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This report has been prepared for Auckland City Council by Doug Martin from Martin, Jenkins & Associates Limited (MartinJenkins).

MartinJenkins is a New Zealand based consulting firm providing strategic management support to clients in the public, private and not-for-profit sectors. 

Our over-riding goal is to build the management capability of the organisations we work with. We do this by providing strategic advice and practical support for implementation in the areas of:

· organisational design and strategy 

· public policy and issues management 

· evaluation and research 

· financial and economic analysis 

· human resource management 

MartinJenkins was established in 1993, and is privately owned and directed by Doug Martin, Kevin Jenkins, Michael Mills and Nick Davis.
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Introduction
1 The leadership of the Auckland City Council made a public commitment to initiate a ‘value for money’ external evaluation of the Council’s activities and culture. This report deals specifically with culture, and related aspects of organisational performance. Its purpose is to provide Aucklanders and the Council with a measure of assurance that they are getting the service they require in an efficient and effective manner.
2 The terms of reference for the review requires an evaluation of the following key areas of focus:
· Organisational culture and leadership

· Outcomes being sought

· Barriers and current issues

· Actions already underway and progress to date

· Future actions planned

· Process and systems

· Outcomes being sought
· Barriers and current issues

· Actions already underway and progress to date
· Future actions planned

3 The approach to the review involved:

· A review of the written material on issues and solutions in each of the key areas of focus

· A series of structured interviews with key stakeholders.

4 The interviews were conducted within the framework of a series of questions, tailored according to whether the interviewee was a manager at the Council or an external stakeholder. The questions are attached as Appendix 1. 
5 The persons that were interviewed are attached as Appendix 2. Some 25 stakeholders were interviewed, encompassing:
· The Mayor, His worship Hon John Banks and the Deputy Mayor, David Hay;
· The Chair of the Finance and Strategy Committee, Councillor Armstrong;
· The Chief Executive; 

· General Managers;
· a selection of Group Managers (third tier), comprising a mix of both newly recruited and long-serving officers;
· a selection of external stakeholders, reflecting business, property, advocacy and central government interests.
6 In order to minimise the time, costs and possible disruptive effects of the review, it was necessarily pitched at a high level, and was conducted in a flexible and relatively informal way.  The conclusions and recommendations arising from the review need to be viewed within that context. It should also be noted that the distinction between culture and leadership on the one hand, and processes and systems on the other, is somewhat artificial-in practice they are inextricably connected.
7 The report is structured as follows:

· Part 1 provides an overview of Auckland City Council and of the change programme;
· Part 2 evaluates the measures, current and planned, to address organisational culture and leadership;
· Part 3 evaluates the measures, current and planned, to improve the Council’s processes and systems;
· Part 4 deals specifically with the issue of operational efficiency and prioritisation within the context of the Council’s commitment to contain rates; 
· Part 5 summarises the key findings and provides a set of recommendations directed at both the Council and Chief Executive.

1.  Overview

Profile of Auckland City Council
8 By New Zealand standards, ACC is a large and complex organisation. In 2006/2007, the Council reported the following:

· Net operating expenditure  
$358,863 million
· Capital expenditure  
$343,024 million

· Ratepayers equity 
$8,292,882 billion

· Value of fixed assets
$7,351,998 billion

· Full time equivalent employees
1,954

· Rateable properties
167,578

· Population
436,600

9 ACC’s operating activities support four principal functions:

· Arts, Community and Recreation
$173,415
(48.3%)
· City Development
$94,284
(26.3%)

· Transport
$76,281
(21.3%)

· Civic Leadership
$14,883
(4.1%)

10 ACC is structured around its principal functions. There are three functionally defined second tier management positions: General Manager Arts Community and Recreation; General Manager City Development; and General Manager Transport. These roles are supported by the positions of General Manager Finance and General Manager Organisational Performance, both of which carry substantial responsibilities.

The Organisational Development Programme

11 Over the last three years, ACC has embarked on a major organisational development programme, encompassing different dimensions underpinning its operations: leadership; culture; people; systems and processes; and reputation. Within the set of organisation-wide initiatives, the Council’s set of regulatory functions and activities are undergoing their own comprehensive programme of change, the results of which will be applied, where relevant, to the wider organisation.

12 The organisational development programme is ambitious and is being rolled out over a three to five year timeframe. 

Issues to Address
13 The organisational development programme has its origins in feedback provided to the then CEO designate by internal and external stakeholders and Councillors in 2005/2006 as part of a process to identify organisational challenges. This feedback identified both positive aspects of the people, organisation and work at ACC, and areas that needed improvement. The latter included:
· Culture and leadership issues:

· Silo and risk averse behaviour

· A hesitancy to take accountability

· A focus on legal compliance rather than meeting customer need

· A tendency for some staff to see their role as a regulator rather than a service provider

· Little emphasis on customer service

· Underdeveloped leadership, characterised by a lack of direction setting, little feedback on performance, and little differentiation in pay between poor performers and high performers
· Process and systems issues

