THE NATIONAL ASSEMBLY FOR WALES
AUDIT COMMITTEE

Report presented to the National Assembly for Wales on 2 April 2008, in
accordance with Section 143(1) of the Government of Wales Act 2006

Report on the 2006-07 Consolidated
Resource Accounts of the National
Assembly for Wales

Contents Paragraphs
Summary and Recommendations 1-16

Report on the 2006-07 Consolidated Resource Accounts of the
National Assembly for Wales

In managing the ASPB merger project the Assembly Government

achieved a number of important successes 17-24
Aspects of financial management during the merger process were 2542
unsatisfactory -
There are some weaknesses in the measurement of the costs and 43-51
benefits of the merger project itself )
The lessons learnt from the merger process are relevant elsewhere 50
within public services in Wales

The Assembly Government’s Corporate Finance Change Programme 53.57

is a crucial, albeit belated, initiative

ANNEXES

Annex A Record of proceedings of the Audit Committee, Thursday 13 December
2007

Annex B Letter from Sir Jon Shortridge, 15 January 2008 providing further
information as requested by the Audit Committee



Summary

1.

On 1 April 2006, four Assembly Sponsored Public Bodies® (ASPBs) were merged
into the Welsh Assembly Government. These were the Welsh Development
Agency (WDA), the Wales Tourist Board (WTB), the National Council for Education
and Training for Wales (ELWa) and the Qualifications, Curriculum and Assessment
Authority for Wales (ACCAC).

On 25 October 2007, the Auditor General issued an unqualified audit opinion on the
2006-07 Consolidated Resource Accounts of the National Assembly for Wales, the
first post-merger set of accounts. The Auditor General issued a report to
accompany his opinion on those accounts setting out a range of matters relating to
the merger of the sponsored bodies. That report also commented upon the
Assembly Government’s plans to transform its financial management and reporting

arrangements.

On the basis of the Auditor General’s report, we took evidence on 13 December
2007 from two officials of the Assembly Government: Sir Jon Shortridge, the
Permanent Secretary and Principal Accounting Officer; and Dr Christine Daws, the

Director of Finance.
We concluded that:

a. Inmanaging the ASPB merger project the Assembly Government achieved a

number of important successes;

b.  Aspects of financial management during the merger process were

unsatisfactory;

c. There are some weaknesses in the measurement of the costs and benefits

of the merger project itself;

d. The lessons learnt from the merger process are relevant elsewhere within

public services in Wales; and

e. The Assembly Government’s Corporate Finance Change Programme is a

crucial, albeit belated, initiative.

! From 1 April 2007 such bodies were renamed Assembly Government Sponsored Bodies (AGSBs)



In managing the ASPB merger project the Assembly Government achieved a
number of important successes

5.

The Assembly Government has been largely successful in managing the ASPB
merger project. Sir Jon confirmed that these successes had been due to the
strengthening of governance arrangements, effective project management within
the Change Programme and, crucially, the commitment and participation of staff
across all of the affected organisations.

Prior to the merger, the Assembly Government had already started to strengthen its
governance arrangements, particularly across each of the individual departments.
This is encouraging, but we were concerned to learn that only four of the seven
Departmental Corporate Governance Committees (DCGCs) were currently chaired
by an external appointee. We consider that, consistent with modern practice, all of
the Assembly Government’s various Corporate Governance Committees should be
chaired by an external appointee, who is in turn supported by other external

appointees on each committee.

Sir Jon confirmed to us that, whilst he was comfortable with his current
arrangements, he was nevertheless looking to increase the number of external
appointees. We welcome this development and look to the Assembly Government
to ensure that all of its Corporate Governance Committees have an appropriate

balance of both internal and external members.

Aspects of financial management during the merger process were unsatisfactory

8.

Assembly Government officials within the Finance Division decided that it was not
necessary to complete monthly bank reconciliations on a timely basis during much
of 2007. We note that the delay of several months in respect of the 31 March 2007
reconciliation led to the late identification of a shortfall in drawdown of 2006-07
Exchequer Funds. As a result, the Assembly Government had to obtain
retrospective approval from HM Treasury in order to make the necessary funding

corrections.

We were most surprised to learn that the monthly bank reconciliation processes
had been deliberately delayed by officials, due to pressures of other work, and that
they had not alerted their Accounting Officer to this. Timely bank reconciliations are
a fundamental financial control for any organisation, and any postponement

decision should certainly have been communicated promptly to the Accounting



10.

Officer. Sir Jon assured us that his staff had since addressed the backlog and that

monthly reconciliations were now being completed promptly.

In respect of revenue income, the Assembly Government has encountered post-
merger difficulties in processing the increased volume of receipts generated by the
operational activities of the former sponsor bodies. We are concerned by the
increasing volume of unallocated receipts. Whilst Sir Jon acknowledged to us that
his staff should have anticipated the increased transaction volumes, he noted that a
lack of capacity and appropriate knowledge within its Finance Department had
meant that receipts could not be allocated promptly to the relevant departmental
business activities. We look to Sir Jon and his successor to prioritise improvements
in the timely and accurate processing of receipts, to aid debt management

processes across the Assembly Government.

There are some weaknesses in the measurement of the costs and benefits of the
merger project itself

11.

12.

13.

The reported ASPB merger costs of some £14.5 million exceeded by £2.6 million
the Assembly Government’s original budget provision of some £11.9 million. Sir
Jon confirmed that the original budget had been intended to fund the costs of the
various mergers, but did not include provision for any staff-related severance costs
as the Assembly Government had been unable to estimate them at the time of the
budget provision. He noted that the Welsh Development Agency’s redundancy
costs of some £3.3million had arisen from voluntary severance arrangements that

had been approved by the Agency’s Board.

We were told that the total reported merger costs of £14.5million were also
incomplete, as they exclude costs that Assembly Government departments had
been able to fund from their existing departmental budgets. We were also
concerned that the Assembly Government could not quantify these merger-related
costs, as they were not separately recorded. Sir Jon was therefore unable to let us

know the total cost of the ASPB mergers.

Assembly Government officials have calculated that the mergers had generated
savings of some £3.5million by 31 March 2007, and we were told that they expect
such efficiency savings to total some £10 million annually from 2009. However, Sir
Jon was unable to confirm to us that these savings related solely to the ASPB

mergers. From the limited evidence available to us, we are unconvinced that the



forecasts of efficiency savings are soundly-based. In principle, many appear to be

financial cuts to baseline activities, rather than genuine efficiency gains.

The lessons learnt from the merger project are relevant elsewhere within public
services in Wales

14. The Assembly Government has undertaken a ‘lessons learnt’ review of its handling
of the ASPB mergers process and has recently circulated its findings to other public
bodies across Wales in order to help disseminate good practice and highlight
potential pitfalls. Whilst we welcome this initiative, we do consider that earlier
dissemination of these findings would have been helpful, particularly, for example,

within the NHS in Wales given the impending mergers of several NHS Trusts.

The Assembly Government’s Corporate Finance Change Programme is a crucial,
albeit belated, initiative

15.  We strongly support the objectives of the Assembly Government’s Corporate
Finance Change Programme which, if introduced successfully, have the potential to
transform the Assembly Government’s financial management and reporting
arrangements. We consider these changes to be long overdue. Had the Assembly
Government overhauled its financial management arrangements sooner, it would
have been much better placed to meet the challenges of ‘faster closing’ and the
resource-based financial management information requirements of what has

become, since the 2006 mergers, a much larger and more complex organisation.
Recommendations

16. We make the following recommendations:

() While the Assembly Government has strengthened its governance
arrangements in recent years, these do not currently conform to best practice
and HM Treasury’s corporate governance guidance. We recommend that
the Assembly Government strengthen the effectiveness of its Corporate
Governance Committees by increasing the proportion of external
appointee members and by ensuring that all such Committees are
chaired by external appointees.

