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Abstract
This case study uses qualitative and quantitative analyses to examine the impact of the annual
audits undertaken by the Audit Commission (hereafter the AC) at London Borough of Lambeth
(LBL) on its management control system (MCS). The analysis reviews the audits undertaken
between the years 2000 and 2010 and analyses the management reaction to these results to
identify the impact on MCS.
The objective of the research was achieved by developing research questions which served as a
research framework. The study focused primarily on three research questions: (1) have the audit
scores of the AC influenced MCSs at LBL?; (2) how has the audit scores of the annual audits
completed by the AC influenced the MCS of LBL?; and (3) why has the audit scores of the annual
audits completed by the AC influenced MCS at LBL?. The theoretical framework used in this study
focused on three bodies of literature: the work of the Audit Commission, auditing and audits
scores, and MCSs. The thesis used content analysis to analyse LBL’s submissions; audit results
and recommendations; and improvement plans. Data for the analysis were collected via
documentation, archival records, interviews, and direct and participant observation.
As a local government authority, LBL receives most of its annual finance from central government
to deliver services to local residents and businesses. As a result the central government, through
the AC, audits them every year to ensure that they are effective and efficient with their resources.
Between the years 2000 and 2004, LBL audit scores were one star out of possible four stars and
this represented considerable risk to its continuous survival. It is worth noting that a council with
more than three consecutive score of one star is classified as a failing organisation and that council
is taken into ‘special measures’ – a situation where the central government takes administrative
control of the council. The trend of audit scores at LBL had indicated the council needed to improve
in the areas of:
•

Financial planning and monitoring;

•

Service performance improvement in areas such as cultural services;

•

Performance management processes; and

•

Use of resources and internal capabilities.

After the audit recommendation of 2004, the council developed an improvement plan. This led to
the implementation of the new financial control systems, performance management procedure and
personnel control system. LBL’s performance measurement imitates the balanced scorecard
approach developed by Kaplan and Norton (1992). The reactions at LBL are congruent with the
findings of Asel (2009) which demonstrated that organisations with high perceived uncertainty are
more likely to change their MCS.
The research objectives limited the study scope which has opened opportunities for future
research in local authorities such as: MCS as a package; the influence of other stakeholder; trade
union contribution to MCS; and organisational leadership at local authorities. It is also worth noting
that the Department of Communities and Local Government (DCLG) is in a consultation process
with an intention to outsource the work of the AC with effect from 2012/13 audits (www.auditcommission.gov.uk).

Keywords: London Borough of Lambeth, local authority, audit commission, audit scores,
management control systems.
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1.0 INTRODUCTION
The aim of this research paper is to study the impacts of the annual audits undertaken by the Audit
Commission (AC) for England and Wales on the performance management specifically and
management controls systems (MCS) as whole for a local authority. The paper is a single case
study on the impacts of the Commission’s auditing activities on London Borough of Lambeth (LBL)
between the years 2000 and 2010.
In this research, we will examine the changes implemented – including the performance
management framework, performance appraisal process, financial management and the council’s
balanced scorecard approach – as a result of the audit recommendations. The research will also
examine changes to the organisational culture and the council’s approach to managing
performance.

1.1

Background

The performance of the public sector organisations (PSOs) have been under continuous scrutiny
over the years. Governments have over the years implemented policies and measures to monitor
and appraise these organisations to ensure that there is accountability and delivery of services.
Measures adopted by governments to monitor and evaluate public sector organisations include the
setting up of inspectorate, board of governors, special committees and regulators.
The UK government through the Local Government Finance Act 1982 established the AC for Local
Authorities in England and Wales in January 1983. The commission was set up as an independent
watchdog to drive value for money, efficiency and effectiveness in local public services; the
Commission was to help deliver better outcomes for both the tax payer and local people
(www.audit-commission.gov.uk). The AC makes this clear by stating: “the Audit Commission
works with local authorities and their partners to improve services for local people; we are doing
this through our audit, inspection and research activities (www.audit-commission.gov.uk).
According to Kelly (2003), the four main functions of the AC are:
1. To set an auditory framework for local authorities;
2. Undertake and promote studies designed to improve the economy, efficiency and
effectiveness in the management or operations of the audited on the impacts of statutory
provision and how local authorities deliver services, including education and social
services;
3. Direct relevant bodies to publish information that will aid comparison between relevant
bodies, and between different financial years; and
4. Carry out inspections of local authorities’ best value compliance.
Whether the AC has had impact on the performance of these organisations have being subject to
much research and studies. In the article, ‘The impact of audit on social work practice’, Eileen
Munro identified areas where the audits has improved performance by removing discrepancies
within service delivery based on individual professionals preferences and prejudices (Munro,
2004). Kelly (2006) discussed the use of the AC as a vehicle for meta-governance by the UK
government in moving from direct to indirect supervision of its local authorities. Kelly (2006) further
explained that, the government achieves this by the AC exercising its hegemony, through periodic
audits and inspections; in addition, it facilitates and participates in vertical and horizontal networks
and partnerships with practitioners from local government institutions and who form part of local
governance arrangements.
In an effort to understand AC’s impact on a local authority’s choice of MCS, we will employ
contingency theory as an option for explaining the management actions. Additionally, LBL provides
an ideal case to examine the impact of a non-traditional stakeholder on MCS. In summary, this
research will add to existing research in the following ways:
1

•

Looking at a range of documents and management actions made by LBL to provide
evidence of impact of the AC beyond the usual anecdotal ones usually provided;

•

Employing contingency theory as an explanation for the Council’s reaction to the annual
audits;

•

Identifying how the interest of a non-traditional stakeholder (government through the audit
commission) has influenced the organisation’s MCS.

We chose to study the impacts of the AC on LBL because we are of the opinion that local
authorities offer unique opportunity to understand the influence of the central government as a
stakeholder beyond any of the other public sector organisation.

1.2

Problem Discussion

Public sector organisations are organisation funded and controlled by local or central governments
provide services for the people in a country or the local community. Governments in most
developed countries are currently running deficit-reduction agenda but still have to meet the
expectations of its electorates in terms of increase in standards in public services, especially as the
tax burden rises (Leslie & Canwell, 2010). This has led to more pressure on public sectors to
deliver value-for-money services, eliminate inefficiencies and improve performance in order to
operate within their reduced budgets. This deficit-reduction agenda has further put more emphasis
on the organisation’s leaders to adopt a contingency approach and restructure the organisation to
make them more responsive and delivery-focused.
Schools, hospitals, local authorities, police forces and other public service agencies – including
third party providers - are expected to demonstrate that they are achieving explicit performance
standards and targets (Walshe et al., 2009). The performances of such organisations are often
publicly reported through national league tables, performance indicators, and reports from
inspectorates and regulators (Walshe et al., 2009). These announcements draw the attention of
both the general public and governments to failing organisations. The government of UK through
its agencies (particularly the inspectorates and regulators like OFSTED, the AC, the Care Quality
Commission and others) has become increasingly involved in intervening in organisations that are
deemed to be poorly performing (Walshe et al., 2009). According to Walshe et al., (2009),
interventions implemented by government include:
•

“Public ‘naming and shaming’ of organisations as failing – and the consequent publicity and
public attention – with calls for senior staff resignations, media reporting, and so on;

•

Inspection and re-inspection – while problems are often first highlighted by inspectorates,
they are also often involved in further, repeated or more intensive reviews of performance
over time, until an organisation is deemed to be performing adequately;

•

Requiring a plan for improvement – often as part of the inspection process, the organisation
is required to document and detail its plans to address the identified problems with its
performance;

•

Capacity support – using either inspectorate staff or others (like consultancies, senior staff
from other more successful organisations, etc) to provide support and capacity
development for the organisation;

•

Additional resources – providing access to resources (financial or other) to support the
organisation in tackling its performance problems;

•

Top management replacement – removing some or all of the senior staff (the chief
executive, head-teacher, or equivalent senior manager) and replacing them either
2

temporarily with an experienced “turnaround specialist” or permanently with a new
appointment;
•

Pressure on elected politicians or appointed board members to resign, or at least to
apologise and make amends;

•

Threat of sanctions – indicating that if the organisation does not resolve its problems,
actions will be taken such as the withdrawal of some resources or support;

•

Merger, takeover or closure – managing or forcing organisational and structural change,
such as the merger of the organisation with another more successful one, or ultimately the
closure of the organisation and the transfer of its business to others”.

With regards to local authorities in England and Wales, the AC undertakes performance
assessment during which local authorities are requested to provide evidence of performance and
demonstrate improvement capacity. Following this assessment, local authorities are ranked in a
league table. This is done by giving scores of between one – the lowest – and four – the highest
score – on key services. The councils are then rated in one of five ways: 'excellent', 'good', 'fair',
'weak' or 'poor'. 'Excellent' and 'good' councils will be allowed more autonomy from central
government; 'weak' and 'poor' performing councils will be monitored more closely by central
government; in the worst cases, they may receive ministerial intervention (www.idea.gov.uk).
With regards to the impacts of these interventions, Walshe et al., (2009) in their research article
“Could do better? – knowledge, learning and performance improvement in public services”
questioned:
•

When and whether some of these interventions work?

•

What impact they have? and

•

How effective they are in bringing about a sustained performance improvement?

This research will investigate the impacts of an inspectorate on management controls of a local
authority which will invariably question government’s interventions on poor performing
organisations as per Walshe et al’s (2009) research. Our research will further broaden the impact
of audits by the Audit Commission beyond the social work concluded by Munro (2004) to include
all activities of local authorities.

1.3

Problem Formulation and Purpose

As indicated in the previous section, the research will investigate the impacts of the AC – a
government intervention in the form of an inspectorate – on the performance management of a
local authority.
Traditionally, MCS have been directed towards the interests of shareholders, through their focus
on profits, efficiency and cost management systems (Parker & Lewis, 1995). This is due to
organisational objectives been mostly stated in terms of profit and shareholder wealth
maximisation (Malmi & Grandlund, 2009; Sundin et al., 2010; Phillips, 2003; Jensen, 2002; Parker
& Lewis, 1995). Less is understood about how the interests of non-traditional stakeholders
(environment, community, media or government) are incorporated into MCS (Sundin et al., 2010).
Walshe et al. (2009) identified that inspection and re-inspection as a form government’s
intervention on poor performing council. The authors (Walshe et al., 2009) further questioned
‘when and whether some of these interventions work?’. Based on the preceding discussion, our
first research question asks:
•

Have the audit scores of the AC influenced MCS at LBL?
3

Otley (1980) argues that the constitution of appropriate MCS and the mix of controls within a
control package are influenced by what the organisation is attempting to achieve, and that these
objectives are explicitly incorporated into the MCS. Otley (1980) subsequently argues that the
organisational objective is a construct on which the design and use of MCS is contingent. Chenhall
(2003) adds the acknowledgment that organisational objectives are in part related to the various
organisational stakeholders, and thus the way in which stakeholders relate to the design
characteristics of MCS should be investigated. The preceding discussion brings us to the second
research question:
•

Why has the audit scores of the annual audits completed by the AC influenced MCS at
LBL?

“Audits can be extremely valuable tools in management control situations. Auditors can serve as
the ‘eyes and ears’ of management in assessing what are happening within the organisation, and
they can also share their expertise by providing recommendations for improvement. Where audits
are feasible, they can be an important alternative or supplement for other management control
mechanisms, such as direct supervision or incentives” (Merchant & van Stede, 2007). Based on
the preceding discussion, we have formulated the last research question as follows:
•

How has the audit scores of the annual audits completed by the AC influenced the MCS of
LBL?

Our research questions will investigate whether the AC’s activities have highlighted areas of
weakness at LBL which have caused the Council to make changes in their MCS. The questions
are also aimed at finding out how the Commission’s activities have made impacts and in what
areas of MCS. The third research question particularly targets the reasons for the changes in MCS
at LBL. As the AC works as a watchdog for the central government – a non-traditional stakeholder
– the research questions will investigate whether this watchdog’s activities have made an impact
on behalf of the stakeholder.
The purpose of this study is to examine the impacts of the work of the AC – through its annual
audit and audit scores – on the MCSs of LBL. By the end of this research, the authors intend to
highlight:
•

The changes that have been made at LBL in terms of MCSs due to the audit scores.

•

The MCSs that have been influenced by the audit and auditing score.

•

The effects that the Audit Commission and audit scores have had on LBL’s MCSs.

This thesis will provide further research into government’s interventions on poor performing
organisations. Additionally, the findings from this research will contribute to existing literature and
will provide insight answers to the questions posed in Walshe et al’s (2009) previous research. Our
research will further analyse the impact of audits by the Audit Commission beyond the social work
concluded by Munro (2004) to include all activities of local authorities. The research will also use
the ‘contingency’ theory of management control to explain the council’s reaction to the audit scores
and recommendation. A theoretical model adopted from Asel (2009) and available in section 2.1.1
will be used in conjunction with the contingency theory.
Literature on audits, MCS and PSOs are currently available but in most cases as independent
subjects. Our motivation for this topic is to make contribution to existing literature by investigating
the impacts of auditing on MCS of a PSO. Additionally, the report’s findings will benefit
management and colleagues at the authors’ work places on the impacts of the AC and audit
results on the performance and direction of the council.
The thesis is a further development of a course assignment undertaken by one of the authors in
this MBA programme. Both of our employers welcome this research work and have given us the
necessary support and access to data and information in analysing the impact of the AC on the
case study organisation’s performance.
4

1.4

De-Limitations

The focus of this research is to discuss the impacts of a non-stakeholder’s activities on the
management controls of local authorities. Due to the limited period available for this study, we
concentrated on one local authority to keep data availability and collection feasible.
This study follows the selection fit which examines the way contextual factors are related to
aspects of MCS with no attempt to assess whether this association is linked to performance
(Chenhall, 2003; Merchant, 1985). The study was conducted in one case organisation with specific
contextual factors and this makes generalisation of the impacts of the AC across all Councils
imperfect. The research did not aim to study the effectiveness of control systems although the
organisation has from 2007 to present being rated as 3 stars (out of possible four) and generally
regarded as a very good authority.

