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Value for Money - Mayor's Framework for Cost Effectiveness

The Mayor's Framework for Cost Effectiveness attempts to show diagrammatically how throughout all levels of Newham’s activities we strive to improve value for money.

Value for money (VfM) is often thought of as the relationship between:

· economy - the price we pay for providing a service 
· efficiency - how much we get for what we pay, known as productivity
· effectiveness - the impact of the service, how successful it is


VfM is gained when the best balance between all three is achieved (relatively low costs, high productivity and successful outcomes).

The Mayor's Framework for Cost Effectiveness is attached at appendix one. This paper explains the diagram.

1
Policy and strategic level 


Council Tax

1.1
Council Tax is the charge local people pay towards the running costs of their council. It is one of the highest profile financial issues for the council as it affects so many people.  Council Taxpayers often judge the council’s value for money performance by looking at the level of Council Tax and how much it has risen between years.
1.2
So, overall measures of value for money for the Council Taxpayer are:

· The reasonableness of increases:

· you can compare increases to inflation to see if the charge is rising faster than inflation
· you can compare increases with other councils’ tax increases to see if they are similar, lower or higher.

· The level of Council Tax compared to other councils, are we higher, about the same or lower?
2014-15 is the sixth year in a row that has seen no rise in the rate of Council Tax meaning we continue to have the lowest Council Tax in outer London.
Housing rents

1.3
Similar to Council Tax but probably of more interest to council tenants than Council Taxpayers. You can look at:

· The reasonableness of increases:
· you can compare rises to inflation to see if the charge is rising faster than government guidelines
· you can compare rises with other councils’ rent rises to see if they are similar, lower or higher.

· The level of rents compared with other councils (i.e. ranking) and how our relative ranking has changed over time.  

Overall expenditure

1.4
Looking at Council Tax or rents only considers VfM from those specific perspectives.  Much of council spending is funded by grants from government and non-domestic rates (also known as business rates). To include these, we can make VfM assessments by looking at our overall expenditure.  For example, we can look at our spending per head of population compared to other councils’ and also check to see that our spending is consistent with priorities and needs.

1.5
To look at overall spending we can:

· use "VfM" profiles currently produced by the Audit Commission / Chartered Institute of Public Finance and Accountancy (CIPFA) which compare us to other similar councils
· produce a cost effectiveness indicator that measures overall improvement in performance and spending
The budget strategy

 1.6
The budget strategy is a three year rolling plan of the council’s finances. It anticipates what we will need to spend and how we will fund that spend. It is updated throughout the year to take account of changes that happen during the year.

The budget strategy has contributed towards improving VfM by: 

· seeking to minimise council tax rises

· targeting resources to needs and/or demands

· targeting and aligning resources to priorities

· investing in service improvement

· delivering annual savings.

Savings targets

1.7
Since 2008-09 the council's budget strategy has included significant savings targets. These savings are made by increased efficiency and/or changing what we do and how we do it. This has allowed resources to be redirected to priority areas and has enabled our Council Tax to remain the same for four years. 
1.8
Savings are now more important than ever due to the on-going reductions in funding from   the Government as it moves towards balancing the national budget.

Public perception

1.9
Public perception is an important measure of whether the community believes they are receiving value for money.  The council receives a large amount of public opinion information, for example the annual survey, within which there are statistics on the public perception of overall VfM.

2
Service level


Service plans and strategies

2.1
Service plans identify what a specific service area is planning to do for the year the plan relates to. We have adopted a standard format for the production of service plans. Within each services plan, the resources section should identify:
· how the service helps improve VfM

· efficiency gains that are expected to be achieved in-year
· how VfM will continue to be achieved

· spending priorities and how these will be addressed.


Efficiency targets

2.2
Savings targets are allocated to service areas.  The savings are allocated through the budget strategy.  
2.3
Services are required to monitor the achievement of the savings through the standard budget monitoring process. 


Public perception

2.4
The Council receives a large amount of public opinion information within which there are statistics linked to service VfM.

3
Operational level

3.1
At an operational level various techniques may be used. Below are some of the common ones that service managers use.


Unit costing

3.2
Unit costing is calculating how much it costs to do something, such as the cost of processing a housing benefit claim. Unit costs are useful for making a judgement on VfM at an operational level.  We can compare ourselves with other authorities and look at how our unit costs move over time.  We can also consider whether spending relates to priorities, demands and social factors.

3.3
The Audit Commission/CIPFA currently publishes VfM profiles which can be used by our services to see how they compare with all other London boroughs and a standard set of similar authorities.
3.4
There are a number of sources of unit costs. CIPFA publishes many service statistics and so do other local government professional bodies and government departments.


