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Moderador
Notas de la presentación
Hello, my name is Mick Waite, and I am a District Auditor in the North West of England.

I want to talk to you about the revised approach to the audit of value for money in England.

Our approach changed in light of the impact of the global recession on the financial climate that all our local authorities face 
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Today’s presentation

1. The auditors’ role in relation to value for 
money,

2. What we consider in relation to VFM
3. Practical application at a local authority:

– risk assessment
– detailed work
– reporting

Moderador
Notas de la presentación
So I’ll talk about 

The auditor’s role in vfm

What the auditor looks at on vfm

Applying the audit approach at the level of a local authority
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Auditors’ responsibilities 

Why audit value for money?

• A requirement of the Audit Commission Code of 
Practice for all public sector bodies

• Auditor required to conclude and provide an opinion 
on value for money

• To promote improvement in economy, efficiency 
and effectiveness

Moderador
Notas de la presentación
The fist reason we audit vfm is because we’re required to! It is set out in our Code of Audit Practice that the auditor must consider arrangements to secure economy, efficiency and effectiveness

At the end of or audit we must publish our conclusion as to whether or not the Council has arrangements in place 

…and of course we look at it because we want to promote improvement in public services


So what are the auditor’s responsibilities?.........>
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Auditors’ responsibilities

• Code of Audit Practice requires auditors to review  
‘proper arrangements’, defined as ‘corporate 
performance management and financial 
management arrangements that form a key part 
of the system of internal control’.

• Consider local authorities’ self-assessment as 
reported in their Annual Governance Statement

Moderador
Notas de la presentación
The extract from our Code of Audit Practice requires auditors to ‘..review…etc’ This is a general high level duty, and there is a more detailed list of 10 areas that we should consider including arrangements for financial reporting, legality, data quality, reducing energy consumption and tackling fraud. 
    
All authorities have to publish their own self assessment of their governance arrangements. Auditors have to look at the self assessment and see whether it conflicts with the auditor’s knowledge from the audit.




Our audit framework for vfm has changed to reflect the increased focus on reducing pubic sector expenditure…….> 
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Change of emphasis in current 
economic climate

• Fees are charged for audits, and the emphasis is on 
decrease in public spending

• VFM work in 2011 will be more focused and less 
costly, so audit work and fees can reduce

• Auditors’ work must reflect the size and 
performance of the local authority

• Focus on ‘corporate arrangements’ – not delivery of 
front line services

• Outcome is ‘yes’ or ‘no’ conclusion – not ‘scores’

Moderador
Notas de la presentación
The changes in the framework recognise the need to reduce public sector expenditure. 

We charge fees to the authorities, and they need to reduce costs

So AC has agreed to streamline the audit to make it more focussed to reduce the amount of work required and to reduce cost of the audit

Audit work has always been risk based, but now must be even more closely related to the size and risk of the authority. 

Auditors concentrate on authorities’ corporate arrangements. We do not look as much at actual service delivery or outcomes as we used to

We now just give a ‘yes’ or ‘no’ conclusion, whereas before we used to score the authorities on a 1 to 4 basis overall and for different aspects of performance  
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What do auditors consider in 
relation to value for money?

Two specified areas

• The organisation has proper arrangements in 
place for securing financial resilience; and

• The organisation has proper arrangements for 
challenging how it secures economy, 
efficiency and effectiveness

Moderador
Notas de la presentación
As well as the auditor’s general duty under the Code of Practice, we now have to take account of 2 specified criteria. Auditors must specifically consider these two areas at every audit.

One is financial resilience. This is about how good its arrangements are to continue to provide good quality services within the funds it has available.

The second, is about how the authority challenges itself to secure economy, efficiency and effectiveness.



So first of all what do we look at under financial resilience? 
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Financial resilience 

Characteristics of financial resilience

– Financial governance

– Financial planning 

– Financial control

Moderador
Notas de la presentación
(internal note - The Picture on this slide should be set to the following dimensions: Width 11.5cm x Height 11.5cm)

Auditors have specific questions they need to consider in each of the following aspects of financial resilience. We look at:

Financial Governance – how they consult with the public, construct and approve their budgets and agree levels and quality of services
  
Financial Planning – how they propose to use the resources they have, what level of financial reserves and contingencies they need, and how to make sure their services are affordable. We also look at how they communicate their plans internally and externally

Financial control - is about how they monitor and manage budgets. Do they make accurate projections and report problems early enough so that they can take action to address them




So, now on to looking at how authorities challenge themselves on vfm….>
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Challenging how it secures economy, 
efficiency and effectiveness 
Characteristics of ‘proper arrangements

– Prioritising resources 
within tighter budgets

– Improving efficiency 
and productivity

Moderador
Notas de la presentación
(The Picture on this slide should be set to the following dimensions: Width 11.5cm x Height 11.5cm)

Prioritising resources - This is about how the authorities decide which services to reduce or expand, and how they may need to ration services. How do they decide the levels of service, who should receive the services and whether or not the services should be free to all members of the public. 