1.5

Thesis Structure

Chapter 1 – provides study background, problem discussion and formulation, purpose and delimitation.
Chapter 2 – describes and explains the methodology used in this paper.
Chapter 3 – describes the theoretical framework used for this research.
Chapter 4 – presents the results from the various data collections sources.
Chapter 5 – discusses the empirical findings in Chapter 4 using the theoretical framework.
Chapter 6 – provides conclusion to the findings and implications of the study.
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2.0 THEORY
The objective of this chapter is to explain the theories used in the thesis. The section discusses
theories regarding contingency theory, MCSs and auditing.

2.1

Contingency Theory

Contingency theory of management control assumes that the design and the application of MCS
are influenced by the context in which they are applied (Chenhall, 2007). A contingency approach
to MCS research therefore aims at identifying the best design and usage of MCS in a given context
(Chenhall & Chapman, 2006). According to Chenhall (2003), there are various forms of theoretical
fit that have been used to classify contingency-based research in MCS: selection, interaction and
systems (Drazin & Van de Ven, 1985; cited from Asel (2009).
As previously stated, this study follows the selection fit which examines the way contextual factors
are related to aspects of MCS with no attempt to assess whether this association is linked to
performance (Chenhall, 2003; Merchant, 1985). The ‘context’ in this research refers to the various
stakeholders and natural environment which affects the formulation of MCS. As cited in Sundin et
al., (2010), Freeman (1984) defines stakeholders as “any group or individual who can affect or is
affected by the achievement of the organisation’s objective”. There is general agreement on the
individuals or groups who are identified as stakeholders: shareholders, employees and unions,
customers, government and regulatory authorities, joint venture partners, suppliers and alliances,
local communities and citizens and the natural environment (Post et al., 2002; Phillips, 2003;
Berman et al., 1999; Sundin et al., 2010). According to Sundin et al., (2010), conventional
approaches in mainstream management accounting research has typically been to focus on the
orientation of MCS towards the preordained goal of shareholder wealth maximization (Malmi &
Granlund, 2009). Other stakeholders such as suppliers, customers and management have also
been considered in MCS research, but typically in their instrumental role towards profit
maximization. Therefore, these stakeholders are classified as ‘traditional’ stakeholders.
There have been copious studies adopting traditional perspectives on MCS (Malmi & Granlund,
2009; Chenhall, 2003) and only a handful of studies considering community stakeholders are
incorporated into MCS (Sundin et al. 2009; Henri & Journeault, 2009; Burnett & Hansen, 2008). As
the salience of stakeholder groups such as the natural environment and the community increases,
it is expected that these groups’ interests will also begin to shape MCS orientation therefore
challenging conventional ways of thinking about the cause, effect, and functioning of control
systems. Currently, however, these stakeholders are considered non-traditional stakeholders as
incorporation of their interests into MCS are not a primary focus in conventional approaches to
studying MCS (Sundin et al., 2010).

2.1.1 Theoretical Model
As stated in the previous chapter, the research questions developed to investigate the impacts of
the AC are:
1. Have the audit scores of the AC influenced MCS at LBL?
2. Why has the audit scores of the annual audits completed by the AC influenced MCS at
LBL?
3. How has the audit scores of the annual audits completed by the AC influenced the MCS of
LBL?
Furthermore, we have adopted a theoretical model based on contingency theory’s approach to
MCS to explain how a non-traditional stakeholder like the government via a regulator can influence
on MCS through the introduction of annual audits, media reports of poor audits scores. The figure
below summarises the theoretical model to be used in this thesis.
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Pre-audits

Audits

Reactions

Poor audit scores IMPACT

MCS:
Introduction of annual
audits - PEU

Changes in PEU

Action controls
Result controls

Organisational risk
capability

Personnel control

PEU – Perceived environmental uncertainty
Figure 2.1 – Theoretical model (adopted from Asel, 2009)

The research questions were developed with the background knowledge of the research’s
theoretical model above. The first question will research the pre-audits section of the model and
assess if the introduction of audits have influenced MCS at LBL. The ‘poor audit score impact’,
‘changes in PEU’, and ‘organisational risk capability’ will be studied under the second research
question. The research question – “how has the audit scores of the annual audits completed by
the AC influenced the MCS of LBL?” will study LBL’s reactions to the work of the AC.

2.2

Audit Commission and auditing process

The Local Government Finance Act 1982 established the AC for Local Authorities in England and
Wales on 21st January 1983. It began work as a public corporation on 1st April 1983 (Audit
Commission, 2010). The Commission through the extension of its legislative powers have
responsibility for auditing the local government organisations like LBL, social landlords, the Health
and Social Care (Community Health and Standards) and the English National Health Service
(Audit Commission, 2010).
Auditing in the public sector is pivoted on three fundamental principles (www.auditcommission.gov.uk):
•

Auditors are appointed independently from the bodies being audited;

•

The scope of auditors' work is extended to cover not only the audit of financial statements
but also value for money and the conduct of public business;

•

Auditors may report aspects of their work widely to the public and other key stakeholders.

Within the auditing process, the Commission measure councils’ performance against a set of
criteria (refer to Appendix A for the AC’s assessments criteria). To correctly ascertain the
performance of a council, they ask for specific documents under the powers giving to them under
the act. The councils are within their right to issue further documents voluntarily if they think these
extra documents helps demonstrate their performance (Audit Commission, 2010).
The Commission scores authorities as:
4 star – excellent and improving strongly;
7

3 star – good and improving well;
2 star – improving adequately;
1 star – not improving/not improving adequately.
The report of the assessment score is delivered to the organisation, central government and other
public bodies. They are also made publicly available through the commissions’ electronic library. A
council with more than three consecutive audit score of one star is classified as a failing
organisation. Any failing organisation can be taken into ‘special measures’ by central government1.
The threat of or being placed in special measures is a considerable source of uncertainty and risk
for any local government organisation.
In the article, ‘The impact of audit on social work practice’, Eileen Munro examined the way that the
need for greater accountability, transparency, efficiency and value for money in all public sector
organisations has created complex auditing systems in the UK (Munro, 2004). In the said article
Munro (2004), identified several areas where the audits has improved performance such as in the
area of removing discrepancies within service delivered based on individual professionals
preferences and prejudices. However, she pointed out that the existing system of audits should be
seen as a draft rather than as a completed piece of work, requiring continual critique and
improvement because of several identified poor performance especially in the area of professional
autonomy (Munro, 2004).
An audit process is undertaken in an orderly sequence of interrelated steps (Merchant & van
Stede, 2007). The steps according to the authors are described as follows:
i.

The process starts with the planning phase during which an understanding of the criteria for
the report’s end user and the scope of the audit are developed;

ii.

The second phase of the process involves obtaining and evaluating evidence;

iii.

The third phase of the process requires judgement, based on the evidence, as to whether
or not the criteria have been met;

iv.

The last phase of the process is communicating the results of the audit.

2.3

Management Control Systems (MCS)

MCS are the systems and processes in place to align employee behaviour to the achievement of
organisational objectives (Merchant and Van de Stede 2007; Otley and Berry, 1980; and Chenhall,
2003). Otley (1980) argues that the constitution of appropriate MCS and the mix of controls within
a control package will be influenced by what the organisational is attempting to achieve, and that
these objectives are explicitly incorporated into the MCS. Otley (1980) subsequently argues that
the organisational objective is a construct on which the design and use of MCS is contingent.
Chenhall (2003) adds the acknowledgment that organisational objectives are in part related to the
various organisational stakeholders, and thus the way in which stakeholders relate to the design
characteristics of MCS should be investigated.
Silean and Williams (2009), describes the four key components of MCS as desired ends, actors,
control implementation, and control ends. The ‘desired ends’ describe the expected ends or the
final destination of an action at the end of an operational cycle (Silean & Williams, 2009). The
desired ends may have two aspects: the ‘direction’ of an action which describes where to go,
rather than what to achieve; and the ‘yardstick’ to measure the progress of an action or the result
of an action (Silean & Williams, 2009). Silean and Williams (2009) further postulate that if the
1

Special measures: this occurs when central government takes administrative control of a failing organisation to improve
its performance, audit rating, service efficiency and effectiveness.
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desired ends are tangible and physically quantifiable, they can be used as measurement criteria
where the comparison process can take place. According to Silean and Williams (2009), ‘actors’
describe individuals or groups of individuals (within a system) who are the objects being controlled.
Control implementation describes the process of ensuring that actors work towards the desired
ends. They consist of control types and control implementation stages (Silean & Williams, 2009).
The control ends or tools refer to instruments that are used in performing the control function
concerning the desired ends (Silean & Williams, 2009).

2.3.1 Forms of Controls
The controls types relevant to LBL and discussed in the subsequent paragraphs are result
controls, personnel controls, action controls, administrative controls and cultural controls.
The purpose of result controls is to make employees become concerned about the consequences
of their actions thus empowering the employees to take actions which will result in desirable results
(Merchant & van Stede, 2007). These controls create the awareness among employees about their
actions; rewards them for desirable behaviours and punishes for poor results. These controls are
useful as a means of controlling the behaviours of professional employees particularly those with
decision authority (Merchant & van Stede, 2007). The implementation of results controls requires:
defining the dimension on which results are desired (or not desired); measuring performance on
these dimensions; setting performance targets for employees to strive for; and providing rewards
as a means of encouragement (Merchant & van Stede, 2007). Defining result-measurement
dimensions correctly and aligning it (congruent) to the organisations’ objectives ensures that the
results controls encourage employees to the right things. In addition to being congruent, results
measures should be (1) precise, (2) objective, (3) timely, and understandable (Merchant & van
Stede, 2007).
Personnel controls are designed to make it more likely that employees will perform the desired
tasks satisfactorily on their own (Merchant & van Stede, 2007). According to Merchant and van
Stede (2007), personnel controls serve any of three basic purposes: clarifying expectations;
encourage self-monitoring by employees; and ensure that employees have the capabilities,
resources, and are able to do good job. According to Abernethy and Brownell (1997), reliance on
personnel forms of control has positive effects on performance where task uncertainty is highest.
Personnel controls are implemented through the selection and placement of employees, training,
and job design and provision of necessary resources (Merchant & van Stede, 2007). Employee
selection and placement – finding the right people to do a particular job and giving them both a
good work environment and the necessary resources – can increase the probability of getting a job
done properly (Merchant & van Stede, 2007).
Administrative control systems direct the behaviours of employees through: the organising of
individuals and groups; the monitoring of behaviour and who you make employees accountable to
for their behaviour; and the process of specifying how tasks or behaviours are to be performed or
not performed (Malmi & Brown, 2008). These controls consists of organisational design and
structure, governance structures within the firm, and policies and procedures (Malmi & Brown,
2008). Flamholtz (1983) as cited in Malmi and Brown (2008), argued that organisational structure
is a form of control which works through functional specialization, and contributes to control
through “reducing the variability of behaviour and, in turn, increasing its predictability”.
Organisational governance include the formal lines of authority and accountability as well as the
systems which are in place to ensure that representatives of the various functions and
organisational units meet to co-ordinate their activities both vertically and horizontally (Malmi &
Brown, 2008). The governance structure relates to the company’s board structure and
composition, as well as its various management and project teams (Malmi & Brown, 2008). The
use of policies and procedures is the bureaucratic approach to specifying the processes and
behaviour within an organisation (Malmi & Brown, 2008). Policies and procedures include actions
controls as discussed by Merchant and van Stede (Malmi & Brown, 2008).
Action controls are measures implemented to ensure that employee’s actions are desirable to the
organisation; they also prevent undesirable employee’s behaviours by making their actions
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themselves the focus of the control (Merchant & van Stede, 2007). Behavioural constraints, preaction reviews, action accountability and redundancy are forms of controlling the actions of
employees. Behavioural constraints are controls implemented to make it impossible or almost
impossible for employees to do unacceptable actions. Pre-action reviews involve the scrutiny of the
action plans of the employees being controlled (Merchant & van Stede, 2007). Action
accountability focuses on holding employees accountable for the actions they take. Redundancy is
more of a contingency control which involves assigning more resources to an assignment than it is
normally required.
Cultural controls encourage mutual monitoring; a powerful form of group pressure on individuals
who deviate from group norms and values (Merchant & van Stede, 2007). They are implemented
through codes of conduct, group-based rewards, intra-organisational transfers, physical
arrangement and tone at the top (Merchant & van Stede, 2007). Socialisation-based control is an
important tool in the control portfolio for an organisation in a dynamic environment (Nieminen &
Lehtonen, 2008). Cultural control is the accumulation of norms and values that are originated from
common norms, beliefs, and shared values among the actors in a group without having any
relationship with written norms (Silean & Williams, 2009). Another accumulation of norms and
values which can be used as an informal control is surveillance control. Surveillance control may
come from written norms and values that have been internalised by the actors, and applied to the
actors who perform the tasks by watching and guiding them toward the proper way of performing
the tasks (Silean & Williams, 2009).

2.3.2 Performance Measurement
According to Van de Walle and Bovaird (2007), the link between performance measurement and
the use of this information in decision making is often assumed (Ho, 2005; Pollitt, 2006; Moynihan
& Ingraham, 2004 as cited in Van de Walle & Bovaird, 2007). Yet, Lægreid et al. have described
‘use’ as the achilles’ heel of performance information systems (Lægreid, Roness, & Rubecksen,
2006). They further pointed out that researchers are indeed very sceptical about the usefulness of
performance indicators (Askim, 2006a). At the same time, whereas some research on the use of
information is available in the streams described above, academic interest in the ‘use’ of
(performance) information has so far been very limited (Pollitt, 2006). Much of the evidence on
whether the information coming from performance measurement is actually used in decision
making is still rather anecdotal (de Lancer Julnes & Holzer, 2001 as cited in Van de Walle &
Bovaird 2007). Our research will attempt to answer this question with evidence.
According to Grafton et al., (2010), the two uses of performance measures serve two distinctly
different purposes in supporting strategy implementation and development: the feedback use of
performance measures significantly supports the exploitation of current capabilities; and the feedforward use of performance measures supports the search and identification of new capabilities.
Additionally, performance measures that are part of management controls provide some nonmotivational, detection-type control benefits of a cybernetic nature (Merchant & van Stede, 2007).
Performance targets affect employee behaviour in two basic ways: they stimulate action by
providing conscious goals for employees to strive for; and they allow employees to interpret their
own performance (Merchant & van Stede, 2007). According to Silean and Williams (2009), MCS
should be able to identify potential factors to motivate the actor being controlled to remain within a
preferred behaviour such as monetary reward or bonus, and hierarchical promotion. Merchant and
van Stede (2007) support this assertion by writing “organisations can derive motivational value
from linking valued rewards to results that employees can influence”.
In the case of local authorities in UK, following the legislation which required councils to provide
performance indicators, and to encourage improvements, the AC developed and uses comparative
studies and league tables to assess councils’ performance (Kelly, 2003).

