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Continuous Improvement

Internal Audit Programme Guide
This guide has been funded by the Housing Corporation

IGP Database Ref No G01-20213

Introduction

This guide provides advice on matters designed to assist the auditor in developing an internal audit programme on continuous improvement. It is the responsibility of the auditor to determine which elements of the guide are incorporated into their internal audit programme. The tables setting out the key control and expected tests do not imply that all the items contained in the tables need to be included in the internal audit programme developed by the auditor.
Preamble

This Internal Audit Programme Guide covers the key area of Continuous Improvement. The Housing Corporation requires that continuous improvement (CI) is a strategic objective for all associations.

Definition

CI is defined as ongoing process innovations that are focused on the strategic goals of the organisation.   It is identified as a strategic objective for all housing associations and is one of the cornerstones of performance improvement regimes such as best value. To be able to meet the requirements of, and the standards set down, in the Regularity Code, associations need to develop an understanding of CI and how it is achieved.

The concept of CI was developed in the manufacturing sector and it is a management approach in its own right. CI is also central to specific improvement initiatives such as business excellence (e.g. EFQM) and best value.

Good performance management is essential to CI and can bring real benefits. Associations need to consider developing and have examples of:

· Balance of output and outcome measures

· Measures that managers and staff understand

· Linking strategic measures with operational measures

· Regular review and update of the association’s ‘scorecard’

· Communicating measures and progress to all employees.

In undertaking this work it should be recognised that there is no single route to achieving continuous improvement. Each association is independent and has its own history, culture and context and therefore it is not the role of this guide to offer a single regime for securing CI.

Successful CI is as also more down to a number of internal inputs or processes including leadership, training, people commitment, incentive schemes and performance management systems. We have therefore reflected in this guide the need to confirm that these areas are adequately controlled. To an extent, this reflects some of the ‘softer’ rather than ‘harder’ issues that many internal auditors typically review. However, it is essential that internal auditors also review these areas to provide assurance that the association can receive full benefit from the implementation of a CI regime. 

Housing Corporation requirements

The Regulatory Code expects RSLs to work towards CI in their services and lays down minimum requirements for associations to be “viable organisations that are well governed and well managed”. The Regulatory Code, when placed alongside a regime such as Best Value that requires CI in services and associations’ own strategic goals and objectives, forms the baseline from which the housing association CI effort has to be launched.

Performance Management

To confirm that associations achieve CI they need to measure their performance in terms of outputs and outcomes. Outputs may include a number of different headings including the quantity/quality of the service provided and the efficiency of provision, such as responsiveness to changes and the cost of letting a home. Quantity and quality measures may include the headings of speed of delivery or accessibility of provision. 

Housing association performance measurement systems have historically focused on outputs. A range of performance indicators have been developed by associations for their own uses and by the Housing Corporation. In measuring performance and embracing CI, associations need to confirm that such measures are forward thinking rather than historically based. This will enable associations to set measures in the context of where they are going (i.e. their strategy) rather than where they have come from.

Furthermore, in measuring performance, housing associations should also:

· Set targets with reference to the needs and expectations of customers and stakeholders. This element is included within the “Consult” element of best value, for example.

· Benchmark performance against other similar housing associations through local and national benchmarking clubs, such as HouseMark. This element is covered by the “Compare” element of best value, for example.

· Look to customers and stakeholders through the use of tools such as surveys to judge whether performance is adequate, particularly in customer facing services. This element is also included within the “Consult” element of best value, for example.

CI tools

A number of tools exist to help associations in this endeavour such as EFQM, Balanced Score Card, and Best Value.

EFQM

The European Foundation for Quality Management (EFQM) was founded in 1988 to provide a focus on quality for organisations in Europe. The mission was to be the 'driving force for sustainable excellence in Europe and a vision of a world in which European organisations excel'. In 1991, the EFQM launched its model of business excellence (the word 'business' has since been dropped from the title to indicate the model's acceptance by many public sector and not for profit organisations).

The Model is based on the premise that results (customer satisfaction, employee satisfaction, and other key performance results) are achieved by people following well-defined processes, managing resources wisely, to achieve the organisation's strategy, guided by the organisation's leadership. 

