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Appendix 3
	 Column 1
	Column 2
	Column 3
	Column 4
	Column 5 

	Fundamentals of strong financial management 
	Consultant Recommendations
	Position of 2010 Rotherham at 30.06.08
	Future development needs / timeline
	Position of 2010 Rotherham at 23.09.08

	1.   Financial governance and leadership

	1) The quality of financial governance and leadership within an organisation, the tone from the top, is critical to achieving top class financial management. Clearly, good basic systems, processes and controls are also important, but it is the overall financial culture of the organisation that really makes the difference.

	Have an agreed organisation development strategy which …:

-  identifies the generic competencies required of managers, establishes a training needs analysis and delivers a programme of development activity, including induction, which supports and embeds the strategy.

KPMG – April 2008
	
	Organisation Development review included in the Business Plan. Will aim to include ‘culture’ issues.
	Organisation Development Review is included as one of the key strategic priorities (SP8) to be delivered by the business in 2008-09. The Project Initiation Document (“PID”) for this is scheduled to be presented to the Executive Management Team by 21 October 2008. 

	2) In most public sector organisations, the chief executive is the accountable officer for financial performance. Most organisations also appoint a designated director of finance (FD). Normally, this individual will be a member of the board or equivalent. In most respects this is a strength, but the existence of such a formally designated post can also have its drawbacks. It tends to encourage the view that finance is the FD’s problem and not something that other members of the top team need to worry about or, alternatively, that where things go wrong it is that individual’s responsibility to sort them out. This attitude can contribute to corporate failure. All members of the top management team, both executive and non-executive, need to accept individual and collective responsibility for the stewardship and use of resources and for financial accountability to external stakeholders. Clearly, the designated FD has a key role to play, but as part of a collective effort.

	Recruit an experienced Finance Director reporting to the Chief Executive

Grant Thornton – May 2008


	Chief Executive is the accountable officer.

No FD, finance function embedded within Business Development Directorate. If Chief Executive is not qualified accountant, then most senior qualified post will be Assistant Director level but this position is part of the SMT and sits on Board and Board Committee meetings.


	Review of Organisation Structure included in the Business Plan

	Review of Organisation Structure is included as one of the key strategic priorities (SP9) to be delivered by the business in 2008-09. The Project Initiation Document (“PID”) for this is scheduled to be presented to the Executive Management Team by 21 October 2008.

	3) So the key factors that impact on financial governance and leadership are:

· culture: 
4) Top management needs to create and maintain an organisational culture that takes seriously individual and collective responsibilities for the stewardship and use of resources and financial accountability to external stakeholders. This culture should value and develop financial skills.

	See number 1 above
	
	
	

	5) The whole organisation needs to recognise that it has collective responsibility for financial matters, and that it is not just the responsibility of the FD and the finance department. The FD is only one member of an integrated management team. Top management needs to be financially literate and fully understand the financial environment in which the organisation operates. It must set out clearly the collective and individual responsibilities for financial management and related delegations need to be set out clearly in a framework of accountability for financial matters. Top managers must also ensure that they are seen to be taking their financial management responsibilities seriously.


	
	This has evolved considerably in the last 6 months especially at SMT and Board level but considerable further work is required to embed financial accountability within the lower tiers of the organisation and for these staff to consider financial matters as part of the day job.


	Need to commit further resources to develop financial skills and awareness across the organisation.

Ongoing


	Revised Financial Regulations were approved by the Audit Committee in January 2008.
Training has been provided to managers and Board during the last 12 months.  Further structured training, delivered by external consultants, is being provided to IHSP managers in September and October 2008. 

Further structured training has been included as Objective 1, within the Strengthen Financial Management PID and will be delivered between October 2008 and March 2009. 



	6) One member of the top team should have personal responsibility and accountability for leading and advising colleagues on financial issues. This will usually be the FD, who should normally be a qualified member of a professional accountancy body.


	
	This is the Director of Business Development (but not financially qualified)
	Look seriously at appointing an experienced FD as part of the organisation structure review.

December 2008
	Review of Organisation Structure is included as one of the key strategic priorities (SP9) to be delivered by the business in 2008-09. The Project Initiation Document (“PID”) for this is scheduled to be presented to the Executive Management Team by 21 October 2008.

	7) The board or equivalent may establish a sub-committee to be responsible for financial management issues (for example, a finance committee). However, it is important to emphasise that, while the sub-committee may have more time and resources to focus on finance issues, ultimate responsibility rests with the board or equivalent and cannot be delegated.


	
	Financial Management reported to  Resources and Asset Management Committee and Board 


	
	

	8) An essential element of good financial governance is an effective audit committee.  

	
	Established Audit & Governance Committee


	
	

	9) An excellent finance team is essential, but good financial management cannot be achieved by the finance department alone. The finance team has a role in supporting and advising operational managers on financial matters, but these operational managers remain accountable for the financial performance of their own service area. This principle should be reinforced through setting objectives for financial performance within operational managers’ performance objectives, and then ensuring that they are held to account for performance against them. Finance staff’s objectives should include the need to support and advise their colleagues. This will ensure an organisational culture in which individual, as well as collective, responsibility for financial management is developed and fostered.


	Identify the generic competencies required of managers in terms of managing money, people and performance at each level of the organisation
KPMG – April 2008


	Financial training for business managers provided. Further ongoing training is necessary and is being provided. 


	Part of organisational development review.

In the short term, ensure that financial management / performance for operational managers is included within their performance objectives so that it is treated as part of the day job. 

With Immediate effect


	Review of Organisation Structure is included as one of the key strategic priorities (SP9) to be delivered by the business in 2008-09.
Training has been provided to managers and Board during the last 12 months.  Further structured training is being provided to IHSP managers in September and October 2008. 

Further structured training has been included as Objective 1, within the Strengthen Financial Management PID and is to be delivered between October 2008 and March 2009.


