Financial Management Framework

The Financial Management Framework for the General Government Sector

TPF DO-4 December 2000




PREFACE

This paper provides an overview of the Financia Management Framework for the Generd
Government Sector.

The Framework is a consolidation of, and advancement on, recent financial management reforms. It
isintended to facilitate further improvements in Government program and service ddivery through
two broad mechanisms.

Firgly, the Framework is intended to facilitate a more effective Budget process, by focussng on
mechanisms which, within the context of the Government’ sfiscd srategy, will achieve more efficient
and effective resource alocation and secure vaue for money in the provision of goods and services
and in other Government activities.

Secondly, the Framework is intended to facilitate improvements in the management of the
Government’ s asset and resource base, to ensure that the resources applied to program and service
ddivery are managed in away which will maximise their ddivery capecity.

The Framework will encompass a suite of interrelated policies and guideines and agency toolkits.
Each component of the Framework, however, will be cgpable of implementation in its own right.
The intention isto roll out the components progressively over the next few years.

It is envisaged that the implementation process will involve extensve consultation with Generd
Government agencies and, in some cases, pilot implementation programs. The emphasiswill be on
policies and tools which, whilst conceptudly robugt, result in practica improvementsto theway in
which the Government’ s program and service ddlivery is planned, funded, managed and assessed.
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EXECUTIVE SUMMARY

The Financid Management Framework is about improving the outcomes from Government program
and service delivery in New South Wales.

The Framework appliesto Generd Government agencies. It does not apply to agencies classified as
being in the Corporation Sector or those covered by the Commercia Policy Framework.

Government program and service ddivery is driven by community needs and expectations. The
benefits to the community of this ddivery should outweigh its cogt to taxpayers.

Overdl program and service funding and expenditure congtraints are set by the State' s fiscdl
drategy. Themix of programs and services provided is determined by a number of factors,
including politica processes, agency assessments of socid needs and agency program and service
delivery drategies.

Government program and service ddivery should offer value for money. Government is
accountable to taxpayers for achieving this godl.

Vaue for money requires that the limited resources available to Government be gpplied in such a
way that community needs and expectations are satisfied to the greatest extent possible both now
and in the future,

However, achieving vaue for money in Government program and service ddlivery is made
chalenging by many factors, including the complexities of the palitical process, the

variability of, and difficulty in quantifying, socid vaues, uncertainty about the most appropriate
program and service ddivery drategies, differencesin knowledge and agendas amongst individua
stakeholders and the absence of price sgna's to guide decisions on the provision and consumption
of goods and services.

Given these chdlenges, improving vaue for money in Government program and service delivery
requires the gpplication of five principles

clarity of objectives,

proper dlocation of respongbility and accountability;
gppropriate, comprehensive incentive structures,
performance management;

integrity of informétion.

Since the early 1980s, a series of financid management reforms and vaue for money initiatives
incorporating these principles have been developed in New South Wales. The Financid
Management Framework is the mechanism for consolidating and advancing these reforms and
initiatives.

The Framework will facilitate the development of a comprehensive, integrated suite of policies,
guiddines and toolkits to foster vaue for money in Government program and service ddivery
through improvements to both resource alocation and resource managemen.
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Development of individua components of the Framework will take place over the next few years, in
collaboration with the other central agencies and with line agencies. A Financia Management
Consultative Council will be established to aid consultation.

To support improvements in resource alocation, the initid focusin developing the Framework will
be on efficiency and effectiveness assessment within a performance management context. This focus
embraces performance budgeting, rather than output budgeting. Many questions exist about the
vaidity of the laiter, including the practicability of implementation.

To support improvements in resource management, the Framework will foster moves towards best
practice resource management through provision of gppropriate guidance to agencies. Some
guidance will be provided by agencies other than Treasury.

The Framework will aso support improvements in program and service delivery through the
development of an incentive structure which encourages agencies to move to best practice resource
managemen.

Additionally, development of the Framework will encompass a Genera Government Accountability
Statement to dlarify the roles, respongbilities and accountabilities of the key parties to Government
program and service ddlivery. It will aso encompass the current review and reform of New South
Wadesfinancd and annud reporting legidation.

Within Government, accountability reporting will be enhanced through development of the
Service and Resource Allocation Agreements (SRAAS) for al Budget-dependent agencies.

Externd Government accountability reporting will be enhanced through improvementsin efficiency,
effectiveness and appropriateness information provided in the Budget Papers, in agency annua
reports and in ad hoc agency performance reports.

