March  2007

WEST LONDON SUPPORTING PEOPLE VALUE FOR MONEY FRAMEWORK


1.0
INTRODUCTION

1.1
Since the implementation of Supporting People (SP) in April 2003, Administering Authorities (AA) in the West London sub-region have been working closely to provide consistency in the delivery of the SP programme. The region has an established track record in developing joint commissioning processes and wishes to build on this by developing a common and transparent framework for assessing value for money (VFM). 

1.2
This framework was originally developed using the London Borough of
Harrow VFM Policy.       

1.3
This document is the March 2007 review of the framework  

2.0
BACKGROUND

2.1
Administering Authorities were required as part of the service review process to assess the value for money of services to ensure they represent ‘Best Value’. Now that Administering Authorities are embarking on contract monitoring and procurement activities they have to ensure that Best Value is achieved for any new SP contracts as part of these processes.

2.2
Achieving VFM is one of the key objectives of the SP programme as a result of Government concerns over the size of the budget. The Independent Review of SP conducted by Rhobson Rhodes in January 2004 funding concluded that the distribution of SP funding did not represent good ‘value for money’. In their view the distribution of funding was not based on need and the wide variations in unit costs could not be explained by regional variations regarding accommodation and salary costs.

2.3
Given this change in focus and the need to make savings to the budget a robust and transparent methodology is therefore important for structure and accountability when making VFM judgements.

2.4
Whilst the West London AAs have adopted similar approaches in assessing VFM, this has not been completely consistent and it has been recognised that the adoption of a common framework would be helpful to both commissioners and providers. 

2.5
The Value Improvement Project (VIP) led by the London Borough of Hammersmith and Fulham (LBHF), has also developed a range of contract documentation and protocols to enable joint tendering of SP services on a sub regional basis. This includes a common approach to VFM.

2.6
Following completion of the review programme and the agreement of Steady State contracts, VFM continues to be a key issue as AAs monitor contracts, commission and procure new services and continue to require services to demonstrate efficiency. AA’s recognise the need to move from a performance management framework primarily based on outputs to one that is based on contract risk and demonstration of outcomes. West London has developed a common Performance Framework which reflects this approach by assessing services through a range of indicators including VFM and outcomes and this will be rolled out for all AAs to use in 2007-08.

3.0
PROGRAMME ADMINISTRATION FROM 2006

3.1
The ODPM (now the DCLG) published a consultation paper in December 2006 which stated that AAs will need to be clear about the affordability of the services they intend to commission and how they have reached a judgement on the price they can afford to pay. The ODPM acknowledged the work undertaken to date around VFM and stated that this work will need to continue to enable authorities commissioning new services to have a clear and robust basis for establishing what are reasonable, value for money local market rates.

3.2
The ODPM encouraged regional and sub regional benchmarking and data sharing as part of this process, in the belief that this should help the market place to mature and will enable commissioners to develop a clear understanding and acceptance of what constitutes local market rates for different types of services. SP is, in reality, a relatively new programme, with an immature marketplace which needs to develop a clearer and more informed understanding of acceptable local market rates. 

3.3    Work is ongoing in West London to Benchmark all SP services across the sub region by client group. This work will continue and be one means of AA’s judging VFM, though it will be done in the context of the Performance monitoring approach detailed in 2.6. 

4.0
SCOPE OF THE VFM FRAMEWORK

4.1
This framework covers the following Supporting People Administering Authorities:

London Borough of Brent

London Borough of Ealing

London Borough of Hammersmith & Fulham

London Borough of Harrow

London Borough of Hillingdon

London Borough of Hounslow

Royal Borough of Kensington & Chelsea

The framework is a menu of options for assessing VFM. AAs will choose from a range of indicators when considering VFM.  


The West London framework sets out a number of formulae for assessing VFM and it should be noted that some of the inputs will be variable depending on the authority and the type of service that is being assessed. Some services will for instance operate with a FTE for staff of 35 hours per week, whereas in others this could be 36 or 37.  Whilst some authorities use '52' as the number of weeks in the year, some will use 52.2 (or 7/365).