· Little focus on, or appreciation of the benefits of process improvement
· Lengthy and convoluted processes

· Considerable variation in some of the core processes

· Very little documentation of process

· Systems at different levels of sophistication and at different points in their lifestyle
· Dispersed responsibility for the management of systems

· Sub-optimal investment in large corporate systems

· No organisation wide systems architecture

· Fragmented IT resources

· Fragmented procurement of technology

Outcomes Sought

14 The initiatives contained within the organisational development programme are directed at achieving the following outcomes:
· Having an environment where staff:
· Take accountability

· Are focussed on achieving results for customers and citizens

· Are engaged and understand the vision and direction of the organisation and city

· Work collaboratively across the organisation

· Having systems and processes that shorten and simplify customer transactions

· Customers, citizens and stakeholders that feel that they

· Are a priority

· Know who to contact and what to expect

· Will get answers/responses in a timely manner

· Will be treated fairly with courtesy and respect

· Having an organisation that is efficient and effective; that spends ratepayers money as if it were their own.

Key Performance Indicators
15 A set of key performance indicators (KPI’s) have been developed for the organisational development programme. 
Organisational Development KPI’s

	Indicator
	05/06 actual
	06/07 actual
	07/08 target

	Reputation Score
	5.5
	5.7
	6.75 (by June 09)

	Staff turnover
	20.1%
	21.7%
	20%

	Turnover of staff on the talent list
	Not collected
	Not collected
	10%

	Staff engagement
	Not available 
	43%
	50%

	% of Capex spent as compared to budget
	82% on budget of $266.7 million
	93.5% on budget of $367.5 million
	100% on budget of $594 million

	% of Capex projects at risk (rated as red)
	Not collected
	Not collected
	Less than 5%

	Efficiency savings

· Hard savings

· Soft savings

· Revenue increases
	$8.6 million

$1.4 million

$3.6 million
	$13,7 million

$3.7 million

$2.3 million
	To equal or better the previous year

	Management team 360 leadership feedback
	4.8/7
	5.2/7
	0.4 improvement


16 A set of KPI’s have also been developed for the regulatory programme:
	Indicator
	05/06 actual
	06/07 actual
	07/08 target

	Building consents processed within 20 days
	78%
	85%
	90%

	Resource consents within 20 working days
	N/A
	98%
	98%

	Land Information Memorandums electronically delivered within 4 hours
	N/A
	98%
	98%


Sequencing

17 As noted earlier, there are essentially two parallel programmes of organisational development: the organisation-wide programme and the regulatory programme. 
18 The regulatory programme is seen as the flagship because it applies to one of the largest customer service areas in ACC, which had the most pressing issues and was the subject of the most customer complaints. For these reasons, it offered the potential for realising significant improvements in the ACC’s capability and performance. The solutions to the problems identified through the regulatory programme could also, where relevant, be rolled out to the wider organisation.
19 In respect of the wider organisational development programme, the initial focus and priority was on building the leadership of the organisation, developing leadership skills and initiating development of the GREAT culture (described below). Consideration of process and systems issues has occurred subsequently, other than some obvious improvements that presented.
Comment

20 A number of general comments can be made about the organisational development programme as a whole:
· in terms of timeframe, given the size and complexity of ACC, the diversity of its business, its age and long established culture, and the long-term nature of the issues being addressed, the three to five year time horizon for the organisation development programme is probably realistic. It would be unwise to attempt to accelerate the programme, unless there is evidence of a loss of momentum;

· the issues at the heart of the organisational development programme were well specified at the outset, and have been re-confirmed by stakeholders in the course of the consultation undertaken as part of this independent review. The desired outcomes of the programme are also supported by stakeholders;

· there is general agreement amongst internal stakeholders that the programme is about half way through, and that tangible results should become evident over the next 12 months. The KPI’s envisage significant improvement across most measures in 07/08 and 08/09;
· the sequencing of the organisational development programme is logical and conventional. However, there are some risks of a lack of integration between the organisational development and regulatory programmes which will need to be actively managed by ACC;
· the organisational development programme is being rolled out at a time when the governance of the Auckland Region is being reviewed by the Royal Commission. Whilst this creates a measure of uncertainty, particularly for managerial staff, it also creates potential opportunities. A successful roll-out of the programme, with the attendant gains in both efficiency and effectiveness, will position ACC well to adjust to the changes arising out of the recommendations of the Royal Commission.

2.  Organisation Culture and Leadership

Outcomes Sought

21 As noted above, the overarching outcome being sought is to develop an environment where staff:
· Take accountability

· Are focussed on achieving results for customers and citizens

· Are engaged and understand the vision and direction of the organisation and city, and
· Work collaboratively across the organisation.
22 The principal tools being utilised to achieve the desired changes in behaviour are through the development and application of the GREAT culture and the A to G leadership models.
23 The GREAT culture model identifies an aspirational vision around the shared values, assumptions and behaviours that it would like to create over the next few years.  This includes defining an agreed range of positive values and behaviours which the Council will expect of its people in the way they act towards each other and towards customers and stakeholders. This should provide a set of benchmark values against which to develop expectations for teams and individual staff members, and to incentivise and reward the desired behaviours.  Through a range of survey mechanisms such as stakeholder and staff engagement surveys, the evolving situation at an organisation-wide level can be compared to this vision over time to assess progress.