	10) In order for a finance team to be able to provide suitable financial support, the finance department itself needs to be adequately resourced, informed and have a culture of best practice. Finance staff need to be appropriately qualified. They should have regular training and undertake continuing professional development. There should be a clear strategy for developing the department (for example, training plans, succession planning and plans for developing capacity). Robust quality assurance arrangements should be put in place, covering all aspects of the work of the finance function. A strong finance team will also provide challenge and help to ensure accurate reporting of performance against plans.


	The finance team should be strengthened

Grant Thornton – May 2008

Have the internal capacity capacity to drive improvement and provide development opportunites

KPMG – April 2008
	Until September 2007, Finance team comprised of Assistant Director plus two staff, one of whom was a long serving agency. The team was strengthened by a net one finance officer in September 2007 and by two further positions in June 2008. The current set up is considered to be appropriate for the business.

The team is appropriately qualified and experienced but is relatively new and needs coaching and ongoing professional development and training.


	Coaching / ongoing development training for finance team on technical and commercial areas.

As required

The department has a Service Plan with clear direction but training plans, development needs and regular training are not adequate. QA arrangements also need to be strengthened. This will be possible with the additional resources.

August 2008
	Finance Team strengthened to six staff including Finance Manager. Changes in departmental responsibilities provide more scope for review and process improvements. Ongoing coaching and professional development will be provided on a needs basis. 



	1) development of financial skills: 

11) Financial management responsibilities are now widely diffused and are not the exclusive interest of the director of finance. This demands a high degree of financial literacy from managers throughout the organisation. With this in mind, top management needs sufficient financial training to enable it to carry out its role effectively. The board or equivalent should review its own effectiveness and a tailored training programme should be developed to address any areas of weakness. Each organisation should also consider the level of financial skill required for different tiers of management below board level or equivalent, and ensure that regular financial training is provided accordingly.


	Identify the generic competencies required of managers in terms of managing money, people and performance at each level of the organisation

KPMG – April 2008


	Some financial training provided to Board Directors and operational Managers in 2007-08.


	Further tailored training is required for Board and operational managers/directors to significantly increase the financial literacy throughout the organisation.

September 2008 onwards


	Training has been provided to managers and Board during the last 12 months.  Further structured training is being provided to IHSP managers in September and October 2008. 

Further structured training has been included in the Strengthen Financial Management PID:

Objective 3 – Managers

Objective 12 – Board 

	· challenge on financial matters:

12) All organisations should foster an environment where there is routine challenge of financial assumptions and financial performance.


	
	
	
	Further structured training and individual one to one meetings with managers included in the Strengthen Financial Management PID – objectives 2 and 3.



	13) Across the organisation there should also be a culture where operational managers are comfortable raising queries and contributing to the development of financial strategies and plans. This challenge could help to prevent issues arising and assist in responding in a timely manner to adverse variances from budget. Finance staff will help prepare strategies, budgets and financial information, but will not be as knowledgeable as operational managers about potential service developments, changes in activity level, the likelihood of specific events occurring and other operational matters.


	
	A considerable amount of training has been provided by the finance team to operational managers but much more needs to be done.


	The level of challenge from operational managers is inadequate resulting in weak budgets and financial/business plans. Further tailored training is required.

August 2008 onwards

Will also be covered by organisation development review.
	Training has been provided to managers and Board during the last 12 months.  Further structured training is being provided to IHSP managers in September and October 2008. 

Further structured training and individual one to one meetings with managers included in the Strengthen Financial Management PID – objectives 2 and 3.



	14) Challenge on financial matters is crucial at board level or equivalent. Non-executive and executive directors should provide constructive challenge to financial plans and financial performance. This reinforces once again the need for members of the board or equivalent to have financial skills.


	
	Too many items on Board agendas mean that not enough time is available to consider important financial budgets and plans.


	More time needs to be given to important financial items such as budgets and business plans. As above, need more effective and robust challenge of budgets, accounts and projections.

September 2008 onwards


	The 2009-10 budget timetable has been stretched to allow time for directors and managers to provide more effective review and challenge.

	15) External and internal auditors are another mechanism for challenging the organisation on financial plans, assumptions and performance, as well as financial procedures and processes. Auditors’ reports should be considered by the organisation’s audit committee in the first instance, but reports that highlight significant issues or failings should also be considered by the organisation’s board or equivalent. Action plans relating to these reports should be incorporated into the organisation’s own performance management system to ensure that the actions are implemented and monitored as appropriate and are owned by the organisation.


	
	The company has an effective internal audit function and audit plans and reports (internal and external) are considered by Audit Committee. Action plans are a product of the audit reports and are incorporated into the company’s performance management.


	Performance monitoring of the operational action plans needs to be strengthened.

July 2008 


	Review of Action Plans formalised by including these on Committee Agendas.

	16) Financial management arrangements themselves should be subject to challenge and review by top management to ensure that they remain robust in a constantly changing environment and are fit for purpose.

	The IHSP strategy should be reviewed in the light of this report and a revised strategy brought to Board by the end of June 2008 setting out an Action Plan (with specific targets and milestones) for improving operational performance.

Progress against this Action Plan should be kept under regular review by the Board
	
	June 2008
Ongoing post June 2008
	Plan for IHSP strategy to be revised by October 2008 



	2.   Financial planning

	17) Financial planning needs to be linked to the organisation’s strategic and corporate planning processes – the financial plan (budget) is simply a quantitative expression of a plan of action. As such, financial plans should reflect the organisation’s key strategic priorities. Annual financial plans, integrating current expenditure plans and investment programmes, with cashflow and balance sheet projections, should be developed in the context of a longer-term financial strategy, which supports the organisation’s strategic plan.


	(1) Sieze the agenda in terms of setting a clear direction for the organisation and prioritising activity – this should go beyond 2010 and ensure that the organisation has a medium to long term planning horizon

(2) Ensure that the planning process is structured around a set of agreed, widely understood and measurable objectives 
(3) Clarify the linkages other plans and strategies

(4) Build the performance management framework to reflect the objectives and priorities

KPMG – April 2008
	Now have Annual Budget and 5 year Business Plan incorporating key strategic priorities. 
Capital budget produced in association with RMBC.