5.0
AIMS AND OBJECTIVES

5.1
This framework will be used when assessing VFM for services receiving Supporting People funding in the West London Sub region.

5.2  
This framework will be used to inform decisions in the following areas:

· When assessing VFM of existing services receiving SP Grant e.g. when agreeing Steady State contracts.

· Appropriate aspects of the framework will be used when considering the price of new services.  

· When existing or re-configured services are put out to tender the VFM of the current services will be an important aspect of the decision-making process.

· Appropriate aspects of the framework will be used when considering requests for inflationary uplifts for existing services.

· As part of the WL Performance Framework risk assessment when AA’s contract monitor services. 

5.2
The Aim of the framework is to:

· Integrate VFM into review and contracting processes

· Take into account appropriate guidance on assessing VFM and fully consider benchmarking data, particularly from within West London

· provide a consistent and accurate assessment tool for assessing VFM

· enable objective, accountable, and transparent VFM assessment

· consider individual service characteristics and quality when assessing VFM

· provide guidance for analysing Supporting People budgets

· provide clear evidenced based outcomes

· Link VFM to quality and strategic outcomes achieved by individual services

· support joint commissioning in the West London region. 

5.3 The Objectives of the framework are : 

· That the sub region has a clear framework that enables AA’s to satisfy themselves that services are being procured and provided on a cost-effective basis that represents effective VFM while allowing the service provider the level of funding required to implement the specified service to the required quality and deliver the agreed strategic outcomes.

· The sub region has a clear framework that enables AA’s to reach a  conclusion that is robust, consistent, transparent and proportionate to the level of funding involved

· The sub region has a clear framework that enables AA’s to assess VFM that is led by the needs of service users whilst taking account of local eligibility criteria

· The sub region has a clear framework that enables Commissioning Bodies to have a clear understanding of local value for money issues with regard to current and future service provision

· A framework that gives Service providers the ablity to: 

· Challenge and improve current costs, price and service value

· Gain an understanding of what is required of   them and also knowledge of what   similar providers delivering services to the same service user group and subject to the same market pressures have achieved

· A consistent approach to VFM through the framework adopted within the West London region.  

·  Where services are jointly funded the broad approach to VFM outlined in the framework could be used in conjunction with health and social care commissioners to look at all of the funding for the service, subject to the additional or specific requirements of the other funders.  

6.0
PRELIMINARY WORK ON VFM. 

6.1
Since the programme began it was recognised that establishing value for money could be made difficult by the lack of reliable data on services prices. The key sources of information used for comparing VFM were quartiles and benchmarking.   
6.2
Quartiles


Using Platinum Cut data the ODPM published information about VFM and the average cost of services across the country. This information was grouped by client group and service model and published as National and Regional Data. As well as providing an average weekly unit cost, it also looked at the range of costs including the maximum and minimum cost and the upper and lower quartiles. 


A quartile is the cost at which 25% of services are above or below that cost. For example, if the upper quartile were £67 that would mean that 25% of services cost more than £67


The limitations of this are that it:

· Does not look at inputs of the service

· Does not highlight the intensity or number of hours per week

· Does not prompt an analysis of where the SP grant is actually being spent

· Looks at actual expense not value 

· Does not provide information on the characteristics of the service

· Does not look at other funding going into the service.

· The information used is now 4 years old  which limits its value


Nevertheless, the quartiles are a useful tool to provide an initial value for money assessment that is further expanded through an analysis of 

· Utilisation of grant

· Proportion of overheads within service value

· Staff to service user ratios

· Weekly support hours per service user

· Hourly rates.

6.3
Benchmarking

Benchmarking is a multi dimensional tool for comparing like with like services. The ODPM quartiles used a limited number of criteria (client group and service model) to compare one aspect of a service (cost).


Benchmarking broadens that approach and is able to introduce more criteria and more comparators. However, all benchmarking is dependant on data collection.


The West London sub-regional is committed to work together to produce benchmarking data. This will include a greater level of detail, and will allow us to create different parameters for assessing and comparing VFM.