24 The principal outcomes being sought from the model are expressed as:
· Giving everyone a voice

· Realising our potential

· Enhancing our reputation

· Acting collaboratively

· Taking accountability.

25 The A to G leadership model focuses on:
· Achieving results

· Being accountable

· Caring for people

· Developing organisational capability

· Enabling our vision

· Fostering collaboration

· Growing our influence

Progress to Date
26 The progress to date can be summarised as follows:
· consistent with the promotion of a ‘whole of organisation culture’ within ACC, a common mission and set of strategies has been developed to support the realisation of the vision for Auckland city. This has been further reinforced by the move to central provision of corporate support services;
· a new functionally based management structure has been put in place. Recruitment to the new positions, particularly at the 2nd and 3rd tier level, has involved a mix of internal and external appointments;
· more robust strategic planning and resource allocation processes have been developed, involving a degree of prioritisation and trade-offs across the organisation;

· a structured programme of external stakeholder engagement has been put into effect;

· 360 degree feedback and leadership training (Leadership Development Programme) has been implemented for all managers with a staff of 5 or more. The programme involves 3x2 day sessions with 360 degree feedback at the beginning and the end of the programme, and individual coaching against a leadership development plan; 
· the core competencies that flow from the culture and leadership models have been developed and applied to recruitment processes, position descriptions, performance review and development processes, and remuneration criteria;
· the roles and accountabilities of groups throughout ACC have been clarified to ensure that there is the right level of leadership across those groups;

· all of the groups throughout ACC have people plans that address people, culture and leadership issues distinct to their groups;

· an annual staff climate survey is beginning to provide a measure of staff engagement, which is a key factor in improving customer service;

· a new remuneration policy has been implemented with a focus on paying staff at the right level and only rewarding good or better performance;
· customer service levels have been reviewed and a three year road map of projects and initiatives has been developed aimed at achieving the desired service levels.
Future Initiatives

27 The future initiatives essentially amount to a further evolution of the culture and leadership models to reinforce the culture and leadership requirements, and the implementation of the projects and initiatives on customer service levels. The latter will be underpinned by the implementation of supporting customer service technologies (see discussion on systems and processes) and an organisation-wide customer service training programme with associated competencies.
Comment

28 Overall, the suite of initiatives that are directed at improving organisational culture and leadership are sound and provide the necessary foundations for a lift in the performance of ACC. In particular:
· the move to a common mission and set of strategies for ACC, together with the central provision of corporate support services, are necessary (but not sufficient) conditions for the emergence of a ‘whole of organisation culture’ and the breakdown of the ‘silo’ mentality;

· the new functionally based management structure is coherent and recruitment to the new positions has involved a healthy mix of internal and external appointments-a good balance has been struck between the need for an infusion of ‘new blood’ on the one hand and the need for continuity and retention of institutional knowledge on the other;
· the approach to planning and resource allocation is more robust and there is some evidence on the part of senior management of a willingness to prioritise and make the necessary trade-offs.  The ability to continually prioritise and make trade-offs is a clear sign of maturity in an organisation and its leadership. Having said that, there is a widespread view expressed by both managers and external stakeholders that ACC is trying to do too much across too many fronts. This theme is returned to in Part 4;
· the structured programme of engagement with external stakeholders has been very well received. The external stakeholders that were consulted as part of this process universally report much improved relationships with ACC at the senior level. The Chief Executive and senior managers are well respected;
· the Leadership Development Programme is regarded as first class by participants, and initial results from the 360 degree feedback shows a lift in managerial performance;
· the role out of the culture and leadership model throughout the organisation on the whole focuses on the right levers-recruitment, performance review and development processes, and remuneration. However, as is noted below, the programme of cultural and leadership change is vulnerable for a number of reasons.
29 Whilst the foundations have been laid for a lift in the performance of ACC, and some positive results have been realised, the substantive challenge of achieving the required cultural change throughout the organisation remains. External stakeholders report a frustrating degree of variability in the performance of ACC in its dealings with customers, which is evident at the lower levels of management and amongst non-managerial and front-line staff. The managers consulted within ACC also freely acknowledge that tangible evidence of the desired culture change and its impact on customer service is yet to manifest itself consistently throughout ACC. If the initiatives being pursued are effective, then that evidence should emerge within the next twelve months.
30 The challenge in achieving the desired change cannot be under-estimated. Staff within the ACC are being asked to operate in a more sophisticated way in their interactions with customers-essentially to be ‘problem-solvers’ with a focus on ends rather than being rules-driven with a focus on means. They will also need to display a measure of commercial acumen, which is not systemically embedded in the ACC.
31 A crucial dimension of this will be to ensure that decisions are taken at the appropriate level by the right person. The programme will be significantly if compromised if junior staff members are put in the position of making decisions they are not equipped to make, or if decisions are unnecessarily escalated in order to mitigate risks and dodge accountability.
32 Organisation development programmes of this nature are inherently vulnerable. In the context of ACC, the following observations are pertinent:
· the level of comprehension amongst ACC staff of what the shift in the approach to work means is patchy, there is variable participation in change, and  some staff are  clearly resistant;