(i) The decision by Assembly Government officials to suspend the completion of
monthly bank reconciliations was unacceptable. Given the importance of this
key financial control, we are most surprised that officials did not seek the
Accounting Officer’s approval before acting. We recommend that the

Assembly Government should invariably and promptly perform monthly
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(iii)

(iv)

(v)

(vi)

bank reconciliations. No departure from such a policy should be made
except for wholly exceptional reasons and then only with the Permanent

Secretary’s personal authorisation.

When the Assembly Government announced its estimated cost of the
mergers, it did not include staff-related costs of some £3.3 million. These
costs were later reported in the National Assembly for Wales’ 2006-07
resource account, but those accounts did not disclose the element of total
merger costs that departments had met from their existing budgets. The
Assembly Government was therefore unable to report the total cost of the
ASPB mergers. Itis not good practice to embark on a major project without
estimating its full costs and without establishing machinery to monitor the
outturn. We recommend that the Assembly Government incorporate such
good practice in its project management processes and make sure that

such practice is invariably followed.

We are disappointed that the Assembly’s management systems cannot
separately identify merger-related savings. It is uncertain whether all of the
claimed and forecast savings arising from the ASPB mergers are genuine
efficiencies. It is again good practice in major projects to establish a clear plan
for realising benefits and for monitoring whether the expected benefits have in
fact been achieved. We recommend that the Assembly Government

should strengthen its project management arrangements accordingly.

We endorse the Auditor General’s identification of those areas that are critical
to the successful implementation of the Assembly Government’s ambitious
Corporate Finance Change Programme. We now look to the Assembly
Government to act on this analysis and to learn from its recent
experiences, in delivering the Corporate Finance Change Programme

successfully.

We are pleased that the Assembly Government has recently shared with other
public bodies its lessons learnt in managing the merger process, although we
consider that this could have been done sooner and more widely. We
recommend that the Assembly Government should continue to
disseminate its lessons learnt, where practicable, to support wider
organisational change processes across the Welsh public sector.



In managing the ASPB merger project the Assembly Government achieved a
number of important successes

17.

18.

19.

20.

21.

Crucially, the Assembly Government ensured that, prior to the merger date of 1
April 2006, the National Assembly for Wales had considered and passed all of the

legislative changes necessary.

Overall, the Assembly Government has been largely successful in managing the
governance aspects of the ASPB merger project.” The Assembly Government's
Change Programme, which it had previously set up in response to ‘Making the
Connections’, enabled the merger to be managed and delivered as a sub-project
within that wider Programme.® Sir Jon confirmed that these strengthened
arrangements had been an important factor in achieving the merger-related

governance successes.

Sir Jon also emphasised to us the importance of the commitment of all staff, across
the Assembly Government and the merging sponsor bodies. The active
participation and goodwill of staff throughout the merger process had enabled the
Assembly Government to understand the differing working practices and future
operational needs.* We wish to place on the record our thanks to those staff. We
have little doubt that without their commitment, the Assembly Government would
not have achieved many of its ASPB merger successes.

The Auditor General’s report confirmed that, in the months leading to the merger,
each of the sponsored bodies had strengthened their governance arrangements to
ensure a well-managed handover of responsibilities to the Assembly Government.
Meanwhile, the Assembly Government had also strengthened its departmental
governance arrangements. Where appropriate, the Assembly Government has

also been willing to adopt good practice from the former sponsored bodies.”

While we are pleased to note these important improvements, we are however
concerned that only four of the seven Departmental Corporate Governance
Committees (DCGCs) are currently chaired by an external appointee. Sir Jon
explained that the other three DCGCs are chaired by senior Assembly Government
officials from other departments.® It is accepted good practice, and indeed HM
Treasury guidance, that public sector Audit Committees, (which are equivalent, in

2 Annex A paragraph 4 -6

¥ AGW Report, paragraph 1.4

* Annex A, paragraph 8; and AGW Report paragraphs 1.6 — 1.9
> AGW Report, paragraphs 1.10-1.14

® AGW Report, paragraphs 1.16 — 1.17



22.

23.

24,

this context, to the Corporate Governance Committees) should be chaired by
independent external appointees, who are supported on each committee by other

external appointees.

Sir Jon confirmed to us that he is continuing to strengthen the independent non-
executive membership of both his own Corporate Governance Committee and of
the various departmental CGCs. At the time of the hearing, he was in the process
of appointing two new non-executive directors to his CGC via open competition
and, as part of this process, was hoping to identify suitable candidates to sit on, or
chair, other departmental CGCs.’

Sir Jon noted that, while he is aware of HM Treasury guidance on this topic, he had
personally found it to be ambiguous and therefore open to interpretation. Sir Jon
confirmed that while he was looking to increase the membership of external

appointees he was, nevertheless, comfortable with his current arrangements.

We welcome the recruitment of additional external appointees to Corporate
Governance Committees across the Assembly Government, and consider that they
should bring valuable perspective and insight to the internal governance process.
We strongly endorse both the principles and detail of the Treasury’s extant

guidance on the effective operation of Audit Committees in the public sector.

Aspects of financial management during the merger process were unsatisfactory

25.

During the merger process there were a number of unsatisfactory aspects of the

Assembly Government’s overall financial management:

a. Finance Department staff decided that they need not complete timely bank

reconciliations each month;

b.  For the four months following the merger, the payment of many creditors

ceased to be timely;

c. Meaningful management information to some of the staff of the former

sponsored bodies was lacking;

d. The preparation of the National Assembly’s resource account for 2006-07

was delayed;

e. The Assembly Government was unable to handle effectively the increased

flow of receipts.

" Annex A, paragraphs 16 - 24



26.

27.

28.

29.

30.

The Auditor General has reported his considerable concern that the monthly
reconciliations of the Assembly Government’s bank accounts were allowed to fall
behind during 2006-07.2 Periodic bank reconciliations are a fundamental financial

control that should always be completed robustly and on time.

We are concerned that the delays had also contributed to the Assembly
Government failing to identify a shortfall in its drawdown of 2006-07 Exchequer
Funds until well after the financial year-end. In order to achieve an accurate
opening balance on the Welsh Consolidated Fund, the Assembly Government then
had to obtain retrospective Treasury approval for an additional draw-down of

funding.

We are deeply concerned to learn that Assembly Government officials had taken a
conscious decision to postpone the completion of bank reconciliations, apparently
due to pressures of other work. We find it unacceptable that this significant and
contentious action did not have the prior approval of the Accounting Officer, who
had not been consulted. We note that Sir Jon did not support the action that had
been taken and that, as soon as he learned of it, he had taken prompt remedial
action to reinstate the reconciliation process. Sir Jon assured us that his officials

are now maintaining the monthly bank reconciliations as a high priority action.’

We were concerned by the sharp decline, immediately post-merger, in the payment
performance of certain Assembly Government departments.’® Sir Jon explained
that he had inherited poor payment performance from some of the former sponsor
bodies, and had previously written to the relevant Accounting Officers on this
matter. Sir Jon also noted that, despite these longstanding difficulties, once the
bodies had merged into the Assembly Government he had then been able to
improve relatively quickly the enlarged departments’ payment performance.

