements. The Scottish Joint Negotiating
Committee (SINC) for Local Authority Services provides a Scheme of Salaries & Conditions of Service that
provides a basis for determining the salaries of Chief Executives of Scottish local authorities. Teaching staff
salaries are set by the Scottish Negotiating Committee for Teachers (SNCT).

A senior employee is any employee who:

e Has responsibility for the management of the local authority to the extent that the person has power
to direct or control the major activities of the authority whether solely or collectively with other persons;
or

e Holds a post that is politically restricted by reason of section 2(1)(a), (b) or (c) of the Local Government
and Housing Act 1989; or

e Whose annual remuneration, including any annual remuneration from a local authority subsidiary
body, is £150,000 or more.

Remuneration Disclosures

General Disclosure by Pay Band

The Local Authority Accounts (Scotland) Regulations 2014 also requires information to be provided on the
number of persons whose remuneration was £50,000 or more. This information is to be disclosed in bands of
£5,000. The numbers of employees at Scottish Borders Council whose remuneration was £50,000 or more,
excluding employer’s pension and national insurance contributions, is shown in the following table:

Remuneration Bands Chief Officer Teachers Other<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>