· the expectation that staff will operate at a higher level of sophistication in their dealings with customers will not be realised unless they are given the tools and incentives to achieve this-support and mentoring from managers, opportunities for individual and group development, and processes and systems that reinforce rather than create barriers to the desired shift in approach.  This is expressly acknowledged as a crucial part of the implementation of the culture and leadership models.  However, it is not uncommon for ‘aspirational’ programmes to founder through lack of appropriate support and incentives at the implementation end. The consequence of this will be that the historical barriers to change will remain embedded in the Council’s processes, incentives and values and will generate passive resistance to change;
· of particular importance is the way in which the leadership of ACC responds to and deals with mistakes that will inevitably occur over the transition. Inappropriate responses will very quickly re-kindle a culture of risk aversion and avoidance of accountability. More generally, the leadership of the ACC needs to continually reflect on whether the desired behaviour is being explicitly recognised and rewarded and that it is ‘walking the talk’;
· the very substantial ‘business as usual’ responsibilities of ACC pose significant risks to the programme. As noted above, there is a view that ACC is doing too much across to many fronts. The risk is that managers are too busy to address issues of staff development across all of its dimensions, which is crucial to the successful implementation of the programme. This is evidenced, in part, by the somewhat scant nature of the actions being proposed by managers in advancing cultural change. Staff may also feel that they cannot take time out to undergo the necessary developmental activities. All of this highlights the importance to the change programme of a much greater prioritisation of the ACC’s activities and projects.
33 One concluding comment. The ACC is seeking an environment where staff are engaged and understand the vision and direction of the organisation and city, and work collaboratively across the organisation.  This requires:
· connections and relationships, both internally and externally – built on trust;
· a sense of common purpose and identity – we all belong and we are all here to achieve the same thing, and we know how we fit.

34 Key initiatives to achieve better connections and shared vision would ordinarily include a combination of:  

· effective communication about the vision, strategy and priorities across the organisation;
· effective communication about how each person and their role contribute to achieving that vision;
· understanding about how the different moving parts of the ACC fit together as a coherent system and support each other;
· joint projects across functional boundaries;
· joint strategy and business planning across closely related groups;
· good vertical communication from top down and vice versa (particularly through management teams);
· skills to listen to and understand different perspectives;
· expectations built into performance agreements about relationship development internally;
· mobility policies:  graduate recruitment and rotation, GM’s acting in each other’s roles during absences, managerial rotation, secondments;
· knowledge capture and sharing, including: document management systems, intranet.
35 The ACC has developed a good communications plan to ensure Aucklanders understand and value the services the ACC provides.  What is less obvious from the material that has been reviewed and the consultation with managers is the approach to internal communication about the vision and strategy, i.e. not so much the ‘who we are” around culture, but the “what are we trying to achieve” and “how” messages. 
36 Similarly, it is not readily apparent what is actually being doing to improve internal connections, which will be critical for breaking down functional silos and improving communication and innovation across the organisation. This may be because actions under the organisational development strategy are being presented under the categories of leadership; culture; people; systems and processes; and reputation.  Applying an outcomes-based lens to the key organisational development priorities, such as “better customer service”, “becoming more connected”, “becoming more innovative”, might provide a greater measure of assurance that important development activities “don’t fall through the cracks” as a consequence of the analytical framework used.

3.  Process and System Development

Outcomes Sought

37 The outcomes being sought from the process and systems development is to have processes and systems that:
· simplify and shorten customer transactions; and

· support staff in their shift to a problem solving approach to customer service, with a focus on ends rather than means.
Progress to date
38 Over the last two years, the ACC has developed and implemented improvements to a range of organisational systems and processes to support the outcomes described above.  These systems and processes encompass:

· core cross-organisation processes and systems (such as human resources, performance measurement, and information technology) designed to support the effective and efficient operation of the business as a whole, and
· processes and systems relating to particular functions carried out by the ACC, which influence the quality of service provided to customers.