By August 2007 all departments were paying no less than 95 per cent of all valid
invoices within 30 days. Sir Jon confirmed that this had continued, and indeed
improved further, through to October 2007.** Prompt payment has for many years
been of interest and concern to this Committee, not least because of the potential
impacts of payment delays on the cash flows of indigenous Welsh businesses, and

8 AGW Report, paragraphs 3.11 — 3.14
° Annex A, paragraphs 129 - 140

19 AGW Report, Exhibit 2

1 Annex A, paragraph 32 - 34



31.

32.

33.

34.

35.

we look to the Assembly Government to maintain high standards in this area for the

future.

Turning to the Assembly Government’s financial ledger arrangements, its officials
did recognise the potential benefits of overhauling the structure of the ledger prior to
the merger date. This would have enabled a smoother and more efficient transfer
of the merging bodies’ ledgers. However, Assembly Government officials opted

instead to continue with the existing ledger and financial coding structure.

This meant that the Assembly Government was unable to transfer the ledger
balances of the merging bodies automatically onto its own ledger, instead having to
resort to manual data input. Also, officials opted to undertake this data migration on
a summarised basis only, without transactional data. As a result, staff of the former
sponsored bodies had to access multiple Assembly Government systems to obtain

meaningful management information on pre-merger transactions®?.

Sir Jon accepted these shortcomings and expressed his regret at the lack of
meaningful management information that has been available to some staff of the
former sponsored bodies.*® Sir Jon acknowledged that the Assembly Government
had not addressed these weaknesses successfully, prior to the merger. As a result,
some departments had introduced local arrangements in order to capture and
report meaningful information. The Department for the Economy and Transport
procured a stand-alone reporting package to meet its financial management needs.
In his written evidence, Sir Jon confirmed to us that one department had also
procured a stand-alone Customer Relationship Management system, which it plans
to introduce by April 2008

We agree with the Auditor General that the use of local arrangements to address
shortcomings in the Assembly Government’s financial management arrangements

is inefficient, and far less effective than a fully-integrated core finance system®>.

The Assembly Government did produce the National Assembly for Wales’ 2006-07
resource account without any audit qualification, although slippages in the merger
accounting process meant that their ambitious timetable was not fully achieved.
The most significant delay concerned the restated Opening Balance Sheet at 1

April 2006 to reflect the consequences of the merger. We were both surprised and

12 AGW Report, paragraphs 2.23-2.25

3 Annex A, paragraph 101-111

* Annex B, page 2

5 AGW Report, paragraphs 2.26-2.29; Annex A, paragraphs 101-109
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36.

37.

38.

39.

concerned to note that Assembly Government officials did not complete this
important milestone until August 2007, some ten months later than originally

planned.

Assembly Government officials did not plan effectively for the compilation of the
restated Opening Balance Sheet. For example, in addition to the problems inherent
in the structure of its financial ledger, officials overlooked significant factors such as
the transfer of Health Profession Wales, an inherited rail franchise, student loans,
and the Tir Gofal scheme. Given the apparent lack of effective and joined-up
planning for these areas by officials, we are not surprised that they subsequently
experienced significant delays in acquiring the relevant financial information and in

preparing the restated position at 1 April 2006*°.

We understand that many Whitehall departments now routinely use a ‘soft-close’
process that has been demonstrated to be an important tool in their achievement of
faster-closing deadlines. To help develop a similar practice the Assembly
Government intended to introduce a balance sheet ‘soft close’ at 31 December
2006, in order to reduce the burden of preparing the year-end resource account for
2006-07. However, the delays in preparing the Opening Balance Sheet
substantially hampered the Assembly Government’s plans for the ‘soft close’, as
many key finance staff had been diverted to tackle the over-run in the preparation of
the restated balance sheet position. Also, it later transpired that departmental
business units did not understand the information needs of the Finance

Department.

We were told that Assembly Government officials have now established why the
preparation of the National Assembly’s 2006-07 resource accounts had been
delayed, and why certain milestones had to be either postponed or cancelled. Both
of the witnesses assured us that lessons had been learnt and that they had
implemented a range of corrective measures to ensure that the 2007-08 resource

account is produced to time, and to expected quality standards®’.

In respect of revenue income, the Assembly Government encountered considerable
difficulties in processing the increased volume of receipts generated by the
operational activities of the former sponsored bodies. The Auditor General’s report

analysed for the first quarter of 2005-06, 2006-07 (the immediate post-merger

'8 Annex A, paragraphs 113-116
" Annex A, paragraphs 120-128
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40.

41.

42.

period) and 2007-08 (the current financial year) the value of receipts that took

greater than 30 days to allocate.®

We are concerned by the results of the Auditor General’s analysis and the
increasing volume of unallocated receipts, both immediately after the merger and
also some 12 months later. The Auditor General’'s report notes that the Assembly
Government had previously established a Receipts Working Group to plan for the
impact of the merger on the financial management of income. This Group reported
to the Financial Managers’ Merger Group, which in turn reported to the Finance
Supervisory Board.™

Sir Jon acknowledged to us that his officials should have anticipated the increased
volume of receipts that the Assembly Government would receive post-merger, but
had not done so. Sir Jon also commented on the exceptional scale of the four-fold
increase between 2006 and 2007.

Both Sir Jon and Dr Daws stated that the Assembly Government had suffered from
a lack of capacity within its Finance Department and had been therefore unable to
manage receipts adequately. Dr Daws also explained that it had taken some time
for the staff of the merged bodies to fully understand the Assembly’s processes,
which had led to many receipts being processed incorrectly in the first instance and

requiring later correction, which compounded the overall increase in workload.

There are some weaknesses in the measurement of the costs and benefits of the
merger project itself

43.

44,

Although, as we have already noted, the merger project itself was marked by many
successes, we consider that there were, and continue to be weaknesses in the
Assembly Government’'s management of the costs and benefits associated with the
project.

The Assembly Government neither forecast nor measured the full costs of the
merger process

The Auditor General’s report shows that the reported merger-related costs totalled
some £14.5 million.?° This exceeded the Assembly Government's budget provision
by some £2.6 million. Sir Jon explained to us that the provisional budget of £11.9
million that had originally been reported to the National Assembly for Wales
represented the budget allocation to fund the costs of the merger. Sir Jon noted

8 AGW Report, paragraph 2.16 and Exhibit 3
19 AGW Report, paragraph 2.16 and Exhibit 3
2 AGW Report, Exhibits 4 and 5
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45,

46.

47.

48.

49.

that this budget figure had not included staff-related severance costs, as the
Assembly Government had been unable to estimate these at the time that the

budget was prepared and presented.

Sir Jon informed us that redundancy costs of some £3.3 million incurred by the
former WDA had arisen from voluntary severance arrangements that its Board had

put in place. The WDA had funded these costs from its existing budget provision.

Also, we are concerned that the total reported merger costs of £14.5 million are
themselves incomplete, as they exclude that element of the merger costs that
Assembly Government departments were able to fund from their existing
departmental budgets. We were surprised to be told that the Assembly
Government was unable to identify and quantify its departmentally funded merger-

related costs, as these were not coded separately.?

Given the likely interest of Assembly Members and others in the Assembly
Government’s merger costs, we are concerned that the Assembly Government did
not put in place effective monitoring and reporting arrangements to capture all

merger-related costs, regardless of their budgetary funding.?

The Assembly Government’s reported merger savings might not represent genuine
efficiency gains

The Assembly Government had estimated that from 2009 it will achieve annual
merger-related savings of some £10 million; and that savings of some £1.5 million
would be achieved by 31 March 2007. Assembly Government officials have since
calculated that actual savings by 31 March 2007 totalled some £3.5 million, thus

exceeding its target to this date by some £2 million.?

