Guidance on value for money (VFM) strategies and reporting

	This guidance on value for money, aimed at managers and audit committee members in higher education institutions, was prepared by the HEFCE to complement the Financial Memorandum and Audit Code that take effect on 1 August 2008. The guidance proposes that institutions already have, or should have, the information necessary to demonstrate their overall effectiveness and thus that they are achieving value for money. At the end are examples of a VFM strategy and annual report. 


Introduction

1
This guidance on value for money (VFM) replaces the previous HEFCE guidance and provides a new perspective on value for money. This new perspective stresses that for value for money to be achieved an institution needs to be as effective as it can be in its use of public money. 

2
The guidance has been produced in response to calls, particularly from audit committees and internal auditors, for help in pursuing VFM. It has been prepared with help from audit practitioners and audit committees. 

Current approach to VFM 

3
The VFM activities that have typically been overseen by audit committees across the sector have in the main been ‘stand alone’ activities to the rest of the institution’s operations. A typical approach to date will have included: 
· existence of the VFM working/steering group

· tendering and quotation requirements within the financial regulations

· a programme of tendering for key services (such as energy suppliers, banking, photocopiers) and a procurement team to support this work

· the establishment of framework agreements for professional services (for example, estates)

· internal reviews on a periodic basis of particular departments, areas of activity

· VFM reviews (catering, security, procurement and others)

· internal audit’s feedback on the efficiency, effectiveness and economy of the systems and processes it has reviewed

· outcomes of benchmarking exercises that have been undertaken either with other peer institution or cross-sector benchmarking, such as that facilitated by HESA or HEFCE. 
4
VFM reviews like those above are tools: they provide a level of critique and challenge to the subject chosen to identify scope for improvement. However, in the context of the current HE environment where there is an explicit need to become more financially sustainable, as well as remain attractive to potential students, researchers, and businesses, there is a question of whether these reviews have been in the right areas in order to support the institution in meeting its key challenges. 

5
Of late there has been debate in some audit committees around establishing what other activities are undertaken that actually improve VFM, but which the committee is not aware of formally. 

6
Listed below are a number of activities that are likely to form part of the routine management practice within the institution and which could give a broader appreciation of institutional effectiveness than the possible piecemeal approach in the examples in paragraph 3, such as market testing and benchmarking of service provision: 
· strategic planning process

· key performance indicator (KPI) systems and/or corporate dashboards

· financial strategy and the budget setting/cost reduction process

· costing and pricing policies (TRAC and full economic costing)

· National Student Survey

· risk management

· course costing and portfolio reviews

· business process reviews and systems development

· performance appraisals and career development

· purchasing activities

· programme quality processes

· HEFCE initiatives, such as Rewarding and Developing Staff

· discrete reviews, for example retention, student experience.

7
Every activity above will have an objective and a desired outcome, and recommendations that the institution will have actioned as a result. However, they are not always at present reported through to the audit committee as contributing to the VFM agenda of the institution. It can be the case that these activities are reported to some other committee or process of the institution and, even in summary, the audit committee may not be aware of them. As a result there is not a single point in an institution where all VFM related activities and their effectiveness can be considered. 

8
To enhance the focus and interpretation of VFM by the institution as a whole and of the audit committee, we believe that it may be appropriate for the committee to become more aware of these activities and factor them into how they fulfil their responsibilities. We accept that institutions will want to do this in such a way that it does not duplicate reporting and create work unnecessarily. 

9
Figure 1 more clearly defines value for money and how it relates to all activities that are undertaken by an institution.

10
The activities listed in paragraph 6 are all facets of performance. We suggest that information which reflects an institution’s performance is information that already reflects the achievement of VFM. Some institutions will have an explicit performance management system. Effective performance management should integrate planning, review, financial management and improvement systems to enable management and members to make informed decisions for the improvement of services.

11
An explicit performance management approach can provide a new perspective on VFM by institutions. In some institutions the adoption of such an approach might reveal that readily available data already exists to demonstrate VFM.