39 Developments in organisation-wide systems and processes that have been implemented or are in progress include:

· Human Resources:, performance management, capability development and recruitment:

· Streamlining HR processes and implementing SAP solutions to create efficiencies 

· a centralised Career Centre to provide recruitment services for the organisation, including consolidating vendors
· Talent management processes to enable managers to assess staff for the purpose of identifying talented individuals
· A review of remuneration policy to increase consistency and align remuneration to performance 
· Programme Office:  launching a Programme Office to provide monitoring and oversight of the Capex programme and to plan and implement organisational development projects;
· Project management: developing systems to reduce manual effort and increase good practice;
· Business planning and performance:  re-design of strategy and business planning processes, to improve accountability and decision-making by aligning strategic objectives and business plans, and monitor performance against these. To date this has involved:

· Implementation of a strategic framework

· Alignment of business plans for 2008/09 to this framework

· Design of a monthly operational report

· Development of measures

· Information technology:  an IT delivery model review, including bringing technology under the accountability of the ITC group, developing a IT plan to outline the future direction of IT services in the organisation, and enhancing the service delivery model; 
· Customer service:  a customer excellence framework, identifying the key steps needed to improve customer service;
· Shared services:  exploring the feasibility of creating some shared services with Manukau City (in progress);
· Business support services:  

· a business performance review to ensure improved provision of business support across the organisation, including through rationalising and standardising business support teams and their processes
· Developing a tagged funds system to ensure a single source of reliable information (accessible in near real time) on funds status, which caters to different stakeholder requirements

· Managing submissions:  Improving efficiency and effectiveness in the way submissions are managed, including by reducing manual handling;
· Fleet management: rationalising and finding alternatives.
40 Developments in systems and processes relating to specific functions or groups include:

· Regulatory functions: reviewing processes and systems for the various regulatory functions, to ensure efficiency and improve customer satisfaction.  This has included:

· designing new end-to-end processes for consents, licensing and compliance-associated systems

· reviewing all relevant measures and designing new measures that will be collected electronically, and

· implementing the first stage of a customer relationship management system to allow tracking and management of requests for service;
· Democracy Services:  re-designing processes and systems for the Democracy Services group, including an ER payroll system, hearing cost tracking, document management and workflow for the core democratic services;
· Community Development and Public Art: streamlining processes and clarifying accountability in the Community Development and Public Art areas.
Future initiatives

41 Planned initiatives and next steps towards improving systems and processes include:

· applying lessons from the focus on the regulatory functions to other areas of the ACC’s business

· continuing to implement customer service technology in the regulatory areas and across the organisation for complaints management and requests for service

· redesigning the web architecture to enable more e-transactions and customer self-service, and
· reviewing all information technology and developing an organisation-wide architecture.
Comment 
42 Reviewing and redesigning business processes and systems takes time, costs money and can be disruptive to operations and services.  In light of this it is prudent to stage these reviews over a period of time.  The ACC has taken a two-tier approach to systems and process improvement, which appears sensible:

· Building the foundations: it is carrying out a phased programme to improve organisation-wide core systems and processes that underpin effective and efficient running of the business.  This includes initiatives aimed at streamlining and improving the effectiveness of human resources management, information technology, procurement, strategy and business planning, and performance measurement;
· Tackling the acute problems: in parallel, the ACC is focusing intensively on improving performance in the area of operations which receives the most customer complaints – the regulatory functions.  Apart from addressing the area which is judged to be in most need of immediate improvement, the approach has been designed to enable the ACC to draw out and apply what is learned to other areas of activity with less acute problems.
43 In addition to supporting the general approach being taken to improve systems and processes, some observations can be made on the importance of particular dimensions of this part of the organisational development programme. The observations amount to a continuation of the themes developed in the preceding part of the report, and are offered to highlight the key levers to the successful implementation of the programme. 

Performance management and capability development
44 The ACC has already improved its approach to incentivising good performance and the desired behaviours on the job by implementing a system to align remuneration increases with actual performance.  It has also developed ways of identifying talent to be nurtured and developed, and has put in place ‘people plans’ for each group.  
45 The design and use of the ACC’s performance management system will be a key lever for reinforcing the shift to the GREAT culture, managing turnover, building capability, and developing a pipeline of future leaders from within the organisation.  
46 Because of the pivotal role that this system plays in outlining behavioural incentives and expectations, and developing capability, maintaining and improving all aspects of the performance management system should be considered an ongoing priority.  This includes building and improving the necessary processes and frameworks to ensure that managers and staff actively:

· identify opportunities for individual improvement, and collaboratively develop individual plans to develop capability and competencies in key areas – including behaviours and skills that support the desired culture and practice
· engage in conversations and planning on career development 

· ensure that tasks assigned to staff over the course of the year provide the right amount of ‘stretch’ to enable them to develop and remain motivated, and
· identify and develop the future cohort of leaders.
47 Beyond the performance management system, which is a specific tool for building capability, the ACC needs to ensure it is taking a strategic perspective on its capability-building activities across the whole organisation.  This includes setting up structures and systems to develop and regularly review capability strategy and plans at a cross-cutting level of the organisation, so that critical needs and priorities are identified and addressed, and opportunities for co-ordination and collaboration across functional areas can be taken.  
48 A strategic view will also encompass strong links between learning and development functions and broader capability dimensions, including links to recruitment, career development, performance management, promotion, and workforce planning.  This involves developing an integrated framework for capability development that starts with attraction, recruitment and induction, through to core skills, development plans, career development, and leadership skills.
Induction

49 Induction of new staff has been raised as an area which has suffered from inconsistent approaches in the past, because it has relied on the approach taken by individual managers.  In a large organisation with many, diverse functional areas, it becomes increasingly difficult to develop a shared identity across the entire organisation.  It also means that a sense of connection with the overarching corporate strategy become more tenuous, as staff are less able to ‘see themselves’ and their place in the whole.  The induction process for new staff presents an opportunity to instil and reinforce the desired culture, and break down barriers between functional silos.  