We sought assurance from the witnesses that the £3.5 million represented genuine
savings that had taken full account, for example, of all of the merger costs incurred
in the same period. Sir Jon confirmed that he was satisfied with the accuracy of
these figures and that the savings target will be met as planned by 2009. Sir Jon
explained that the savings had, and would be, demonstrated by a ‘top-sliced’ real-
terms reduction in Assembly Government departmental annual budgets. He also
confirmed that the funds released by these savings will be diverted to the provision

of front-line services.

L AGW Report, paragraphs 2.17-2.19 and Exhibits 4 & 5; Annex A, paragraphs 60 — 65;
22 Annex A, paragraph 66 - 70
% AGW Report, paragraphs 2.17,2.20

13



50.

51.

However, due to the reporting arrangements in place Sir Jon was unable to confirm
to us that all of the reported savings relate solely to the mergers. He shared our
dissatisfaction at this outcome, but did refer us to ongoing work within the Assembly
Government to identify many of the financial and non-financial benefits of the

merger.?*

We were not wholly convinced by Sir Jon’s explanation of the nature of the savings
that have been realised and how these are identified and reported. In principle,
much of the claimed savings appear to be simply funding cuts, rather than genuine
savings or efficiency gains. We are also surprised by the Assembly Government’s
apparent ability to estimate staff time when calculating merger savings, but its
inability to do so when seeking to capture and report the totality of the merger costs.
Looking forward, we hope that we will have the opportunity to scrutinise further the
Assembly Government’s reported merger savings and costs on a subsequent

occasion.

The lessons learnt from the merger project are relevant elsewhere within public
services in Wales

52.

Sir Jon confirmed that the Assembly Government had undertaken a detailed
‘lessons learnt’ review of the merger process, in order to disseminate good practice
to other public bodies, and to highlight potential pitfalls. We were a little
disappointed to hear that the Assembly Government had only very recently made
its lessons learned report available to the NHS in Wales, which has embarked on
the mergers of several NHS Trusts.?> We consider that Assembly Government
officials should have engaged sooner with other public bodies in sharing the
lessons learned report; and particularly with the NHS in Wales, given its imminent

Trust mergers.

The Assembly Government’s Corporate Finance Change Programme is a crucial,
albeit belated, initiative

53.

We strongly support the objectives?® of the Assembly Government’s Corporate
Finance Change Programme which, if implemented successfully, have the potential
to transform the Assembly Government’s financial management and reporting
arrangements. Based on the evidence provided to us by Sir Jon Shortridge and Dr

Christine Daws, it appears that this Change Programme will enable the Assembly

2 Annex A, paragraphs 76 - 77
% Annex A, paragraph 10
% AGW Report, paragraph 4.4
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54.

55.

56.

57.

Government to meet many of the financial management challenges that it now

faces.?’

However, while we endorse the changes that the Assembly Government has now
embarked upon, we do consider that they are long overdue. The Assembly
Government could and should have introduced them many years beforehand,;
ideally, shortly after the devolution of functions to Wales in 1999. Around this
period, we understand that many Whitehall departments overhauled their financial
management systems in order to meet the challenges of resource-based budgeting
and accounting, and the Treasury’s ambitious ‘faster closing’ programme. Sir Jon
accepted that, with the benefit of hindsight, he would have preferred to have made
the changes necessary to the Assembly Government’s finance systems prior to the

mergers of the former sponsored bodies in 20062,

Given the significance and scale of Treasury’s changes to public-sector finance and
governance arrangements over the past decade, we consider that the Assembly
Government should have identified and prioritised the need to overhaul the finance
management system far sooner. It is clear to us that modernised finance systems
are essential to deliver reliable and timely accruals-based management information

on a fully integrated basis.

We are encouraged by Sir Jon’s assurance that there is strong support from his
senior management team for the Change Programme and, importantly, widespread
acknowledgment that the success of the Programme will depend on the

commitment of all Assembly Government departments, and their staff.

Both Sir Jon and Dr Daws explained to us how they were managing the
implementation of the Change Programme.? In order to address the most
significant risks facing the implementation, the Assembly Government has split the
Change Programme into three phases. Phase 1 will ensure that all essential core
financial management arrangements are in place by 1 April 2008. Phases 2 and 3
will then integrate other financial and business processes such as e-procurement
and the management of human resources. Based on the witnesses’ explanations
and assurances to us, we are confident that the Programme is being managed

effectively and has the potential to be successful. It appears that robust risk

2" AGW Report, paragraph 4.1
% Annex A paragraph 160
2 Annex A paragraphs 162 - 166
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management arrangements are in place for this project, and it will be important that

all key risks are handled appropriately.
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13/12/2007

[34] Sir Jon Shortridge: | think that ELWa’s systems were not very good, and that the
former tourist board’s systems were not particularly good, and for at least two, if not three,
years when | was reporting to this committee on the auditor general’s general report, this
point was of concern to the committee, and | shared that concern at the time. Every year, |
wrote to the accounting officers of those former sponsored bodies to make it clear to them
that | expected improvement, and, believe it or not, ELWa did improve. | am working from
memory, but | think that there was a time when its performance in percentage terms was in
the 50s, but it had not improved enough and | was pleased that, within a matter of months, we
turned that performance around.

[35] Lorraine Barrett: Have the Assembly Government’s departments continued to meet
that 95 per cent target during the current financial year?

[36] Sir Jon Shortridge: The figure that | have for October—and | cannot remember
whether it is the position up to October or just for the month of October—is a 98.7 per cent
strike rate, which has been consistent through the year. So, our performance is probably better
at the moment than it has ever been.

[37] Eleanor Burnham: Exhibit 3 on page 13 of the auditor general’s report shows that
the performance on the timely allocation of receipts to departments continues to be a
significant problem since the mergers took place in April 2006. Given the existence of a
receipts work group within this project structure, as set out in exhibit 1 on page 6, why did the
Assembly Government not plan more effectively to manage the known increase in operational
income volumes post merger?

[38]  Sir Jon Shortridge: The short answer, but Chris may want to amplify it, is that we
had not envisaged or expected the number of payment journals, as they are called, to have
risen as substantially as they did. | have some statistics to show this. In the critical months in
2007, they were four times higher than in 2006. So, exhibit 3 gives the value of the receipts,
but, in terms of volume, there was a large number coming through, and far more than had
been anticipated. Perhaps you are right that we should have anticipated it, but we did not. The
reason why May and June were so critical was because people in the accounts department,
who would normally have been dealing with these payments in the April, were looking at
closing the account. So, they were diverted from their more routine work in relation to
payments, which is why you have this backlog building up in May.

[39] Eleanor Burnham: So, in fact, there was not the capacity within your departments to
cope with the increased volume, which, perhaps, you had not been aware of. Surely, the
people who were winding up the accounts, given their previous experience, would have
enlightened you to expect an increase? Is that why the poor performance has deteriorated
further in the first quarter?

[40]  Sir Jon Shortiridge: | agree with you that it was a capacity issue. Whether or not we
could or should have anticipated it, | am not sure, but, with hindsight, 1 would have liked to
think that we would have anticipated it. The other thing, which links to capacity, is that this is
all about managing risk and allocating people to what is the most important work. | am sure
that the view was taken that letting these receipts slip a bit would have a less critical outcome
than not doing the other work on closing the accounts, but Chris may want to expand on that.

[41] Dr Daws:. Part of the problem—
[42] David Melding: Would you introduce yourself for the record?

[43] Dr Daws: | am Christine Daws, the director of finance.