A very comprehensive Performance Management Framework is in place  


	All plans are Profit and Loss only – no budgeted Cash Flow or Balance Sheet produced. These should be considered for future budget rounds.

2009-10 Budget round

The 5 year Business Plan is produced as part of the business planning / budgeting exercise. 

2009-10 Budget round


	The 2009-10 planning process has been refined to allow Strategic Plans, Service Plans and departmental Budgets to be linked.  

Further improvements included in the Strengthen Financial Management PID:

Objective 4 – planning

Objective 11 – Bal Sheet



	In world class organisations, financial planning:

· is delivered through a robust planning process; 

· is medium to long term; and 

· integrates capital, revenue and treasury management planning.


	
	
	
	

	18) Financial planning and budgeting should be linked directly to the organisation’s strategic and corporate planning processes. While the budget normally relates to a single financial period, financial planning is not just about predicting the numbers over a particular time period. It is about the whole financial process, including links with other planning cycles in the organisation (for example, service planning) and arrangements for monitoring financial performance, including by whom and how the organisation will respond to variances.


	
	The annual budget process was more robust than in any previous year but the 5 year plan and budget were not linked.

Service Planning also post dated the budget process. Need better linkage.


	Need better linkage between Service Plans, 5 year Business Plan and Budget. Budgeted Cash Flow and Balance sheets should also be produced.

2009-10 Budget round


	The 2009-10 planning process has been refined to allow Strategic Plans, Service Plans and departmental Budgets to be linked.  

Further improvements included in the Strengthen Financial Management PID:

Objective 4 – planning

Objective 11 – Bal Sheet



	19) The process for preparing a financial plan and budget should be clearly set out and understood by all those involved in management from the top down and where necessary, this should also include external stakeholders.
	
	Budget instructions, templates and approach were documented. Roll out included group and one-to-one briefings and training sessions with budget managers. RMBC was consulted on assumptions, process and timetable to align the budgeting exercise with the corporate timetable.


	Need to engender greater ownership by business managers.

September 2008

	The 2009-10 planning process will once again be a business wide activity allowing managers to set their own budgets within agreed strategic parameters.

PID objective 2 & 4

	20) It is important that the mechanics of budget preparation are made as straightforward and efficient as possible. Other approaches to budgeting include rolling forecasts or rolling budgets, which take less time to prepare and are more flexible.


	
	A rolling forecast is produced but only to end of current financial year.


	Business is not yet ready for rolling 12 month forecasts.

July 2009


	Outside scope of PID

	21) The financial plan and budget should be robust and realistic. Top management has a key role in challenging the underpinning assumptions and the robustness and realism of forecasts.


	
	SMT/EMT was involved in challenging 2007-08 budget but not adequate time for effective challenge of 5 year plan.


	
	The 2009-10 budget and business plan process provides more time for senior management to review and challenge the assumptions, robustness and results of the process.

	22) Following the completion of the financial planning and budgeting process, the outcomes and strategy agreed by the board or its equivalent needs to be communicated to relevant staff, to ensure that they understand their role and responsibility for delivering them.


	
	Budgets rolled out to budget managers and input into Cedar before year end. 


	Medium to long term strategy needs to be agreed and rolled out as part of the budget setting process so that there is better linkage.
2009-10 Budget round
	The 2009-10 planning process has been refined to allow Strategic Plans, Service Plans and departmental Budgets to be linked.  

PID objective 2

	23) The budget and longer-term financial plan is a quantitative expression of the organisation’s plan of action and as such should reflect the organisation’s key strategic priorities and objectives both for the year and the longer term. For this reason, financial planning cannot be carried out in isolation from the service-planning process; the two must be integrated. The budget should be developed in the context of the organisation’s longer-term financial strategy.


	
	
	
	The 2009-10 planning process has been refined to allow Strategic Plans, Service Plans and departmental Budgets to be linked.  



	24) Top management has a key role in challenging the underpinning assumptions and the robustness and realism of forecasts.


	
	SMT/EMT was involved in challenging 2007-08 budget but not adequate time for effective challenge of 5 year plan.


	
	

	25) Financial planning should include modelling of different scenarios (for example, best case, worst case and most likely) not only to predict financial outcomes, but to allow top management to develop strategies to avoid or mitigate the risks identified and be proactive about managing them. This should include identification and scoping of expected financial pressures and profiling of costs and cashflow over time to identify when action should be taken or when additional resources may be required. It will also allow for reasonable contingency reserves to be built into financial plans. For these reasons, financial planning should also be integrated with risk management within the organisation, to ensure that the financial plans take account of the organisation’s risk registers and strategies and that these in turn fully reflect financial risks


	
	Some limited scenario modelling carried out around level of management fee.

Financial plans not adequately linked to risk assessment.

Very limited contingency reserves included with budget due to pressure to improve services without significant increase in revenues. 


	Scenario modelling to be considered in future budget rounds if appropriate.
2009-10 Budget round and specific projects as required
Seek agreement with RMBC to carry contingency reserves in 2010, especially IHSP. 
July 2008


	Unlikely to be possible for the 2009-10 Budget round but on Strengthen Financial Management PID for delivery by September 2009 PID objective 6.

This is to be discussed with RMBC as part of the “Use of Surpluses” discussions in September / October 2008.

	26) It is vital that the finance department understands the services that it is supporting. A key part of the financial planning cycle is for finance staff to go out and meet the people who are involved day-to-day with managing and delivering services. These are the people who will know most accurately the likely performance of each service area, and this information will be crucial for predicting different scenarios for inclusion in financial plans and the budget. 


	2010 should ensure that the budget for 2008-09 is clearly understood by budget holders, EMT and the board and that any future large variances are adequately explained.