50 The ACC has moved to a centralised induction process called First Start, which covers the vision for the city and organisation direction, the cultural values and expectations that are expected of staff, and practical information on how the ACC works. It also covers mandatory issues such as health and safety and the Council’s Treaty obligations.

51 The induction process is potentially a very powerful tool for cultural change and encouraging more effective networks and relationships across functional areas. Given the challenges that lie ahead in achieving cultural change throughout the organisation and breaking down silo’s, it would be timely to review First Start to establish whether maximum leverage is being achieved from it.
4.  Operational Efficiency and Prioritisation
52 This review has necessarily been conducted at a high level and as such cannot directly inform the question of whether ACC is delivering services efficiently. “Having an organisation that is efficient and effective; that spends its money as if it were their own”; is a key outcome being sought from the organisational development programme, and it is therefore appropriate to review the nature of the incentives that apply to encourage savings. Consistent with this, savings targets are expressly reflected in the suite of KPI’s that have been developed to measure performance improvement. Management clearly expect to be able to deliver increased efficiency savings over time.
53 Council officers have provided information on changes to the ACC’s operating expenditure over the past six years. This reveals that operating expenditure increased by 43% over the six years to June 2007. The increase was particularly pronounced between 2003/4 and 2006/7 (25.2%, compared with 14.7% between 2000/1 and 2003/4). The officers argue that this growth in expenditure has been driven by three principal factors: inflation (21.6%), growth in the city as measured by population growth (12.3%) and expenditure on new activities (both new operational expenditure and capital programmes). When account is taken of these “drivers”, the real growth in expenditure over the period is argued to be 9.8%, or 1.6% per annum. It should be noted that the inflation assumption comprises three factors: the CPI, the growth in the Councils actual personnel costs, and the increased depreciation arising from the revaluation of the Council’s assets.
54 There is clearly room for debate over the interpretation of the substantial growth in expenditure in recent years. For example:
· the analysis assumes a proportional relationship between the growth in the city (as measured by population growth) and the increase in the cost of services. It would be interesting, in this context, to have information about the marginal cost of providing services to a growing population;
· the assumptions around the impact of inflation beg the question as to whether ACC had the ability to absorb some of these impacts within their baseline by providing services more efficiently;
· expenditure on new activities has been added to existing expenditure with little evidence of re-prioritisation to fund, at least in part, those new activities.

55 However, the key issue is less about history and more about what is sustainable in the future. It is clear that the ACC’s operational expenditure will need to be subject to a much greater degree of restraint over the next three years:
· the Council’s commitment to containing rates increases to the Council’s rate of inflation will, in itself, require a significant reduction in the projected growth in expenditure;
· the softening in the economy, the downturn in the residential housing market (which is leading to falling property values), escalating food prices for basic necessities, and higher levels of uncertainty in the employment market, will impact on both the willingness and capacity of ratepayers to absorb significant rates increases.
56 At a strategic level, and within the context of the reform of local government in Auckland, it is also in the ACC’s interests to be positioned as a highly efficient provider of quality services.

57 The immediate response from the Council has been to trim back capital expenditure by $270 million. However, this response is very much in the nature of a “one-off”. The projected growth in expenditure in the out years will require rates increases well in excess of the Council’s rate of inflation. The focus therefore needs to shift to containing the growth in the Council’s operational expenditure.
58 An effective strategy of expenditure containment will require the Council to:

· establish clear priorities for expenditure

· set a target for baseline operating expenditure in the out years that is sustainable.
59 These are discussed in turn.

Prioritising Expenditure

60 Prioritisation has emerged as a key theme in this review. It is important for a number of inter-related reasons:

· to give managers the required space to drive the culture change within ACC and to mentor and develop staff;

· to reduce the “cluttered” programme of projects and activities and generate a discernible but consistent pipeline of improvements in a few selected areas each year;

· to ensure that discretionary expenditure is appropriately targeted to meet the Council’s goals.

61 In an environment which is prone to increases in rates to meet growing demand for services and infrastructure, the ACC needs to be able to demonstrate results and value for money.  This requires effective prioritisation of activities to achieve the right balance between keeping core services running smoothly and efficiently, and focusing new, discretionary effort on the things that matter most for Auckland’s future.   

62 Spreading effort thinly across a cluttered programme of projects and activities is a natural tendency when faced with a wide range of pressing demands. While it creates the appearance of progress in the short term, advancing on all fronts simultaneously generally causes everything to take longer, reduces the public perception of results, may cost more, and may reduce the quality of the result. 