Figure 1[image: image1.png]Relationship between Inputs, Outputs and Outcomes
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Developing a VFM strategy from the perspective of institutional performance

12
The objective of a VFM strategy is to provide a guide to staff and members on how to secure and measure institutional effectiveness. Over time, as VFM becomes more embedded in the routine management culture of the institution, the importance of a VFM strategy may diminish. The VFM strategy should be considered, approved and supported by the HEI’s senior management team (SMT), the audit committee and the governing body. 

Sample value for money strategy and annual report
13
We suggest the following format for a potential VFM strategy, although each institution will wish to adopt an approach suited to its own needs.

14
This VFM guidance has been produced at the request of institutional representatives. It underlines HEFCE view that VFM is inextricably linked with institutional performance. The model strategy and annual report below are for those institutions who feel they need examples to take into account. HEFCE will not be looking for compliance with these models.

15
This guidance was produced by HEFCE working with KPMG, UNIAC, Kingston Audit Consortium and the Audit Committee Development Group.

Sample value for money strategy

Context

ABC University has a challenging strategic plan. This seeks to further grow student numbers in both undergraduate, postgraduate, full and part time, both home/EU and overseas. Alongside this we are aiming to build upon our renowned reputation for working with business in order to increase the income streams from this and our research activity. 

Our ambition is made more challenging by the changing face of the higher education market. The higher education market is becoming more competitive. Students, while always key stakeholders, are now asking more of us in return for the increased investment that they are making in the institution. Businesses are looking to engage with institutions that are the best in their respective field. Therefore we need to have the staff, skills, structures and systems that enable us to change and continually improve our performance to meet these evolving needs. The value for money (VFM) agenda is a key enabler in helping the institution fulfil its ambitions as it seeks to continually appraise and challenge not only our performance but also our working practices. The institution has therefore positioned the value for money strategy alongside the other ‘enabling strategies’ within the corporate planning framework.

Principles of VFM

The simple principle that is applied to all of our work is ‘to make the best use of the resources we have available in order to achieve the desired output and maximise the benefit achieved from that output’.

Objectives of ABC University VFM strategy

1. To appraise the institution’s operational effectiveness and increase the efficiency and effectiveness of our systems and processes that seek to fulfil the corporate plan.

2. To embed the pursuit of increased efficiency and effectiveness while maintaining costs to affordable levels throughout all layers of management in the institution.

3. To challenge current practices and approaches in order to improve performance and position the institution to meet future challenges.

4. To apply the lessons learned from investigations and reviews in certain areas, to other areas in order to maximise the benefit of this work.

The VFM activities that will ensue from this strategy seek to enable the institution to achieve competitive advantage by performing in a way that makes the best use of the resources available. Specific benefits will be determined for each discrete VFM activity undertaken to provide a basis for determining the benefit achieved from such activities.

Responsibilities

Responsibility for pursuing value for money is shared by all staff and governors.

In the formal sense of responsibility the governing body is required by the Financial Memorandum between the institution and HEFCE to: 

· deliver value for money from public funds

· review the arrangements for managing the resources under its control.

The audit committee is required to fulfil its obligations under HEFCE’s audit code of practice (Accountability and Audit: HEFCE Code of Practice) by receiving assurance that satisfactory arrangements are in place to promote economy, efficiency and effectiveness. However given the importance of the VFM strategy to the continued development of the university, the governing body has delegated responsibility to the committee for monitoring progress against the performance improvement plan. This involves receiving update reports throughout the year from management together with the outputs achieved.
The vice-chancellor and his/her management team are responsible for developing and implementing the VFM strategy as part of their performance management arrangements. 

The senior management team (SMT) [or possibly a dedicated performance monitoring/VFM group] will have operational responsibility for developing the performance improvement and VFM arrangements and identifying resource requirements, co-ordinating and delivering work against this plan. 