2.2.3 The Balanced Scorecard (BSC)
Balanced score card (BSC) is management strategic tool developed by Kaplan and Norton that
proposes a combination of short-term measures and leading indicators (Nørreklit, 2003: Merchant
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& van Stede, 2007). The objective of BSC-type measurement system is that if the organisation
tracks the right set of leading indicators and gives them proper importance, then profits will
inevitably follow (Merchant & van Stede, 2007).It allows managers to look at the business from four
important perspectives (Kaplan & Norton, 1992). These perspectives are:
•

Financial perspective: How do we look to shareholder?

•

Customer perspective: How do our customers see us?

•

Internal perspective: What must we excel at?

•

Innovation and learning perspective: Can we continue to improve and create value?

BSC brings together, in a single management report, many of the seemingly disparate elements of
a company's competitive agenda: becoming customer oriented, shortening response time,
improving quality, emphasizing teamwork, reducing new product launch times, and managing for
the long term (Kaplan & Norton, 1992). Kaplan and Norton (1992) further believes that, the BSC
forces managers to consider all the important operational measures together, the balanced
scorecard lets them see whether improvement in one area may have been achieved at the
expense of another; thus preventing sub-optimization.
BSC like any theory has had its fair share of criticism. Nørreklit (2003) criticised BSC for its control
model and the lack of cause-and-effect relationship between suggested measures. For instance,
Nørreklit does not see the cause-and-effect relationship between customer satisfaction and loyalty,
and between loyalty and financial results (Nørreklit, 2003). She also argues that the model does
not take into consideration any strategic uncertainty in terms of the risks involved in events which
may threaten or invalidate present strategy (Nørreklit, 2003).

Figure 1.2 – The Balanced Scorecard

(Source: Kaplan & Norton, 1992)
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3.0 METHOD
The research will be conducted as a qualitative single case study on the London Borough of
Lambeth. This case organisation was selected due to its theoretical appropriateness. Qualitative
and quantitative analyses will be used to analyse: the submissions and documents to the AC, the
audit recommendations, and the improvement plan, to examine how the results have influenced
MCS at LBL.

3.1

Research Approach

The development of knowledge in a research depends on the philosophy behind the research
(Saunders et al., 2003). According to Saunders et al., (2003), three research philosophies
dominate literature: positivism, interpretivism and realism. The researcher using a positivism
philosophy assumes the role of an objective analyst; steadily making detached interpretations
about those data that have been collected in an apparently value-free manner (Saunders et al.,
2003). Interpretivists seek to understand the subjective reality of those they study in order to
comprehend their motives, actions and intentions (Saunders et al., 2003). The last research
philosophy (realism) is based on the belief that a reality exists that is independent of human
thoughts and beliefs (Saunders et al., 2003).
Saunders et al. (2003) further states that, research approach may be deductive or inductive and
the choice of an approach depends on the extents to which a researcher is clear about the
research theory at the beginning of a research (Saunders et al., 2003). Deductive research
approach involves the development of a theory that is subject to a rigorous test (Saunders et al.,
2003). On the contrast, inductive research approach involves collecting data prior to the
formulation of a theory (Saunders et al., 2003).
For this case study, the research philosophy adopted was positivism. This was because the
philosophy provided a highly structured methodology that facilitates replication, and quantifiable
observations that lend themselves to statistical analysis (Saunders et al., 2003). Additionally, the
philosophy allowed us to make independent interpretations of the data that we collected.
With the availability of extensive research on the individual subjects of auditing and management
controls, deductive approach provided a better option for achieving the research’s objectives. This
approach will enable us to explain the relationships between data variables.

3.2

Research Method Implemented

After careful considerations of the different research methods and the research objectives, the
authors decided to undertake this research as a single case study. In general, case studies are the
preferred method when (a) “how” or “why” questions are being posed, (b) the investigator has little
control over events, and (c) the focus is on contemporary phenomenon within a real-life context
(Yin, 2008). Based on Yin’s (2008) notions about case study and our previous experiences, we felt
optimistic that case study will be the best method to achieve the research objectives.

3.2.1 Selection of Research organisation
From the decision to adopt a deductive research approach and with the research objectives
outlined, it was imperative to select an organisation where data was available and accessible, and
also where we can have access to top-managers for the interviews. LBL was therefore selected as
the case study organisation.
During the initial document review of the council, we saw that the council had made significant
improvements in its performance. The significant improvement inferred from the background
review, raised concerns about ‘how’ and ‘why’ the council was making those improvements. This
became a baseline for the research. The selection of LBL was also to mitigate the problem of data
accessibility. As one of the authors is an employee of Lambeth, data for the analysis was
accessible and interview respondents were enthused to cooperate.
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The selection of interview respondents at LBL was based on the level of authority and experience,
and the number of years spent with the company. To maintain the quality of responses, managers
at different organisational levels and functions within the company were interviewed. We
conducted interviews with five senior managers who have been instrumental in the implementation
of plans and strategies at LBL. The interview questions were designed aligned with the case
study’s objective. Attached in Appendix A is the format and list of questions that we asked during
the interviews.

3.3

Data Collection

Case study evidence may come from six sources: documents, archival records, interviews, direct
observation, participant-observation, and physical artefacts (Yin, 2008). Regarding the data
collection for this study, a comprehensive field work protocol will be developed (Yin, 2008). During
this field work, several methods will be used to collect data including interviews, archival document
reviews, and attendance of council events and direct observations. Yin (2008) encourages the use
of several sources of data to ensure reliability and militate against bias.
According to Yin (2008), evidence for case studies may come from six sources: documents,
archival records, interviews, direct observation, participant-observation, and physical artefacts. Yin
(2008) further stresses the importance of following some overriding principles in data collection to
increase the case study’s quality. These principles include: (1) using multiple source of evidence
covering the same facts or findings; (2) creating a case study database; and (3) maintaining the
chain of evidence among the questions, data and conclusion.
Therefore, a comprehensive field work protocol was developed for the study’s data collection
during which several methods were used. This included interviews, documents, archival records,
participant and direct observations. These methods were congruent with the research philosophy,
approach and objectives. Yin (2008) also encourages the use of several sources of data to ensure
reliability and militate against bias.

3.3.1 Interviews
We conducted interviews with senior managers who have being with the organisation over the
period analysed. These included key people who had been part of the implementation team and
other managers for their experience through the changes. A semi-structured form of interview was
selected for data collection in this case study. The reason for using this form of interview was to
give both the authors and the respondent the flexibility with the choice of questions; the choices of
questions were tailored to specific respondents. Refer to Appendix A and B for the interview
questions guide and transcripts respectively.
We further interviewed some of the most senior directors. These were the Chief Executive,
Executive Director for Finance and Chief Internal Auditor. These interviews, however, were more
in-depth. This allowed them the opportunity to develop the theme of the interview. We explained
the aims of the interview and they were able to lead the discussion to areas of the MCS that they
felt have changed the most due to the audits (Yin, 2008). However, a further interview with HR
Director and Policy Director took the form of focused interviews. These interviews were used to
confirm the information identified through the qualitative analysis of the improvement plans, and
policy documents (Yin, 2008). Thus, all the interviewed questions measured and identified the
impact of the audit on the organisation’s performance.
In this research document, we used ‘discourse’ analysis to interpret the interview notes and
findings. This is a method of qualitative analysis in which the basic analytic unit is the interpretative
repertoire (Wetherell & Potter, 1988, and cited in Talja, 1999). It shows the value of a method of
qualitative analysis which does not aim at capturing participants’ authentic intentions, meanings, or
experiences. In discourse analysis, interview data are analysed at a macro-sociological level, as
social texts. Discourse analysis is an approach which surpasses the dichotomy between subjective
meanings and objective reality, as well as the dichotomy between user-centred and system13

centred research. It concentrates on the analysis of knowledge formations, which organize
institutional practices and societal reality on a large scale (Talja, 1999).
As stated in Talja (1999), our analysis of the interpretative repertoires was completed like putting
together a jigsaw puzzle. The interviews were not interpreted as stories having a clear and
distinguishable message and meaning. However, all the accounts produced by the participants are
taken into consideration and analysed in order to identify significant patterns of consistency and
variation in them. We then identified the starting point behind each account, what kind of limitations
are based on the same perspective, and what other statements in participants’ interview talk are
based on the same perspective. The final point of the analysis is the systematic linking of
descriptions, accounts, and arguments to the viewpoint from which they were produced, and the
naming of the different interpretative repertoires - usually by concepts which repeatedly occur in
participants’ talk and which tend to be used when the topic is approached from a particular angle.
After the data analysis, a draft copy of the report was sent to the interview respondents to review
and comment. Their comments were taken on board and the necessary changes were made.

3.3.2 Documents and Archival Records
Both current and archival documents were collected and analysed during the case study.
Documents obtained from the AC’s website included: audit reports, articles, announcements and
previous studies. The documents made available to the authors by LBL were management reports,
audit submissions, audit reports, policy documents, progress reports, proposals and articles. We
collected and analysed the statutory and voluntary submissions presented by the council to the
AC. We also reviewed LBL’s improvement plans, people-management policies, performance
management procedures, audit results and recommendations.
Other documents collected and analysed were the statutory and voluntary submissions by the
council to the AC, communications submitted to the media, the improvement plans, and people
management policies including performance management procedures, audit results, and
recommendations. The documents from the AC providing direction, instructions, and scores to LBL
will also be reviewed.
Similar to other data sources, documents and archival records were analysed using content
analysis. We examined each document to identify the changes attributed to the audit and looked
for collaborating evidence from other data sources such as the interviews and observed events.

3.3.3 Direct and Participant Observation
We attended LBL events and programmes that provided insight into the changes that have been
implemented with the MCS as a result of the audits score. The actual events that we attended
were driven by the interviews with the senior managers. We got the permission to attend events
such the council inductions, leadership network, learn at work day and performance review and
appraisal training
The study was conducted as a participative observation and one of the authors, as an employee of
the case organisation, was part of the team recruited to manage and influence the improvements
at the case organisation. This participant observation provided an opportunity to gain access to
events and information at the case organisation that would have otherwise be inaccessible to the
study (Yin, 2008). This opportunity enabled him to observe and describe the MCSs in the company
which is congruent to Yin’s (2008) assertion that participant observation provides a distinctive
opportunity in terms of the author’s ability to perceive reality from the viewpoint of someone ‘inside’
the case study rather than external to it. By virtue of this opportunity, the authors were able to
collect both formal and casual information for the study. During the visitations to conduct the
study’s interviews, the second author became an observer of the MCSs implemented at first hand
through inductions.
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3.4

Research Analysis

The thesis uses content analysis to analyse all the statutory and voluntary submissions by the
council to the audit commission, communications submitted to the media, the improvement plans,
and people management policies including performance management procedures, audit results,
and recommendations.
The method used to develop the dependant variables in this study is content analysis which is
widely used in the area of social science and environmental reporting. It was used to analyse both
the statutory and voluntary submissions by the council to the AC, communications submitted to the
media, the improvement plans, and people-management policies including performance
management procedures, audit results, and recommendations. Although it is not without its critics,
we have chosen it due to the fact that it can be applied to examine any piece of writing or
occurrence of a recorded communication. Content analysis is used in large number of fields
especially where the language is important (Tilling & Tilt 2010). The uses of content analysis
include:

•

To identify the intentions, focus or communication trends of an individual, group or
institution

•

To describe attitudinal and behavioural responses to communications (Krippendorff,
2004; Neuendorf 2002)

After the initial qualitative analysis of all the documents above, a detail quantitative analysis will
then be undertaken on the number of documents issued to the AC by LBL both under statutory
obligation and voluntarily.

3.4.1 Qualitative Analysis of the Audit Results and Recommendations
The disclosures made by LBL were classified by emergent themes. Three categories were
identified for the documents analysis which were: financial, operational or service performance and
use of resources. The key words used to such through the document database were finance,
financial, resources, improvement and performance.
After the initial qualitative analysis of all the documents above, a detail quantitative analysis was
then undertaken on the number of documents issued to the AC by LBL both under statutory
obligation and voluntarily.

3.4.2 Qualitative Analysis of the Improvement Plan
Improvement plans at LBL were analysed to see what their impact were on MCS. We examined
clear statements of intent to change anything related to the management control system such as
performance management system. Key words used for the search were finance, financial,
resources, improvement, performance, incentive, reward, plan financial plan, budget, policies and
control.
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4.0 EMPIRICAL DATA
In this section, we have summarised the collected data via the interviews and document search.
The first sections of this chapter provide brief description of the participant characteristics of this
case study. The second section provides the empirical information we obtained during the data
collection.

4.1

The Case Organisation

4.1.1 Background to London Borough of Lambeth
In 1965 the old parishes of Lambeth, Streatham and Clapham were combined to make the LBL
(www.lambeth.gov.uk). The Council is one of 14 local authorities which make up ‘Inner London’ of
United Kingdom. It is one of the most densely populated and multi-cultural Inner London boroughs,
with a population of around 270,000 (www.lambeth.gov.uk). Based on the 2001 census, 38% of
Lambeth’s population are from ethnic minorities, the seventh highest figure for a London borough.
Approximately 150 languages are spoken in the borough. After English, the main languages
spoken are: Portuguese, Yoruba, French, Spanish and Twi (www.lambeth.gov.uk; Data
Management and Analysis Group 2007).
LBL is a public sector organisation with a primary function of providing services for the local
residents. As a local authority, LBL does not have shareholders per se as it primary role is deliver
services to local residents. However, these residents are both customers and shareholders
because the council renders services to them and the Council is accountable to them as tax
payers. The Council delivers around 700 services ranging from street cleaning, community safety,
local emergency planning, care for the elderly and the vulnerable to local residents (Lambeth
Council Induction).