Grant Thornton – May 2008
	Finance plans produced by operational managers. Extensive liaison and dialogue between Finance and budget managers.

On an ongoing basis, Finance team attend business operational meetings. There is frequent and regular contact between finance  


	
	

	27) For an organisation to manage its financial health effectively, an annual budget is not sufficient. It needs to develop its budget in the context of a longer-term financial plan that includes a rolling forecast (for example, covering three to five years) that is updated at least annually. Long-term planning enables top management to see the impact of trends over a number of years and supports longer-term decision making. When preparing this longer-term plan, the board should focus on the organisation’s strategic objectives, where agreeing additional or shifts in investment can bring about real improvements in performance and service delivery. The financial plan should clearly set out the sources of funding to deliver the strategic objectives.


	
	5 year Business Plan now in place.


	Forecasting needs to improve and a rolling forecast process to be developed.

September 2008
	A budget refresh to capture the key changes since the budget was set is scheduled for late September / early October 2008. A further refresh is being considered for November / December 2008. A formal quarterly refresh process will be introduced from July 2009. 

PID objective 4

	28) Longer-term financial planning should include a rolling programme reviewing the major service areas within the organisation. The annual planning process should follow this up by assessing the extent to which plans have been delivered, why variances occurred, and whether planned benefits have been realised. This information should be used to produce better and more accurate plans in future periods.


	
	Neighbourhoods reviewed in 2007. Asset Management structure reviewed in 2007. Ongoing review of organisational structures.
	No formal process in place to review and assess the extent to which plans and planned benefits have been delivered.

September 2008 


	The business now has a 3 year business plan which will be updated each year. This update will review and assess the performance of each service area in the previous year and the delivery against the Company’s strategic priorities.

PID objective 4



	29) The financial planning process itself should be the subject of continuous review. CIMA and the ICAEW note that ‘research shows that over 60 per cent of companies claim they are continuously trying to improve the budgeting process to meet the demands set for management in creating sustainable value’. A world class organisation should be constantly revising and improving its financial planning process so that it continuously adds value to the organisation wherever possible.


	There could be more use of process mapping or process simplification to drive efficiency
KPMG – April 2008


	Significant improvements made in the 2007-08 budgeting and planning round over previous year. Currently developing the forecasting process to improve accuracy. Also, looking at Applix again.


	Review current financial processes to improve efficiency

August 2008
	The extent of work required on the ROCC upgrade and handheld roll out has not allowed resource for this review. 

It has been included in the PID as objectives 2 & 5

	30) Financial planning should be an integrated process, considering the impact on all the main financial statements (income and expenditure account, balance sheet and cashflow statement). None of the primary financial statements can be considered in isolation, instead the impact of financial plans, budgets and strategic objectives should be linked through to all of them. The impact of major investment decisions (capital and revenue) should also be clearly apparent.


	
	Financial planning and budgeting focuses on profit and loss account only.


	Need to adopt an integrated approach to include all balance sheet and cash flow.

January 2009. Will only be possible after 2010 have independent financial ledger


	The first reconciliations were received from RMBC on 12 September 2008. Significant work is required by both RMBC and 2010 to get to a position where a monthly balance sheet for 2010 can be produced without an independent General Ledger for 2010. End of Jan 2009 remains a target for Balance Sheet, cash flow is likely to take longer. A paper setting out proposals for an independent ledger will be taken to the October 2008 RAAM Committee. 

PID objective 11 - Bal Sheet PID objective 10 –independent ledger

	31) The financial plan should be prepared in a format as close to that used for external reporting as possible so that top management can see the predicted outturn position as it will appear to external stakeholders. This should again cover all the primary financial statements. The same format should also be used for the highest level of financial reporting at the organisation. 


	
	Financial Plan / Budget follows Management Accounts format. Statutory accounts format not considered appropriate. 


	
	

	3.   Finance for decision making

	32) In the private sector, an organisation needs to understand its cost profiles, drivers and behaviours if it is to set prices for its goods and services that enable it to stay in business. In the public sector, costing is a comparatively underdeveloped practice. However, the current focus on securing greater efficiencies and value for money mean that top management will need to pay increasingly greater attention to costing and project appraisal techniques in order to provide decision makers with better information.

	
	
	
	PID objective 8.

	33) For an organisation to be successful, strategic and operational plans need to be based on an understanding of the financial implications of allocating resources to different activities. This requires an organisation to:

· understand its cost profiles; and 

· have robust investment appraisal and project management processes.


	
	
	
	PID objective 8.

	34) Organisations need a rigorous process to build up and analyse cost information across the range of services they provide. This should include an analysis of the cost drivers for each service, considering, for example, if costs increase in line with activity, if they are stepped costs or if they are relatively fixed overhead costs. There should be a clear understanding of what factors influence an organisation’s costs. This analysis should be used to understand how cost profiles have changed and what the drivers for this have been. Only once these factors are understood can an organisation understand the financial impact of strategic and operational plans.


	
	A good understanding of costs and the build up of costs within IHSP but not rest of business.


	Need to develop a unit cost matrix for Management and Capital Management fee services.

September 2008


	The extent of work required on the ROCC upgrade and handheld roll out has not allowed resource for this review. 

It has been included in the PID as objective 8, revised delivery date March 2009.

	35) Cost analysis should not be a one-off exercise. Costs should be analysed at regular intervals, as they will be subject to change. Managers should be kept up to date as to the nature of the costs they are incurring, how they are expected to change over time and how they can be influenced and controlled. This should include an analysis of variances that have arisen to understand why costs have differed from those budgeted and how this can be addressed. Budgets may also require updating as costs change. Areas of high cost should be identified, scrutinised and reviewed on a regular basis to ensure that the organisation is achieving value for money. Summarised cost information should be presented to the board or equivalent on a regular basis.