Approach

We will seek to achieve continuous improvement in the following ways:

· continually assess our performance against the agreed performance indicators both at senior management team and governing body levels

· introduce performance improvement targets into the personal objectives of the senior management team, deans and directors. The institution’s appraisal process will then enable progress against these targets to be monitored

· benchmark our own performance against our performance indicators externally, and internally by breaking these down to academic and service function level

· investigate areas where the benchmarks suggest that we are underperforming or underachieving to establish how we can revise our practices and approaches to improve our performance

· introduce an incentive scheme for staff to make suggestions for innovative ideas that will improve the performance of the institution

· undertake process improvement reviews in areas that have been assessed by management as falling short in terms of the benefit they are providing to the institution either currently, or into the future

· provide training and development opportunities in VFM thinking and appraisal techniques for managers.

Our approach will be informed by relevant internal and external data from a wide range of sources including the Higher Education Information Database for Institutions (HEIDI).

Reporting

The SMT will arrange for an annual update publication for staff on the successes and benefits arising from the VFM work and performance improvement plan.

The audit committee will receive a progress report at each of its meetings to enable progress against the performance improvement plan to be monitored. The committee will also receive details of the institution’s performance using the performance assessment framework on an annual basis. This will be at the same time as receiving the performance improvement plan for approval. 

Any findings and recommendations arising from VFM activities will be fed into the annual operating review, through the SMT. Progress against all actions arising from VFM activities will be tracked through to resolution by the SMT.

The University will produce an annual VFM report each year which will be adopted by the governing body on the advice of the audit committee. Our report for the past year can be found below.

Sample annual report: ABC University VFM report for 200x/yy
Introduction

ABC University has a clear strategic vision in that it aims to increase understanding and share knowledge for the benefit of its students and local businesses. In this context the University aimed to embrace the spirit of VFM and sought to adopt a process of continuous appraisal and challenge by all managers across the institution. 

The SMT, along with the support of the finance and audit committees, adopted an approach to VFM/performance enhancement whereby as far as possible managers would be encouraged to critically appraise their own operations (processes, approaches, etc) in order to improve the level of service that is received by students and local businesses. The SMT clearly set an expectation that such reviews should not focus on ‘cutting cost’ alone, and stressed that improved performance can be one or a combination of improved efficiency, effectiveness or reduced cost.

Alongside the move to embed the concept of performance enhancement at a school/departmental level, the SMT collectively considered key processes across the University and whether these were fit for purpose currently and whether this would continue to be so for the next five years, given the changing focus of the University and that of the HE landscape more generally. From this several projects were identified for further work and investigation over the next two to three years.

Key processes and achievements during the year

· Achieving business and operational plans – One of the most important aspects of performable improvement is the achievement of the business and operating plans for the current year. We set some ambitious financial targets which required the operational plans of the schools and departments to become more innovative, inclusive and focused on the primary goals of the University. We are pleased to report that the University has achieved these plans for the current year and we are entering 200x/yy in an improved position.

· Key performance indicators – the University has embraced the new CUC guidance on key performance indicators, and has introduced a small number of KPIs for use by governors. Performance is reported against these KPIs (where appropriate) to every other meeting of the governing body, and we have recently completed an annual report that details our performance against every indicator. As a management group we have appraised the benefits of having these KPIs and are now committed to introducing a KPI model at a lower level in the University. This will be used to provide a high level overview of the performance of each department and school, and will be used by members of the senior management team. The indicators will be designed such that they enable in-year monitoring (i.e. the availability of data enables in-year measurement).

· National Student Survey – Given the focus that this University has on its students, the improvement in our score in the National Student Survey is a tremendous result and a credit to all of our staff that have contributed to the experience of ABC University students. The results have however highlighted pockets of the University that could do better, as well as some themes for improvement. Both are being taken forward by management to ensure that we continue to improve in these areas.

· Commercial and third party activity – The University has had a specific aim to increase its level of interaction with local businesses in order to adapt our activities to meet the needs of the local business community. During the year we are pleased to report a 45% increase in the number of contacts that the University has with local businesses, as measured via the business link database. There has also been a 15% increase in the level of income from local businesses as a result of applied research and the provision of CPD activity.
Roles and responsibilities

ABC University has been clear that the pursuit of performance improvement must not be a stand alone activity. For this reason we have adopted some new principles and begun to embed these at various levels across the University. Below is a summary of the key roles and responsibilities that have contributed to the improvement in the University’s performance during the year:

· The governing body has ultimate responsibility for the performance and development of the University. Therefore in addition to the routine updating and reporting we have introduced a number of high level performance indicators that have been reported three times during the year.