13/12/2007

[44]  Part of the problem in implementing any change or making any change within the
organisation is the number of staff who need to use the forms or processes. One of the biggest
problems has been engaging with all the staff who would need to fill the forms that would
demonstrate to us that income is coming in. What often happens is that a relatively small
central team does not receive a completed form to identify where the receipt needs to be
posted, and the team then has to chase and check. One of the key lessons, which | am sure
that you will come on to in talking about the change programme, is the need to engage staff
and get them to understand the importance of some of these things.

[45] Eleanor Burnham: Are you now quite happy that you have taken prompt action, and
that the performance allocation and moneys coming in—

[46] Dr Daws: It is getting better, but, of course, there is turnover of staff and people
doing different things. We are now a very large organisation with many diverse areas, which
means that we have more people that we need to involve and train. It took some time in terms
of getting them to understand the Assembly’s processes.

[47] Eleanor Burnham: So, beyond that, what about officials pursuing debts in error, for
example, where money is paid by a company but, worryingly, it is still showing on your
debtor system as outstanding? How do you answer that, because that is quite a deficit in
performance?

[48] Dr Daws:. Yes. As part of the change programme, we are looking at many of the
processes, and cleaning up the data on the debtors ledger is one of the key things that we are
doing as part of introducing that programme, because we will be moving to a new finance
system in April. Much activity is going on to improve basic systems, and the amount of
information sitting on the debtors is not good; some of this work could and should have been
done before we had the new system.

[49] Eleanor Burnham: You could possibly attribute some of these difficulties to former
organisations that have now been subsumed into the enlarged Welsh Assembly Government.

[50] Dr Daws:. Yes.

[51] Eleanor Burnham: That is quite worrying. There have been historical deficits in
performance, but you are hopefully putting them right.

[52] Dr Daws:. Yes. As you look into these things, systems appear to run well on the face
of it but, as you turn over the stones, you find the things that you need to change.

[53] Eleanor Burnham: How long do you think that it will take you to clean out your
system to ensure that everything is more robust?

[54] Dr Daws: The finance change programme will not happen overnight—we need to be
clear about that. We also need to be aware that, as the new ledger does not come into force
until next April, we still have to close this year’s accounts on the existing systems. Where we
can make changes that are non-system-dependent, we are trying to do that. However, it is a
change programme, and not just a system programme; change takes a lot of time, because a
lot of it is about culture and it must be embedded in an awful lot of people.

[55] Eleanor Burnham: Is it the Home Office that has not had its accounts closed for a
number of years? You do not hope to be in the same situation, do you?

[56] Dr Daws. We need to be careful here, because the Welsh Assembly Government has
never had its accounts qualified and we have hit the timetable.
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[108] Lorraine Barrett: Has that affected only internal business, or has it affected
customers and other stakeholders?

[109] Sir Jon Shortridge: This report talks largely about internal business, but I think that,
if Gareth Hall were here, he would say that his department has some difficulty joining up the
information that it receives from customers. It does not have as good a system for managing
customer relations as it would like. So, we need further developments to improve that; I do
not want to overstate the issue, but I would not want to mislead the committee by suggesting
that everything is fine.

[110] LorraineBarrett: When do you think it will be fine?

[111] Sir Jon Shortridge: | really will have to give you a note on that, because it is Gareth
Hall’s business, and | do not know exactly what his plans are.

[112] David Melding: We would appreciate a note. Thank you.

[113] Eleanor Burnham: | understand that the Assembly Government was some 10
months late in preparing its restated opening balance sheet for 1 April 2006. | was just
wondering if there was an underlying reason or rationale for that.

[114] Sir Jon Shortridge: As this report indicates, we had greater difficulties than we had
anticipated in establishing the balance sheet for the new organisation. There is a complicated
set of reasons for that, but the intention was that the balance sheet would be established by
around October, by which time it was hoped that the transactions inherited from the
sponsored bodies would have been largely completed and resolved, so that it would be
possible to define the balance sheet much more clearly. That proved not to be the case for a
number of reasons. First, the hope and intention was that financial staff from the former
sponsored bodies would continue to look after their closing accounts, but, understandably,
they were looking for new jobs, so we did not quite have the capacity that we would have
liked. Secondly, we found that there was a lot of dead wood—that is my term; | am not an
accountant—within these balances that were coming across, and they required a lot of
management time to resolve. That had not been anticipated. Thirdly, in terms of establishing
the new balance sheet, there were other transfers of function that had to be accommodated; |
think that they are referred to in paragraph 3.5. We did not get all of the information that we
needed from some of these other organisations until much later. So, it was a difficult and
complicated accounting exercise, which is fairly reported here—some things could have been
better anticipated, but circumstances made this more difficult than we could have imagined.
Chris might like to give a more technical answer.

[115] Eleanor Burnham: While you are thinking about these things, what corrective
actions did you take to manage these problems? Why were those actions apparently
ineffective? Perhaps you do not agree that they were, but that is my follow-on question.

[116] Dr Daws. To say that the balance sheet was 10 months late is very stark, but not
every element was 10 months late. As Sir Jon was saying, the merger of the main
organisations was planned, and yes, they were late—they were probably six months late—and
then there were another four or five bodies that had to be merged, and we had to work on their
opening balances. So, we suddenly found that we had to deal with the Countryside Council
for Wales, student loans, Health Professions Wales and the rail franchise. You could ask why
those were not planned upfront, but to be honest, we wanted to do the big ones first. With
hindsight, | would certainly say that it took an awful lot longer than we anticipated and,
perhaps, more work should have been done on getting the organisations that were merging in
to address and clean out some of the dead wood, as it were. There were a lot of bad debts that
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had not been written off, which had been there for many years, and the accounts were not in
as tidy a shape as the team would have expected when they came to put them in.

[117] Eleanor Burnham: In looking at paragraphs 2.23 to 2.25, do you believe that the
problems with the opening balance sheets arose because of the decision not to overhaul the
Assembly Government’s financial coding structure prior to the merger?

[118] Dr Daws: No, that is not the only reason. It is a judgment call, is it not? Hindsight is
a wonderful thing. In many ways, it made an awful lot more sense to change the charter of
accounts when we had a new system, and to do it now. It was not my decision at that time, so
it is very difficult for me to assess what would have been, but it is understandable why a
decision was taken to leave it until we had a new system.

[119] Sir Jon Shortridge: The basic approach, as | understand it, was that it would have
been resource intensive and quite risky to create an automated way of transferring the
balances. | have been told that it may not have added anything in terms of speed and
accuracy. So, the decision was made not to take the automated route, but to take the more
manual route. That was coupled with the idea that the ASPBs should clear their own balances
so that there would be much less that would need to be transferred into our opening balance.
That was the strategy, which was quite a coherent strategy. There was more left on the ASPB
balances than we had anticipated, because of some of the problems that we found in terms of
the inheritance.

[120] Lorraine Barrett: |1 am looking at paragraphs 3.7 to 3.10 in the auditor general’s
report. Given the importance to the Assembly Government of the newly introduced month
nine ‘soft close’, why did the department provide information that was generally of poor
quality?

[121] Sir Jon Shortridge: On the ‘soft close’ itself, it was not something that we were
required to do, it was something that we chose to do, but in consultation with the WAO. It is
certainly good practice to be able to clear a lot of the ground at month nine in order to
facilitate the faster closing of accounts. This was the first time that we had done it. My
strategic assessment of it—because | do not get involved in the operational detail—is that we
could and should have communicated better to the people who we were relying on to provide
us with that information why it was so crucially important. They had not had to do it before
and it was a new burden for them.