The Framework will have benefits for al stakeholders, including the consumers of Government
programs and sarvices, taxpayers, Parliament, the Executive Government and Generd Government
agencies.

The incremental gpproach to implementation will alow assessment of the costs and benefits of each
component of the Framework. Thiswill help ensure that overal benefits outwe gh implementation
Ccosts.

Key components of the Framework for 2000-01 include:
Budget Outcomes and Outputs — a Guide to Performance Management;
arevised Service and Resource Allocation (SRAA) timetable and template for the 2001-02
Budget;
Fnancid Andyss Guiddines
Work will dso continue on improving program and service costing principles and developing

standards for agency costing systems.

TheFinancial Management Framework for the General Gover nment Sector (TPP 00-4)
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THE FINANCIAL
MANAGEMENT FRAMEWORK
FOR THE GENERAL
GOVERNMENT SECTOR

1. INTRODUCTION

The purpose of this paper isto provide an
overview of the Financiad Management
Framework for the Generd Government
Sector.

It will provide readers with an understanding
of:

the purpose of the Framework;
the nature of the Framework;
the components of the Framework.

The overal purpose of the Framework isto
improve the outcomes from Government
program and service delivery in New South
Wales.

It will do this by encouraging afurther shift in
focus from the funding provided to Genera
Government agenciesto:

the activities of agencies, and the impact
these have on the community;

the way agencies manage program and
savice ddivery.

Under the Framework, a suite of policies,
guiddines and toolkits will be devel oped to:

improve the information available on
agency activities and their impact on the
community, alowing more informed
decison making;

guide the way agencies manage the

resources at their disposa, thereby helping

to secure improvements in resource
managemern.

The Framework is an articulation of the way in
which exiging financid management reforms
will be consolidated and advanced to move
New South Wales towards best practice
program and service delivery.

It relatesto Genera Government agencies
because their activities are centrd to
Government program and service ddivery.

The paper begins by discussing the nature of
Government program and service ddlivery and
the key criteriawhich ddivery should satidfy.

The paper then examines briefly the key
financid and management reforms which have
aready been introduced to improve Genera
Government performance.

Finally, the paper describes how the
Framework will be developed and provides a
brief description of the implementation plan for
the first year (2000-01).

The Financial M anagement
Framework isabout improving
the outcomes from Gover nment
program and service ddivery in
New South Wales.
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2. THE GENERAL GOVERNMENT
SECTOR

Government agencies vary in the nature of their
operations and the source of their funding.

By definition, Generd Government agencies
are those agencies primarily funded from State
taxes or Commonwedlth taxes passed onto the
State.

Many Generd Government agencies are
funded from Parliamentary appropriations and
are Budget-dependent.

The funding provided is used to deliver
programs and services of apublic policy nature
at either no cost to users or at subsidised rates.

Other Generd Government agencies are sdif-
funded from regulatory fees and are non
Budget-dependent.

Generd Government agencies are by definition
distinct from Government commercid
enterprises in the Corporation Sector. *

These enterprises are commercia in focus and
operation. They provide goods and services
and are funded by user charges.

In New South Wales, the operation of
commercid agenciesis governed by the

Government’s Commercid Policy Framework.
2

L However, the distinction between General Government
agencies and commercial agenciesis somewhat arbitrary. In
practice, some General Government agencies are
commercia or semi-commercia in focus. Where these
agencies are covered by the Commercia Policy Framework
(for example, the Department of Public Works and
Services) the General Government Framework will not
apply.

2 See Appendix B for examples of Commercia Policy
Framework documents.

Some Government goods and services of a
public policy nature, such as reduced-price
travel, eectricity and water for selected
members of the community, are ddivered
through commercia agencies.

Under the Commercia Policy Framework,
public policy goods and service ddlivery
through commercid agenciesis subject to the
Government’s Socid Program Policy.

This provides for trangparent identification and
funding of these goods and services through
the State Budget as community service
obligations.

The Financial M anagement
Framework appliesto General
Government agencies.

The Framework does not apply
to agencies classified as
commercial or covered by the
Commercial Policy Framework.
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3. GOVERNMENT PROGRAM AND
SERVICE DELIVERY

Government program and service ddivery is
driven by community needs and expectations.
The benefits to the community of this ddivery
should outweigh its cost to taxpayers.