· The SMT is responsible for ensuring that the expectations of the governing body members are fulfilled. This is achieved through each member of SMT effectively managing and monitoring the performance of their respective areas. During the last year the role of SMT members has also been to encourage and embed a mindset that is focused on performance improvement. As this has been the first year, this has constituted the promotion of thinking differently and questioning existing practices with a view to achieving efficiencies and increasing the effectiveness of the key processes across the University. SMT has also collectively debated the suitability of a number of key processes across the University, including the international office, initiative and project management and student administration.

· In fulfilling their responsibilities the audit committee members have maintained an overview and awareness of the processes that have operated during the year in respect of performance improvement and VFM. SMT presented a paper to the committee outlining the plans for enhancing performance, and this included specific activities that would take place in the year. It was agreed with the committee that, further to setting out this plan, an annual summary would be provided of the key achievements and benefits derived from this work. However, if actions slip in terms of the planned activities and/or if there is a substantial change to the approach, a further update would be provided to the committee. We are pleased to report that there were no changes to the approach during the year.

· Through the annual planning process Deans and Directors have been empowered to consider on a continual basis options for enhancing performance. However, in contrast to previous years, there has been an emphasis placed on encouraging them to use their networks with other institutions to learn how other institutions undertake activities and provide services, and the impact that this has on the students and staff. This is with a view to identifying options for enhancing the processes that operate within their areas of ABC University.
Initiatives and discrete activities

Following on from the structural emphasis that has been placed on performance improvement, a number of discrete activities have taken place during the year. These have provided a basis from which our performance can be enhanced, and are summarised below: 

	Activity
	Benefit

	Benchmarking of support costs – The director of finance engaged a third party to benchmark the support costs and constituent parts of the University and compare these to a peer group of similar universities in the sector.
	A tangible and informed basis has been provided from which decisions can be made and priorities determined for the further investigation of some apparent outlying results.

The benchmarking also provided some assurance that there are very few areas where the University is out of line in terms of support costs with the peer institutions.

	Revised international strategy – The University has restructured the international office and a new international strategy has been produced. At the same time the approaches to student recruitment, application, retention, general support and the use of agents has been revised.
	The benefits from the work undertaken in the year will not be realised in full until the end of the next year when a full cycle of international activity and the student journey is complete. 

We can however report an 18% increase in the number of overseas student applications, but the agency costs have reduced as a result of using fewer more effective agents. 

	One stop shop – The University has completed the development of a ‘one stop shop’. This will provide a single point of contact for students and the University support functions (finance, registry, student support etc)
	The benefit of this new development will be an enhanced student experience, but the actual benefit achieved will not be quantifiable until the end of the coming year.


We can also confirm that the following activities have continued to operate during the year, each of which contributes to furthering the VFM that is achieved by the University:

· 21 tendering exercises have been undertaken for a variety of services

· the University’s key supplier listing has been rationalised as a result of the tendering exercises above, and more advantageous arrangements have been established for utilities and computers

· the proportion of full economic cost achieved from commercial activity has increased by 8%

· a tool has been developed to appraise the financial feasibility of academic programmes

· the course portfolio has been rationalised such that courses will no longer run where there is insufficient demand

· staff costs as a proportion of turnover have been maintained at prior year levels (64%).

Next year’s priorities

We do not propose any significant changes for the coming year to the structure that has been established to promote performance improvement and VFM. However, as a result of the work undertaken during the year, the following activities have been identified to be undertaken in the coming year, together with any other priorities that emerge from the work of the senior management team:

· refinement of KPIs for use at school and department level

· implementation of a University project management methodology

· enhancement of the personal development process to incorporate specific aims in respect of VFM improvement.