Benchmarking

3.5
Benchmarking compares our costs and outputs directly with other organisations doing the same type of work. Benchmarking may be used to compare our services with excellent providers or providers with the performance levels we aim to achieve. 

3.6
Many council services will have the opportunity to join benchmarking clubs. This will usually allow them to be compared with other councils at a more detailed level than is possible when using the generally available statistics that may be used for unit costing analysis. The CIPFA has further information.  

Option appraisal

3.7
In an option appraisal we look at several different ways of doing something, working out the good and bad points of each along with the likely cost. These options are then discussed and either councillors or senior managers decide which option is the best to meet the aims of the service. This would usually be used when some type of service change or best value review is undertaken.  Option appraisal should also be used for one-off projects. Reports to councillors and the Mayor should include details of the options considered and the reasons for the recommended option.


Business cases

3.8
Business cases should be prepared for major projects and may be mandatory when securing government funding. The level of detail in a business case may vary depending on the nature of a project.  However, it might be expected to include:

· objectives of the project

· options considered and the one recommended

· evaluation of VfM

· project funding

· risks management

· how corporate and service priorities will be achieved

· how success and performance will be monitored and identified

· plans and timescales for delivery
· Three- year cashflow and five-year balance sheet where applicable

Decision making reports

3.9
Reports for meetings of the Mayor and councillors should, when relevant, explain how the recommendation will improve value for money and contribute towards the savings agenda. The reports may outline any business case and option appraisal supporting the recommendation.


Operational plans

3.10
Operational plans link directly to the service plan but are for single areas of the service rather than for the whole service (for example for a library rather than for the whole of Leisure). They also contain a resources section which should identify:

· how the service helps improve VfM

· efficiency gains that are expected to be achieved in-year
· how VfM will continue to be achieved

· spending priorities and how these will be addressed.


Service reviews

3.11
The purpose of service reviews is to improve performance. Generally it would be expected that the reviews will result in a business case. This should identify the efficiency savings and value for money improvements that will result.


Savings targets

3.12
Where savings targets have been allocated through the budget strategy they will normally be allocated to specific areas (for example, a building or a specific type of service provision such as parking). The achievement of these gains will be monitored through the routine budget monitoring processes.


Public perception

3.13
Individual operations may have public opinion data which they can use as evidence in VfM reporting.


Internal controls

3.14
Purchasing, risk management and financial regulations exist to try to ensure that we do things correctly and cost effectively. Therefore, they play an important role in delivering VfM.

3.15
Our Procurement Code of Practice sets out the ground rules for procurement and offers advice to service managers for achieving VfM through procurement (for example, we usually need to get three tenders for purchases with a value greater than £5,000).
3.16
Risk management should contribute towards the successful achievement of objectives.  Therefore services are required to apply corporate risk policies so that appropriate risk registers established and maintained so that if risks happen we have already identified what we think is the best way to deal with them.
3.17
Applying the financial regulations contributes towards effectiveness through transparency of decision making and the application of good practice (for example, the person who orders goods must get the order approved by a senior officer, so that at least two people are involved to make fraud far harder to commit).
4
Reporting and monitoring


Audit
4.1
Value for money forms part of the external auditors’ work and VfM issues are reported in the management letter - the letter from our external auditors to councillors and senior managers giving details of the audits findings.
4.2
Internal Audit does a series of audits of different council services each year. They give an opinion on VfM within these audits and advise on possible ways to improve it.
          Other reports

4.3
Achievement of savings is incorporated into the routine budgetary control process.

4.4
An annual VfM report is prepared for our Audit Board which advises on VfM areas across the council.

Budget strategy

4.5
The budget strategy sets out the savings gains we expect to make for the next three years.  

Mayor's strategy and performance

4.6
VfM is a routine agenda item for services’ strategy and performance meetings.  Services are expected to report on unit costs, whether they have improved or worsened, why they have changed and the plans to improve efficiencies etc.

APPENDIX 1

The Mayor’s Framework for Cost Effectiveness

We strive to continually improve performance and cost effectiveness. This is done using the Mayor’s framework for cost effectiveness which is shown below. The framework provides a way of managing finances that tries to ensure that value for money is a key consideration throughout the council all the way from our plans to our service delivery.
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Ensuring Council Tax and Rent rises are reasonable





Medium-term budget and Investment Strategy to align resources to priorities





Operational cost effectiveness indicators





Service Business Planning





Service performance monitoring and challenge





Evaluating Overall Improvement in Cost Effectiveness




















Officer Implementation of cost-effective delivery through service management processes

















Mayoral Strategic and decision making processes and monitoring – Cabinet, Scrutiny, Performance and Strategy Meetings Etc
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