This work is in progress at the time of completing this document.  Benchmarking data will be made available when this exercise is completed and will be incorporated into the WL VFM framework.    

SITRA are also working with providers to develop their own benchmarking group and this is currently at a pilot stage. 

6.4      VFM and the Review programme 

Government guidance required a basic assessment of VFM as part of Stage II in the current review process. The basic assessment uses the ODPM quartiles to compare the weekly unit cost per service user for similar services.


Service providers  have access to all the evidence used by the AAs to assess the VFM of the service. All documents will be available and calculations will be explained to the provider.

6.5    VFM Workbook


All services were asked to submit a VFM workbook as part of the review process, which allowed providers to inform the SP Team precisely how the grant is spent. The workbook looks at expenditure broken into 3 distinct categories - direct staff costs, indirect staff costs and overheads.


The review programme is now completed and the DCLG has stated that it is now at the discretion of AAs to determine how reviews will be carried out in the future. It is proposed that the VFM workbook can continue to be used for the collection of information and that it will be used by AA’s at their discretion when risk assessing , monitoring and tendering for services   

7.0
DEFINITION OF VFM 

7.1
The Department for Communities and Local Government (formally ODPM) defines VFM as “a judgement about the price of a service in the light of the perceived value of that service.” (OPDM Introductory Practice Aid)

7.2
Within VFM there are two main types of assessment: cost effectiveness analysis (CEA) and cost benefit analysis (CBA). A CEA compares the inputs and outputs of a service. A CBA provides a further level of analysis using the outcomes of a service. In the first instance, SP VFM assessments will focus on a CEA approach due to the current lack of measurable data regarding outcomes of services and what the benefits are in monetary terms. In the long term we will move towards a CBA assessment.

7.3
VFM can be quantified by examining the following:

Inputs: such as number of staff, number of support hours, skill levels of staff.

Outputs: such as number of support hours delivered, number of units/bedspaces.

Outcomes: such as benefits realisation, re-offending rates, prevention of hospitalisation under the umbrella of the new DCLG outcomes framework. 

7.4
Government guidance defines value as:

· Contribution to relevant strategies

· Desirable outcomes

· Service quality

· Satisfied users and stakeholders.

7.5
Government guidance defines cost as:

Cost of the service

      divided by

No of units/bed spaces
8.0
WEST LONDON FRAMEWORK FOR ASSESSING VFM

8.1 
To reach a final recommendation about the VFM offered by a particular service, this Framework provides the tools to enable the AA to review VFM data. 

The framework advocates a pragmatic approach to assessing VFM which takes into account the range of quantitative VFM information detailed in conjunction with :

· The assessment tools developed through the VIP process when tendering for new services and

· The West London Performance Framework  when contract monitoring existing services.  

It is only by contextualising the VFM data that effective strategic decisions can be made.   

8.2    The menu of VFM indicators available as tools for authorities 


to use in their assessment are listed below.     

1)
Utilisation of grant


Firstly is important to establish that the contract accurately reflects the cost of providing that service and is only used to fund SP eligible activities. The workbook and the service specification provide an assessment of how the SP funding has been spent. The cost of the service as presented in the workbook will be compared to the current contract value and service specification and will be used to inform the future contract negotiations. 
2)
Indicators
In assessing VFM the West London region has agreed a menu of potential indicators and these include the following:

· Cost per hour of support

· Unit cost

· Total contract price 

· Staff to user ratio

· Weekly support hours per user

· Minutes of staff time per user

· Cost of an hour of staff time

· Unit cost v. staff user ratio

· Unit cost v. QAF score

· Borough wide staff comparisons

· Level of overheads

· Identification of ineligible costs

8.3    Indicator Formulas & notes  

The formulas for calculating these indicators are detailed below with relevant commentary AAs may use this information to benchmark services and set cost parameters:   


Cost per hour of support : 

The cost per hour of support is calculated using the following formula: 
                
 Annual Contract price for eligible tasks 
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In order to establish whether or not the price is reasonable the Authority is likely to give considerable weight to the cost per hour of support. This cost is based on all hours spent on eligible tasks, not merely those hours spent on direct work with service users. 

