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Key messages 
 

This report summarises the findings from my 2010/11 audit. My audit comprises two elements:  
■ the audit of your financial statements; and  
■ my assessment of your arrangements to achieve value for money in your use of resources. 
I have included only significant recommendations in this report. The Council has accepted these 
recommendations.  
 

Key audit risk Our findings 

Unqualified audit opinion  

Proper arrangements to secure value for money  

Audit opinion and financial statements 

I gave an unqualified opinion on your financial statements on  
30 September 2011. 
■ There were no material adjustments to the accounts as a result of 

the audit. 
■ The Council managed the implementation of International Financial 

Reporting Standards (IFRS) very well.  
 

 

Value for money 

I gave an unqualified opinion on your arrangements to secure value for 
money on 30 September 2011. 
■ The Council is tackling the issue of continuing overspending in 

Adult Social Care but will need to monitor this significant risk 
closely. 

■ The Council’s medium term financial planning is good. It has 
generally good budget setting and monitoring which has provided a 
balanced financial position for several years. 

■ The Council's transformation programme is starting to identify and 
deliver improvements in economy, efficiency and effectiveness. 
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Response to the main 
challenges  
The major challenges facing the Council result from increasing demand for its services at the 
same time as a significant decrease in the available funding. I have summarised below the main 
challenges and my view of the Council’s response. 
 

  

Pressure on the public sector finances in 
Herefordshire 

The Council continues to manage its finances well but is all too aware that the current and 
future pressures, such as an ageing local population and reductions in central government 
funding, will increase the pressure on finances. The Council needs to save over £10 million to 
deliver its 2011/12 budget and has sought to mitigate the impact of these savings on services.  

The Council has put in good governance arrangements to deliver these savings and reports 
that they are on track. There is some scope to further enhance these arrangements as 
described later in this letter. 

Support for Older People in Herefordshire Demand for the services that support older people in Herefordshire is increasing. The Council 
predicts a 55 per cent increase in the number of older people needing help with essential 
activities by the year 2020. Adult Social Care Services continue to overspend each year. In 
2010/11 they overspent significantly and are forecast to overspend again in 2011/12. The 
Council and Primary Care Trust (PCT) recognise the challenge of meeting the increase in 
potential demand which will require the best use of resources. Work has been going on for 
some time to address this and I noted that progress has been made on our previous year 
recommendations. Spending on Adult Social Care warrants continued close attention and 
monitoring by Members. 

 



 

 

Audit Commission Annual Audit Letter 5
 

 

  

Waste Disposal and the proposed waste to energy 
plant 

Herefordshire Council and its partners have been exploring future options for waste disposal. 
The contract signed in 1998 anticipated a waste to energy plant in Kidderminster. Planning 
consent on this site was not obtained and since then the Councils have looked at other options. 
They are currently considering a proposal to construct a waste to energy plant at Hartlebury in 
Worcestershire. 
 
Worcestershire County Council has resolved to grant planning permission for this plant but the 
Secretary of State has decided that there should be a public inquiry which is scheduled for 
November 2011. 
 
There are complex issues for the Councils to consider including the need to demonstrate value 
for money and lawfulness. I am satisfied that the Councils are taking the necessary and 
appropriate advice and are planning to undertake the required work to ensure the eventual 
decisions are taken in accordance with the law and provide value for money.  

The Shared Service Partnership The Council is aiming to transform the way services are delivered to significantly reduce costs 
and to make them more accessible and responsive to customers. This transformation 
programme includes innovative joint working with the PCT and sharing services with NHS 
partners. 

I found that the transformation programme had been redefined to make it more realistic. The 
shared services programme has been delayed by legal issues but NHS staff are due to transfer 
into the Partnership in November. The recent appointment of a Managing Director provides a 
new focus for change. 

Hereford regeneration There has been a change of focus from the regeneration of the Edgar Street Grid site to the 
wider regeneration of Hereford. This major regeneration scheme has been re-named as the 
Hereford Futures project. Last year, my review confirmed that the Council had sound 
management arrangements for the Edgar Street Grid project. Since then the Council has made 
good progress in addressing the recommendations I made. The project looks to be on track to 
deliver its objectives of regenerating the centre of Hereford as major retailers have confirmed 
their intention to locate to this development. 
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Financial statements and 
annual governance statement   
The Council's financial statements and annual governance statement are important means by 
which the Council accounts for its stewardship of public funds. 