63 The ACC is already aware that it needs to decide on the most important things to focus on, scope them and then make decisions about what is possible in light of resource constraints.  It is working on developing suitable prioritisation approaches as part of its strategy and planning system.  

64 In addition to deciding which things to focus on, and the right number of things to focus on over any given period, attention should also be focused on the way that the ACC applies its effort to discretionary projects.  An approach involving focusing intensively on a few things then moving on to the next set of issues and projects, may produce a more constant ‘pipeline’ of tangible results than spreading efforts across a wider range of work over the same period of time. 

65 The ACC will also need to be prepared to re-prioritise during the course of the year to preserve a focus on a manageable number of key projects, and will need to be transparent about these trade-offs with Council and ratepayers. In addition to developing the necessary prioritisation processes and systems, this will also require attention to the cultural dimensions which may reinforce a tendency to take on more work without re-prioritising or making trade-offs explicit.

66 The prioritisation process must start with City Councillors. The important thing is for Councillors to define the three to four key strategic goals it wishes to achieve over the medium terms. This will require Councillors to free up time to step back and take a strategic view of ACC’s services, consistent with their governance role. 

67 The strategic goals will provide benchmarks for assessing the quality of existing expenditure and the merits of new expenditure proposals. The prioritisation process will ultimately inform judgments about the services that should grow (including new services), those that should be held, and those that could be reduced or eliminated, and will allow expenditure on new or improved services to be phased in over time as resources allow.   If the prioritisation process in handled properly, it will also reduce the clutter of meetings and papers that Councillors are required to attend and process.
Fixing Baseline Operating Expenditure

68 In general, public sector organisations face weaker incentives to operate efficiently than organisations that trade in a competitive environment. A combination of ‘soft’ (cultural) and ‘hard’ incentives is therefore commonly required to ensure that money is spent wisely. The conventional approach to providing the ‘hard’ incentives for public sector organisations is to set an expenditure target at a level that assumes that input prices increases can be absorbed, in whole or in part, through efficiency gains, thereby maintaining the level of services.
69 Within the context of ACC, the ‘soft’ incentives are expressly part of the organisational development programme. However, these are unlikely to succeed unless they are reinforced by ‘hard’ incentives.

70 Management are actively considering initiatives to generate savings. Opportunities clearly exist in procurement, which is a major expenditure item for the Council, and a very important skill set. The project that is scoping a joint venture on procurement with Manukau City has real potential, and there is no reason in principle why such initiatives could not be extended to other Territorial Authorities within the region. The management will also need to look at ways of better utilising staffing and consultancy resources, the costs of which have grown rapidly recent years. A softening economy may well make this more achievable, particularly if it is associated with more favourable labour market conditions.
71 Councillors should therefore engage with management on the fixing of an expenditure target that is:

· consistent with the Council’s commitment to contain rates increases to the rate of inflation; and
· assumes that increases in the price of inputs, either in whole or up to  defined threshold, can be absorbed without any alteration in service levels (including normal maintenance schedules for assets).

72 The Chief Executive should be required to report monthly on initiatives to generate the required level of savings, consistent with maintaining service levels. 
5.  Conclusions and Recommendations

Conclusions
73 The organisational development programme, which encompasses different dimensions underpinning the  ACC’s operations-leadership, culture, structure, systems and processes-will, if  successfully implemented, lay the foundations for a sustained lift in the performance of ACC. The three to five year timeframe for the roll out of the programme is realistic; the programme is targeting the right issues, and on the whole deploying the right levers to ‘incentivise’ the change.  The measures instituted thus far have resulted in some performance improvements, most notably in the areas of leadership capability and development (including the move to a unified mission and common set of strategies for ACC), organisation structure, the management of external relationships, and improved regulatory processes for the issuing of building consents. Some initial steps have also been taken to improve planning and strategy processes, including developing suitable prioritisation frameworks.
74 However, the challenge of effecting an organisation-wide change in culture and behaviours remains. As noted earlier, key external stakeholders, whilst supporting the direction of change, remain frustrated at the variability in ACC’s performance in delivering services to its customers. In this context, the level of understanding amongst staff of the required changes in behaviours is patchy, some staff are not engaged in the process and others are clearly resistant. The leadership needs to consistently be exemplars of the desired culture, most notably when mistakes occur; and managers need to be given the space to undertake the staff development and mentoring which is crucial to the successful implementation of the programme.

75 The management expect to see discernible improvements in organisational performance over the next twelve months. This is important to the integrity of the programme. Given the programmes importance, the Chief Executive should be requested to provide quarterly reports to the Council on the roll out of the programme and the outcomes being achieved in terms of organisational performance.