Improving efficiency – This involves looking at what the authority has done to get the same services or better services for reduced cost. It’s about how they make sure they get best use of their assets. Is there evidence that they get good quality outputs for reduced inputs?



So that is what we are concerned with on both financial resilience and challenge on vfm. 

And first of all, the auditor has to carry out a risk assessment……..>
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The auditor’s risk assessment 
….the approach

• Consider the impact of national and local risks
• Assess the authority’s own risk assessment and 
their arrangements to manage the risk

• Use evidence gained from previous audit work and 
the local authority’s response

• Look at the use made of benchmarking

Moderador
Notas de la presentación
The auditor must first carry out a risk assessment. This includes, for example: 

Impact of the global financial crisis and national public expenditure reductions – as well as purely local risks, such as PFI schemes, children in care, economic development etc

We look at how effective is the local authority’s own risk management process. This would include the council’s own risk register, how it identifies, records and manages the risks it faces.

We look at the results of previous audits, and take into account how well the authority has responded to previous audit recommendations

We also consider the extent to which the authority actively uses benchmarking to assess their own services against other authorities or how it is improving over time. We look at how the authority uses the results of such benchmarking to see what further improvements it can make to its services



So what are some of the high level risks?......>
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Local risks from the national context

• Reduced income for all councils – between 8% and 
16%

• The gap between available resources and rising 
demand and expectations

• Local authorities’ political will and scope to share 
services with others

Moderador
Notas de la presentación
First of all, councils are getting less money from central government. 

At one of my audits, Salford City Council, which has annual expenditure of about £300m suffered a reduction in central grant of some 11% for 2011/12. It needed to identify about £42m of savings in 2011/12 to provide the planned level of services. It needs to make cumulative savings of over £100m over the next 4 years. In another of my audits, Trafford Council   has to find savings of £25m in 2011/12. These are big levels of savings and Councils want to provide good quality services.

There are other local risks from the recession. Increases in unemployment can increase the need for subsidies and increase housing rent arrears. It can also lead to homelessness and an increase in mental health problems that require more social services. So there is a gap between the money available and the need for services. And the public expects good quality services, and is used to being able to request services and register complaints on line.

Do elected representatives have the political will to implement measures to deliver the national government’s agenda. One aspect of reform that the Government is keen to see is for Councils to share services where possible. Again, on my audits, Salford City Council and Manchester City Council are looking at sharing legal services. There are 3 authorities in London who are looking to share an education department.

So the auditor considers the local response to the big national risks.    



Looking at the reduction in local government funding…..>
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local government funding reduces by 
£6bn over 2010 – 2015
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Moderador
Notas de la presentación
I have metioned that reductions in Government grant mean that Councils have less to spend.

The chart here shows the reductions in funding from 2010/11 to 2104/15. It reverses the trend in all previous years 

Also the biggest reduction is in the first year from 2101/11 to 2011/12. This leaves little time to plan strategically for longer term service changes

On average there is a 7% reduction in each year, but in some Councils the reduction in year 1 is up to 12%, like in my audit at Salford.



So there are some big risks on financial resilience. And there can be a number of local risks identified at the audit… …..>
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Local risk examples 
financial resilience

Financial governance
– Poor skills and low capacity in finance team
– Poor understanding and communication of financial strategy

Financial planning
– Low level of financial reserves
– Poor medium term financial plan
– Little use of financial modelling or scenario planning

Financial control
– Poor in year forecasting and large budget variations
– Prior year budget overspend

Moderador
Notas de la presentación
Here are some examples of risks identified on financial resilience:

Financial governance - Staff leaving the authority because of redundancies and early retirement. At my Salford audit, over 300 staff left on 31 March 2011. This is about 5% of the workforce. In Manchester City Council, about 2000 left on the same day – again, about 5% of their workforce. As well as losing capacity, there is a lot of corporate memory leaving the organisation.

The scale of change in budgets means it is important for Councils to communicate clearly internally to staff, and externally to the public. Some Councils do this well - Salford City has won national awards for the quality of its website, which helps engage staff and the public.

On Financial Planning, some authorities may have low levels of financial reserves. Al my authorities carry out strategic reviews of their levels of reserves. The level of reserves needs to take into account the risk of some savings not being achieved, and so the Councils may need to make one-off contributions from reserves to balance the budget.

Some authorities have failed to revisit and challenge their medium term financial plans. This increases the audit risk. On some of my health service audits I have had to make recommendations to strengthen financial plans where they would have resulted in longer term budget deficits.

Some authorities have failed to consider the impact of expenditure reductions on different levels of service and the budget options available. Where they do not use financial modelling or scenario planning this increases the audit risk

We have found examples of poor data quality and budgetary control, and unreliable financial projections. This has increased audit risk and required auditors to carry out more detailed work.     

We have some audit tools to help identify areas of risk on both financial resilience and challenge on vfm….>
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VFM Profiles - indicators

Unit costs of
services

‘Back office’ 
spend as % 

of total 
spend

total spend per head 
of population on 
different services

Total net
expenditure per

head of 
population

Moderador
Notas de la presentación
We have a value for money profile tool that produces selected indicators for all local authorities. This means you can compare performance indicators across all local authorities and select different groupings of authorities to compare against each other.