	The Board should formally seek to negotiate an amendment to the way in which RBT works to ensure that the IHSP receives a fair and equitable share of procurement savings generated by the venture. This will be necessary to improve the financial viability of the IHSP and also to enable it to compete more effectively in any testing exercise

Grant Thornton – May 2008
2010 should receive the report from KPMG on charging structures and use this to seek an increase in the IHSP charge out rates

Grant Thornton – May 2008
	The RBT contract is being re-negotiated by RMBC

Initial meeting held with Michelle Musgrave in February 2008 as part of the 2008-09 Budget exercise

Further meeting scheduled for 4 July 2008 with Michelle Musgrave
	2010 is negotiating its own share of procurement savings through review and monitoring of the SLAs. The share for 2008/09 has been agreed and discussions will aim to improve 2010’s share further for next year. Discussions – October 2008
It is expected that market testing could significantly affect the current arrangements

Agree and implement new rates  

July 2008
	Circa £350k per year savings were negotiated in the Feb 2008 meetings on SLAs.  A quarterly review of SLAs is now in place to review performance and identify further savings.  

Agreement has been reached to move to the Nat Fed Schedule of Rates and to use the 2007-08 prices.  A further meeting is scheduled for 18 September to agree the uplift percentage to apply to the 2007-08 prices.



	36) Organisations should also benchmark their costs wherever possible to ensure that they are securing value for money. This can be incorporated into regular monitoring reports, or can be carried out through a rolling programme of larger-scale benchmarking. All organisations should consider carrying out a programme of benchmarking, looking at key inputs and outputs and comparing them both internally and externally. The ICAEW has described benchmarking as ‘an ongoing learning experience that emphasises the discovery of best practices and the adaptation of these practices for superior performance.


	2010 should agree a market testing strategy for the IHSP with the Council and ensure that the strategy is delivered through regular review of progress.

Grant Thornton – May 2008


	Market Testing forum involving Board Members held in June

Participate in the annual Housemark and APSE benchmarking exercises and also compare with a basket of other indicators.
	Formal decision required by 2010 Board. Seek to resolve way forward with RMBC

August 2008

Need to make better use of Benchmarking information in monthly reporting.

We should also look at some of these indicators on a monthly basis rather than purely as part of the annual exercise.

October 2008

	Completed. Board recommendation to proceed with Option 4, a JV approach. Cabinet (member) approval to be obtained to proceed with this option.

This is included in the PID as objective 8 – revised delivery March 2009.

	Investment appraisal and project management

37) All new investments, whether capital or revenue, should be subject to a robust investment appraisal process, which evaluates their relative costs and benefits, both financial and non-financial. This assessment should consider the financial impact on all the primary financial statements over a medium- to longer-term period. This should include any capital spend, income generation, projected overall cost savings, additional costs and cashflow impact. For example, a capital investment project will need a thorough assessment of the whole life costs associated with it and the impact on income and expenditure and cashflow as well as the balance sheet.


	
	Business Case needs to be completed and approved by EMT for all schemes over £2,500. This includes a financial appraisal for the scheme.


	The financial appraisal is usually weak and needs to be developed especially in terms of balance sheet and cash flow.

September 2008
	This is included in the PID as objective 8 to be considered later in the financial year.

	38) Investment appraisal should also include a sensitivity analysis, considering what the risks are to the project, the likelihood of these risks crystallising and the controls that need to be put in place to mitigate the risks. Different financial scenarios should be considered and presented to top management to demonstrate the range of possible outcomes and to allow risk management strategies to be approved. Good investment appraisals, linked to a clear business case, will support decision making throughout the project.


	
	
	
	

	39) Following investment appraisal and a new project or strategy being approved, the new project should be monitored. The board, or equivalent, should develop and agree key indicators to ensure that the project is on track and that expected benefits have been realised. 


	
	
	Project appraisal is not well developed and is usually not carried out.

August 2008


	Not included in PID – overall process for delivering Strategic Priorities gives framework for initiating. Planning, implementing & monitoring projects.

	40) Following completion of a major project, a post-project review should be carried out to identify any lessons to be learnt from the process. This should consider what benefits were realised from the project and whether or not these were the benefits that were anticipated. This should also include an assessment of whether the planned value for money was achieved.


	
	
	
	Now implemented. ROCC post project review in process.

	4.   Financial monitoring and forecasting

	41) Having set its financial plans for the year, an organisation needs to monitor its performance against them. Budget monitoring is about more than just delivering the planned bottom line figure at the end of the year. It is about delivering against each of the constituent elements of the budget.

	
	
	
	

	42) So monitoring performance against the budget and accurate forecasting of projected outturn, to ensure that resources are applied on the ground and any variances can be managed in accordance with corporate priorities, is critical to achieving organisational objectives.


	
	
	
	Some improvements have been made in Management Fee and Capital Management Fee areas but further work is required to embed changes and to roll out process into IHSP. The Budget refresh in September / October 2008 will partly address this area across the business.

PID objective 13.

	43) Good in-year monitoring and forecasting is also critical to timely closedown and production of annual accounts, thereby meeting the organisation’s accountability to external stakeholders.

	
	
	
	

	44) A financial monitoring and forecasting system enables the management of an organisation to consider its financial performance and forecast outturn for a given period, identifying variances and trends. This enables corrective action to be taken to manage unfavourable variances or for favourable variances to be applied to corporate priorities. Financial monitoring and forecasting reports should lead to prompt action to investigate variances from the plan and take corrective action as appropriate.


	
	
	
	

	45) An organisation’s financial monitoring and forecasting system should:

· provide high-quality, accurate information on a timely basis; 

· cover appropriate financial and non-financial indicators; and 

· use integrated systems to record and produce information.

Providing high-quality, accurate information on a timely basis

46) The information that is provided by any financial monitoring and forecasting system will be used to measure the financial health of the organisation. It will also form the basis of operational and strategic decisions in both the short and long term. It is therefore vital that this information is accurate, but it must also be produced as quickly as possible to enable management action to be taken where necessary. In practice, there may need to be a trade-off between these characteristics.