Unit Cost:

The unit cost is calculated by using the following formula:

Contract price
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                                Contracted number of Users x 52
Total contract price 

The total contract value has an impact on the VFM assessment in the following areas: 

1. In terms of proportionality there is an argument that it is appropriate to concentrate rigorous assessments of VFM on larger contracts. However this is not to say that smaller contracts will not be scrutinised thoroughly

2. For larger contracts one would normally expect to see lower costs per hour of support

3. For larger contracts one would normally expect to see lower percentage of non-staff costs than in smaller contracts

The rationale for these expectations is that within larger contracts there is more scope to spread fixed costs. 

A “large contract” is defined as one with a current annual value of more than £250,000. For contracts of this value it is suggested that prices are examined in some detail with a focus on the three areas above. 

Staff to Service User Ratios


The staff / service user ratio sets out the number of staff related to the number of service users. It is useful for estimating the number of service users each member of staff supports.


Staff service user ratio can be calculated in the following way:

Support Hours per week ÷ 35 hours

Contracted number of service users

17.5 ÷ 35  = (5%)

10
This ratio can be compared against other services of a similar type.
 
Weekly Support Hours Per Service User


A useful indicator of the level of support is the number of hours each service user has each week. This is a further way of expressing the staff to service user ratio:

No of staff X hours in an FTE

No of service users


The number of hours each service user receives will be compared with other similar services.


The intensity of support required by different clients will differ greatly between client groups and services, which are able to offer “value added” support to clients with multiple needs, may have a higher number of hours per service user. An example of this may be an offenders service, which has the capability to take mentally disordered offenders as a secondary client group.

Minutes of Staff Time Per Service User


This can also be calculated using the following formula:

Contracted Hours of Support x 60

Contracted Number of Users

17.5 x 60    = 105 minutes

10
 
Cost Per Full Time Member of Staff

This can also be calculated using the following formula:

Contract price

      Contracted Support Hours ÷ 35 

17,000   =£34,000

                           17.5 ÷ 35 

Unit Costs V. Staff to User Ratio

         The Unit cost is plotted against the staff to service user ratio on a service-by-service basis. 


This can be assessed by plotting the unit cost by staff to service user ratio service-by-service basis.  
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The QAF is scored using the following formula:

 A =  4, B = 3, C= 2, D= 1, 0 = 0

Example:
  
Objective 1 - A = 4  

Objective 2 - B = 3                       Score=13

Objective 3 - D = 1 




Objective 4 - C = 2  

                          Objective 5 - C = 2

                          Objective 6 - D = 1 

This is then plotted against the unit cost:


This measure should give some indication of comparative quality and cost. 

8.3
Borough Wide Costs

Costs from across a borough or a region can be plotted by service type or provider against various parameters. The following plots staff costs FTE across all providers, as follows for example:


8.4
Proportion of Overheads

         The CLG has highlighted the need for thorough value for money assessments with regards to overheads.

         Overheads are those costs of a service that result not from the direct activities of the service itself but from the activity of the organisation that provides the service.  Examples might include a share of the following:

· finance department

· IT infrastructure costs

· human resources department

· administration

· publicity

· office accommodation

· legal costs.

The costs listed above are maybe a necessary part of running a service. 


Issues to be considered in assessing overheads are:

· It is possible for organisations to hide unjustifiable costs in their overheads, or to use overheads to create cross-subsidies between services (i.e. by unjustifiably charging higher overheads to some and lower overheads to others). It is therefore, reasonable for administering authorities to question the overhead component of a support charge if it appears unreasonable. 

· Overheads that represent between 10-15% of direct service costs are well within the normal range.

· Costs well below this range may indicate that a provider is not adequately resourced at the centre and so may have an inadequate infrastructure to ensure the sustainability of the service.  Much higher costs may be caused by many factors.

· Particular care needs to be exercised when comparing voluntary and private sector services with those run by local authorities because it is very common to find that local authority service budgets do not properly reflect the full cost of services due to their accounting structures. Administering Authorities should, therefore, assure themselves that management and support costs (MSS) have been properly included in the costs of any under consideration.

