  

  EXECUTIVE COMMITTEE – 5 JUNE 2006  
PART   I -   DELEGATED  
5.  
VALUE FOR MONEY  

(DCR  )
1.
Summary
1.1
This report proposes a systematic approach to achieving value for money.  
2.
Details

2.1
At its meeting on 12 September 2005 (minute EX76/05 refers), the Committee   approved the contents of a Value for Money Self-Assessment proforma prepared for the external auditor as part of the process for determining the ‘Use of Resources’ judgement. The self assessment provided evidence of the considerable amount of work the Council has carried out to achieve value for money.

2.2
The Resources Policy Panel on 10 November 2005 (minute R.PP52/05 refers)   received a report which proposed improvements to the Council’s budget monitoring and financial arrangements. The improvements included a proposal to write a Value for Money Strategy to address the following VFM ‘Use of Resources’ criteria:- 

· Overall costs and unit costs for key services should be low compared to other councils providing similar levels and standards of services and allowing for the local context. Unintended high spending should be identified and addressed effectively.

· Members and managers should actively use information on costs and quality of services to review and challenge VFM throughout services and corporately.

· Areas of higher spending are in line with stated priorities and the investment results in improved services.

2.3
The external auditor has recommended the following action in order to achieve  level 3 for the VFM element of the ‘Use of Resources’ judgement:-

· The Council would benefit and improve on level 2 by having a systematic approach to benchmarking that ensures all of its services, and associated costs and performance levels are benchmarked against comparative authorities and this is reported to members

· The achievement of value for money within a service should be included within performance appraisals for relevant members of staff

· The performance reporting to members should make an explicit link between the costs incurred and the quality of service provided in order that the information by which to judge value for money is more readily available

· The Council should devote more resources to managing the capital programme and take account of any likely delays. Some thought should be made as to the initial scheduling of capital projects where there may be delay due to external factors.
· The Council should gauge satisfaction levels for high area of spending and ensure that the issues arising from these assessments are addressed to ensure that the service provision is such that it meets expectations

· The Council will need to monitor its recent changes to the budget monitoring process to ensure that it is effective in improving performance

· The Council will need to demonstrate, through the use of targeted satisfaction surveys for example, that it is providing equity across the whole community through the services it is providing.

· The Council should conduct a regular programme of internal reviews of services with a view to improving value for money in all significant areas as well as meeting statutory requirements, at the same time as considering whether past significant decisions have resulted in improvements in value for money through the actions undertaken.

· Detailed information on the whole life costs and the timing of costs should be included in all significant policy proposals and investment decisions, using a systematic approach to whole life costing.
2.4
It is intended that a Value for Money document be compiled which:-

a)
sets out in a one page Management Summary, an introduction and the process the Council proposes to carry out, 


and refers to –

b)
a series of appendices which provide further information and evidence, or pointers to evidence, that the Council is achieving value for money.

2.5
Attached to this report is a draft of the Management Summary and the first two appendices relating to definitions and benchmarking.

3.
Options/Reasons for Recommendation
3.1
  The recommendation is made in order that a systematic approach can be taken to achieving value for money.
4.
Policy/Budget Implications
4.1
The recommendations in this report are within the Council’s agreed policy and budgets.  
5  .
Equal Opportunities, Environmental, Community Safety, and Customer Services Centre Implications
  5.1
None specific.

6.
Financial Implications
6.1
  There are no changes to the budget or the efficiency gains already agreed by members, however, one of the outcomes of the proposed VFM Strategy is to investigate costs and reduce them where appropriate. 

7.
Legal Implications
7.1
The Council, as a ‘best value authority’, must make arrangements to secure continuous improvement in the way in which its functions are exercised, having regard to a combination of economy, efficiency and effectiveness.(Section 3, Local Government Act 1999)  .

8.
Staffing Implications
8.1
  It is anticipated that adopting a structured approach to VFM can be achieved within existing staff resources.  

9.
Website Implications
9.1
The VFM Strategy will be published on the Council’s website.  
10.
Risk Management Implications
10.1
  The following table shows the risks that have been identified and gives an assessment of their impact and likelihood in accordance with the Council’s Risk Management Strategy:-

Description of Risk
Impact
Likelihood

1
Failure to deliver efficient and effective services
III
D

2
Failure to achieve level 3 in ‘Use of Resources’ judgement
II
D

Note: 

1.
For the meaning of the assessment score see the key to the matrix in paragraph 10.2 below.

2.
For the definitions of ‘catastrophic’, ‘almost certain’, etc, see the extract from the ‘Risk Management Strategy Statement’ at the end of the agenda.