Balanced Score Card

The Balanced Scorecard intends to bring strategy down to all levels of management and should have the following characteristics:

· The scorecard describes the organisation's vision of the future to the entire organisation. It creates shared understanding. 

· The scorecard creates a holistic model of the strategy that allows all employees to see how they contribute to organisational success. Without such linkage, individuals and departments can optimise their local performance but not contribute to achieving strategic objectives. 

· The scorecard focuses on change efforts. If the right objectives and measures are identified, successful implementation is likely to occur. If not, investments and initiatives will be wasted. 

Best Value

Best Value is a CI tool that has been in place within social housing for a number of years. It seeks to introduce the concept of CI through the ‘4 C’s’, namely challenge, consult compare and compete. At the heart of best value is a programme of service reviews which will include the application of these 4C’s, as follows:

· Challenge the way in which the service is provided (including objectives);

· Consult with stakeholders as to the service currently provided and the sort of service they would like to receive;

· Compare performance with similar organisations to see how they are delivering the service and their performance;

· Compete the service – look to see if there are other ways of providing the service including outsourcing.

It is not intended that this guide provides a detailed explanation of how each of these tools should be used within a housing association environment. Furthermore, we have not included detailed checklists for each of these tools as their use may vary from one association to another. It is therefore the responsibility of each auditor to assess the arrangements in place for each of these CI tools adopted. Particular standard areas for review might include:

· Clear reasoning why a particular CI tool is selected ahead of another and what benefits are anticipated from using the CI tool.

· Sign up to the CI process selected by the Board and Senior Management.

· Budget allocation, where appropriate, for implementing the CI tool.

· Clear procedures on how the particular CI should be operated.

· Clear training programme for all staff involved in using the tool.

· Adequate monitoring that the procedures are followed in reality and appropriate reporting of results.

· Review that the tool continues to meet the needs of the housing association and deliver the benefits identified at the outset.

To help the internal auditor review this we have included a more detailed control checklist for reviewing best value.

Audit Commission requirements

There is no single Audit Commission Key Line Of Enquiry that directly addresses continuous improvement. However the continuous improvement is intrinsic within all of the issued KLOEs.

Areas covered by this Guide
This Internal Audit Programme Guide covers the following areas:-

· High level control framework

· Culture

· Business Process Improvement Tools (e.g. Best Value)

· Performance Management

Key Risk Areas

Failure to put in place, and enforce, robust systems of control in the area of Continuous Improvement exposes the organisation to a number of risks.  These areas are many and varied but include the following:

	Risk
	Potential Implications

	Services do not develop in line with customer expectations
	· Loss of income;

· Increased voids;

· Failure to meet objectives

· Housing Corporation intervention



	Culture does not allow new ideas/ways of working to be considered
	· Loss of key staff

· Increased costs

· Wrong outcomes

· Low morale

· “Blame culture”



	Service delivery is inefficient
	· Increased costs

· Staff discontentment leading to higher staff turnover



	Failure to communicate aims and objectives of the association
	· Staff work to other agendas which may be mutually exclusive

· Lack of direction





The auditor should also review their own organisation’s risk map for risks relevant to this review.
Other Sources of Information

There are a number of useful publications available on this topic, details of which are given below.

· “Continuous Improvement for Housing Associations: A discussion paper” – Housing Corporation (2003)

· “Counting the cost: measuring and reporting continuous improvement” – NHF (2002)

· “Best Value: adding value: a good practice guide for continuous improvement” – NHF (2000)

· “Continuous Improvement: a good practice guide for small independent landlords” – NHF (2000)

Useful Websites

· Housing Corporation – www.housingcorp.gov.uk
· Housing Corporation Bank of Good Practice - www.bankofgoodpractice.org
· National Housing Federation – www.housing.org.uk

· Chartered Institute of Housing - www.cih.org
· Audit Commission - www.audit-commission.gov.uk
· The Communities & Local Government – www.communities.gov.uk

· HouseMark – www.housemark.co.uk
· Housing Quality Network – www.hqnetwork.org.uk
NB. There are a number of websites covering CI tools, which are regularly changed and updated. These can be found by undertaking a web search through a reliable search engine.