4.1.2 Organisational Structure
The council is led by the Chief Executive (CE) and four Executive Directors (ED) – each
responsible for one of the three service delivery departments and the internal resource department.
These five top-level managers make up what is called the Strategic Leadership Board (SLB) which
is chaired by the CE (LBL’s Intranet web page; interview with HR Director). Refer to Appendix C for
LBL’s organisational structure. The organisation has approximately 3500 employees
(www.lambeth.gov.uk).

4.1.3 Local Political Context
There are three parliamentary constituencies in Lambeth Borough with each constituency having
its own MP (www.lambeth.gov.uk). The local political administration has not been steady over the
period of this research. The running of the council had shifted from British Labour party to a
coalition of Liberal Democrat and the Conservative parties. In 2006, the administration shifted back
to the Labour Party and has remained so ever since. Refer to Appendix D for the political changes
at LBL during the research period. LBL’s SLB is accountable to ‘the Cabinet’ which is made up of
up to ten members of the dominant political party. The board translates their political will and
manifesto commitment into management actions in the context central government legislation and
statutory requirement (LBL’s Divisional Director HR). The Council is made up of 63 elected
councillors who are responsible for agreeing policies about provision of services and how the
Council’s budget allocation is utilised (www.lambeth.gov.uk).

4.2

The Audit Commission

The Local Government Finance Act 1982 established the AC for Local Authorities in England and
Wales on 21 January 1983; the Commission began work as a public corporation in April of the
same year (www.audit-commission.gov.uk). The commission through the extension of its
legislative powers have responsibility for auditing the local authorities including LBL, social
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landlords, the Health and Social Care (Community Health and Standards) and the English National
Health Service (www.audit-commission.gov.uk).
“The duties and powers of auditors appointed by the AC are set out in the Audit Commission Act
1998 and the Local Government Act 1999 and the Commission's statutory Code of Audit Practice.
Under the Code of Audit Practice, appointed auditors are also required to comply with the current
professional standards issued by the independent Auditing Practices Board. Appointed auditors act
quite separately from the Commission and in meeting their statutory responsibilities are required to
exercise their professional judgement independently of both the Commission and the audited body”
(www.audit-commission.gov.uk).

4.2.1 Performance Assessments
In 2002, the AC introduced the Comprehensive Performance Assessment (CPA) – an assessment
which asked councils questions about their capacity to improve (www.audit-commission.gov.uk).
The assessment helped to develop a shared focus between the political and managerial leadership
within the councils (www.audit-commission.gov.uk). Refer to Appendix E for the Commission’s
assessment framework.
In 2005, the Commission responded to the need for councils to deliver continuous improvement by
introducing ‘CPA -The Harder Test’ (www.audit-commission.gov.uk). This assessment raised the
bar of inspection, introduced more self assessment, emphasised more on cost-cutting services and
introduced minimum standards (www.audit-commission.gov.uk).
By 2008, councils had improved and a new level of challenge was needed to ask more
fundamental questions about performance from the citizen’s perspective (www.auditcommission.gov.uk). In response to this, the Audit Commission with the backing of the Local
Government and Public Involvement in Health Act 2008 introduced the comprehensive area
assessment (CAA) (www.audit-commission.gov.uk). This assessment focussed on councils
delivering to meet the needs of local people.
To correctly ascertain the performance of a council, the Commission requests for specific
documents under the powers giving to them under the 1998 Act. The councils are within their right
to issue further documents voluntarily if they think these extra documents can help demonstrate
their performance (Audit Commission, 2010). The Commission scores authorities as:
•

4 star – excellent and improving strongly.

•

3 star – good and improving well.

•

2 star – improving adequately.

•

1 star – not improving/not improving adequately.

Figure 2.1 – Rules for determining audit scores
(Source: www.audit-commission.gov.uk).
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The report of the assessment is delivered to the organisation, central government and other public
bodies. The reports are also made publicly available through the Commissions’ electronic library. A
council with more than three consecutive audit score of one star is classified as a failing
organisation. Any failing organisation can be taken into ‘special measures’ by central government2.

4.3

Audit Assessments at LBL

The paragraphs below summarises of the audits scores and recommendations from the AC to LBL
between the year 2000 and 2010. Document submissions made by LBL to the commission are
also summarised in this section.

4.3.1 Document Submission to the Audit Commission
Under the Audit Commission Act 1998 and the Local Government Act 1999, the AC requests
statutory information from Councils for auditing purposes. The period between 2000 and 2003,
LBL submitted only the documents requested under its statutory responsibility. LBL started
submitting voluntary documents – items that have not been specifically asked for but delivered to
the auditors by the choice of the council – in 2004 and this practice has improved year on year
from 2005. This is shown in figure 3.2 below. Records available indicate that the number of
disclosures from LBL local media and others bodies, both voluntary and under statutory obligations
also increased considerably in the 2005 audit year.
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Figure 3.2 – LBL’s statutory and voluntary submission to the AC

(Source: Lambeth Council)

4.3.2 Summary of Audits Scores
Between 2000 and 2004, LBL had an overall score of one star (out of four) when measured on the
Commission’s CPA Framework. The council could not improve so much and also scored 1 star in
the Commission’s CPA -The Harder Test in 2005. From 2006 to 2008 audit, the Commission
scored LBL three stars in its current level of performance under the CPA Framework. LBL has
been scoring three stars in the Commission’s CAA since 2009. Refer to Appendix F for the
corporate assessments showing breakdown of the scores.

4.3.3 Audit Commission’s Recommendations
From the annual audits undertaken between 2000 and 2004, the Commission kept recommending
improvements in the council’s areas of financial management, performance management, cultural
services, housing, and use of resources. For instance, in the Commission’s Corporate
2

Special measures: this occurs when central government takes administrative control of a failing organisation to improve
its performance, audit rating, service efficiency and effectiveness.
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Assessment Report for 2002, the report stated that in order to improve its capacity to secure
continuous improvement, the Council should:
•

Establish a prudent financial strategy that (1) returns balances to solvency and builds them
to an appropriate level to provide protection against one-off pressures, (2) underpinned
improved financial management;

•

Adopt a more consistent approach to community consultation and engagement through
quality and outcome monitoring;

•

Adopt a more outwards-looking set of corporate priorities that address local issues of
deprivation and cultural diversity, having regard to the outcome of consultation as above;
underpin these with clear targets, outcomes and milestones that can be used to measure
progress and success;

•

Improve service and financial planning so that resources follow the council’s priorities, and
align with the completed medium-term financial strategy;

•

Fill executive director vacancies as a priority;

•

Continue to develop capacity to address key skills gaps, including contract management,
procurement, project management and ICT, clearly identifying the resources required;

•

Ensure that the performance management system is implemented consistently councilwide, and develop the role of scrutiny in performance management;

•

Develop and focus on a few key performance indicators for service improvement, and link
to the development of the local public service agreement;

•

Establish and publicise service standards and incorporate customer feedback and
substantiated complaints into the performance framework to drive improvement;

•

Establish a sustainable strategy to address investment backlog, in particular in housing
repairs, and link the outcomes and priorities to the medium-term financial strategy;

•

Develop and embed equalities in human resources and service delivery;

•

Enhance the corporate strategic framework as a priority through the production of key
missing strategies.

In the Commission’s 2005 Annual Audit Inspection letter to LBL, the following were identified as the
areas requiring urgent attention:
•

Review and strengthen performance management arrangements to ensure that the current
ambitious change programme stays on course;

•

Continue to prioritise service improvements, particularly in cultural services;

•

Ensure that its financial health position continue to improve;

•

Improve the consistency of the quality of working papers supporting the Council’s financial
statements and resolve outstanding issues on the Council’s 2005/2006 accounts; and

•

Implement individual recommendations arising from the audit and inspection reports issued.

The key actions required by the Council to address issues arising from the 2006/2007 audits were:
•

Ensure that that the progress made in improvements to the Council's use of resources
become embedded;
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•

Strengthen the arrangements for the preparation of the financial statements, in particular
the capital accounts;

•

Continue to take steps to bring the Housing Revenue Account (HRA) back into balance;

•

Maintain the ongoing drive to deliver decent homes standard by 2010 while also
establishing effective arrangements for the proposed Arms Length Management
Organisation (ALMO);

•

Begin to explore the people, systems and process changes likely to be needed to ensure
that the requirements of the International Financial Reporting Standards (IFRS), which
become effective from 1 April 2010, are met; and

•

Implement agreed recommendations arising from our audit and inspection reports.

In the Commission’s Annual Audit and Inspection Letter 2009 after the Audit 2007/2008, the
Commission recommended that the Council should:
•

Address the areas for improvement identified in our corporate assessment and direction of
travel reports;

•

Take further steps to reduce the proportion of indicators relating to satisfaction with Council
services, school exam and test results, housing repairs, recycling, and quality of the local
environment which are in the lowest 25 per cent when compared with other councils;

•

Ensure that proper arrangements and resources are in place to secure the prompt
conclusion of the delayed 2007/08 audit;

•

Ensure that there is a reliable fixed assets register in place for 2008/09; and continue with
the efforts to bring the Housing Revenue Account (HRA) into balance.

The areas of improvement identified in the Commission’s Corporate Assessment 2009 report are:
•

The Council should focus on workforce development in general and middle management
development in particular in order to ensure that there is sufficient capacity to deliver the
priorities and aspirations for high performing services which are at the centre of the drive for
improvement by the Executive and senior management;

•

The Council should take steps to increase the availability of information about service
standards so that all members of the public are aware of the standards they can expect to
receive;

•

The Council should build on its work to reduce the number of complaints and move to a
broader use of complaints, comments and compliments which are fully analysed
corporately and used to inform and improve services across the Council;

•

The Council should prioritise the development and delivery of a coordinated range of
services to promote healthier communities and support the well being of older people.

4.4

Management Controls at LBL

4.4.1 Financial Controls
LBL prepares and delivers annual capital and revenue budget; this budget sets out the
organisation’s financial plans and allocates resources to various services, departments, activities
and projects. The budget is agreed with the various costs, revenue and profit centres through-out
the organisation. Each finance centre is provided with information on their performance through the
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monthly budget monitoring meeting. The Head of Finance from each department monitors
progress and reports any exceptions.
Heads of Finance meetings are organised quarterly to allow all the Heads of Finance to report
back to the Executive Director responsible for finance and resources. This information feed into the
feedback loop that helps update the budget; review performance; and agree project sponsorship
details and plans for the following year.

4.4.2 Capital and Revenue Budgeting
Whilst there had always been the yearly budgeting processes, the outcome document had not had
much credibility anywhere outside the organisation. By the year 2007, the Audit Commission had
not been able to issue a qualified opinion on the 2004/05 budget. On the 2005/06 budget, the audit
had identified a number of significant errors and material technical accounting issues which
needed to be resolved. In the year 2005/06, Housing Revenue Account (HRA) was overspent by
£5m.
To improve this situation, a consultative annual budget planning process was implemented. The
Council further relied on accurate feed forward information and robust accounting methodology.
The outcome of this process was the issuing of revenue and capital budget by the Council that
stood the test of external audit and robust assessment. The various finance centres were identified
and financial responsibilities were delegated to them. The managers were then held to account.
The Finance Director formed and chairs the quarterly Head of Finance managers meetings which
review the financial position of the budget and review any serious exceptions or poorly performing
finance centres to keep an eye on the finance.

4.4.3 Financial Accountability
Once the revenue and capital budget are agreed, they are used to co-ordinate the activities of
management throughout the major projects and activities that organisation implement and sponsor.
The budget for all activities and projects are allocated in advance through the revenue and capital
budget, and monitored through reviews. Project managers are made aware of their budget
allocation and are regularly monitored.
The Council has a defined finance policy stipulating specific actions that are classed as gross
misconduct and for which employees are summarily dismissed. The finance policy comes with
finance guide for managers. The organisation’s internal audit team regularly audits business units
to ensure compliance. The audit team also investigates and manages whistle blowing procedures
as well as some of employee complaints. Other policy standards such as declaration of interest,
gift register, separation of duties and the two procurement boards serve as pre-action reviews in
the interest of the organisation. Lambeth provides free mandatory procurement training for
employees involved in procurement exercises on the policy and procedures.

4.4.4 Corporate Plan
The corporate plan is the outcome of the review process of the local area agreement, finances
available, sustainable community strategy and internal resource capabilities. The outcomes
allocated to the Executive Directors from the corporate plans are delegated to their service
managers. This then forms the Business Units service plans. Service area managers delegate
these outcomes down and finally to employees as their individual performance measures
(operational plans).
The key operational performance measures are derived from the corporate plans. These are linked
to the individual employees’ performance measures through what is called the ‘golden thread’
(Refer to Figure 4.1 below).
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Figure 4.1 – Corporate Plan Flowchart (the ‘golden thread’)

4.4.5 Action Controls
To control employees’ behaviour, the Council has implemented several pre-actions review for
revenue and cost centre managers. They have introduced the regular budget reviews with a
department finance managers who ensure that managers are in budget. Line managers also
review the performance positions of employees who report to them as part of the monthly
performance review.
As part of the individual accountability, the Council has implemented a behavioural restraint control
for accessing the computer programme for managing finance. Oracle financial system is used to
raise purchase orders (PO), process invoices, agree a contract with a preferred supplier and pay
for any item. Authorised managers are given the appropriate user ID and passwords to ensure that
that only the appropriate employees are given access to this system. Within the system above, the
authority level of an individual manager is limited by his seniority within the organisation and
financial responsibility. The system has built in separation of duties and the manager who raises a
PO cannot also approve it. It can only be approved by his/her line manager. PO can only be raised
for an approved supplier with their detail set up on Oracle system by the Shared Financial Services
team3.
As part of the procurement rules, managers of grade up to PO4 can only authorise payments of up
to £25,000 subject to satisfying all other procedures. Managers of between PO4 and PO9 are
authorised to approve payments of £50,000 and SMG5 roles of payments up to £100,000. Any
amount above this figures but lower than £250, 000 is approved by the Department Procurement
Board. Any amount above this threshold is approved by the Strategic Procurement Board. This
delegated authority limits are applied automatically by the system as the HR system and finance
systems are linked.
Within the performance management and disciplinary procedures, processes were implemented
for handling wilful miss management of the budget and appropriate sanctions were introduced to
deter bad employee behaviour.
Employees at the service centres are audited at least once a month and depending on outcome,
may be commended, re-trained, and or disciplined. There are other procedures and policies

3

Only the Shared Financial Service team is allowed to set up suppliers on Oracle. This is will only be done
by them after the manager has submitted all the appropriate procurement documents.
4
Principal officer 4 (PO4) – The upper limit grade of first line managers
5
Senior management Grades – Usually top 20 managers
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including sickness & absence procedure, and disciplinary procedure that are used as part of the
performance management process to manage employee behaviours.