47) In world class organisations, financial monitoring and forecasting packs may be available to top management and the board, or its equivalent, as soon as three days after a period end. The production of these reporting packs in this timescale requires robust period-end procedures, including the capture of accruals-based information and recognition of any other financial commitments.

48) Financial monitoring information will never be completely accurate due to the speed of production of the reports and the inherent uncertainties involved in estimating accruals. However, it is for each organisation to decide on what level of sensitivity is tolerable when considered against the need for timely reporting, what the monitoring information will be used for and the cost of preparing the information.

49) Good-quality forecast information should also be included within reporting packs. Trends should be analysed and extrapolated to demonstrate their impact, but forecasts should not just be based on historical data. Organisations need to be realistic about their future pressures and opportunities and incorporate these into forecasts of income, expenditure, cashflow and working capital. These in turn should be subject to risk and sensitivity analysis.

50) Reports should also include basic variance analysis and cost analysis (for example, unit costs or activity costs). Selected exception reports are also a useful tool for financial monitoring.


	2010 should ensure that all high profile Action Plans and recommendations from reports adopt a SMART format and that progress is reported regularly to EMT and the Board

Grant Thornton – May 2008
There are some unit cost comparisons by function but this could be extended

KPMG – April 2008
	A lot of transactions between 2010 and RMBC / RBT are journal driven. The journals are controlled by Central Finance so that the 2010 finance team are not in control of the 2010 General Ledger / accounts. 

2010 is reliant on RMBC’s cedar ledger and the ROCC job costing systems to generate financial monitoring reports. The monitoring reports have been improved quite considerably in the last 9 months to include full accruals accounting, the incorporation of WIP into the IHSP figures, and earlier transfer of capital included with revenue (and vice versa). 

Improvements have also been made to reporting timescales. A monthly reporting timetable has been produced and it is planned to produce monthly management accounts within 12 working days from month end.

Budget monitoring reports are sent out to budget managers on a monthly basis for Management Fee services and Trading Accounts for IHSP activities. All budgets are now on Cedar and budget officers have been trained to drill down into the ledger to investigate variances.

The management accounts focus primarily on financial information and information is presented in a tabular format. 

Non financial information and KPI’s are reported separately.
	2010 needs to be a separate company on the Cedar Ledger with distinct sales and purchase ledgers and its own bank account through which all receipts and payments flow. It will then be able to control its own balance sheet. This will allow the company to produce a P&L and balance sheet at the end of each month which will significantly increase the accuracy and reliability of the monthly management accounts.

A proposal was put to RMBC in October 2007 but was not supported due to resource issues. 

December 2008

Some further improvements need to be made to improve the accuracy of the monthly accounts and information in Cedar: 
· Post all accruals at month end into Cedar 

· Create a workaround the purchase ledger system to incorporate all unpaid invoices into accounts each month

· Improve controls over timesheets to ensure that all timesheets are received and processed more promptly

· Produce monthly  reconciliations of balance sheet control accounts to ensure all debtors are creditors at each month end are fairly stated.
August 2008

Reduce month end close down from 12 to 8 working days to speed up delivery of management information.

October 2008

Improve the quality of forecasts.

October 2008


	A paper setting out the proposals for an independent ledger will be presented to RAAM in October 2008.
PID objective 10.

Use of accruals has been actioned.

A report has been written to review time charged to jobs by operatives but it has not been possible to test and implement this due to backlog on processing of timesheets. The back log is planned to be dealt with by the end of October 2008.
It is has not been possible to improve and refine processes as expected due to need to commit resources the ROCC upgrade. New target date of March 2009.

As above – PID objective 13. Delivery revised to December 2008.

	Integrating financial and non-financial indicators

51) World class organisations integrate both financial and non-financial indicators to measure performance. They also keep it simple by using a limited set of performance metrics within each business process. These should be set by management and should be aligned to the strategic objectives of the organisation. The idea is to weed out the least important measures – experience suggests that 20 per cent of the measures provide 80 per cent of the useful information.

52) Reported indicators should be reviewed periodically to ensure that they remain relevant and provide the best way to monitor the overall performance of the organisation.


	
	Financial information presented at summary and detailed level providing of drill down facility.

KPI’s are agreed by Board and executive directors. Only 13 key KPIs but an increasing number of LPIs are beginning to evolve. The current suite of indicators is considered appropriate for business.

The suite of performance indicators have been reviewed in 2008.

Financial information reviewed by Resources and Asset Management Committee / Audit Committees. Performance Indicators reviewed by Performance Committee.


	At present financial and non-financial information is presented separately. 

1. Need to work to integrate these;

2. Need to align to corporate strategic priorities; and 

3. Consider reporting Financial Performance to Performance Committee to consolidate all reporting within one Committee

August 2008
 

4. Ensure that suite of KPIs remain adequate and relevant

January 2009


	PID objective 7.

Delivery date revised to March 2009.

	Integrating systems to record and produce information

53) A world class organisation will have an integrated approach to collecting and producing performance data, both financial and non-financial. In practice, this means that there will be a limited number of systems that interface with each other and that the same system producing historical data can also be used to provide forecasts and budget updates.

54) The systems used need to link across all the primary financial statements, covering income and expenditure account, balance sheet and cashflow/treasury management. This will help to prevent any errors or omissions in reporting. It will also reduce the amount of work required by the finance department to reconcile the different statements or to make manual adjustments. Non-financial information should be used as a basis for financial forecasts.


	A systems review should be undertaken to ensure that both 2010 and the IHSP have an appropriate independent financial management system in place for an organisation of its size.

Grant Thornton – May 2008


	Financial and performance information is derived from a number of different systems, Anite, ROCC, Cedar and Apex. There is also extensive use of spreadsheets and the Panagraph system is used to capture and report certain performance measures.

The key Financial  Systems are ROCC and Cedar and these appear to be well integrated.

2010’s financial information is maintained as a subset of the RMBC financial ledger. 2010 does not have a separate purchase ledger and most cash transactions initially processed through RMBC bank account.