[122] In any case, our systems are not as good as they should be, so it was not easy to
produce the data at the drop of a hat. For me, those are the two learning messages that | have
taken from that. The systems point feeds in, yet again, why we need and why we are getting a
new finance system. We have taken lots of lessons from that exercise. It was not a complete
failure; it was disappointing in that it did not go better, but it has to be part of the reason why
we completed these much more complex accounts a week earlier than in the year before. You
should not regard it as a complete failure, but the report is right to criticise it. Chris may want
to amplify what I have said.

[123] Dr Daws. We may pick up on some of these issues when we talk about the change
programme, which | presume we will get to at the end. One thing that is quite clear is that,
within each department that has a sub-accounting officer, there are not always skilled finance
people who actually understand some of the information that we are requesting. One of the
things that we have had to do, and one of the lessons that we learned as a consequence, is that
we need to spend time with the teams that are providing the information. If you think about it,
we have almost six or seven Government departments within the Welsh Assembly
Government, all of which we are trying to collect information from. If they do not have
someone sitting there whom | would call a head of finance, who understands when we ask,
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‘What are your accruals and fixed assets, and can you give us that information?’, someone
who understands their bit of the balance sheet, then it is really difficult.

[124] One big lesson for me from the change programme is ensuring that we get a
nominated head of finance, and almost set up a devolved structure, so that we have people in
the business who really understand when we talk to them about some of these things.

2.30 p.m.

[125] For month 12, as a consequence of the month 9 soft-close process not working well,
we spent time and went into the business to talk to them about the sorts of information that we
needed—what a contingent liability meant, what the provisions were, and what information
we were looking for. That is what we have to do this year. We are running a smaller month 9
soft-close process this time, and are being more restrictive—quite apart from the fact that we
have a lot on, because we have the finance change programme going on.

[126] Looking at the skills that we have across the business as well as the systems is a key
element. In future, we would expect every month to be a close-down. So, it would not just be
a big close down at month 12, or even at month 9; every month will look much more like it
would in another business. However, the nature of what the Assembly has been doing over
the past few years has changed very much, and so, moving forward, this has to be the right
way forward.

[127] Lorraine Barrett: | am given to understand that many Whitehall departments have
implemented soft closes successfully for several years. Is there any good practice there that
you would import into your systems?

[128] Dr Daws. We have met with the Department for Business, Enterprise and Regulatory
Reform, as that was one of the departments that looked more like us and which had achieved
a successful soft close. However, with the new finance system, we will also be learning
lessons from how it has used its new systems, and about things that have happened, so we
have been in contact through reference site visits, and have also learned lessons on that.

[129] ChrisFranks: Referring to paragraphs 3.11 to 3.14, you will be aware of the concern
expressed regarding the monthly bank reconciliations, and the failure to keep them up to date
for the 2006-07 financial year. Can you explain why we experienced such serious delays in
completing the monitoring of the reconciliations in that financial year?

[130] Sir Jon Shortridge: The explanation that | have received is that a risk-based
judgment was made by the people concerned as to whether they should devote more time and
energy to processing these journal vouchers—the payments that we were talking about
earlier—to address that backlog that was needed for the accounts, or to go with the bank
reconciliations. The judgment was taken to defer work on the bank reconciliations. | was not
consulted on that judgment, and nor was it one that | agreed with, when | found out about it.
However, | respected that a conscious judgment was made by staff who were having to
prioritise what was most important at the time.

[131] Dr Daws: Furthermore, the volume of journals was huge, as you will see if you look
at the graph of the numbers. Most of them came in through what was the Department for
Enterprise, Innovation and Networks, which is now the Department for the Economy and
Transport, and which was the Welsh Development Agency prior to the merger, whose
business was very different from ours. There were all sorts of issues around how things were
coded, and we suddenly found ourselves flooded with numbers that you could not have
anticipated in terms of the transactions. To address that, we have allowed the department
access to the ledgers, so that it can feed into them and do some of this work itself, as a sort of
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stop-gap measure, so that we do not experience the same problems at the next year end. As
part of the change programme, we have also started to look at how these kinds of processes
are operating, which are not system-dependent, and bank recs are now done in a more timely
way than they were even before that particular blip.

[132] ChrisFranks: So, if I understand your answer, you were not aware of this failure as
it was ongoing, and, when you became aware of it, you were alarmed at the situation—and
sorry if | am putting words in your mouth. | must say that | would be concerned, because we
did not know what state we were in, financially. Is that a fair statement if you are not
reconciling every month?

[133] Sir Jon Shortridge: | think that that is an overstatement.
[134] ChrisFranks: Am I going too far?

[135] Sir Jon Shortridge: We have other controls in place to safeguard against fraud and
to make sure that no cheques are paid that have not already been pre-authenticated with the
bank. So, we have a reasonable idea of the position, and we have systems in place for cash
draw-down so that we do not draw down more cash than we should. However, | was very
annoyed when | found out about this, and | wanted the matter to be put right very quickly—
but, again, in a proportionate way. If | had seen it as you have just expressed it, | would have
taken different action. What | said was that | wanted all of these reconciliations to be in place
by the autumn. I am pleased to be able to tell you that, for October and November, we were
three days within the deadlines for reconciliation, which, given all of the other pressures on
the staff concerned, seemed to be the appropriate reaction from me as accounting officer, to
make sure that the risks associated with this were managed out of the system within a
reasonable time.

[136] ChrisFranks: Was the Treasury happy with the situation?

[137] Sir Jon Shortridge: | have no idea whether the Treasury was told about it or not. As
far as | am concerned, this was a financial management issue for us.

[138] David Melding: You had to go to the Treasury to draw down more funds, did you
not?

[139] Sir Jon Shortridge: We always draw down our funds every month, and the Treasury
likes to incentivise us not to draw down more funds than we need because, if we do, the
Treasury loses interest. We have a comparatively good record of not over-drawing down
funds. I do not think that we were causing the Treasury any concern over this. We manage our
cash remarkably well in the circumstances, given that we do not yet have the modern finance
system that we need.

[140] David Melding: | think that we have established the evidence.

[141] Eleanor Burnham: It is very surprising. There was a two-year run-in into this
measure. What do you think are the key lessons that you have learned from the problems that
you encountered in the preparation of the 2006-07 resource account; and are you currently on
course to meet the challenges and timescales of the 2007-08 accounts? Furthermore, do you
believe that you now have the most appropriately qualified and experienced financial staff in
place?

[142] Sir Jon Shortridge: There are lessons for me and operational lessons for the

accountants to learn. | think that Chris may want to share some of the operational lessons with
you. | think that the main lesson for me was that we have now grown to the point at which we
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have passed the tipping point in terms of the incremental changes and improvements to the
old and more conventional systems that we had to prepare our accounts, which is why we
have to have this new finance system. Therefore, the big message for me—not that I really
needed it, but it confirmed matters for me—was that we have to overhaul our systems totally.
As a result of that, we are putting this new finance system in place as quickly as we can.
There are risks associated with trying to get it sufficiently in place for April 2008, but that is
what we are doing. As a result of that, sadly, next year will be what | describe as a transitional
year. We will continue to have difficulties in the preparation of our accounts next year, but
that is my main message.

[143] Before Chris comes in, | want to put this into context. This is not all doom and
gloom. I think that what we managed to do in difficult circumstances and with the assistance
of the Wales Audit Office was, in a way, fairly remarkable. The accounts that we have
produced this time as a result of the mergers are 40 per cent longer, which is mainly because
of additional disclosures, commentary, details about pensions, accounting policies, and assets
and liabilities.