4.4.6 Customer Satisfaction Controls
LBL separates it customer performance measures from other operations measures because they
see it as such important part of the organisations priorities. As a result all activities relating to
service delivery are measured separately and in further detail. The Council has agreed a set of
corporate values called FRESH (Fairness, Respect, Excellence, Service and Honest) that relate to
delivering service to internal and external customers. LBL also has an agreed customer charter
and service promise with employees on the way it will treat its customers and employees. Qualities
and competencies in customer service are assessed even at the recruitment stage.
The customer charter states that “Everything they do as a council and as individuals working for
the council should be guided by the values. They sum up the type of council they want to be and
help their customers know what to expect from them”.
The Council also has the ‘Lambeth Promise’ which is based on the FRESH values and sets out the
council’s aspiration for excellent customer service. It is a public commitment to residents and
outlines what they can expect from employees as individuals, a service and as a council. The
Promise makes the following commitment to LBL’s residents:
“Lambeth Council is committed to ensuring you receive a high level of service. We will be
helpful, open and honest with you and always aim to make a real difference” (Lambeth
Council).
LBL has developed detail employee observation and call monitoring checklist that the council uses
to audit employees behaviour when dealing with residents. Each employee at any of the service
centres is audited at least once a month and depending on outcome, may be commended,
retrained, and/or disciplined.

4.4.7 Personnel Controls
Every job vacancy advertised by the council has a written job description and person-specification.
LBL requires prospective candidate to have some knowledge in financial management, operational
and customer service duties, and people management accountabilities. These requirements are
thus defined in the person specification and each prospective employee undergoes a rigorous
selection process to ensure that he or she meets the criteria in the person specification to
successfully deliver the requirement of the job role.
LBL requests at least two reference contacts – one character and one job – from each prospective
employee. The council seeks references from the provided contact before an employee starts
work. Employees who work in particularly sensitive areas of the council such as those who
supervise or work with children and vulnerable adults are given further checks from the Criminal
Record Bureau (CRB). This has to be completed before the employee can commence work.
All new employees complete an induction programme consisting of the First Day Induction,
Departmental Induction, Corporate Induction and Team Induction. The inductions together with the
probationary procedure support employees through their first six months of employment and
probation. It also helps managers to ensure that they have appointed the right person for the role.
The organisation has a suite of training programmes covering all areas of skills, career and
leadership development. The skills development courses cover areas such as finance,
management and leadership, to support employees in areas that they may lack capabilities.
LBL has a clear and agreed (supported by disciplinary procedure) code of conduct. This is
discussed with all new employees and enforced by their line managers. This is to ensure that a
culture of high performance and acceptable behaviour is implemented across the organisation.
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4.4.8 Employee Performance Monitoring
LBL uses a probation programme, monthly one-to-one reviews and biannual appraisal to regularly
monitor employee performance.
All new employees undergo a six-month probation programme. During the programme, they are
inducted and monitored to ensure that with the appropriate support, they can meet the minimum
acceptable performance delivery criteria for the role that they have being employed. As part of this
process, the employees meet their line managers at two months intervals to discuss their progress
on areas such as: financial management, operational priorities, customer service, and people
competencies. If it becomes apparent that there is a mismatch, managers are allowed to terminate
the employment within the probation period.
All employees meet their line managers at least once a month to discuss the employees’ progress
and performance. This also provides an opportunity for the employee to discuss their learning
needs and any other cause of control problems that they may have. Employees also meet their line
managers between April and May every year for the first of the biannual appraisal reviews. At this
meeting, they review performance of the previous year and agree the performance targets for the
coming financial year (April to March). This will include financial targets from the budgets,
operational responsibilities, customer service expectations and the competencies required for their
role. This process is repeated in November where the objectives agreed in April are tracked and
reported on in the interim.

4.4.9 Reward and Incentives
The pay and remunerations of LBL is very similar to all other local authorities in England and
Wales because pay and reward are agreed at the national level. There is no financial incentive or
bonus scheme linked to performance. All employees get a percentage increase (between 1 and
3% average) on their annual salary as agreed between national employers association and the
trade unions.
LBL has initiated professional qualification scheme, leadership development programme and
FRESH awards to reward high achievers and encourage other employees.

4.4.10 Performance Measurement
The Council has adopted the balanced scorecard (BSC) to measure its performance (refer to
Figure 4.2 below for details of the BSC). Key operational performance measures in the balanced
scorecard are derived from the corporate plans. These are then linked to the employees’
performance measurements through the ‘golden thread’ – refer to Figure 4.1 above.
LBL’s BSC approach comprises of financial management measure which includes looking at
financial planning, budget monitoring, and regular review. It also has operational performance
measures which are defined by the details of the services to be delivered and what employees
specific role is. Other parts of the balanced scorecard is the customer satisfaction measure which
looks at customer satisfaction expectations on employees; and innovation through people measure
affecting competencies which includes LBL’s selection processes and FRESH values.
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Financial Index

1. Budgets allocation and
monitoring
2. Monthly budget meetings
3. Financial Planning
4. Annual budget review
Customer satisfaction
index

1. Lambeth promise
2. Service standards
3. Service level
agreement
4. Contract management
5. Call monitoring
6. Call recording auditing
7. Customer interaction
observation

Operational performance
index

Balanced
Scorecard

1. Service planning/strategy
2. Operational performance
standard
3. Agreed in context of the job
4. Part of job description and
per specification

Innovation through People index

1 Competency framework
2. Selection and Placement
3. Performance management policy
4. Learning and development
5. FRESH values
Leadership priorities

Figure 4.2 – LBL’s balanced scorecard
(Source: www.lambeth.gov.uk).
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5.0 DISCUSSION
In this chapter, we have used the theoretical framework to analyse the empirical data collected. In
doing that, we examined; interpreted; and qualified the results and drew inferences from them
(APA Manual, 2010). The discussion has been tailored to concentrate the research objectives and
provide answers to the research question.
As previously discussed, the theoretical framework to be used in explaining the impact the AC on
LBL is shown below.
Pre-audits

Audits

Reactions

Poor audit scores IMPACT

MCS:
Introduction of annual
audits - PEU

Changes in PEU

Action controls
Result controls

Organisational risk
capability

Personnel control

PEU – Perceived environmental uncertainty
Figure 5.1 – Theoretical model

5.1

Pre-Audits

5.1.1 Introduction of Annual Audits
An audit obtains and evaluates evidence regarding objects of importance, judges the degrees of
correspondence between those objects and criteria and communicates the results to interested
users (Merchant & van Stede, 2007). Furthermore, audits create value in two primary ways: the
audit report adds credibility to the information provided to user groups; and the anticipation of audit
will or might take place can have a strong motivating effect on the individuals involved to conform
to the standards they think the auditors will use in their evaluation (Merchant & van Stede, 2007).
According to Figilo & Kenny, (2009), communicating information about public sector performance
via audit reports has the potential to improve stakeholders' monitoring abilities, and the degree to
which stakeholders may use their monitoring to effect change; this could improve the performance
of service providers.
Audit committees provide critical roles in the audit process which includes overseeing the quality of
monitoring mechanisms implemented by an organisation and providing oversight over financial
reporting process including the system of internal controls (Barua et al., 2010; Sarens et al., 2009).
Legislations such as SOX 2002, European Union (EU) Directive on Statutory Audit and Audit
Commission Act 1998 and the Local Government Act 1999 (UK) provide guidelines and enforcing
powers for audit committees which testifies the importance of the audit process.
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Auditors can serve as the ‘eyes and ears’ of management in assessing what are happening within
the organisation, and they can also share their expertise by providing recommendations for
improvement. Where audits are feasible, they can be an important alternative or supplement for
other management control mechanisms, such as direct supervision or incentives (Merchant and
van Stede, 2007).

5.1.2 Impacts of the Audit Assessments
This section discusses the impacts that the audit assessments have had on LBL. It will answer the
first research question “Have the audit scores of the AC influenced MCS at LBL?”.
Between 2000 and 2004, LBL scored one star with numerous recommendations for improvements
in the areas of financial management, performance management, cultural services, housing, and
use of resources. The organisation’s responses to the audit results had been patchy and not very
well coordinated. Existing documents demonstrate an attempt to plan for the areas identified as
weak but, there is little evidence of monitoring and follow through.
The 2005 audit score was also one star with several areas of the assessment criteria that needed
to be improved which were stated in the Annual Audit Inspection letter to LBL. The year 2005
represented the first of co-ordinated organisational response to the audit score in any meaningful
way. It is worth remembering that this year saw a new local political party come into administration
after the local elections. The organisation responded with some changes at the senior
management team including the Chief Executive, Director for Policy and Director of HR. The senior
team was tasked with improving the situation and a detail improvement plan was drawn.
“In April 2003 the council produced a Recovery Plan. This evolved out of the Government’s
Comprehensive Performance Assessment (CPA)” (Lambeth Improvement Plan 2005-2008). LBL’s
improvement plans had been driven by the audit scores (refer to Figure 5.1 below). The Council
have sought to improve the overall performance of the authority. As a result of the audit score and
the recommendations, several changes were made in LBL’s internal controls to improve its
performance. These included:
•

Tighter performance management;

•

Changes on financial planning;

•

Changes in capital and revenue budgeting;

•

Use of BSC for performance measurement;

•

Financial accountability;

•

Regular performance review and monitoring.

Figilo & Kenny, (2009), described this scenario with the statement “performance measurement can
influence the behaviour of the measured, as well as the overall market responses to the public
sector and non-profit organizations being measured”.
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Figure 5.2 – Lambeth Improvement Plan 2005-2008
(Source: Lambeth Council)

The council also improved in its document submission to the AC. When LBL submitted only the
documents requested under its statutory responsibility to the Audit commission (between the years
2000 and 2003), the council scored one star when measured on the AC’S CPA Framework. From
2004, the council started making voluntary submissions in addition to its statutory submission (refer
to figure 3.2 above). The voluntary submission period coincided with the period of improvement
plans. It can be inferred that LBL perceived the voluntary submission as a means of showing the
Commission the effort it has put into improvement. The voluntary submission also contributed to
the council’s demonstration of its successes.

5.2

Audits: - Reason for the changes in MCS

This section will discuss the reasons for the changes to the MCS at LBL to show that it was as a
result of the AC. It will also seek to answer the second research question – “Why has the audit
scores of the annual audits completed by the AC influenced MCS at LBL?”.

5.2.1 Poor Audit Scores Impact
As indicated in previous discussions, the threat of a council being taken into ‘special measures’ is a
considerable source of risk. LBL was fully aware that as part of the AC reports, authorities that
continue to underperform could be taken into ‘special measures’. “The repeated poor audit ratings
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increased the risk of been taking into special measures, and this threatened their legitimacy and
increased their perceived uncertainty level” (Divisional Director – Policy).
The use of interventions are confirmed by Kelly (2003) in the statement “on those exceptional
occasions when local authorities failed to comply (with the AC), central government has several
means of explicitly enforcing local authorities to meet their obligations: for example, through the
threat (and use) of adverse publicity, special measures or actual interventions.

5.2.2 Changes in PEU
LBL changed its MCS not just because the audit scores asked them to change in 2004. The audit
scores had been repeating the Councils weaknesses in 2000, 2001, 2002 and 2003 but it was
because they came under the threat of special measures as they had more than three consecutive
one star rating – which was the threshold – for taking local government organisations into special
measures. The improvement undertaken by LBL connotes a response to that threat – a perceived
environmental uncertainty. Moreover, with the well known adage “what gets measured gets
managed”, LBL developed improvement plans driven by the expectations of the representative of
their stakeholder in addition to the Council’s social obligation.

5.2.3 Organisational Risk Capability
Figilo and Kenny (2009) asserts that “stakeholders appear quick to withhold support for
organizations with poor measured performance, and may reward organizations with high measured
performance”, it can be said that, LBL did not want to find itself in that a ‘special measures’
situation where there will be limited budgets and total central government control.
There may be other drivers of the improvement such as the citizens’ view, national context and
staff views. Audits can be extremely valuable tools in management control situations (Merchant &
van Stede, 2007) and the primary driver for the MCS changes can be associated with the annual
audit score because:
•

The activity level of these other stakeholders had not changed significantly;

•

The change from CPA to CAA by the AC was to accommodate other drivers such as the
national political context.

•

The public perception of the authority is also partly driven by reporting of the score and their
own experience with the borough.

It is also unlikely that the change in the management control was merely to do with the changes in
senior management personnel for two reasons:
•

Without these unfavourable results in the first place, these changes would not have
happened

•

The organisation recruited the new people to help improve its performance score after the
annual audit.

On the subject of changes in the dominant political local party, it can be said that the change in
MCS cannot wholly be attributed to this change because the improvement plan and the recruitment
drive for the new senior management had began before the new administration took office.
However, credit must be giving for the continuation of the plan changes after they came into power.
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5.3

Reactions: - Changes in Management Controls

This section will outline and discuss the changes that LBL has implemented as a result of the audit
scores. It will also seek to answer the last research question – “How has the audit scores of the
annual audits completed by the AC influenced the MCS of LBL?”.
Asel (2009) in Figure 2.1 demonstrated that organisations with high perceived uncertainty are more
likely to change their MCS; hence the paragraph below will analyse the changes in MCS at LBL.
Furthermore, contingency theory on MCS assumes that the design and the application of controls
are influenced by the context in which they are applied (Chenhall, 2003).

5.3.1 Developing and Implementing Improvement Plans
From the interview with the Chief Executive, one of the first things he put in place when he got the
role was to review the organisation’s infrastructure for supporting performance management and
reporting. The new Policy, Performance and Equalities unit was created which provided real time
information on performance for business managers. This helped managers understand and
determined what was working and not, and what could be done on areas that are not working. As a
result of this team’s work, they were able to share the information they had on performance
activities across the council with the Audit Commission during the performance assessment. The
organisation was able to provide secondary data and sets of report that it had produced to aid
decision making and to monitor performance standard without incurring additional cost just for the
performance audit.
As stated in the theory section, leaders in public sector are required to demonstrate leadership
capabilities in four dimensions: developing the insights necessary for successful change within
complex systems; building the cognitive skills to manage effectively in demanding environments;
demonstrating the emotional intelligence to motivate their people; and actively building leadership
at all levels (Leslie & Canwell, 2010).

