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Report to 2010 Rotherham Ltd

ITEM NUMBER: 8
	MEETING:
	Board


	DATE:
	2 July 2008


	TITLE OF REPORT:
	Good Financial Management 


	ACTION REQUIRED:
	Discussion


	FINAL DECISION TAKING BODY:
	Board


	CLASSIFICATION:
	Public


	RECOMMENDATION(S):
	The Board is asked to note:

· the actions required to address the  recommendations of  KPMG and Grant Thornton

· the current position of the business compared with best practice in financial management

· the key areas requiring action to be taken as a matter of urgency

· the further actions required by the company in the journey to towards best practice
· the draft In House Service Provider recovery plan. 



	REPORT OF:

Contact details:
	Name: Colin Earl 
Job Title: Interim Chief Executive
Tel: 01709 33 4375
Email address: colin-2010.earl@rotherham.org


	EXECUTIVE SUMMARY:
	This report:

A    Identifies the features of strong financial management, where 2010 is in regard to the relevant standards and its plans for strengthening its arrangements.

B    Highlights the key priorities and actions that the Company needs to action as a matter of priority.

C    Provides a response to recommendations included in the KPMG and Grant Thornton reports.

D    Updates the Board on plans to recover the In House Service Provider deficit. 



	IMPLICATIONS:
	

	CONSULTATION:
	None


	FINANCE AND VFM:
	Direct financial implications relating the In House Service Provider deficit are set out in the draft recovery plan.

Financial implications arising from implementing recommendations in response to the various reviews completed will be identified as part of the response those recommendations.

 

	RISK:
	The risks associated with this paper are covered within the body of the document.  


	LEGAL:
	There are no direct legal implications resulting from this recommendation.



	PERSONNEL:
	There are no direct personnel implications resulting from this recommendation.


	ENVIRONMENTAL:
	There are no direct environmental implications resulting from this recommendation.


	EQUALITIES/DIVERSITY:
	There are no direct equalities and diversity implications resulting from this recommendation.



	Introduction

At its meeting on 5 June 2008, the Board asked for a report to be produced summarising the current state of financial management within 2010 and proposals for strengthening it going forward.

This report:

A    Identifies the features of strong financial management, where 2010 is in regard to the relevant standards and its plans for strengthening its arrangements.

B    Highlights the key priorities and actions that the Company needs to action as a matter of priority.

C    Provides a response to recommendations included in the KPMG and Grant Thornton reports.

D    Updates the Board on plans to recover the In House Service Provider deficit. 

A   Features of strong financial management and 2010’s position. 

Financial management:

· is an essential element of good corporate governance; 
· forms part of the firm foundations of an organisation, underpinning service quality and improvement; and 

· is the basis of accountability to stakeholders for the stewardship and use of resources.

It is about managing performance and achieving an organisation’s strategic objectives, as much as about managing money.

Financial management is a key management discipline. It is something that all non-executives and managers within an organisation are responsible for, individually and collectively. It is not just the job of the director of finance and his or her staff.

In November 2005, the Audit Commission published a discussion paper to stimulate debate across public services and among finance professionals about standards of financial management in the public sector.  In developing the paper, the Audit Commission worked with PricewaterhouseCoopers (PwC), to identify leading edge and best practices in different aspects of financial management. 

The Audit Commission and PwC note that whilst public sector bodies are subject to different operational constraints from private sector bodies, the principles of good financial management are universal, and apply equally across the private, voluntary and public sectors. They say that what distinguishes top class performance is how these principles are applied in practice. In world class organisations, these principles are fully embedded and the basic routines and processes are carried out more quickly, more reliably and more frequently.

Appendix 3 of this report sets out the standards of financial management that can be, and have been, achieved in some leading organisations around the world as identified in the Audit Commission paper, (column 1 in Appendix 3), our assessment of the current state of affairs within the company (column 3) and the future development needs of 2010 Rotherham Limited (column 4), in the journey to achieving excellent standards of financial management. This is work in progress and will be added to as our plans for improving arrangements develop.
The standards fall into the following five categories.

1. Financial governance and leadership 

2. Financial Planning

3. Finance for decision making

4. Financial monitoring and forecasting

5. Financial Forecasting

In the last 3 months there have been two reviews of financial management standards at 2010, especially relating to IHSP, by two separate firms of accountants; KPMG and Grant Thornton. Their recommendations are captured in appendices 1 and 2, along with management’s proposed actions.

Recommendations specific to financial management are set out in Column 2 of Appendix 3 and progress against these is covered in Columns 3 and 4.
B    Key priorities and actions that the Company needs to action as a matter of priority.

In their reports, KPMG and Grant Thornton acknowledge that we have made considerable progress in the journey towards improved financial management. However, a number of key further developments are still required. Key actions that will affect the speed at which 2010 can continue to improve financial management are:

1. Address the In House Service Provider deficit

A draft recovery plan will be presented to the Board on 2 July 2008.
2. Agree and revise charge out rates

A meeting is being held on 4 July, with a view to agreeing charge out rates for 2008/09 and a procedure for uplifting rates into the future. 
3. Ensuring there is adequate financial management leadership. 
This position remains unchanged since this risk was flagged up by the support team at the completion of its work in November 2007. Currently, the Interim Chief Executive and the Consultant Finance Manager, who operates at Director level and reports direct to EMT and the Board, provide financial management direction. However, both have temporary positions and the Board will need to ensure there is sufficient expertise in the future. Both officers referred to will continue to assist the Company until successors are in place.
4. Better integration of financial systems. This includes consideration of an independent financial ledger for 2010.