Disclaimer

This guide has been prepared to provide persons carrying out internal audit reviews with an understanding of the risks and controls associated with the activity covered in this guide. This guide does not purport to be a detailed technical guide on the activity itself. The information and guidance contained in this guide are provided for general information purposes only and do not constitute legal or other professional advice. Users of this guide are responsible for establishing whether there has been any new guidance and/or regulatory change since this guide was prepared. This guide should not be relied upon to identify all strengths and weaknesses that may exist or to identify all instances of fraud or irregularity. HAIAF does not accept responsibility for any loss that may arise from reliance on information contained in this guide, or from its omission or unavailability. Specific professional advice must be sought in respect of any particular query. 

All references to publications and legislation are applicable in England only.

1. OVERALL CONTROL FRAMEWORK
	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	1.1 Failure to get commitment from the Board could result in a lack of direction in relation to CI. 

	1.1.1 The Board has approved a commitment to CI.

	(a) Review Board minutes and agenda papers and confirm that there is a demonstrable Board commitment to CI.

(b) Review annual reports and strategic plans and confirm that the commitment is reflected within these documents.



	
	1.1.2 The Board has committed sufficient resources to implementing CI across the whole of the Association’s activities
	(a) Confirm that a budget has been set for CI activities including staff, finance.

(b) Confirm that the budget set has been built upon the needs and size of the association and has been compared with other association budgets.



	
	1.1.3 The Association’s commitment has been communicated to staff and tenants.

	(a) Confirm that the association’s commitment to CI has been communicated to staff and tenants. This may be achieved through regular newsletters.

(b) Interview a sample of staff to establish their knowledge of the association’s commitment to CI.

	1.2
Lack of open, directed and informal communications may result in an absence of focus.
	1.2.1 The association has a communications strategy in place which has been developed in conjunction with staff, tenants and other stakeholders and reflects the need for open, directed and informal communications.


	(a) Confirm that the association has put in place a communications strategy which has been approved by the Board.

(b) Review the strategy and confirm that it refers to staff, tenants and other stakeholders.

(c) Review the strategy and confirm that it demonstrates the need for open, directed and informal communications.



	
	1.2.2
The communications strategy is regularly monitored (e.g. self assessment, surveys) and its effectiveness reported upon. Action is taken where weaknesses are identified.
	(a) Confirm that the strategy is subject to appropriate monitoring in terms of outcomes and that the strategy is subject to regular review (e.g. annual)    

(b) Confirm that action is taken and evidenced where weaknesses are identified.

	1.3
The absence of an effective staff development programme may result in staff not having the necessary skills to perform CI tasks. 


	1.3.1
The association has effective employee development programmes.


	(a) Confirm that there is an employee development programme which includes all staff.

(b) Confirm that objectives are set for the development programme including the need to develop/maintain a participative management style and to encourage staff to be empowered.

(c) Confirm that the effectiveness of the development programme is monitored, reported upon and any weaknesses actioned on a timely basis.

(d) Regular staff surveys are undertaken to assess whether staff consider that they are suitably empowered, trained, and have the skills to undertake their roles etc. (If no survey has been done then Internal Audit could work with the HR function to undertake such a survey).


2.
CULTURE

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	2.1 Failure to communicate the association’s strategic objectives to all staff could result in a lack of focus on the key areas.
	2.1.1 The association’s strategic aims and objectives have been communicated to all staff.


	(a) Confirm that the association’s aims and objectives have been communicated to all staff. (e.g. through briefings, staff newsletters etc...)


	
	2.1.2
Formal appraisal and objective setting is carried out for all staff and objectives set are linked to the aims and objectives of the association.
	(a) Confirm that there is evidence of a formal appraisal process for all staff.

(b) Confirm that there is written guidance for staff (both appraisers and appraisees). Review this documentation and confirm that it is fit for purpose.

(c) For a sample of staff, confirm that appraisals have been undertaken in line with procedures.