· Are the associated running costs of the service apportioned correctly between the rents and support?

· Overheads may also include an element of profit or reserves. Some providers are motivated (at least in part) by profit. All organisations, including not-for-profit sectors (RSL, Local Authorities and Voluntary Sector agencies) need reserves to carry them through periods of financial difficulties (indeed SP providers are required to be financially sound) and meet development costs. Reserves are only built up through the accumulation of annual surpluses, which are necessary in order to ensure financial stability.

· All overhead costs will be scrutinised, but there will need to be a very robust and exceptional reason as to why overheads exceed 20%.

8.5
Ineligible and Eligible costs


There are many costs of running a supported housing service which are not eligible for Supporting People funding. Some floating support services, which provide solely support, are likely to be solely funded by SP grant.


For accommodation based services, it is important to acknowledge that costs related to the building or tenancy management are not support costs.

· Costs relating to the building or tenancy management should be paid out of rents

· Costs for providing communal services such as gardening, window cleaning, and communal utilities should be paid out of the service charge

· Personal use of utilities should be paid by the tenant.

8.6    Other Ineligible Costs 


Supporting People grant should only to be used to fund housing related support. The strategic relevance questionnaire will highlight whether the service provides other care such as personal care or counselling.


When assessing value for money, an analysis of whether or not there are any ineligible tasks will be completed. 

9.0
LINKING VFM WITH QUALITY AND OUTCOMES

9.1
When assessing VFM it is important to consider the holistic value of the service. VFM assessments should not be stand –alone judgements, which will only focus on price. Considering value for money involves looking at the quality and outcomes of services as well as their costs in a rounded way. 

9.2
When assessing VFM, the following qualitative indicators should be considered in an objective and consistent way:

· Validated QAF grades

· Performance against the quarterly KPI’s

· Whether the service is flexible and contributes to emerging priorities as identified in the SP strategy

· Local demand for the type of service

· Service user satisfaction

· How the service contributes and records service user outcomes (e.g. how many service users moved to independent living, how many gained employment etc) in line with both the CLG’s outcomes framework requirements and locally established outcome measures.  

· How the service promotes move on options for service users when appropriate. 

9.3
When assessing outcomes a balance needs to be considered, as focussing too much on outcomes may deter providers from working with people with complex needs. Assessing outcomes should be appropriate to the client group, and used alongside other indicators of quality.

9.4
The West London sub-region is considering the development of a methodology for measuring qualitative data and service outcomes in the future through the Performance Management working party. 

9.5   
It is envisaged at a sub regional level that the VFM framework should be used in conjunction with: 

· The assessment tools developed through the VIP process when tendering for new services and

· The West London Performance Framework  when contract monitoring existing services.  

10.0
JUSTIFYING HIGH & LOW COSTS

10.1 Defining High and Low Cost Services : 

High cost services

 
High cost services are those which are likely to fall into the upper quartile when compared with other similar services on a regional or national basis. A similar service would be one with the same primary client group and model type e.g. floating support, 24 hour waking, alarm/on call.


There is a range of factors, which can contribute to higher cost, which could include:

· High staff numbers in relation to tenant

· Size of service

· The need for highly paid specialised members of staff

· Unsociable hours cost

· High overheads

· A need to operate a service at less then maximum utilisation in order to be able to respond to periods of high demand for emergency referrals, e.g. domestic violence refuge or direct access hostel.


Low Cost Services


Where a service is assessed as low cost, attention will still be paid to VFM. Considerations need to be made for the future stability of the service and whether the service is sustainable at a low running cost.


Factors to consider that may result in a low cost service:

· Use of volunteer staff

· Low paid staff 

· Low contribution to central overheads 

· Funding from a range of sources such as charitable payments or other funding, with SP only responsible for a small proportion of total costs

· Cross – subsidy or loss making 

· Efficiency gains or economies of scale achieved which have not been replicated or are not possible within other services.

· Market conditions where a large number of suitable providers have competed for business.