Positive developments were made last year in providing 2010 more autonomy to control its own financial systems and reporting. However, more can be done to create 2010 with a fully stand alone ledger and 2010 will be able to fully manage all of its month and year end processes only when this is achieved. The Council has agreed to help 2010 to carry out more robust monthly checks on financial performance, to minimise the risk of unexpected year end changes occurring, but 2010 will continue to press for complete independence.  

5. Engender greater financial awareness at all levels of the business.
The Finance team is continuing to develop more training and support. All managers will be made more clearly responsible for financial management in their areas through target setting and personal appraisals. 
6. IHSP Market testing

The Board needs to progress market testing as quickly as possible, without jeopardising essential governance. A report is being produced identifying detailed costs and implications of various options and a workshop will be held with the Board on 2 July 2008.
C    Response to recommendations included in the KPMG and Grant Thornton reports.
The overall conclusions and recommendations of these accounting firms are set out in Appendix 1 (KMPG) and Appendix 2 (Grant Thornton). 


D    Plans to recover the In House Service Provider deficit. 

At the time of drafting this report, a draft recovery plan for the In House Service Provider was being finalised. The plan will be presented to Board Directors at the Board meeting on 2 July 2008 for comment.
Recommendations

The Board is asked to note:

· to note the actions required to address the  recommendations of  KPMG and Grant Thornton

· the current position of the business compared with best practice in financial management
· the key areas requiring action to be taken as a matter of urgency

· the further actions required by the company in the journey towards best practice
· the draft In House Service Provider recovery plan. 

Appendices/supporting information

Appendix 1 – Action Plan: KPMG recommendations

Appendix 2 – Action Plan: Grant Thornton Recommendations

Appendix 3 – Features of Good Financial Management, 2010’s current position and further possible actions.
APPENDIX 1
KPMG Conclusions and Recommendations

In our view 2010 has made significant progress in the time since the Support Team was put in place in the summer of 2007.  There have been clear improvements in governance arrangements, financial management and some aspects of value for money.

However, there still remains a significant agenda of change if 2010 is to achieve its aim of becoming an ‘excellent provider of housing management services.’ In particular we believe the organisation needs to:

· Continue to develop its corporate strategy so that there is a clear 

· vision for the medium and longer term i.e. 2011 and beyond

· annual plan which sets out challenging but achievable targets for the coming year based on the corporate strategy

· prioritisation of activity

· Have  an agreed organisation development strategy which:

· identifies the core building blocks of an effective organisation 

· 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.

· puts in place a more robust performance management framework which identifies a range of ‘enabler’ and ‘predictor’ indicators as well as those based on outcomes in order to manage the achievement of the corporate strategy more effectively, possibly through some form of balanced scorecard

· Build upon the work done already on efficiency to ensure that all areas of the organisation are continuously striving to analyse and improve VFM.

· Continue the work already done on Board development to ensure that the Board has the necessary skills to give the organisation strategic direction.

APPENDIX 2

Grant Thornton Conclusions and Recommendations

Although we are critical of a number of aspects of the management of 2010 and the IHSP, we are encouraged by what we perceive to be a significant change in approach in the last few months. 

We have noted the production of an IHSP strategy in October 2007 and the recent roll out of Opti-time and handheld technology in the IHSP; critical to improving productivity and efficiency. 

We recognise that the finance team is being strengthened through the recruitment of two new staff. We have commented on the more robust budget setting process within 2010 and the improvements to the structure of the management accounts for 2008-09. 

We have seen that the Board agenda has been revised to adopt a greater focus on strategy, risk, inspection and performance. Progress is being made on market testing and a plan is in place to evidence the need to increase the IHSP charges. 

The relationship with the Council is improving through the re-establishment of the 2010-Council liaison meetings. 

It is essential that the progress being made in recent months continues into the future and that the longstanding issues affecting the IHSP are addressed. 

In reviewing this issue we have identified a number of important issues for 2010 to address. As a result we make a number of recommendations for 2010 to consider. 

8.1 Action Plans 
• 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 

8.2 Financial stewardship 
• 2010 should strengthen its finance team, as a matter of urgency, through the appointment of an experienced finance director and if necessary additional finance staff; 

• The finance director should be a full member of the EMT reporting to the chief executive directly; 

• There should be a review of the finance systems available to 2010 and the IHSP; 
• 2010 should to 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. 

8.3 IHSP Strategy 
• The IHSP strategy should be reviewed in the light of this report and a revised strategy brought to the 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. 

8.4 Arms length Governance and issues to resolve with the Council 
• The Board of 2010 should review how it is operating in relation to the Council with a view to continuing to develop a more effective working relationship with the Council; 

• 2010 should receive the report from KPMG on the charging structure and use this to seek an increase in the IHSP charge out rates; 

• 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; 
The Board should seek to negotiate an amendment to the RBT profit share to ensure that the IHSP receives a fair and equitable share of the procurement savings generated by the venture; 
The Board should seek to adequately progress with the Council the issues of market testing, IHSP charges and RBT arrangements within the next 3 months prior to the Audit Commission re-inspection. 




































