2.40 a.m.

[144] There is a lot more that we had to bring to account and report on. For example, £870
million of additional expenditure was brought to account as a result of the mergers. In
previous years, that would have just been a few lines of grant in aid in the accounts, but now,
we have to unpack all of that. So, we produced much larger and more complex accounts
against the background of difficulties that we have been talking about one week faster than
we did in the previous year with smaller accounts, and we completed our accounts, | think, a
month before the Scottish Executive, as it then was, and substantially before the last of the
Northern Ireland Executive accounts were settled. It is important that we get this into balance
for my staff’s sake, because they worked hard and achieved a lot in difficult circumstances.
Chris can now give you any operational lessons that she thinks needed to be learned.

[145] Dr Daws. | am wary of saying that the 2007-08 accounts will go perfectly smoothly,
because, as Sir Jon said, we are still using the existing system and | speak as a cautious
finance director. Accountants are cautious by nature, anyway. Putting in the new systems will
introduce an extra risk to the timetable, because | have only so many skilled staff, and that
was one of the questions that you asked. We have a number of very good staff, but we do not
have unlimited numbers. | am managing that risk. We have a risk register that highlights what
the risks are, and we have a strict management process in place to look at that, but the
unexpected happens.

[146] On what we were talking about earlier—I have found my graph now—we went from
having 3,000 journals in one month to having 9,000 journals the next. No-one would have
expected that; that was to do with how people had coded things and then needing to recode
them. We could never have anticipated that. However, we have now given them a feed, and
we are trying to get the Department for the Economy and Transport to do its own work on
that. On how we handled the accounts in the end, with the month 9 soft close and month 12,
although there were some delays, there is no doubt that we have learned lessons. We have
learned lessons about being more realistic with our project plan. Fortunately, we have no
more opening balance sheets to sort out, but, as | said, there are different challenges. There
are challenges every year, not least of which is a lot of staff being diverted to the new
systems.

[147] Eleanor Burnham: | am still not totally sure and clear in my mind—and | ask this
because | am not an accountant—as to why more realistic assessment and planning, project
management or whatever could not have kicked in prior to the merger if you have such a high
level of expertise. In political terms, this is absolute dynamite. For about three years, with
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enormous amounts of adversarial comments about the whole political—

[148] Dr Daws: | do not quite understand what you are criticising, because, in terms of my
outcomes, we achieved closure of the accounts, which were unqualified, a week earlier than
the previous year, with masses and masses of extra work.

[149] David Melding: To go back to the balance question again, we realise that, inevitably,
we are concentrating on the things that did not go perfectly. We are mature people, and we
realise that that gives us a slightly distorted picture, and we will rebalance it when we
consider the evidence. However, going from 3,000 to 9,000 journals, or whatever they are
called, the layman would have expected you to anticipate something like that, because you
would be dealing with a change of system. Is that not one of the risks that perhaps could have
been better anticipated?

[150] Dr Daws: | am not trying to pass the buck, but it is difficult for me to know, because
I was not in post at the time when that planning went on. However, effectively, a lot of this
was to do with understanding the nature of some of the journals, which relates to the fact that
the code structure had not been sorted—and you could argue that some of that should have
been done—but perhaps some of that and what was going to happen at year end did not
become apparent until ASPB staff were working in the Assembly, coding things and then
having to readjust the codes at year end. | am not sure that we are being fair in saying that that
could have been anticipated, and that is what that particular workload was.

[151] Sir Jon Shortridge: From my perspective, when | learnt about it, | was surprised by
the scale of it, so I think that, in one sense, | am agreeing with you. In terms of lessons learnt,
it will be important for us to do what we can to anticipate the peak of work facing us over the
next four months, so that we have taken that learning and applied it back into the system. |
would be prepared, without knowing the detail, to concede that it is disappointing that we had
not got better on top of this, but it does have to be seen in the context of the huge scale of
what we had to do at the time.

[152] ChrisFranks: | am going to refer to part 4, and specifically to paragraphs 4.1 to 4.7.
What do you see as being the main deficiencies in the Government’s financial management
system that led you to endorse the business case for the new corporate finance change
programme?

[153] Sir Jon Shortridge: | may just pass you straight over to Chris, but, by way of
context, as | think I implied earlier, | was becoming increasingly dissatisfied with the systems
which, despite our incrementally improving them, needed to be transformed. As a part of that,
some staff changes were in train anyway, but | decided that | wanted to have a fully
financially qualified finance director, and that led to Chris’s appointment in September 2006.
So, | was very clear that we had become a much bigger and more dynamic organisation, and
one that is much less internally focused and much more externally focused, and that we did
not have systems that were fit for that purpose. That was the background.

[154] In this afternoon’s discussion, | think that you have picked on areas where our
existing arrangements were tested to near destruction, and that, sort of, confirmed the view
that we could not carry on like this. It is for that reason that | have been giving the strongest
possible support to Chris in developing her approach and ideas on the new system that we
should put in place—we have appointed the suppliers and we are getting on with it.

[155] That is the strategic background, but Chris may want to give you more of an
accountant’s-eye view of the issue.

[156] Dr Daws: We have talked a lot about the systems. There is no doubt that one of the
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weaknesses is the system. At the moment, it is not integrated, and it does not provide us with
an accrual accounting basis on which to receive management information on a monthly basis.
We do not really have the one version of the truth that you alluded to in some parts of the
business, because people are creating their own spreadsheets. Something quite compelling, as
well as having better and more timely decision making, would be to have one version of the
truth within the organisation. However, the business case is compelling in the sense that there
is a pay-back period of about three or four years, and we could do the business of finance
much more cost-effectively with a new system and with much better processes and
procedures. It is not just about the IT, however, as it is also about a cultural change and
getting people to look at doing finance in a different way. So, one of the things that we will be
looking to do, as | say, is to have monthly reporting and a month-end close-down, almost, in
each department. We now need to try to work through what is a huge change programme, to
be honest, with the staff, for them to understand what is needed and how we handle that.

[157] Chris Franks: | think that you have answered the question that | was about to ask,
but I will ask it anyway, just in case you want to amplify anything. Why did you not change
the systems earlier?

2.50 p.m.

[158] Sir Jon Shortridge: This is all about not doubling up on risk. If we had not had the
mergers intervening, | might well have moved more quickly. However, once the mergers
came, we took the view that you needed, with all of this change, to maximise the stability that
you could have. So, a conscious decision was to move all of the sponsored bodies onto our
slightly out-of-date CODA system, because that was what we were familiar with as an
organisation and that is what most of our financial accounts would be drawing upon. That was
the way to minimise the risk, given all of the other risks that still we had to manage through
the mergers process. | think that the report, somewhere—perhaps it is overstating it to say that
it commends it—acknowledges that that was an appropriate thing to be doing. So, that was
why we said, ‘Do not double up on the risk, but now that we are through it, move as quickly
as you can to get to the new system’. | am hopeful that we will have completed phase 1 of the
system in time for April 2008, so that we will be in a better position than we were in April
2007. However, | repeat that | think that the 2007-08 accounts will be a transition to the new
arrangements, and | think that when you come to scrutinise the 2008-09 accounts, we will be
in a much better position than we were in last year.

[159] David Melding: To be direct, many departments in Whitehall did this work in 1999-
2000, and they are now delivering their accounts before the summer recess. You have
compared our performance with that of the other devolved executives, and the comparisons
there are better, but would it not have been better if we had shifted much earlier before the
mergers were on the horizon?