5.3.2 Financial Performance Review
As part of the improvement plans and included in the performance management process,
managers of budgets met their line managers at the beginning of the financial year and met
monthly thereafter to review the budget against the actual spend or cost. This served as useful preaction review as the managers agreed future spending and reported any exceptions to the
departmental Head of Finance. The information gained is fed forward to the head of finance
managers meetings and the following year’s budget process.

5.3.3 Results Controls
Through the golden thread (Figure 4.3), employees can literally see the link between every activity
they complete and the corporate plan. A significant cause of result control failures, according to
Merchant and van de Stede (2007), is lack of congruence. By having this flowchart, all activities at
LBL are aligned thereby mitigating the failure as described by Merchant and van de Stede (2007).
Managers of LBL further used the processes described in the improvement plan and ‘golden
thread’ to ensure that performance measures agreed for employees are in the best interest of the
organisation and congruent with the direction of its strategy. By agreeing these with employees,
the organisation ensures that they get buy-in and commitment.
From the feedback obtained from the Audit Commission via audit scores and recommendations,
LBL has developed and utilised its capabilities. By making voluntary submissions, LBL put in the
extra effort to achieve more than expected. These uses are in line with Grafton et al., (2010),
notion that “the two uses of performance measures – feedback and feed forward – serve two
distinctly different purposes in supporting strategy implementation and development”.
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5.3.4 Action Controls
According to Merchant and van Stede (2007), action controls focuses on the actions of the
employees being controlled. By the end of the 2005 audit, the Council had overspent and poorly
managed several programmes including a major flagship project called the Clapham Park Project.
Project managers had been spending without knowing their budget position limit and no one had
monitored their spending. Prior to 2007, there were managers who were responsible for budgets
but had never seen any documents on the budgets, what the expectation were or had any point
met anyone to review them. Only Divisional Directors received budget information – which was
actually being managed by lower level managers. Project managers kept issuing grants, buying
items and so forth without knowing their financial status. However, by the end of 2007/2008
financial year, all profit centres, cost centres and revenue centres had been identified and their unit
managers trained in budget management and monitoring principles. The identification, training and
monitoring exercise implemented by LBL set a precedent for action accountability as per Merchant
and van Stede’s (2007) notion.
The monthly budget review meetings became excellent pre-action review ensuring that
management actions were in line with corporate plans and priorities. It allowed the dissemination of
information vertically in the organisation. This further ensured that budget allocations were based
on more accurate information. LBL’s development of a detailed employee observation and call
monitoring checklist as a means of auditing employees behaviour when dealing with residents is
similitude to Malmi and Brown (2008) assertion that policies and procedures are bureaucratic
approach to specifying the processes and behaviour within an organisation.

5.3.5 Personnel Controls
According to Merchant and van Stede (2007), personnel controls serve three basic purposes:
clarifying expectations; encourage self-monitoring by employees; and ensure that employees have
the capabilities, resources, and are able to do good job. Further studies by organisation scientist
indicate that human capital as a strategic asset can contribute to organisational effectiveness
(Carmeli, 2004; Offstein et al., 2005; Bronzini & Piselli, 2009). Additionally, local authorities that
possess strategic human capital exhibit a better financial performance (Carmeli, 2004).
As a way of making managers astute in the organisation’s finance, LBL introduced a mandatory
‘introduction to finance and budget management’ training for all managers (www.lambeth.gov.uk).
The organisation has also developed e-learning programmes which are available on demand for
managers who need to understand anything relating their financial management responsibility.
These training programmes are extended to appropriate non-managerial employees with
significant budget responsibility. As discussed by Merchant and van Stede (2007), these trainings
have positive motivational effects on managers because they give them a greater sense of
professionalism. Based on effort-performance (E-P) expectancy factor, Fudge and Schlacter
(1999) believe that when these training programs are implemented properly, they can be used to
motivate employees.
The induction for new employees provides information on the details of the expectations of their
job, workplace health and safety and so forth. The first day induction also completes the
administration processes for confirming the employment. The reference check helps the council to
ascertain the behaviour and work-attitude of new employees. The Criminal Record Bureau (CRB)
checks on new employees are undertaken to comply with legislation. It also serves as
safeguarding criteria of the audit.
An employee’s performance is rated between 1 and 5 with five being excellent and one been poor.
Employees need to achieve 3 or more to be deemed to have met the performance expectation.
Line managers undertake regular performance reviews of employees which provides timely
measurement and accurate feedback of performance. This is consistent with Merchant and Van de
Stede’s (2007) argument that for MCS to be effective, the measurement has to accurate, precise
and timely.
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From the discussion above, it can be said that, the personnel controls in LBL have been
implemented to clarify the expectations of both managers and the managed; encourage selfcontrol; and the recruitment process ensures employees have the capabilities to do the work.

5.3.6 Reward and Incentives
The audit results have not influenced employee’s financial rewards. However, LBL has attempted
to provide some non-financial incentives that are linked to performance. For instance:
•

For employees to access the professional qualification scheme, they need to achieve
appraisal rating of 3 or above.

•

Special leadership development programme have been developed to reward high
achievers and develop them for more senior roles.

•

There are various awards ceremonies for acknowledging employees who perform above
and beyond their normal role.

In the authors’ opinion, LBL identified the areas that its employees can be motivated and
developed and aligned the rewards and incentives accordingly. This confirms Silean and Williams’
(2009), assertion that MCS should be able to identify potential factors to motivate the actor being
controlled to remain within a preferred behaviour.

5.3.7 Cultural Controls
Cultural controls encourage mutual monitoring; a powerful form of group pressure on individuals
who deviate from group norms and values (Merchant & van Stede, 2007). LBL has implemented
cultural controls in a way that, everything they do as a council and as individuals working for the
council are guided by the FRESH values. This sums up the type of Council the leaders want it to
be and help their customers know what to expect from them. Nieminen & Lehtonen (2008) asserts
that socialisation-based control is an important tool in the control portfolio for an organisation in a
dynamic environment.
Cultural controls are implemented through codes of conduct, group-based rewards, intraorganisational transfers, physical arrangement and tone at the top (Merchant & van Stede, 2007).
In attempt to motivate employees to exhibit the behaviours in the FRESH values, the organisation
has implemented the FRESH awards to publicly praise and reward employees who are identified
as exemplary in demonstrating these behaviours.

5.3.8 Adoption of BSC
LBL recognised four key areas where performance measures would be set. These were financial,
operations, customer service and innovation through people measures hence the adoption of the
balanced scorecard.
Financial performance measures indicate whether the company's strategy, implementation, and
execution are contributing to bottom-line improvement (Kaplan & Norton, 1992). With regards to
the financial performance, LBL has implemented: budgets allocation and monitoring; monthly
budget meetings; financial planning; and annual budget review.
The balanced scorecard demands that managers translate their general mission statement on
customer service into specific measures that reflect the factors that really matter to customers
(Kaplan & Norton, 1992). According to Kaplan and Norton (1992), customers' concerns tend to fall
into four categories: time, quality, performance and service, and cost. In order to improve customer
perspective, LBL created its customer satisfaction index which includes: Lambeth promise; service
standards; service level agreement; contract management; call monitoring; call recording auditing;
and customer interaction observation.
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In terms of internal perspective, LBL has developed an operational performance index to help
achieve its customer satisfaction index. This index includes: service planning and strategy;
operational performance standard; agreed in context of the job; and part of job description and per
specification. This relates to Kaplan and Norton (1992) assertion that, the internal measures for the
balanced scorecard should stem from the business processes that have the greatest impact on
customer satisfaction-factors that affect cycle time, quality, employee skills, and productivity, for
example.
To develop innovation and learning perspective as per Kaplan and Norton (1992), LBL has
developed ‘innovation through people’ index which includes: competency framework; selection and
placement; performance management policy; learning and development; FRESH values; and
leadership priorities
The use of BSC approach in performance management was congruent to the need to balance all
the interests of the divergent stakeholders in the MCS. It balanced multiple and competing
stakeholders’ interest (Kaplan & Norton, 1996; Sundin et al., 2009). This was recognition of the
Audit Commission as a legitimate stakeholder.
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6.0 CONCLUSION AND IMPLICATIONS
This chapter draws conclusions to the discussion of the research. The conclusions were based on
the findings and analysis of the collected data. The chapter ends with the suggestions for further
research.
The purpose of the study was to examine the impacts of the work of the Audit Commission –
through its annual audit and audit scores – on the MCSs of LBL. The research focussed on three
research questions:
•

Have the audit scores of the Audit Commission influenced MCSs at LBL?

•

How has the audit scores of the annual audits completed by the Audit commission
influenced the MCS of LBL?

•

Why has the audit scores of the annual audits completed by the Audit Commission
influenced MCS at LBL?

The theoretical framework of this study focused on three bodies of literature: the work of the Audit
Commission, auditing and audits scores, and MCSs.

6.1

Conclusion

LBL had repeated poor (one star) audit score from 2000 and the fourth consecutive one star rating
in 2004 represented a significantly new threat – special measures. Managers were motivated to
change the MCS because the threat of special measures was a source of uncertainty and risk for
them and their jobs. This reaction is congruent with the findings of Asel (2009) which demonstrated
that organisations with high perceived uncertainty are more likely to change their MCS. Also
considering that the organisation received one star ratings in from 2000 to 2004 but made
concerted efforts in 2004 to change their MCS, it can be inferred that their actions was not just a
reaction to the audit or its recommendations, but, the increase in their perceived level of
uncertainty because of the possibility of special measures.
Figure 5.1 above, clearly indicated that one of the drivers for the improvement plan was the CPA
from the AC. The ‘how’ part of the research questions have been answered mostly by the
discussion of the changes in MCS. Through the audit scores and audit recommendation, LBL
changed its performance management system. The Council also made changes in management
controls to improve in the areas identified as weak in the audit assessment. The areas included:
•

Performance management;

•

Financial controls and accountability;

•

Planning and budgeting;

•

Personnel controls;

•

Operational planning and effectiveness;

•

Change of some senior management personnel.

LBL’s performance measurement system imitates a balanced scorecard approach that comprises
of financial management measure looking at financial planning, budget monitoring, and regular
review. It also has operational performance measures which are defined by the details of the
services to be delivered, and people index showing employees specific roles. This balance
scorecard summarises all the improvement plans and actions it has either implemented or will be
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implementing. The scorecard puts strategy and vision at the centre (Kaplan & Norton, 1992); it
then uses controls to achieve the organisations objectives.
To conclude the discussion on the question of whether the audit scores have made an impact on
MCS at LBL, the production of an improvement plan to serve as an improvement framework is an
intervention requirement as per Walshe et.al’s (2009) description. There is also evidence that the
inspection and re-inspection by the AC (over the study period) and continuous publication of the
council as failing (between 2001 and 2004) caused changes at LBL. Therefore three interventions
from Walshe et.al (2009) list can be seen to be working at LBL. From the empirical data collected
and the discussion in chapters 4 and 5 respectively, it is evident that intervention by the use of
threat of sanctions can make an impact on a public sector organisation. In the case of local
authorities, the threat of sanctions was ‘being taken into special measures’ and at LBL, the
increase in their perceived level of uncertainty because of the possibility of special measures
forced them to make changes. In 2005, the organisation responded to the Commission’s
recommendation with some changes at the senior management team including the Chief
Executive, Director for Policy and Director of HR. This can also be described as an intervention
from the government.
Malmi and Brown (2008) argue that multiple stakeholder interests are incorporated in an MCS and
this research evidence shows that a non-traditional stakeholder’s interests have influenced MCS to
a very high degree. The broad conclusion from the study is that, as presented by Malmi and Brown
(2008), the AC – a stakeholder – has influenced the MCS of LBL. The reactions at LBL are
congruent with the findings of Asel (2009) – adopted as this study’s theoretical model – which
demonstrated that organisations with high perceived uncertainty are more likely to change their
MCS.

6.2

Implications of Study

Auditing is a systematic process of objectively obtaining and evaluating the accounts or financial
records of a governmental, business, or other entity based on established criteria (Encyclopaedia
of Business). From the changes in financial control, accountability and reviews at LBL, there is
evidence to support the EU Directive that audit committees and an effective internal control system
help to minimise financial, operational and compliance risks, and enhance the quality of financial
reporting (European Parliament and Council of the European Union, 2006).
Managers implement MCS to ensure that the behaviours and decisions of their employees are
consistent with the organisation’s objective and strategies (Merchant & van Stede, 2007; Otley &
Berry, 1980; and Chenhall, 2003). The empirical data and discussion in this study confirms
Merchant and van Stede (2007) assertion that well designed management controls increase the
probability that an organisation can achieve its objectives.
As indicated in previous discussions, the Audit Commission’s duties include: serving as an
independent watchdog, providing information on the quality of public services; serving as a driving
force for improvement in public services; providing practical recommendation and spreading best
practice; and serving as an independent auditor, to ensure that public money is properly spent
(www.audit-commission.gov.uk). From the study, the Commission can be seen as playing these
roles diligently.
From the empirical data collected and the discussion in chapters 4 and 5 respectively, the study
have highlighted:
•

The effects that the work of AC have had on LBL’s MCSs;

•

The changes that have been made at LBL in terms of MCSs due to the audit scores;

•

Provided possible explanation to the reaction to changes in MCS.
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The research has further provided evidence to support government intervention. The evidence
from this research shows that the following government interventions have been used at LBL:
•

Public “naming and shaming”;

•

Inspection and re-inspection;

•

Requirement for PSOs to develop a plan for improvement;

•

Top management replacement;

•

Threat of sanctions;

•

Merger, takeover or closure.

The above interventions have greatly impacted on the both the quality of service provided and
general performance of the council. After LBL responded to these interventions, there have been
continuous improvements by the council scoring three stars from 2006. Therefore, it can be
concluded that these interventions can sustain improvements.
The authors would like to draw the reader’s attention to the fact that the Department of
Communities and Local Government (DCLG) is currently in a consultation process with the
intention of outsourcing the work of the AC with effect from 2012/13 audits (www.auditcommission.gov.uk). DCLG aims to externalise the work of the in-house audit practice which
means the work AC will eventual be disbanded. The AC has therefore been asked to design a
procurement process that allows a range of firms to bid, including the possibility of an in-house bid,
which could form the basis of a new and distinctive provider in the market (www.auditcommission.gov.uk).