Overall conclusion from the audit 

The audit of your financial statements was completed efficiently with the help of a range of working papers produced by Officers and a good response 
to my requests for additional information. I reported my findings to the Audit and Governance Committee on 29 September 2011 and gave an 
unqualified opinion on these accounts the following day. During the audit, management agreed to make a number of adjustments to the statement of 
accounts but none were material. Some errors, such as those relating to falling property values, were a symptom of the complexity of the existing fixed 
asset register. Management are confident that the implementation of the new asset register will reduce the scope for error significantly. I made 
recommendations in my Annual Governance Report to refine the way that future estimates are produced for pension liabilities and bad debt provisions. 
I have also provided management with a more detailed report which is designed to further improve the process next year. This includes 
recommendations to improve the process for producing Whole of Government Accounts. 

The Council did well to comply with the requirements of International Financial Reporting Standards (IFRS).adopted for the first time in the 2010 CIPFA 
Code of Accounting Practice (the Code). The Code introduced numerous new requirements, the most significant of which related to accounting for 
leases, property, plant and equipment, grants and contributions. The project to implement IFRS was very well managed and included regular progress 
reports to the Audit & Governance Committee. 

Internal control  

I did not identify any significant weaknesses in your internal control arrangements. However I did recommend that the Authority carries out a 
reconciliation between payments made to nursing homes through the ISIS system and those recorded in the ledger. 
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Value for money 
I considered whether the Council is managing and using its money, time and people to deliver 
value for money. I assessed your performance against the criteria specified by the  
Audit Commission and have reported the outcome as the value for money (VFM) conclusion. 

I assess your arrangements to secure economy, efficiency and effectiveness in your use of resources against two criteria specified by the  
Audit Commission. My overall conclusion is that the Council has adequate arrangements to secure, economy, efficiency and effectiveness in its use of 
resources.  

My conclusion on each of the two areas is set out below, along with my main findings and some areas for improvement. 

Value for money criteria and key messages 
 

Criterion Key messages 

1. Financial resilience  

The organisation has proper arrangements in 
place to secure financial resilience.  

Focus for 2010/11:  

The organisation has robust systems and 
processes to manage effectively financial risks 
and opportunities, and to secure a stable 
financial position that enables it to continue to 
operate for the foreseeable future. 

 

 

The Council has sound overall arrangements in place to secure financial resilience and is 
developing more effective measures to address the main risk of adult social care 
spending. 

Medium Term Financial Management 

The Council has generally good financial management arrangements. In particular it has well 
established medium term financial planning and budgeting to support the delivery of corporate 
and community plans. The economic downturn and the Government's spending review mean that 
strong financial management and resilience will be more important than ever. The Council has 
adequate reserves and balances, but these are likely to come under increasing pressure. 
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Criterion Key messages 

 The 2010/11 outturn expenditure of directorates was £2.6 million above budget but the impact on 
the General Fund balance was neutralised by under spending in treasury management and 
reducing the Authority’s contribution into reserves. The main pressure point  was again in the 
area of adult social care services described below  

The Council set a comprehensive and balanced budget for 2011/12 which resulted from the 
Medium Term Financial Strategy (MTFS). The MTFS reflects the financial consequences of the 
economic downturn and funding cuts. The strategy aims to mitigate the impact of grant income 
reductions on front line services by savings from the shared services strategy and surplus asset 
disposals.  

The Council has good budget monitoring and internal financial reporting arrangements. However, 
the increasing pressure on finances will increase the risk that budgets are not delivered. In 2010, 
I recommended that the Council would be better placed to manage this risk if financial reporting 
to Cabinet was to follow the best practice in other organisations which present up to date 
information every month rather than quarterly. I understand that Cabinet will soon receive monthly 
financial reports.  