Some key balance sheet control account reconciliations not produced regularly and given the ledger set can only be performed with support from RMBC.


	2010 needs to have its own General Ledger and subsidiary ledgers instead of being a department of RMBC. This will increase reliability, control timeliness of delivery of financial information. 2010 will also be able to generate a balance sheet and cashflow without resorting to RMBC and in line with 2010’s own reporting timetable. 

By December 2008

Production of monthly/quarterly balance sheet control account reconciliations by RMBC built in into revised Finance SLA..

July 2008

Need to improve alignment and integration of systems and to use the systems to generate the performance information. This will result in more reliable and timely information.

31 March 2009


	A paper setting out the proposals for an independent ledger will be presented to RAAM in October.

PID objective 10.

The first reconciliations were received from RMBC on 12 September 2008. Significant work is required by both RMBC and 2010 to get to a position where a monthly balance sheet for 2010 can be produced without an independent General Ledger for 2010. End of Jan 2009 remains a target for Balance Sheet, cash flow is likely to take longer. A paper setting out proposals for an independent ledger will be taken to the October 2008 RAAM Committee. 

PID objective 11 - Bal Sheet PID objective 10 –independent ledger
Objective 11

	55) World class organisations allow budget holders to access monitoring and forecasting information on the system or organisation’s intranet. This allows quicker analysis and response to performance information and should include the ability to drill down below the headline figures to the underlying data. The system should also be flexible enough to enable specialist reports to be designed where applicable and to be accessed at any time (not just period end) to give access to real-time information.

56) The financial system needs to be robust and reliable so that it is available when required and does not suffer from regular breakdowns or technical defects. The system should be tested and backed up regularly and subject to full business continuity procedures.


	
	Budget information by cost centre and nominal now entered in Cedar and available to all budget officers. 

Budget monitoring information is downloaded into excel by finance and circulated to budget officers monthly. 

Training has been provided to budget officers to allow them to interrogate Cedar and view and down load actual and budget information and to drill down into actuals to transaction level.  


	Further Cedar, ROCC and Excel training needs to be provided before budget officers will fee confident to be able to drill down and generate the required reports themselves.

Ongoing

The new ROCC Uniclass system has had a lot teething problems which need to be addressed as a matter of priority.

July 2008

Further process changes are being put in place to post all material accruals and prepayments into Cedar to increase accuracy and reliability of system generated figures. 

July 2008
	PID objective 2

Still ongoing

Completed.

	57) It is critical that internal and external reporting systems and processes are fully integrated. The system that produces the internal monitoring information should also be used to produce year-end statutory accounts and other external reporting information. Management should be able to see a clear trail between results reported internally during the financial year and those reported externally to stakeholders at year end, providing consistency of reporting. 


	
	Management Account performance and Statutory Accounts performance is aligned other than for the inclusion of FRS17 Pension Scheme disclosures.


	It is not possible to replicate year end close to each month end without 2010 having its own General Ledger. 

January 2009
	Independent ledger – PID objective 10.

	5.   Financial reporting

	58) To run the organisation effectively, top management needs up-to-date financial and non-financial performance information on a timely basis. It should be presented in a form that is tailored to user needs, is easy to understand and highlights the key financial issues that they need to be aware of. For its part, top management needs to provide timely, accurate and balanced information about its stewardship and use of resources and its non-financial performance to the organisation’s different stakeholders. Such information should be presented in a form tailored to meet their needs.


	
	
	
	

	59) In the public sector, the production of end of year accounts is still seen as a one-off exercise, whereas in the private sector the final accounts are simply the normal month 12 management accounts with some final year-end adjustments. In the public sector, the final accounts may often be the first occasion on which income and expenditure is properly accrued and a balance sheet is prepared.

	
	
	
	

	60) Timely reporting to stakeholders is a pre-condition of proper accountability. If public bodies are to achieve earlier year-end closure and publication of their annual accounts, they need to re-engineer their accounts production processes and their in-year monitoring and forecasting processes. Using the same set of financial information for both internal and external reporting purposes ensures consistency and enhances the quality of reporting to both internal and external decision makers.

	
	
	
	

	61) The basic principles of performance reporting apply to reports produced for the highest level of monitoring (board level) or for lower down the organisation (for individual budget holders), and to both internal and external reporting.


	
	
	
	

	62) Financial reporting (both internal and external) must be:

· tailored to the needs of the user or stakeholder; 

· presented on a timely basis; and 

· open, clear and concise.


	
	
	
	

	Tailored to the needs of the user and stakeholder  

63) Internal and external users of information will rely on a range of financial and non-financial information and indicators to support them in making their decisions.


	
	
	
	

	64) For internal reporting, the finance department should meet the recipients of reports and gain a full understanding of their requirements. This also allows the finance department to explain what information can reasonably be provided within the resources and timescales available. 


	
	Structure and content of reports discussed and agreed with Board, Business Managers and Budget Officers.


	Continue development of reports to meet user requirements

Ongoing
	This is an ongoing, iterative process. 

PID objectives 2 & 5.

	65) In order to decide what information they require, the users will need to identify the key factors on which they base their decisions. These key factors will normally relate to income and expenditure, as well as balance sheet and cashflow items, but may include benchmarking information and cost behaviour information to enable them to interpret and compare the performance of the organisation. Reports should also flag up emerging risks and opportunities as they are identified, to allow action to be taken where appropriate.


	
	Non financial information provided in commentary.

	Need to:

1. improve the quality of commentary in finance reports;

2. Integrate financial and non-financial performance

August 2008


	It has not been possible to make the desired changes due to resource committed to ROCC upgrade. Included in:

PID objective 5 and 

PID objective 7 

For delivery by 31 March 2009.

	66) Reports should include only that information that is required for a user to come to an informed decision. Too much information, or inclusion of irrelevant information, can be confusing and undermine the effectiveness of the decision-making process.


	
	Attempts made to provide tailored information.