76 On the question of cost efficiency, the very rapid growth in the Council’s operating expenditure, particularly over the last three years, is clearly not sustainable. Operating expenditure needs to be brought into line with both the Council’s commitment to contain rates increases, and the willingness and ability of ratepayers to absorb significant rates increases in the face of a softening economy. This will require the Council to prioritise its expenditure, and fix baseline expenditure at a level that provides incentives for management to generate savings from efficiencies and maintain service levels-in short, to absorb, in whole or in part, the impact of increases in the price of inputs. Such an approach would have the added benefit of positioning ACC well for the reform of local government in the wider Auckland region.

Recommendations

77 It is recommended that the Council give consideration to:
a) requesting the Chief Executive to provide quarterly reports to the Council on the roll out of the organisation development programme and the outcomes being achieved; 
b) engaging in a strategic planning process that results in a much greater degree of prioritisation of expenditure and activity, thereby providing a sound basis for assessing expenditure proposals and re-prioritising expenditure throughout the year as new issues arise in a way that makes the trade-offs explicit;
c) defining, in this context,  the three to four key strategic goals that it wishes to achieve in the medium term;

d) fixing baseline operating expenditure at a level that assumes that increases in the price of inputs can be absorbed without compromising services, thereby providing ‘hard’ incentives for managers to generate savings;
e) requesting the Chief Executive to provide monthly reports on the savings initiatives and the outcomes achieved or expected.

78 It is recommended that the Chief Executive
a) note that the expectation that staff will operate at a higher level of sophistication in their dealings with customers will not be realised unless they are given the tools and incentives to achieve this - support and mentoring from managers, opportunities for individual and group development, and processes and systems that reinforce rather than create barriers to the desired shift in approach;
b) agree that expectations around the desired culture and behaviours be built into performance agreements for all staff, and modelled/rewarded at all levels of leadership, especially line managers, to reinforce the changes sought;
c) note that the leadership of the ACC, including managers at all levels, needs to continually reflect on whether the desired behaviour is being explicitly recognised and rewarded and that the leadership are the exemplars of the desired behaviour;
d) note that, given the tendency in a pressured environment for an output-delivery focus to crowd out development and capability building, there is a need to prioritise and explicitly value staff development as a primary function and expectation of all managers;
e) note that  the development of the ACC’s vision and strategy for Auckland needs to be supported by a deliberate approach to improving internal communication about this strategy, and how staff in different roles and functions contribute to it;  

f) agree to reflect a stronger focus in the organisational development programme on improving internal connections and relationships across functional areas, particularly those which are closely related to each other;
g) agree that maintaining and improving all aspects of the performance management system be considered an ongoing priority, because of the pivotal role that this system plays in outlining behavioural incentives and expectations, and developing capability;
h) note that the ACC needs to ensure it is taking a strategic perspective on its capability-building activities across the whole organisation.  This includes setting up structures and systems to develop and regularly review organisation-wide capability strategy and plans, so that critical needs and priorities are identified and addressed, and opportunities for co-ordination and collaboration across functional areas can be taken;
i) note that the ACC needs to ensure it has in place an integrated framework for capability development that starts with attraction, recruitment and induction, through to core skills, development plans, career development, and leadership skills;
j) agree to review the First Start induction process to ensure that maximum leverage is being achieved from it in terms of effecting cultural change and breaking down silo’s;
k) note that effectively managing the risk of an expanding work programme will require attention to underlying values and cultural norms, which may reinforce a tendency to take on more work without re-prioritising or making trade-offs explicit;
l) note that in addition to prioritising effort effectively, attention should also be focused on the way that the ACC applies its effort to discretionary projects over time, with a suggested move towards focusing more intensive effort on fewer things over a shorter timeframe, achieving results, and moving on to the next set of priorities, rather than attempting to progress on all fronts simultaneously;
Appendix 1:  Auckland City Council culture review: interviews
Goals

· Explore perceptions about the current situation and key underlying causes

· Identify the range of actions currently in place, progress to date, and gaps

· Identify views on priorities for action and high leverage actions looking forward
Internal interview questions

Problems/symptoms

· What do you think are/were the most problematic aspects around organisational performance and behaviour and what are the consequences internally and externally?

Underlying causes 

· What do you think are the biggest underlying drivers that have created and will reinforce the current symptoms unless addressed?

Progress to date  

· What has been the impact of actions implemented to date?

· Where have you already seen progress and a shift in outcomes?

· Where would you expect actions already implemented to make a more significant impact given time?

Priorities and approach to change

· Reflecting on what has been done and what is planned, are there any gaps in the programme of change that you can identify?

· Is there anything you would suggest could be done better or differently?

· Given the underlying drivers, what 3 things do you think will make the biggest overall difference in reshaping behaviours and culture in the desired direction?

· What system/process improvements will support this change?

Resistance/barriers to change

· What do you think are likely to be the biggest behavioural barriers to change?

External interview questions

· What has been the nature of your dealings with the Council over the last 2 years and which parts of the Council have you dealt with?

· In your dealings with the Council, what behaviours and systems/processes have impressed you?

· What behaviours and systems/processes have frustrated you and what have been the main consequences for you?

· What 3 things would you recommend the Council focus on over the next 3 years to lift its game in a lasting way?
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