10.2 
Where the unit costs of a service are considered high according to the value for money assessment and benchmarking data, the provider will be expected to justify the high costs. This could include providing more information on successful outcomes of the service, and/or details of all expenditure.

10.3 
If a high cost service is agreed, additional monitoring of outcomes may be a condition of the funding.

11.0
PROACTIVE VFM ASSESSMENT

11.1
The SP teams need to be proactive is assessing value for money for services when the opportunity arises outside the ongoing programme of performance monitoring. This could be as a response to government directives or via the establishment of priorities (such as the Supporting People 5 Year Strategy).

12.0
VFM AND PROCURING NEW SERVICES

12.1
VFM analysis is a critical tool for procuring new services and pricing new contracts. The analysis will be used to inform the decision making process but will not determine new prices. All authorities are required to ensure all procured and contracted services, such as those funded through SP, provide Best Value for the authority. 

12.2  The Value for Money tool developed as part of the VIP process where the WL AAs jointly procured a contract for single homelessness provision across West London is available for AAs to use when assessing tenders. 

12.3
The Functions of the Tool

12.4
The tool  analyses tender submissions by:

· Hours of support per service user per week 

    (and minutes of support)

· Ratio of staff to service users

· Price per unit per week

· Price per hour of support.


The tool requires a service type to be defined as follows:

· 24 hour cover with waking staff (more than 50 units)

· 24 hour cover with waking staff (less than 50 units)

· 24 hour cover sleep in staff

· Floating support

· Day time staff cover; visiting support.

The tool holds a database to enable the following comparisons to be made:

· Comparisons against all services for single homeless people and rough sleepers in West London;

· Comparisons against similar types of services for single homeless people and rough sleepers in West London.


Where existing services are to be jointly re-purchased (as opposed to new services) comparisons can also be made against a number of performance indicators. The indicator on staffing in not included as a comparison against (contracted) staffing levels is already part of the VFM tool. The tool allows comparisons against the following indicators (for similar types of services):

· Percentage of hours spent on support

· Availability

· Utilisation

· Throughput

· Turnover

· Establishment and maintenance of independence

· Maintaining independence at the point the service ceased

· Planned move from temporary accommodation

12.5
The comparative data within the VFM tool can be updated as services are reviewed and new contract requirements defined (e.g. number of support hours). Also new services can be added to the database. Where performance information is updated the tool should use Quarter 4 cumulative data.


12.6
The tool as part of the tendering process

Where services are tendered the tendering process itself should ensure value for money and the best price for the service being specified. The value for money tool may be used to assess whether the tendering process has resulted in the most economically advantageous tender. In assessing this as per EU procurement regulations, as well as cost other factors will prospectively be considered, including delivery date, quality and cost effectiveness.        

13.0
JOINT COMMISSIONING/ PURCHASING

13.1
Across the West London region a number of providers will be delivering services that are in receipt of more than just SP funding and may also be funded by health or social services. Many authorities will be looking to integrate commissioning arrangements for these services and SP teams will consider VFM in the context of the overall funding.   

14. CONTRACT UPLIFTS. 

14.1
AAs are faced with conflicting requirements with regard to agreeing cost of living increases. While AA’s recognise that services need to be adequately funded on an ongoing basis and that costs increase over time, they  have to manage contracts in a context where they are likely to receiving declining levels of SPG in real terms for the foreseeable future whilst also, as part of local government, being expected to achieve Gershon efficiencies of 2% per annum.

14.2
In this context AAs cannot agree to automatic inflation uplifts as part of Steady State contracts. West London AAs are committed to work together and with service providers to consider approaches to contract uplifts that link the award of inflation uplifts to service performance and recognise the pressures of cost of living on services.   

14.3
Any decision to award inflation is, of course, subject to the Authority having the resources to pay such uplifts. 
15.0
AGREEMENT OF CONTRACT PRICES 

15.1
Whilst this document sets out a framework for assessing VFM the agreement of contract prices will be at the discretion of each AA. Local circumstances will be considered as part of individual contract negotiations.

This procedure is to be reviewed again after Year 2 (January 2008) or in response to changes in local or national policy directives.

low cost high support staff user ratio
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