6.3

Suggestions for Further Research

This study opens a number of opportunities for future research. From the research objectives, we
could not study LBL’s MCS as a package and there was little information suggesting how the
various controls interact and relate. This therefore opens a challenge for further research.
The study looked at the impact of one stakeholder – central government represented by the Audit
Commission – on MCS at the Council. This brings up the question of ‘are there other stakeholders
impacting on MCS at LBL, and if so, how have they influenced improvements?’.
From the MCSs discussed, there were major changes regarding employees. It will therefore be
interesting to know how trade unions have accepted and impacted on the creation and
implementation of MCS. Lastly, the role of leadership at the Council during this period of
improvement can also be investigated.
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APPENDICES
Appendix A: Interview Questions Guide
Interview with the Chief Executive Officer (CEO) of LBL
Aim: to provide a more detailed review of the audits, specifically concerning reporting procedures,
performance target setting and evaluation, implications from the audits.
A)

B)

C)

D)

E)

F)

Background of the respondent
i.

Name:

ii.

Briefly describe your role and responsibilities at LBL

Previous experience in the organisation
i.

How long have you worked for the company?

ii.

Briefly describe your past involvement with LBL.

iii.

In your opinion, what are the changes in the current performance management
procedures?

Auditing at LBL
i.

How does the Audit Commission conduct it work at LBL?

ii.

What are the statutory requirements for documentation, procedures and processes
during the audit process?

iii.

Are these requirements initiated internally or externally?

iv.

Briefly describe how an audit has been conducted by the Audit Commission in the
past years

Evaluation of audit scores
i.

How is the audit scores evaluated?

ii.

What are the outcomes of the evaluation?

Recommendation from the Audit Commission’s report
i.

How does LBL adopt and implement the recommendations of the audit report?

ii.

Which improvement or action plans have been implemented in the previous years?

iii.

Who is responsible for the design and implementation of improvement or action
plans?

iv.

In your opinion, what has been the single most obvious internal change due to the
annual audits? What other factors are important in this respect?

Impacts of the audit process on management controls
i.

In your opinion, has the audit scores impacted on the councils’ management
controls?

ii.

What are the changes that have been made to management controls due to the
audit scores?
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F)

iii.

Have there been any changes in the company’s formal MCS structures?

iv.

Have there been changes in employee behaviour due to the audit process?

Organisational culture
i.

What are the main characteristic of the company when it comes to internal culture?

ii.

How is the internal culture aligned to the corporate vision and goals?

iii.

How does the organisation communicate its corporate vision and goals to the
employees?

iv.

Are employees aware of corporate visions and goals?

v.

What incentive systems (rewards) are used to gain employee commitment?

Interview with the Chief Financial Officer (CFO)
Aim: to obtain overall information about changes made in financial management as a result of the
audits.
A)

B)

C)

D)

E)

Background of the respondent
i.

Name:

ii.

Briefly describe your role and responsibilities at LBL

Previous experience in the organisation
i.

How long have you worked for the company?

ii.

Briefly describe your past involvement with LBL.

iii.

In your opinion, what are the changes in the current performance management
procedures?

iv.

How has financial management procedures changed since you have been in the
role?

Current financial management
i.

How is LBL’s finance managed in view of the current austerity measures
implemented by central government?

ii.

How are controlling functions assembled?

Recommendation from the Audit Commission’s report
i.

How does LBL adopt and implement financial recommendations of the audit report?

ii.

In your opinion, what has been the single most obvious internal change due to the
annual audits? What other factors are important in this respect?

Impacts of the audit process on management controls
i.

In your opinion, has the audit scores impacted on LBL’s financial controls?

ii.

Which changes have been made to LBL’s financial reporting in the past years?
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iii.

What are the changes in parameters, legitimisation, time pressure, result orientation or
information flows due to the audit scores?

Interview with the Divisional Director - Human Resources (HR)
Aim: to gain more knowledge regarding the recruitment process, employee alignment and overall
company values, implications from the annual audits.
A)

B)

C)

D)

E)

F)

Background of the respondent
i.

Name:

ii.

Briefly describe your role and responsibilities at LBL

Previous experience in the organisation
i.

How long have you worked for the company?

ii.

Briefly describe your past involvement with LBL.

Recruitment procedures
i.

How are employees recruited at LBL?

ii.

What are the changes (if any) in the current HR management procedures?

iii.

What criteria do you use as evaluation of aspiring employee: factual knowledge,
personality etc?

iv.

Do they differ depending on position, if so: in what way?

v.

How are new employees inducted into the company? Are there any formal
introduction schemes?

Career development
i.

How do you ensure continuous enhancement of skills or individual competence
development?

ii.

How do employees develop their careers? Are there any fixed numbers e.g.
education hours per employee per year or similar?

Employee evaluation
i.

How are personnel evaluated?

ii.

What are the targets and evaluation procedures used? and by whom and how
often?

iii.

How do targets for the evaluation process align with corporate vision and goals?

iv.

In your opinion, how does the evaluation impact on employee behaviour?

Organisational culture
i.

What are the main characteristic of the company when it comes to internal culture?

ii.

How is the internal culture aligned to the corporate vision and goals?

iii.

How does the organisation communicate its corporate vision and goals to the
employees?
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G)

iv.

Are employees aware of corporate visions and goals?

v.

What incentive systems (rewards) are used to gain employee commitment?

vi.

In your view, what is the single most important feature for a company in order to
promote innovation? What other factors are important in this respect?

Impacts of the audit process on management controls
i.

Which changes have been made to LBL’s HR management in the past years due to
the audit scores?

ii.

In your opinion, has the audit scores impacted on employees’ behaviour?

iii.

In your opinion, what has been the single most obvious internal change due to the
annual audits? What other factors are important in this respect?

Interview with the Chief Internal Auditor
Aim: to obtain overall information about internal auditing processes and how this is related to the
external audits.
A)

B)

C)

D)

Background of the respondent
i.

Name:

ii.

Briefly describe your role and responsibilities at LBL

Previous experience in the organisation
i.

How long have you worked for the company?

ii.

Briefly describe your past involvement with LBL.

iii.

In your opinion, what are the changes in the current performance management
procedures?

iv.

How has auditing procedures evolved since you have been in the role?

Internal audits
i.

How does the internal audit team conduct it work at LBL?

ii.

What are the statutory requirements for documentation, procedures and processes
during the audit process?

iii.

How does the internal auditing complement the work of the Audit Commission?

iv.

How has management procedures changed over as a result of the activities of the
internal audit team?

Recommendation from the Audit Commission’s report
i.

How does LBL adopt and implement financial recommendations of the audit report?

ii.

In your opinion, what has been the single most obvious internal change due to the
annual audits? What other factors are important in this respect?
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E)

Impacts of the audit process on management controls
i.

In your opinion, has the audit scores impacted on LBL’s financial controls?

ii.

Which changes have been made to LBL’s financial reporting in the past years?

iii.

What are the changes in parameters, legitimisation, time pressure, result orientation or
information flows due to the audit scores?

Follow up interview/confirmatory interviews questions with the Divisional Directors
responsible for HR and Policy
i.

What changes do you see in the way the council manages performance of
employees?

ii.

What impact has the annual audit from the audit commission had in the way people
are managed to deliver organisational results?

iii.

Can you provide me with an example of a changed in a policy, procedure, or
expectation that has arisen as direct result of the annual audit?

iv.

What trade-offs were required between the Audit Commission requirement and
other stakeholders in this instance?

v.

Has recommendations from the Audit Commission negatively impacted on your
work? If yes, how?

vi.

In your opinion, why has the audit scores of the annual audits completed by the
Audit Commission influenced management controls at LBL?
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Appendix B: Summary of transcripts from the Interviews
Interview with the Chief Executive Officer (CEO) of LBL
Aim: to provide a more detailed review of the audits, specifically concerning reporting procedures,
performance target setting and evaluation, implications from the audits.
A)

Background of the respondent
i.

Name:

Derrick Anderson
ii.

Briefly describe your role and responsibilities at LBL.
As the head of paid staff, I am ultimately responsible to elected members and the
cabinet for the delivery of over 1000 council services including over 700 statutory
services. In this regard, I have responsibility for service quality and overall
performance. I work with elected members to implement their policies and political
manifesto commitment.

B)

Previous experience in the organisation
i.

How long have you worked for the company?
I have been at Lambeth since 2006 as the Chief Executive

ii.

Briefly describe your past involvement with LBL.
Before Lambeth, I worked as the Chief Executive of Wolverhampton Council for ten
years. My involvement with Lambeth was purely at colleague level with my fellow
chief executive then at Lambeth, Faith.

iii.

In your opinion, what are the changes in the current performance management
procedures?
Based on your introduction, the changes that can be attributed to national audit
scores are many and varied. However, our principal aims for these improvements
were three: (1) Improve services for residents; (2) Improve the reputation of the
council; and (3) To increase efficiency and cost savings.
Over the years, we have improved the financial accountability of the council,
managing our services within the agreed budget. Looking at the history of the
Borough with continual over-spending and waste, this has being a significant
achievement. We have done this through prudent budget management, stringent
individual performance management and financial accountability.
We have improved performance management across the entire council looking at
organisational performance through the performance management framework and
individual performance through the balance score card and performance appraisal.
We have worked closely with the community and other stakeholders and include the
audit commissions to implement their recommendations for improvement for
residents

C)

Auditing at LBL
i.

How does the Audit Commission conduct it work at LBL?
The Audit Commission worked with Lambeth through the framework agreed under
the legislation that set up the commission. The procedure is simple: the audit
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commission provide a time table of audit activities for the entire year, the documents
they would like to review and the number and role level of people they would like to
interview. These are then provided to them on the dates as set out in the calendar.
Please refer to the audit manual
ii.

What are the statutory requirements for documentation, procedures and processes
during the audit process?
Please refer to the audit manual for the procedure and process. However, the
documentation required changes depending on the Audit Commission. However,
the common documents are the financial statements, annual people management
reports, projects updates reports, CPA self audit reports, annual appraisal report,
annual workforce development reports and others

iii.

Are these requirements initiated internally or externally?
These reports are asked for by the Audit Commission under their statutory powers
given to them under the law. However, the council can and do provide other
information that we deem to contribute the demonstration of our performance and
the improvement achieved compared to improvement targets.

iv.

Briefly describe how an audit has been conducted by the Audit Commission in the
past years
We follow the procedure set out within the legislation and as described above

D)

Evaluation of audit scores
i.

How is the audit scores evaluated?
On completion of every audit, the senior management team and performance team
review the audit findings, the score and its recommendations to identify areas that
we agree or disagree. We look at areas that we challenge the outcome and where
an agreement is made, we seek to follow the recommendations of the audit
commission. In any condition, the recommendations of Audit Commission is final
and we seek to recommend their findings

ii.

What are the outcomes of the evaluation?
Improvement plan

E)

Recommendation from the Audit Commission’s report
i.

How does LBL adopt and implement the recommendations of the audit report?
The recommendation lists high level outcomes that are expected to achievement
satisfactory performance. We then provide our strategy for achievement these
outcomes which then becomes our improvement plan

ii.

Which improvement or action plans have been implemented in the previous years?
These are too numerous to list individually but I have listed some above regarding
financial management. Others include improvement achievement for ethnic minority
children, street cleaning, council tax bills and others numerous efficiency targets

iii.

Who is responsible for the design and implementation of improvement or action
plans?
The Performance and Policy team, with contribution from all service departments
whose service requires improvement
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iv.

In your opinion, what has been the single most obvious internal change due to the
annual audits? What other factors are important in this respect?
Performance and quality management system.
We have improved financial management, audits scores, services all because
performance systems are in place to monitor and provide real time data that support
managers in achieve the council’s outcomes.

F)

Impacts of the audit process on management controls
i.

In your opinion, has the audit scores impacted on the councils’ management
controls?
The performance management process looks at everything that an individual is
responsible for to ensure that they are appropriate checks and balances in place. As
an example, in procurement items cannot be authorised by the same person who
ordered them. This allows a second check to be introduced into the system. This
can be frustrating at time because of the delays but helps us reduce cost and waste
through theft

ii.

What are the changes that have been made to management controls due to the
audit scores?
See above

iii.

Have there been any changes in the company’s formal MCS structures?
A look at our performance and quality management framework indicate a
substantial change in our approach to managing for performance. We have looked
at ways to balance controls and speed for efficiency and effectiveness

iv.

Have there been changes in employee behaviour due to the audit process?
We have achieved all these outcomes as a result of every employee pulling their
weight in this new direction. They have made it happen and although it has not been
easy, the employee behaviours support our ambition and aim to improve
performance and audit scores.

F)

Organisational culture
i.

What are the main characteristic of the company when it comes to internal culture?
We have done significant work to make it one that supports high achievement and
standards. Colleagues now provide the checks on each other. There are areas of
improvement in this regards but we continue to make great strides

ii.

How is the internal culture aligned to the corporate vision and goals?

iii.

How does the organisation communicate its corporate vision and goals to the
employees?
Induction, Lambeth life magazine, team brief, performance digest, annual service
plans, leadership network, management interactions through one to one and regular
performance meetings, chief executive question time and so forth

iv.

Are employees aware of corporate visions and goals?
Our last audit score showed that more 60% felt they understand the goals and more
than 80% are aware of it. This figure is continually improvement as the staff survey
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showed but we will not stop till we achieve 99% awareness which is way beyond the
audit requirement.
v.

What incentive systems (rewards) are used to gain employee commitment?
As a local government, we are bound by a shared reward system agreed centrally.
This include wages, regular appraisal with development plans and development
activities, final salary pension scheme, and host of others
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Interview with the Chief Financial Officer (CFO)
Aim: to obtain overall information about changes made in financial management as a result of the
audits.
A)

Background of the respondent
i.

Name: Mike Suarez

ii.

Briefly describe your role and responsibilities at LBL
Responsible to the chief executive for financial management for the council

B)

Previous experience in the organisation
i.