	
	

	67) Information should only be provided for areas that are within the decision maker’s control and for which they are accountable. The financial performance of each individual area of the organisation should be included in at least one person’s objectives (usually the budgetholder), to ensure full and proper financial accountability of the organisation as a whole.


	
	Business split into 3 directorates and IHSP with responsibility at Directorate level for each area.
For 2008-09, responsibility for each cost centre delegated to budget managers / officers


	
	

	68) The board or equivalent should receive reports that cover the information they require to manage the strategic direction of the organisation. This should be linked directly to the organisation’s strategic objectives, and provide information to allow decisions to be made at the highest level. 


	
	Tailored information provided to Board.


	Review structure of future reports (especially to Executive Management and Board/Committees) to link to strategic priorities.

October 2008


	It has not been possible to make the desired changes due to resource committed to ROCC upgrade. Included in:

PID objective for delivery by end of February 2009.

	69) Similarly, reports to external stakeholders must be tailored to their needs. Organisations should seek their views as to what information is required to ensure that any reporting is as useful as possible. Clearly, there are mandatory reporting requirements as to what must be included in financial statements and annual reports. However, the principles of good reporting still apply and each body should tailor any external reports so far as possible to the appropriate local or national audience.

70) The principles of good-quality reporting include:

71) better – not more – information; 

72) the links between the information provided and the company’s stated strategy; 

73) quantified data that support qualitative statements; 

74) metrics that, where relevant, illustrate performance against peers; and 

75) where appropriate, a statement of future ambitions.


	
	Information provided to external stakeholders is tailored to their needs.


	
	

	76) Information produced for both internal and external purposes should be derived from the core financial systems. The benefit of using one key system is that it ensures there is only one version of the truth and that decisions throughout the organisation are being made consistently on the basis of the same information.


	
	All material accruals and prepayments now input into Cedar. This system is used for virtually all financial information.


	Continue to refine process to make system generated information as reliable as possible.

Ongoing

	Ongoing

	Presented on a timely basis 

77) For internal users to respond to any variances, information must be provided on a timely basis. This means that financial information should be produced as soon as possible following a period end. For decision makers, this may mean producing information on a daily, weekly or fortnightly basis, as well as for monthly senior management reporting packs. It will be for the decision maker, in consultation with the finance department, to decide on tolerable accuracy levels for the information, to ensure that it is not only timely, but accurate enough to support the necessary decision making.

78) Timely reporting is also important for external stakeholders. 

79) Speedier closedown at the end of the month/year also enables the lessons of the previous period to be quickly assimilated and ensures a firm basis for monitoring and planning in the future.


	
	There is a calendar for month and year end reporting. This requires financial information to be produced and circulated within 12 working days from period end.

Due to resource issues and lately system issues, the reporting deadlines have suffered. Two further staff have been recruited and the senior accountant who was off with a broken leg is now back. The system issues are being addressed
	The additional resources in finance will allow acceleration of the period end management accounts process and allow reporting to a shorter timetable. A revised timetable will be developed and circulated.

August 2008


	It is has not been possible to improve and refine processes as expected due to need to commit resources the ROCC upgrade. New target date of March 2009.


	Open, clear and concise
80) Internal decision makers in any organisation will not normally have the financial analysis skills of finance professionals. The way that information is presented to decision makers is therefore a critical professional responsibility. Reports should be clear, relevant and concise so they can be quickly and easily assimilated and understood by the user.

81) Reporting systems should be tailored to produce the information that is key to managing the business and that supports the critical decisions that need to be taken.


	
	As indicated above, the current suite of reports have been discussed and agreed with users.


	Revisit the management reports to improve clarity and relevancy.

September 2008
	Delayed due to reliability and full capability of reports out of new ROCC.

New target December 2008.

	82) As well as receiving high-level information, management should be able to drill down where necessary to access more detail, should they decide that an issue highlighted in a summary financial monitoring report merits further attention and investigation.

83) Management reporting packs should not be overly long and should not include a large amount of detailed data. Instead, they should be short and concise. They should include all of the key financial and performance indicators that management needs to understand the business performance.


	
	Budget managers/and officers have access to Cedar and ROCC as appropriate and have been trained to access and drill down. 

Management accounts pack is about 12 pages long, including commentary.

	Provide further training for users to make them more comfortable with access and drill down capabilities.

Ongoing on a needs basis 

Further develop the Management Accounts pack to improve clarity 
September 2008
	All users have been given training in the last 6 months but more training is planned on a needs basis.

Delayed due to reliability and full capability of reports out of new ROCC.

New target December 2008.

	84) The information should be provided in a format that allows the user to quickly identify the key messages. These key messages can be emphasised through the use of graphs or diagrams, ideally supported by narrative explaining the critical issues. The information should also offer high-quality, easy-to-understand commentary and analysis, which aids the decision maker in appraising the options available. This advice should be objective, setting out the financial implications of the possible options, allowing the decision maker to make an informed choice.


	
	Very limited use of graphs and diagrams.
	Consider use of graphs and diagrams in reports.

September 2008


	Some graphs have been included in management reports but more need to be considered.

	85) The tone of the written element of the reports is also crucial. Reporting should be transparent, containing both good and bad news. Where the performance of an organisation is falling below that expected, those who can make decisions to rectify matters need to be told the facts plainly and objectively. There should be sufficient commentary to explain the financial performance without leading the user to a particular decision. Monitoring reports should also highlight any financial risks and the sensitivities relating to particular risks.


	
	Reporting is transparent.


	
	

	86) For external stakeholders, information should also be presented in such a way that it is both relevant and useful to them. 


	
	
	
	

	87) Top management needs to take collective responsibility for the organisation’s published financial and non-financial information, particularly as an organisation’s accounts are the means by which the organisation provides an account of its stewardship of resources and financial performance to its stakeholders. The annual report also forms part of this accountability, and this report to external stakeholders should provide an objective, balanced and understandable assessment of the organisation’s activities and achievements and of its financial position and performance. 
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