	2.2
If CI activities are not focused on strategic aims and objectives then there is a risk that CI is directed at the wrong areas.
	2.2.1
When deciding which CI activity to undertake, focus is given to the Association’s strategic aims and objectives.
	(a) Review procedures for identifying CI activity and confirm that it requires a link to strategic objectives to be made in topic identification.

(b) For a sample of reviews, confirm that this link has been considered and documented.

	2.3
If the Association is not committed to CI there is a risk that the required outcomes will not be achieved.
	2.3.1
Self assessment is carried out on the association’s CI capability


	(a) Confirm that the Association regularly undertakes a self-assessment of its CI capability to confirm that the mechanisms in place continue to meet association needs. The self-assessment should include the issues raised within this checklist.

(b) Confirm that the self-assessment is evidence based.

(c) Confirm that an action plan is produced where any areas of weakness are identified, that clear responsibilities for action are set out and dates for action agreed. Confirm that the action plan is regularly monitored and reported upon.

	2.4
Failure to achieve working across internal and external boundaries may result in the process being ineffective.
	2.4.1
The association monitors the effectiveness of working across internal and external boundaries.
	(a) Review the results of self-assessment to confirm that this area is considered.

(b) Alternatively, interview a sample of staff in different departments to see how well the association works across internal and external boundaries.




3.
BUSINESS PROCESS IMPROVEMENT TOOLS (e.g. Best Value)

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	3.1
Failure to get commitment from the Board could result in a lack of direction in relation to CI/Best Value.
	3.1.1
The Board has approved a commitment to Best Value.


	(a)
Review Board minutes and agendas and confirm that the Board has approved a commitment to Best Value. This should include a timetable for implementation having been established, comparison to other associations, implementation of a consultation process with tenants, and consideration of other benefits.

	
	3.1.2
The Association's commitment has been communicated to staff and tenants.


	(a) Confirm that the Association has communicated a commitment to best value. 

(b) Review the process and confirm that it is fit for purpose.

	
	3.1.3
The Association has established a Best Value performance plan.


	(a) Confirm that the association has established a Best Value performance plan. This should be based on the corporate objectives and priorities as identified in the business plan.

(b) Review the plan and confirm that all areas of the association have been considered when arriving at the plan.

(c) Confirm that the process for identifying areas for review is based on appropriate, comprehensive and assumptions.

	
	3.1.4
The Best Value performance plan is in a format in line with Housing Corporation guidelines. 


	(a) Review the performance plan and confirm that it is in line with Housing Corporation guidelines and also covers local priorities.



	3.2
A lack of documented guidelines for undertaking Best Value reviews may result in inconsistency in approach.
	3.2.1
Procedures have been documented.


	(a) Procedures have been documented and agreed to confirm all staff and tenants know how best value review is to be undertaken.

(b) Confirm that procedures have been communicated to staff through, for example, staff newsletter and to tenants through a tenant’s newsletter.

	3.3
Failure to assign responsibility for Best Value may result in a lack of co-ordination in delivering BV improvements.
	3.3.1
The Association has assigned responsibility for monitoring compliance with the requirements of Best Value to an appropriate officer. 


	(a)
Confirm that the Association has assigned responsibility for monitoring compliance with the requirements of Best Value to an appropriate officer.

	3.4
Failure to provide appropriate training staff and tenants involved in the Best Value reviews may result in ineffective BV reviews.


	3.4.1
The Association has confirmed that all staff involved in the Best Value reviews have undertaken appropriate training. 
	(a) Confirm that there is a training course in place for Best Value and that the content if the course is fit for purpose.

(b) For a sample of staff involved in Best Value reviewed confirm that they have attended the training course.

	3.5
Failure to follow HC guidance in undertaking Best Value reviews may result in regulatory issues being raised by the HC. 


	3.5.1
The Association has followed HC guidance in using the 4 C's when undertaking service reviews. (Challenge, Compare, Consult and Compete)
	(a)
Review a sample of best value service reviews and confirm that they have followed Housing Corporation guidance in regard to the 4C’s (i.e. Challenge, Compare, Consult and Compete).