10.2
The above risks have been prioritised in the matrix below.  The Council has determined its aversion to risk.  It is prepared to tolerate risks where the combination of impact and likelihood are shaded in the bottom left in the table below.  The remaining risks require management and monitoring.  Those combinations of impact and risk shaded centrally below are less time critical but those shaded to the right require immediate management and monitoring.

Likelihood
A





Impact
Likelihood


B





V = Catastrophic
A = Almost Certain


C





IV = Critical
B = Very High


D

2
1


III = Significant
C = High


E





II = Marginal
D = Low


F





I = Negligible
E = Very Low



I
II
III
IV
V

F = Almost Impossible


Impact





10.3

An action plan for the first strategic risk was agreed by the Executive Committee on 6 February 2006 and has been included in the Corporate Development service plan. An action plan has been drawn up to achieve level 3 of the Use of Resources Judgement. This risk is included in the Accountancy Practice’s risk register as part of their service plan.

11.  
Recommendation
11.1
That the Committee agrees the Value for Money Strategy Management Summary.  
11.2
That the Committee agrees the contents of Appendix 1 to the Management Summary.

11.3
That the Committee agrees the Council’s approach to Benchmarking included in Appendix 2 to the Management Summary and

a)
requests the Resources Policy Panel to carry out headline comparisons and report back

b)
decides which services it wishes to benchmark during the current calendar year and requests the appropriate policy panel to carry out the benchmarking and report back to this Committee in good time for any service or budgetary implications to be included in service plans for 2007-2010.

11.4
That the Committee notes that further appendices (3 to 13) will be presented to it in due course.


Background Papers


None  

Report prepared by:
David Gardner – Director of Corporate Resources  

The recommendations contained in this report DO NOT constitute a KEY DECISION
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THREE RIVERS DISTRICT COUNCIL

VALUE FOR MONEY STRATEGY

MANAGEMENT SUMMARY

1.
Introduction

1.1
The Strategic Plan states that “the Council seeks continuous improvement and value for money”. This is re-iterated in its Best Value Performance Plan.

1.2
By ‘Value for Money’ the Council means the optimum balance between economy, efficiency and effectiveness. (See Appendix 1).

2.
Process

2.1
Under this strategy the Council proposes to:

· Systematically review services for VFM by:


Benchmarking services for efficiency using comparative data from the private and public sectors (Appendix 2)


Achieving budgetary targets through tight budgetary control and good project management (Appendix 3)


Maintaining the policy of competitive tendering and adopting best procurement practices (Appendix 4)


Minimising waste and achieving efficiency improvements year on year (Appendix 5)


Paying for service improvements from savings in other areas (Appendix 6)

· Measure service quality against external objective quality standards such as:-



The government’s Charter Mark scheme (Appendix 7)



Investors in People (Appendix 8)



Nationally published Best Value Performance Indicators (Appendix 9)



Locally determined performance indicators (Appendix 10)

· Achieve VFM by working with the Local Strategic Partnership and other partners (Appendix 11). 

· Achieve VFM by listening to the views of residents, service users, and businesses, and by dealing efficiently with complaints so that problems can be put right quickly (Appendix 12).

· Promote equality of opportunity (Appendix 13).

3.
Supporting Documentation

3.1
Attached to this document are the appendices referred to above which provide further information and evidence, or pointers to evidence, that the Council is achieving VFM.

APPENDIX 1

VALUE FOR MONEY – DEFINITIONS

Value for Money is the relationship between economy, efficiency and effectiveness. The Council has adopted a simplified version of a model prepared by the Audit Commission:-
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Economy

is represented by the cost, i.e. the price paid for services.
Efficiency

is a measure of productivity – how much you get out (outputs) from what you put in (inputs).

Effectiveness

is a measure – qualitative or quantitative – of the impact (outcome) achieved. Outcomes should include aspects of equity.

The Council’s Approach

Value for Money is high when there is an optimum balance between relatively low costs, high productivity, and successful outcomes. 

Whilst the Council aims for economy, low cost does not in itself guarantee VFM. It has to be considered in the light of the quality achieved. 

High productivity is achieved when outputs are high in comparison with inputs. A cost can be made comparable with other authorities if it is expressed as a unit cost, e.g. cost per head of population or cost per property. For measuring productivity the Council will start by expressing inputs in terms of unit costs. In terms of outputs, there are many statistics collected nationally, e.g. best value performance indicators that can provide a comparative measure.

Most outputs do not provide good measures of successful outcomes. To illustrate this and explain the Council’s approach, let us look at how VFM might link to the Council’s Strategic Plan. 

The Strategic Plan is set out in a hierarchical manner under five headings – safe, sustainable, prosperous and healthy communities, plus corporate governance. At the top level (Level 1) are outcomes, e.g. we want to conserve resources. At Level 2 are objectives which the Council needs to achieve in order to realise the outcomes, and at Level 3 are activities that the Council undertakes in pursuit of the objectives.