The Council should also take this opportunity to review the content of these reports against the 
best practices reported in the Audit Commission report, ’World Class Financial Management.’ 
Reports on the delivery of ‘Cost Improvements’ built into base budgets could be provided to 
Scrutiny and/or Cabinet alongside the current forecasts of the overall revenue budget position. 
Reports could show the progress against the profiled savings target and the best, worst and most 
likely outcome scenarios.  

To improve transparency of the MTFS, the Council should clearly label and set out separately the 
planned appropriations to and from reserves. The appropriations should be set out ’below the 
line’ in such a way that they are not incorporated in the following year's base budget. These 
changes would allow the budgeted and actual use of reserves to be compared more easily. 
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Criterion Key messages 

 Adult Social Care 

The Council predicts that the number of older people that need care services will increase 
significantly, year-on-year. Council Officers expect an extra 55 per cent of older people will need 
help by 2020.  

The Integrated Commissioning Directorate overspent again in 2010/11. The overspend was  
£4.3 million (including a one-off accounting adjustment which increased expenditure by £651,000) 
and the Council is forecasting an overspend of £3 million in Adult Social Care in 2011/12 after 
delivering planned savings. My work found that many of the mechanisms which helped reduce 
the level of overspend in 2010/11 were non-recurrent in nature. However I am encouraged to see 
that the savings plans in 2011/12 are based on making changes to the way these services are 
provided. The Adult Social Care 2011/12 recovery plan shows a mixture of demand management, 
diversion and reduction initiatives. 

The Council has made good progress against the recommendations in last year’s letter. It is now 
piloting electronic monitoring and is introducing a fairer pricing tool focussing on learning 
disabilities and physical disabilities. It has clearer objectives for the service with lead officers and 
timescales over a two year timescale for all areas including the cost improvement plans. Work on 
a more comprehensive re-ablement service is due to start shortly although this may depend on 
funding being received. 

In last year’s Letter I referred to the implementation of the financial module of the Council Social 
Care system ‘Framework I’ which includes commitment accounting. Full implementation has been 
delayed by the implementation of the Agresso ledger system. A task group has recently been 
appointed and it looks as though commitment accounting may now be up and running by 
2012/13. This should give a clearer picture and an earlier indication of the extent to which budget 
and service pressures persist. 

Continued pressures mean that the Council will need to monitor this area of spending very closely 
and if necessary additional savings will need to found from other areas of the Council. 
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Criterion Key messages 

2. Securing economy efficiency and 
effectiveness 

The organisation has proper arrangements 
for challenging how it secures economy, 
efficiency and effectiveness. 

 

Focus for 2010/11:  

The organisation is prioritising its resources 
within tighter budgets, for example by achieving 
cost reductions and by improving efficiency and 
productivity. 

The Council has challenged its own economy, efficiency and effectiveness and has started 
to identify and deliver efficiencies from new ways of working. 

Arrangements To Deliver Savings 

The Council needs to deliver £10.3 million of savings to deliver the 2011/12 budget. The main 
savings planned are from shared services/back-office non-front line staffing costs, contract  
re-negotiation and service re-engineering. Some savings are from reduced services eg changing 
the times of travel concessions, ending the mobile library service, reducing grants to other service 
providers. Overall the emphasis appears to be to minimise the direct impact on front line services. 
Most savings and income generation measures identified are recurring.  

The governance arrangements for delivering the savings needed to balance the 2011/12 budget 
are clear. Responsibility for delivering the savings is clearly defined and savings plans are subject 
to review and challenge. The Council has separate, well thought out and detailed arrangements 
for monitoring the delivery of the £10.3 million of savings. During the course of the audit, 
arrangements were further strengthened by profiling the timing of the delivery of savings. 

’Benefits cards’ are used to challenge the robustness of savings plans and to centrally monitor 
the delivery of the savings plan. My review of a sample of these cards demonstrated that there 
was scope to ensure clarity in how savings will be delivered and ensure that the savings were 
consistent with figures used in corporate monitoring reports.  