[160] Sir Jon Shortridge: Perhaps, with the benefit of hindsight. | would much prefer to be
sitting before you today talking about the mergers having taken place on the sort of ERP
system that we are introducing. However, we have to continue to get it into context that, even
with all of the difficulties, we have not done that badly. | think that faster closing is important,
but | think that the world for whom you produce faster and better accounts has not actually
caught up yet with the opportunities that they present. The Treasury does not, as far as | am
aware, publish the whole of the Government’s accounts or the consolidated accounts, and it is
setting the deadlines for it. So, with all of these other risks that I am managing, | am
measuring what is the reputational consequence of my not going any faster, when | also have
to deliver other things. So, | would much prefer it, with the benefit of hindsight, that we had
moved more quickly, but I would not like it to be a conclusion of this committee that it has
been seriously damaging that we have not yet done so.
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[161] Lorraine Barrett: At the end of the auditor general’s report, he sets out several vital
actions that the Assembly Government should be taking. How are you addressing the action
points in paragraph 4.7?

[162] Sir Jon Shortridge: Risk management is our business, and Chris will have her risk
register for the finance change programme. | have strong governance arrangements around all
the change programmes that are in place, analogous to the governance arrangements that | had
for the mergers. Senior management and stakeholder support is very important, and | would
like to think that there is strong senior management support. | have shared my support for this
project with you during the course of this afternoon. Chris is well aware of the need to work
closely with the departments, because, as she has said, this is a change programme and,
therefore, it is a training and development programme as well. Putting in the finance system is
actually the easy bit. So, instilling an appreciation of the importance of robust financial
management is part of the training and development process that needs to go along in parallel
with the introduction of the system.

[163] The last point goes wider than the finance change programme. That is what | am
trying to do throughout the organisation, in that we must improve, develop and understand
how everyone in the organisation has a responsibility week after week to provide a better
service to Ministers and the citizens of Wales, who effectively pay our salaries. So, in general
terms, 1 am fully supportive of this, and it is pretty much a statement of what | am trying to do
in any case. Chris is closer to it in terms of what she is doing as the senior responsible owner
for this programme, and she may want to add something.

[164] Dr Daws: | would just say that there are some big risks with this. The timetable is a
big risk for us; we have broken the programme down to three phases, and we are trying to
limit what we must have in place for 1 April 2008, so we are limiting it to the ledger, accounts
payable and accounts receivable and the monthly reporting package. Phase 2 will extend into
e-procurement and integrated planning and budgeting, which will be of huge benefit to the
organisation. Phase 3 will include tidying up, and there will then be a question of how we will
roll out the further powerful tool that we have purchased, which is SAP, and then put in HR
and CRM systems and genuinely use the business tools that you can to become a very
integrated department in that sense. However, the April timetable for phase 1 is very tight—it
is probably tighter than most people would want. We literally signed up with the partners on 6
November, they arrived on 12 November, the blueprint design will be by Monday, and the
ledger will be in on 1 April. So, you should not be in any doubt that we are throwing a
massive amount of resource internally at this, as all the skills that we have and our best people
are working on it.

[165] It is a big change programme, and cultural change and change in the organisation is
the other big risk. What we have is a separate stream of work that is specifically looking at
change management. | have been able to employ someone who worked as the lead on one of
the other big projects in the Welsh Assembly Government, which was the public sector
broadband aggregation project. So, this is someone who has lots of experience to help me to
lead what is a separate stream of work looking at change, and that will hopefully overcome
some of the risks in that area. One of the other risks is the number of people who have the
skills and the resources to help us. It is a big programme and the most difficult thing has been
finding the right people with the right skills, and that has, in part, contributed to the timetable
issues.

[166] The fourth issue is IT and ensuring that we have contingency plans wherever we can
in terms of the security of the systems on which this will sit. I know that the Audit Committee
has looked at the IT systems within the Assembly Government in the past, and one of the
things of which | am confident is that we have enough contingency plans around that, and, by
coincidence, we received an assurance this morning from a senior supplier from Siemens and
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from within the Assembly Government that we are on a robust platform for this. So, we have
a very active risk register and it is being done under a full PRINCE project structure, but it
must be actively managed. This is one of my biggest priorities for what I believe will be 18
months, to get the three phases of the finance system in.

[167] Lorraine Barrett: Since the approval of the outline business case in July, have you
or your officials identified any barriers or weaknesses in the case’s main assumptions and key
principles?

[168] Dr Daws: One of the biggest issues that we now face is the benefits realisation,
because, as | identified, some savings should come from this. We have those in the business
case at a summary level. What | now need is almost a contract with each of my fellow
directors, because not all the benefits come from central finance. | will need to restructure my
team, but we need to invest in the finance skills within the local departments and also look to
rationalise the way in which some of the departments are organised. So, that is one of the
things that will change as we work through this. Some departments have already been
restructured as part of their own organisational development projects since we baselined the
finance system. So, that work has to be done. As Sir Jon was saying, there is quite a lot of
change within the organisation. The biggest risk is whether the organisation has the capacity
to maintain all the changes that need to happen.

3.00 p.m.
[169] Eleanor Burnham: Are you of the view that this will benefit Wales?

[170] Sir Jon Shortridge: It will certainly do so indirectly. It should ensure that we spend
less money on maintaining our finance systems and producing our accounts, which means
that more money can be made available to front-line services. The financial management
information available to us will mean that we will have a better understanding of
commitments, and, therefore, we will be better able to manage budgets and make decisions on
when we can commit further expenditure. It should mean that we can improve even more on
our wider budgetary management so that we can push even nearer to spending all of our
budget but not more than we have. So, there will be real benefits from having an Assembly
Government that has financial management systems that are significantly better than the ones
that we currently have.

[171] Dr Daws:. The only reason why | have been able to recruit my top two people is
because they are doing their jobs because they want to make a big difference for Wales.

[172] David Meding: Transparent accounts will improve scrutiny, which means that we
may have even more candid sessions with you or your successors in future years. | wish to
thank you both. It was an exacting session, but we got the evidence that we needed. | can
assure you that we will now put that in context. We are fully aware of the pace of real-life
events, if | can put it that way. A transcript will be sent to you so that you can correct any
inaccuracies. | think that you have agreed to provide three notes, and the secretariat will be in
touch with regard to those. We look forward to that further information. Thank you very
much.

3.02 p.m.
Cofnodion y Cyfarfod Blaenorol
Minutes of the Previous M eeting

[173] David Melding: Are we content to agree the minutes of the previous meeting, held
on 22 November? | see that we are.
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[174] Before | seek a motion to take us into a private session, | wish to note that we will
have a new clerking team in the new year. I know that you will wish to join me in paying
tribute to Kathryn Jenkins, who has been ably assisted by Dan Collier. In our first proper
session, | do not think that we could have been better served. Certainly, Kath’s experience has
been a great asset to me and the whole committee. We wish you well and thank you for your
service.

[175] ChrisFranks: As a new boy, I also wish to thank the secretariat. | have been guided
when | have needed guidance. Thank you very much.

[176] Eleanor Burnham: | have returned to the Audit Committee, having not been a
member for some time. Thank you.

3.03 p.m.

Cynnig Trefniadol
Procedural Motion

[177] David Mdding: | invite a Member to propose a motion for us to go into private
session.

[178] Eleanor Burnham: | propose that

the committee resolves to exclude the public from the remainder of the meeting in accordance
with Standing Order No. 10.37(vi).

[179] David Melding: | see that the committee is in agreement.

Derbyniwyd y cynnig.
Motion carried.

Daeth rhan gyhoeddus y cyfarfod i ben am 3.03 p.m.
The public part of the meeting ended at 3.03 p.m.
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