	
	3.5.2
A baseline of existing performance was undertaken before reviews were started. 


	(a) Confirm that a baseline of existing performance was undertaken before reviews were started.

(b) Confirm that the baseline assessment was independently reviewed and approved prior to formal consideration.

(c) Review the baseline and confirm that the results are consistent with available evidence.

	
	3.5.3
The Association has developed targets for achievement in action planning from the reviews. 


	(a)
For a sample of reviews, confirm that an action plan has been produced and this is in line with the findings of the review. 

	3.6
The use of inappropriate benchmarking information, improvement methods may result in invalid results. 


	3.6.1
The Association has confirmed that it has access to benchmarking information which is appropriate and reliable.
	(a) Confirm that the Association has confirmed that it has access to benchmarking information which is appropriate and reliable. This may be achieved through:

· 
Local or national benchmarking clubs;

· 
HouseMark (see website in main guide).

	
	3.6.2
The Association uses continuous improvement and self audit techniques to undertake reviews. 


	(a)
Confirm that a variety of tools are considered/ available to the Association including self-assessment, surveys etc. and are easily accessible and incorporated/reflected within Best Value procedures.

	3.7
Failure to monitor progress may result in the BV plan not delivering the results expected by tenants and staff. 
	3.7.1
The Best Value Performance Plan is routinely reported to the Board. 
	(a)
Confirm that the Best Value Performance Plan is routinely reported to the Board.

	3.8
Failure to monitor progress may result in the BV plan not delivering the results expected by tenants and staff.


	3.8.1
There is a suitable framework in place for monitoring progress against the action plans resulting from Best Value reviews.
	(a)
Review the mechanisms adopted for monitoring progress against the action plans resulting from Best Value reviews. Confirm that clear responsibility is attached to actions which are time specific,

	3.9
Inadequate monitoring information may result in the wrong decisions being made.
	3.9.1
An officer independent of the service under review undertakes the monitoring. 


	(a)
Confirm that an officer independent of the service under review undertakes monitoring.

	
	3.9.2
All monitoring information is scrutinised by management for reasonableness and completeness. 


	(a) For a sample of monitoring results confirm that evidence is in place to support conclusions drawn.

(b) Confirm that monitoring reports are appropriately checked and signed off prior to issue.


4. 
PERFORMANCE MANAGEMENT

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	4.1
Failure to monitor performance may result in inefficient and ineffective application of organisational resources.
	4.1.1
The framework of performance monitoring enables effective use of resources and can be focussed to identify those areas where resources are not being effectively applied.


	(a)
Review performance monitoring reports and confirm that they include coverage of the way in which resources are used and that they are being effectively applied across the whole association’s activities.

	4.2
Inadequate performance information may result in the wrong decisions being made.


	4.2.1
Users of internal performance information are periodically consulted as to its content and format.
	(a) Confirm that there is a procedure in place for consulting with users of internal performance information. This should be in regard to its content and format and on a regular basis.

(b) Interview a sample of staff who are users of internal performance information and confirm that they are consulted on a regular basis. 

	
	4.2.2
A mechanism is in place to confirm that information is collated and distributed in a timely manner.


	(a)
Confirm, for a sample of performance reports, that there is an overarching timetable for the production and distribution of information. This should include timing and responsibilities. 

	
	4.2.3
The information recipients’ list is regularly reviewed to confirm that the correct information is being delivered to the correct posts within the organisational structure.


	(a) Confirm that there is evidence to support the regular review of the information recipients’ list (at least quarterly) to confirm that the correct information is being delivered to the correct posts within the organisational structure.

(b) Review the last list and confirm that the distribution looks reasonable.

	4.3
Failure to validate performance data may result in the wrong decisions being made.
	4.3.1
The association should have a data validation process in place to provide the board with assurance that the performance data held and maintained is accurate and reliable.


	(a) Confirm that there is a procedure in place for data validation of all key performance reports produced by the association.

(b) Review a sample of reports and confirm that there is evidence to support the application of the data validation process. 
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