The Shared Services Partnership 

A significant element is the setting up of the Shared Services Partnership with NHS partners. The 
Partnership commenced on 1 April 2011 and Council staff moved over on that date. However, 
there has been a delay in NHS staff joining due mainly to legal uncertainties. NHS staff are now 
due to transfer over on 1 November and the Council is granting shares in the publicly owned 
company to its NHS partners at the same time. The Partnership recently appointed a Managing 
Director. This should act as an important impetus for change.  
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Risk-based performance reviews 

To support my review of the value for money conclusion criteria in 2010/11 I undertook reviews of the Edgar Street Grid regeneration project and 
followed up my review of planning services carried out previously. I also continued my watching brief on waste disposal arrangements which has 
continued to be a source of great public interest. 

Hereford regeneration 

The large scale redevelopment of the Edgar Street Grid (ESG) area of Hereford is the biggest regeneration programme in the county. It is a long term 
project to develop a 100 acre site in the city centre for retail, business, housing, leisure, civic and other uses. Partly in response to concerns and 
questions raised with me by members of the public, I agreed to carry out a review of the Council's governance arrangements for the ESG project. My 
work was carried out as part of the 2010/11 audit plan and was reported in November 2010. The ESG regeneration company subsequently became 
Hereford Futures Limited. The Joint venture Company’s focus has changed from the regeneration of the ESG site to the wider regeneration of Hereford. 

My review of the Council's management arrangements for the development of the Edgar Street Grid (ESG) last year confirmed that they are sound 
overall. I identified that arrangements could be strengthened by improving communication with the public and being clear on how the Council would 
assess the value the scheme was adding. The Council has since made good overall progress in addressing the recommendations in the detailed action 
plan. Progress has included developing a process to gauge whether the Council’s contribution to the Company is securing value for money by 
benchmarking against other relevant regeneration bodies. The greatest measure of success for this type of scheme is attracting private sector 
investment including quality retailers and entertainment facilities. A number of such businesses have now confirmed their intention to locate in Hereford, 
indicating their confidence in the project. 

Planning Services Follow up 

Over two years ago I completed and reported the results of my review of the Council's planning services. My report concluded that the roles of Officers 
and Members in planning decision making and processes were overly complicated and lacked transparency. Since then the Council has worked 
quickly, responding to the challenges set out in my review and to the recommendations made in the Council's own Environmental Scrutiny Review. I 
carried out a follow up review of progress as part of the 2010/11 audit. I reported my findings in a brief report to officers in January 2011. 

I concluded In January that the Council has made substantial progress in addressing most of the recommendations agreed by the Cabinet. There are 
strong signs that the new committee arrangements introduced are having a positive impact on the quality of planning decision making and on the 
efficiency and effectiveness of the planning service. 

The revised roles of Members and Officers have greater clarity and the impact is noticeable within the conduct of the Planning Committee meetings. 
Planning Committee Members and also non-committee Members coming to Committee in their capacity as local ward members have risen to the 
challenge of their new roles. Debate is enhanced and there is more transparency to decision making. 
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Good outcomes can be seen across the extensive set of recommendations arising from the Council's scrutiny review. In particular, the re-organisation 
of planning service resources has improved the focus on enforcement and forward planning. This has led to good progress in local plan making and 
increasing levels of stakeholder engagement. There is now a dedicated enforcement service with revised procedures. Arrangements for negotiating, 
monitoring and managing the delivery of Section 106 (Planning Obligation) agreements have been strengthened by the appointment of a dedicated 
S106 planning officer. 

Since January, Planning Services has continued to make good progress. In particular the new system of electronic planning delivery through the 
Council's own website, which I mentioned in last year's Letter, is anticipated to be fully operational at the end of November. This will allow all application 
details and correspondence to be entered by applicants along with application forms and drawings. This should significantly improve customer access 
to planning applications and allow ‘self service’. 

Waste disposal 

As I reported in last year’s Annual Audit Letter, the Worcestershire and Herefordshire Waste Private Finance Initiative contract with Mercia Waste 
Management Ltd (Mercia Waste) was set up in December 1998. It was predominantly based around a waste to energy facility for which planning 
permission was subsequently not obtained. Since planning permission was refused alternative technologies and ways forward have been explored. The 
Councils are now 13 years into the contract but are still waiting for approval of their preferred solution. The contract includes an option to terminate on a 
“no fault basis” as at March 2002 for non approval of planning permission.  This clause has been suspended whilst the Councils and contractor try to 
find an alternative solution and therefore the contract continues to operate as originally intended..  