There are then a number of day to day services / tasks that contribute to the activities in the Strategic Plan. (There may be more than one service / task for each activity). These services / tasks are normally associated with a cost centre for accounting purposes.

Shown below are two activities contributing towards the achievement of the strategic plan:-

Service / Task
Strategic Plan

Activities

(Level 3)
Cost
Input Measure
Output Measure
Strategic Plan

Outcomes

(Level 1)
Outcome

Measure

The provision of free swimming to all under 18 children during school holidays
Ref: 1.3.2.1

Increase attendance at a range of facilities, activities and events
£20k p.a.
Cost per number of targeted youths
%age of targeted youths attending free swims
We want to reduce the number of incidents of violence
Quantitative assessment  of the reducing numbers of violent incidents committed by youths.

Waste Collection & Disposal
Ref: 2.1.1.1

Optimise recycling and waste reduction opportunities
£2.8m p.a.
Cost per head of population
Recycling Rate (BVPI)
We want to conserve resources
Qualitative assessment that the Council is good at conserving resources achieved by MORI research.

The table illustrates how an outcome measure will vary from an output measure.

The Council’s Corporate Development Unit will collate data on outcomes. This may be qualitative (e.g. satisfaction levels from a customer survey or MORI poll) or quantitative (e.g. a measurable quality of life indicator).

There may be a number of Level 3 activities contributing to the high Level 1 outcome in the Strategic Plan. Evidence of their efficiencies might be used to inform a qualitative survey on outcomes.

To achieve the balance between costs, high productivity, and successful outcomes, the Council will:-

· aim to drive down costs subject to acceptable quality

· Measure inputs against outputs to determine efficiency

· Collect qualitative and quantitative information to assess outcomes.

APPENDIX 2

BENCHMARKING

Introduction 

The purpose of benchmarking is to compare the Council with other organisations so that it can learn from them how to improve its economy, efficiency and effectiveness.

Statistical Tools - The Use of Regression

Linear regression is a statistical tool used to determine whether two (or more) variables are linearly related. Suppose you want to determine the relationship between council expenditure and the number of properties in a district, and you have the data from a number of authorities (observations). The general form of the relationship is:

Yi = a + bXi  + errori

Where

Yi  = value of Y (expenditure) for observation i

a = average value of Y (expenditure) when X (number of properties) is zero

b = average change in Y (expenditure) given a one unit increase in X (number of properties)

Xi  = value of X (number of properties) for observation i

errori  = portion of Y (expenditure) that is unrelated to X (number of properties), i.e. due to other factors.

One statistic resulting from the regression, called the “Adjusted R Square” determines how strong the relationship between expenditure and the number of properties is. The nearer to 1 the adjusted R square figure is, the stronger the relationship. A value of 0.4 would indicate that about 40% of expenditure is determined by the number of properties and 60% by other factors. 

The Council’s Approach

In the first instance, the Council will use regression techniques to help it benchmark its efficiency against other public and private sector organisations.

This can be done at authority level (headline comparisons), for a group of services, or at service level.

The process will be that:-

1. In all cases an input measure will be determined. This must include as a minimum the cost of the service, but should ideally reflect a cost per property, per head or other appropriate unit determined as being appropriate through linear regression techniques. The input measure should be capable of benchmarking with other organisations.

2. An output measure will be agreed which could be the number of units of service provided or a best value performance indicator capable of benchmarking with other organisations. 

It should then be possible to plot the Council’s position in respect of other authorities, and carry out a further regression to determine whether the measure of efficiency is appropriate e.g.:-
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Note that whilst Authority A’s costs per head of population might be less than Three Rivers this has to be considered in the light of the output achieved. (In this case a best value performance indicator measured as a percentage).

Note also that Authority A, whilst being cheaper than Three Rivers might not be achieving the output expected of an authority incurring its level of expenditure, whilst Three Rivers is performing well in that respect.

The Council should be driving costs down and outputs up to improve efficiency. The direction of travel over a period of time should demonstrate this. 




VALUE FOR MONEY





Effectiveness





Efficiency





Economy





COSTS


The price paid for services





INPUTS


e.g. Cost per Unit





OUTPUTS


e.g. Units of service provided





OUTCOMES


The impact achieved





Input (Y)


(Y)








Cost per Head of population (£)





Output (X)





BVPI (%)





Line of ‘Best Fit’





Authority A


X





Three Rivers


X





Direction of Travel








C:\Documents and Settings\beetoa\Local Settings\Temporary Internet Files\OLK2\Executive Committee - 060605 - VFM Strategy.doc
Version 1 – March 2006.