How long have you worked for the company?
10 years

ii.

Briefly describe your past involvement with LBL.
As the finance director

iii.

In your opinion, what are the changes in the current performance management
procedures?
Individual accountability has become key

iv.

How has financial management procedures changed since you have been in the
role?
We have integrated financial management procedure with our service planning
process as well as the individual performance appraisal process. Financial
management is an aspect of the balanced score card that is measured as part of
the appraisal

C)

Current financial management
i.

How is LBL’s finance managed in view of the current austerity measures
implemented by central government?
Our finance has reduced significantly and it is even more important that we remain
within budget. This is why the processes we have implemented as result of the audit
scores has become even more important and useful to us

ii.

How are controlling functions assembled?

This is designed by the departmental heads of finance and is finally sanctioned by
me and the chief executive.
D)

Recommendation from the Audit Commission’s report
i.

How does LBL adopt and implement financial recommendations of the audit report?
We review the recommendations and draw an action plan based on the areas that
we need to improve. This is implemented across the organisation bye service head
monitored by senior management and Performance team

ii.

In your opinion, what has been the single most obvious internal change due to the
annual audits? What other factors are important in this respect?
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Individual performance management and review process. This has affected every
part if the organisation as we review and increase accountability for each individual
in areas such as financial control
E)

Impacts of the audit process on management controls
i.

In your opinion, has the audit scores impacted on LBL’s financial controls?
Yes

ii.

Which changes have been made to LBL’s financial reporting in the past years?
Regular update on exception, project financial reports, annual financial plans,
monthly budget monitoring;
Regular quarterly update from departmental heads of finance on any exceptions to
the financial plans;
Oracle updates on financials for each team, monthly budget monitoring meetings
with budget holders.

iii.

What are the changes in parameters, legitimisation, time pressure, result orientation or
information flows due to the audit scores?
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Interview with the Divisional Director - Human Resources (HR)
Aim: to gain more knowledge regarding the recruitment process, employee alignment and overall
company values, implications from the annual audits.
A)

Background of the respondent
i.

Name: Nana Amoa-Buahin

ii.

Briefly describe your role and responsibilities at LBL
I am the HR director with responsibility for all people management, resilience and
health and safety across the organisation

B)

Previous experience in the organisation
i.

How long have you worked for the company?
Nearly five years

ii.

Briefly describe your past involvement with LBL.
I worked for another local authority and the Metropolitan Police

C)

Recruitment procedures
i.

How are employees recruited at LBL?
We have strict recruitment procedures which vary depending on the level and grade
of the job. Typically, it usually involves an application, competencies questions, an
assessment centre, and interviews

ii.

What are the changes (if any) in the current HR management procedures?
Several.
This recruitment procedure is a change from the old procedure that relies on
application and interview to make recruitment decision. We have introduced
compulsory 2 reference checks for all vacancies. On other areas of people
management, we have introduce yearly and bi-annual appraisal, monthly one to
one, probationary procedures, and so forth

iii.

What criteria do you use as evaluation of aspiring employee: factual knowledge,
personality etc?
It is mixture of both. But once we see a prospective employee with the minimum
level of work related skills, an assessment of personality and fit within the team and
workplace culture becomes extremely important criteria

iv.

Do they differ depending on position, if so: in what way?
The personality traits require is universal through the organisation and are linked to
our corporate values. However, the work related skills and knowledge differ
depending on the content of the job

v.

How are new employees inducted into the company? Are there any formal
introduction schemes?
The appraisal process has being formalised into a two, four and six monthly review.
At these times, managers sits down with their employees and clarify the expectation
as well provide them with any assistance required. Employees also get the regular
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one to ones as well as attend first day induction, departmental induction and
corporate induction. At these induction meetings, employees get an understanding
of the corporate values, mission and goals.
D)

Career development
i.

How do you ensure continuous enhancement of skills or individual competence
development?
We provide learning and development activities available to all employees. We
spent approximately 2.5% of all staff cost on developing our people. We conduct
learning needs analysis which guide the provision of these activities

ii.

How do employees develop their careers? Are there any fixed numbers e.g.
education hours per employee per year or similar?
As above, through the development activities provided

E)

Employee evaluation
i.

How are personnel evaluated?
Please refer to the appraisal documents and the PQMF, the balanced score card
and appraisal training document provided to you earlier

ii.

What are the targets and evaluation procedures used? and by whom and how
often?
Target is linked to the corporate values through the golden thread approach. Each
employee sits down with their line manager who reviews their performance. This
done twice in a year

iii.

How do targets for the evaluation process align with corporate vision and goals?
Please refer to the PQMF documents for the discussing on golden thread

v.

In your opinion, how does the evaluation impact on employee behaviour?
Once employees become aware that they are being observed and their
performance will be rewarded or ‘punished’ they usually change their behaviour to
match what is required. Where employee fails to match up they are quickly
managed out of the organisation.

F)

Organisational culture
i.

What are the main characteristic of the company when it comes to internal culture?
Our culture has shifted to one with emphasis on performance and support for each
other.

ii.

How is the internal culture aligned to the corporate vision and goals?

iii.

How does the organisation communicate its corporate vision and goals to the
employees?
Several ways: inductions, team briefs, newsletter, team meetings, leadership
network and so forth

iv.

Are employees aware of corporate visions and goals?
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Our evaluations show that they are although we continue to work on this
v.

What incentive systems (rewards) are used to gain employee commitment?
Development activities, leadership, pay, final salary pension, generous annual
holidays, flexible working arrangement etc

vi.
G)

In your view, what is the single most important feature for a company in order to
promote innovation? What other factors are important in this respect?

Impacts of the audit process on management controls
i.

Which changes have been made to LBL’s HR management in the past years due to
the audit scores?
Performance management systems, people management reporting, 12 new policies

ii.

In your opinion, has the audit scores impacted on employees’ behaviour?
Yes, all these improvements discussed are as result of changes in employee
behaviours

iii.

In your opinion, what has been the single most obvious internal change due to the
annual audits? What other factors are important in this respect?
The new performance framework
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Interview with the Chief Internal Auditor
Aim: to obtain overall information about internal auditing processes and how this is related to the
external audits.
A)

Background of the respondent
i.

Name: Mo Khan

ii.

Briefly describe your role and responsibilities at LBL

I am completely independent of the council and responsible to the government for the
probity of activities of the council. I investigate all allegations of financial and major
improprieties in the council. I worked closely with all the auditory authorities as well as with
the police on some issues. All the whistle blowing activities come directly to me and myn
team.
B)

Previous experience in the organisation
i.

How long have you worked for the company?
I have being here for more than 10 years

ii.

Briefly describe your past involvement with LBL.
I came here as the chief internal auditor and have done so ever since. In Lambeth, I
have investigated some allegation such as the Robi even in 2002 where fraud was
conduct by some members of staff. With the recommendation from my report and
that of the subsequent audit, we have implemented programmes that have
completely cut these out. Recently, most of our investigations have been into
activities of residents in areas such as benefit fraud

iii.

In your opinion, what are the changes in the current performance management
procedures?
People management and the performance management procedures have improved
significantly because realised that would touch all the areas of improvement that we
require. Financial probity has improved significantly and projects are managed more
effectively for the benefit our residents

iv.

How has auditing procedures evolved since you have been in the role?
With regards to audit by the audit commission, this has set of statutory procedure
that is followed and this has not changed much. However, the individual approach
within this procedure may have changed. In the past, we provided just the
documents that the audit commission wanted whilst now, we are much more
proactive in providing them documents that we think demonstrate our performance.
This usually means we give them more documents than they require but help them
get a more rounded picture of our activities

C)

Internal audits
i.

How does the internal audit team conduct it work at LBL?
We take all the whistle blowing allegations and investigate them. We also
investigate any other major allegations

ii.

What are the statutory requirements for documentation, procedures and processes
during the audit process?
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Any investigation needs to have an audit trail. This is basic stuff. We keep copies of
any allegation, documentary evidence, investigatory procedure followed and any
outcome that we have determined.
iii.

How does the internal auditing complement the work of the Audit Commission?
Internal audit is significantly different from the audit by audit commission, we
investigate allegation of inappropriate behaviours or activities and audit commission
audit the council’s overall performance against expectation. The link between our
work and the audit commission is that they use our reports as an initial indication of
the environment within the workplace

iv.

How has management procedures changed over as a result of the activities of the
internal audit team?
Every investigation outcome will usually have a section with recommendation for
improvement. This may relate to systems, procedures or people management.
These have formed the basis of several new policies and initiatives.

D)

Recommendation from the Audit Commission’s report
i.

How does LBL adopt and implement financial recommendations of the audit report?
The management team discusses with audit recommendation and agree on action
plan for improvement on the areas identified. This is done with the service teams
and the Performance teams.

ii.

In your opinion, what has been the single most obvious internal change due to the
annual audits? What other factors are important in this respect?
Performance management procedures across the council. Take a look at the new
appraisal process, balanced score card and so forth

E)

Impacts of the audit process on management controls
i.

In your opinion, has the audit scores impacted on LBL’s financial controls?
Yes, both internal investigations and the audit recommendations by the audit
commission have shaped our processed.

ii.

Which changes have been made to LBL’s financial reporting in the past years?
Oracle financial implementations, e-procurement, regular finance meeting by
departmental heads of finance and finance director, regular budget monitoring
meetings and so forth

iii.

What are the changes in parameters, legitimisation, time pressure, result orientation or
information flows due to the audit scores?
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Follow up interview/confirmatory interviews questions with the Divisional Directors
responsible for HR and Policy
vii.

What changes do you see in the way the council manages performance of
employees?
HR Director: Performance management is our priority and supporting each
employee to deliver on our mission is an ongoing importance. With this in mind, we
have looked at our PQMF and improved on organisation performance as well as
individual performance management process. Appraisal looks at the performance
through a balanced score card and there is regular process of meeting between
each employee and their line manager. This meeting is used to assess how the
employee is progressing in the areas identified and provide the necessary support.
We monitor this process to ensure that the meetings are happening and that they of
sufficient quality. We also provide training for managers and their staff on this
process.
Policy Director: the individual performance described above sits in a much bigger
performance management and quality management framework PQMF. As the
document I gave you indicated (see case study folder) we are looking at the gilden
thread to performance. Corporate plan directs a services plan which directs team
plans and that alos the individual objectives. Thus, it is easy for the person to see
the link between their objective and the overall organisational mission

viii.

What impact has the annual audit from the audit commission had in the way people
are managed to deliver organisational results?
HR Director: the audit recommendation marked for improvement the area of
Managing people. As a result we have reviewed are people management
procedures with staff and managers to identify the areas that we were weak. With
these, we put together improvement plan for managing people. Activities that we
have completed are the people management procedure guidance for managers,
performance appraisal training for managers and staff, monthly one to ones,
capability procedure, sickness procedure, grievance procedure and so forth. We
continue to report on quarterly basis issues of people management through people
management report and quarterly performance digest
Policy Director: as described above

ix.

Can you provide me with an example of a changed in a policy, procedure, or
expectation that has arisen as direct result of the annual audit?
HR and Policy Director: See above for examples though not exhaustive list

x.

What trade-offs were required between the Audit Commission requirement and
other stakeholders in this instance?
Both: Employees and customers want speed, the senior management wants to
reduce cost and the audit commission wants certain key statutory standards met.
These had to be reconciled and in some circumstances compromises had to be
reached. However, key performance targets were usually the yard stick as far as it
was within budget.

xi.

Has recommendations from the Audit Commission negatively impacted on your
work? If yes, how?
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Both: No, in most instances they emphasised performance target that had to be
reached. IN times that we did not agree with their findings, it was usually because of
lack of adequate information or incomplete information
xii.

In your opinion, why has the audit scores of the annual audits completed by the
Audit Commission influenced management controls at LBL?
HR Director: we have changed performance management systems, monitoring
procedures, policies so the answer is simply yes. The questions is would these
changes had occurred even without the audit scores? It certainly provided the
impetus for the change but these changes were necessary if the council wanted to
improve with or without audit scores
Policy director: yes, out PQMF is as a result of an audit improvement plan. We have
always analysed the audit scores and improve whatever is necessary. Most
improvement are only possible with change in employee performance which can
only be achieved by improving management controls.
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Appendix C: Organisational Structure at LBL
Chief Executive
(CE)

Office of the CE

*Lambeth Living
Ltd

Adult and
Community
safety Services
(ACS)

Children and
Young People
Services (CYPS)

Housing
Regeneration and
Environment
(HRE)

Finance and
Resources
Departments
(F&R)

* Lambeth Living Ltd is the Arms Length Management Organisation (ALMO) owned by Lambeth
Council to manage all of its social Housing stock (Source: www.lambeth.gov.uk).
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Appendix D: Changes to the Political Administration at LBL
Year

Party in local
control

Party in
central
government

No of
Councillors
for Labour

No of
Councillors
for Liberal
Democrats

No of
Councillors
for
Conservative

No of
Councillor
s for
others

2010

Labour

Liberal
Democrats &
Conservative
coalition

44

15

4

-

2006

Labour

Labour

37

17

6

1

28

28

7

-

2002

Liberal
Labour
Democrats &
Conservative
coalition

1998

Labour

41

24

16

Labour

(Source: www.lambeth.gov.uk).

60

Appendix E: Comprehensive Performance Assessment (CPA)
Framework

(Source: www.audit-commission.gov.uk)
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Appendix F: Corporate Assessment Scores
Corporate Assessment 2002

Source: Corporate Assessment, December 2002
Available from: www.audit-commission.gov.uk
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Corporate Assessment 2004

Source: Comprehensive Performance Assessment, December 2004.
Available from: www.audit-commission.gov.uk
63

Corporate Assessment 2005/2006

Source: Annual Audit and Inspection Letter, Audit 2005/2006, March 2007.
Available from: www.audit-commission.gov.uk
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Corporate Assessment 2006/2007

Source: Annual Audit and Inspection Letter, Audit 2006/2007, March 2008.
Available from: www.audit-commission.gov.uk.
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Corporate Assessment 2007/2008

Source: Annual Audit and Inspection Letter, Audit 2007/2008, March 2009.
Available from: www.audit-commission.gov.uk
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Corporate Assessment 2008/2009

Source: Corporate Assessment, January 2009.
Available from: www.audit-commission.gov.uk
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