These are some of the indicators we use:

Total net expenditure per head shows the cost impact on local tax payers relative to other Councils. So if a Council has comparatively high cost, it needs to be able to explain why.

Likewise on the unit cost of services, we can look at the cost of education service per pupil, or the cost of social services per child in care, or cost per adult receiving care at home. Again, the auditor would enquire where costs were unusually high or low compared to other authorities.

Moving to the middle bubble on the bottom row, Wwe may look a the cost per head of population on environmental services, or housing services.

And finally we look at ‘back office’  or spending on support services such as Human resources, legal services, finance or central IT.

In any of these areas, auditors use the information to ask questions about the level of costs compared to other authorities.         
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VFM profile tool comparators – an example 

Children’s services expenditure, except schools - 2010/11
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Source: VFM Profile tool 

Moderador
Notas de la presentación
This is an example from our vfm profiles. It shows expenditure per head of population on children’s services for a grouping of 16 Northern local authorities with similar socio-economic characteristics. We have comparative data across the main services and across all authorities in England. Auditors can select their own groupings for comparison.
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Local risk examples 
challenging economy, efficiency and 
effectiveness
Prioritising resources within tighter budgets

– Poor quality of information for decision making
– Ineffective resource prioritisation and spending reductions
– Weak option appraisal

Improving efficiency and productivity
– poor information on unit costs
– No use of benchmarking
– Weak efficiency plans

Moderador
Notas de la presentación
These are some of the local risks that auditors typically find in individual authorities.

First of all looking at prioritising resources within tighter budgets - Some authorities have poor data quality arrangements, and do not have the detailed analysis of costs and activity that they need to take important decisions

Some authorities have just applied percentage reductions to all service budgets without taking account of their strategic priorities. We call that a ‘salami slicing’ approach to cost savings. But the levels of savings required now call more for transformational change in the way services are delivered rather than shaving costs here and there.    
 
Moving on to improving efficiency, auditors have identified risks where authorities have poor knowledge of the comparative costs of their services. Auditors have found poor use of benchmarking in some cases, where authorities spend too much time trying to justify and defend their performance rather than look into how they can improve to the same level of performance that other authorities achieve. I have had to make recommendations to a police authority to improve their use of benchmarking.

And finally, efficiency plans. Auditors have identified risks where authorities have included in their budgets very vague descriptions of proposed efficiencies, rather than having details of specific schemes that they could monitor in practice. It is important, for instance, to reconcile planned savings with proposed reductions in activity and workforce. Auditors have investigated efficiency plans and found many cases where efficiency savings were more aspirational that properly planned.     

Following the auditor’s assessment of risk, there may be further work to do……> 
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Targeted work based on risks

– Assess the significance of risks to judgement
– Explore issues from VFM profile tool and/or 

financial ratios tool
– Apply updated Audit Commission study briefings 

and efficiency guides on specific areas, such as:
– Strategic asset management
– Charging for local services
– Managing sickness absence
– Improving efficiency of ‘back office’ functions

Moderador
Notas de la presentación
Not all risks will be critical to our judgement – that is for the auditor to decide. 

In some cases, the identification of risks without any effective action to manage those risks could lead to a qualified vfm conclusion – that is a conclusion that the authority does not have adequate arrangements to secure economy, efficiency and effectiveness.

In other cases, auditors may do further work to investigate weaknesses suggested from the vfm profile tool or our financial ratios tool. Our financial ratios tool compares financial performance of all local authorities since 2007.

To look at how well authorities manage specific risks, auditors may also apply locally some of the national studies and reports done by the Audit Commission. I have listed on the slide some relevant recent studies. But auditors would only apply these studies where they have already identified it as a high risk from their initial risk assessment.



And finally there is the requirement for auditors to report their work on vfm……..>
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Public reporting of auditors’ work

• Risks reported in audit plan
• Report significant findings to councillors and 
management in Annual Governance Report

• Final accounts opinion and vfm conclusion 
• Annual audit letter
• Public interest report if there are matters of concern.

Moderador
Notas de la presentación
These are the various reports the auditor has to issue. The audit plan sets out the risks that the auditor has identified and the proposed further audit work. 

The second report, the Annual Governance Report is where the auditor reports the main findings from the audit, but before giving the vfm conclusion. This gives elected representatives and management the opportunity to challenge the auditor’s findings and agree recommendations.

After the AGR the auditor issues the vfm conclusion along with the opinion on the financial statements.

The auditor then sets out all the main findings from the audit in an Annual Audit Letter. This is written in simple language and is designed for members of the public. Each annual audit letter is put on the authority’s website and also all the letters go on the Audit Commission’s website.   

A public interest report is issued only where there is something so serious that the auditor feels the need to make it the subject of a separate report to the public, and which the authority has to publicly respond to. 

We will be issuing our first vfm conclusions under the new framework by 30 June in the health service, and by the 30 September in local government.



Conclusion

Questions?
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Moderador
Notas de la presentación
Thank you. I’m happy to take any questions you may have. 
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