In 2010 Mercia Waste submitted a planning application to build a waste to energy plant in Hartlebury. Planning permission was recommended but the 
Secretary of State has decided that a public enquiry should be conducted.  The Councils are awaiting the Secretary of State’s decision before they 
consider how best to proceed. There are complex issues for the Councils to consider in relation to: 

•••• Achieving overall value for money from the contract and potential variations to the contract, or any alternative waste disposal provision; 

•••• Considering, within this context, the impact of PFI credits and changes to the government policies on landfill (LATS penalties);  

•••• Taking into account, and balancing, the views and interests of taxpayers; and  

•••• Ensuring any variation is within the legal powers of the Councils. 

1 From my ongoing work I am satisfied that the Councils are taking the necessary and appropriate advice and are planning to undertake the required 
work to ensure the eventual decisions are taken in accordance with the law and provide value for money. 

2 The issues are, however, extremely complex and there is the potential for decisions to be open to dispute and challenge from disaffected parties. I 
will continue to review the Councils’ arrangements and decision-making processes and will issue any specific reports and make any recommendations 
over the coming months that I consider appropriate. 
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Closing remarks 
I have discussed and agreed this letter with the Chief Executive and the Chief Officer (Finance and Commercial Services). I will present the letter at the 
Audit and Governance Committee on 11 November 2011 and will provide copies to all board members. 

My detailed findings, conclusions and recommendations in the areas covered by our audit are included in the reports issued to the Council during the 
year. 
 

Report Date issued 

Edgar Street Grid November 2010 

Planning Review Follow up January 2011 

Annual Governance Report September 2011 

Final accounts memorandum October 2011 

 
The Council has taken a positive and constructive approach to our audit. I wish to thank the Council staff for their support and co-operation during the 
audit. 

 

Elizabeth Cave 
District Auditor 

October 2011 
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Appendix 1 - Fees          
 

 Actual  Proposed Variance 

Scale fee 305,191 305,191 0 

Non-audit work 0 0 0 

Total    

 

The Audit Commission is paying a rebate of £14,861 to you reducing the net amount payable to the Audit Commission to £290,330. 
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Appendix 2 - Glossary       
Annual governance statement  

Governance is about how local government bodies ensure that they are doing the right things, in the right way, for the right people, in a timely, 
inclusive, open, honest and accountable manner. 

It comprises the systems and processes, cultures and values, by which local government bodies are directed and controlled and through which they 
account to, engage with and where appropriate, lead their communities.  

The annual governance statement is a public report by the Council on the extent to which it complies with its own local governance code, including how 
it has monitored the effectiveness of its governance arrangements in the year, and on any planned changes in the coming period. 

Audit opinion  

On completion of the audit of the financial statements, I must give my opinion on the financial statements, including:  
■ whether they give a true and fair view of the financial position of the audited body and its spending and income for the year in question; and  
■ whether they have been prepared properly, following the relevant accounting rules. .  

Opinion  

If I agree that the financial statements give a true and fair view, I issue an unqualified opinion. I issue a qualified opinion if: 
■ I find the statements do not give a true and fair view; or 
■ I cannot confirm that the statements give a true and fair view. 

Value for money conclusion 

The auditor’s conclusion on whether the audited body has put in place proper arrangements for securing economy, efficiency and effectiveness in its 
use of resources based on criteria specified by the Audit Commission.  

If I find that the audited body had adequate arrangements, I issue an unqualified conclusion. If I find that it did not, I issue a qualified conclusion. 
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The Statement of Responsibilities of Auditors and Audited Bodies issued by the Audit Commission explains the respective responsibilities of auditors 
and of the audited body. Reports prepared by appointed auditors are addressed to non-executive directors, members or officers. They are prepared for 
the sole use of the audited body. Auditors accept no responsibility to: 
■ any director/member or officer in their individual capacity; or  
■ any third party.  
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