Many goods and services are provided directly
to the community. They include:

services such as hedlth, education, law and
order, including associated facilities such as
hospitd's, schools and court buildings,
infrastructure such as roads and parks,
advisory and facilitation services to
individuals and organisations, for example,
to facilitate community action or support
economic growth and industry
development.

Government a so undertakes regulatory
activities to govern the behaviour of individuas
and organisations.

Other Government activities, such as policy
development and adminigtrative services,
support the operations of various arms of
Government.

For Budget-dependent agencies, the total
guantum of programs and services provided
is determined by the State’ sfisca Strategy,
which sets overal funding and expenditure
condraints.

The mix of programs and services provided is
afunction of the complex interplay between:

the Executive Government’s socid policy
priorities, determined partly by the politica
process,

agency assessment of community needs
and expectations,

agency development of program and
sarvice ddivery drategies.

Because of the knowledge and experience
gained from their daily operations, agencies are
indrumentd in informing the Executive
Government’ s assessment of the nature and
extent of community needs and the most
appropriate program and service ddivery
strategies to address those needs.

The State Budget sets out the funding alocated
to individua agencies within the framework of
the State' sfiscd drategy

for program and service delivery and agencies
proposed levels of expenditure. Allocation
decisons are made by the Budget Committee
on behdf of the Executive Governmernt.

Once the Budget is gpproved by Parliament,
agencies use the funding provided through the
Budget for that ddlivery.

Agencies may either undertake ddivery
themsalves or contract it to commercia
agencies or to non-Government organisations.

Government program and
service ddivery isdriven by
community needs and
expectations. Benefitsto the
community should outweigh the
cost of delivery to taxpayers.

The State’ sfiscal strategy sets
overall program and service
funding and expenditure
constraints.

The mix of programsand

services provided is deter mined
by:
- political processes;

agency assessments of

social needs;

agency program and
service delivery strategies.
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4. CRITERIA FOR GOVERNMENT
PROGRAM AND SERVICE
DELIVERY

Government program and service ddivery
involves two interrel ated processes:

resour ce allocation (the process
whereby the mix of programs and services
is determined and funding alocated
through the Budget);

resour ce management (the process of
trandating funding into the resources
required for program and service delivery
and building ddivery capacity).

A key issuein resour ce allocation is
obtaining the best mix of programsand
services within the funding and expenditure
condraints set by the State’ sfiscal strategy.

A Key issuein resour ce management is
selecting and managing the mix of labour,
capital assets and other resources availablein
such away that they deliver the greatest
quantity and quality of programs and services
possible.

Additionally, the delivery capacity of resources

over time should be maximised, through, for
example, saff training and asset maintenance.

This gpplies whether resource management is
undertaken by Government agencies or by
other providers.

The concept of best mix and good
management embraces three related elements:
efficiency, effectiveness and
appropriateness.

Efficiency * is ameasure of the rdationship
between program and service effort produced
and resources used.

3 Technically, thisis productiveefficiency. Allocative
efficiency is ameasure of the relationship between socia

Effectiveness isameasure of the rdationship
between programs and services provided and
the impact on the issues and needs origindly
identified.

Appropriateness embodies the additiona
concepts of ;

Government’ s proper role and
respongbility;

respongveness — matching services to
community needs as they occur;

equity — giving individud members of the
community the most equitable accessto
the services they need.

Efficiency, effectiveness and gppropriateness
together add up to the concept of “value for
money”.

Obtaning vaue for money isimportant
because Government funds are limited.

Taxpayers (including regulatory fee payers) are
the ultimate funders of Government programs
and services. The Government is accountable
to taxpayers for achieving vadue for money.

Government program and service
delivery should offer value for
money.

Valuefor money requiresthat the
limited resour ces availableto
Government be applied in such a
way that community needs and
expectations are satisfied to the
greatest extent possible both now
and in thefuture.

Government is accountable to
taxpayersfor achieving value for

welfare consumption benefits and the mix of programs and
services delivered.

TheFinancial Management Framework for the General Gover nment Sector (TPP 00-4)
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5. CHALLENGESOF ACHIEVING
VALUE FOR MONEY IN
PROGRAM AND SERVICE
DELIVERY

Government program and service delivery is
characterised by a number of factors which
present chalenges to achieving vaue for

money.

Decisgons on program and service mix are both
complex and dispersed, involving compromises
amongs stakeholders and a delicate balancing
of socid vaues which are likely to be as varied
asthey areincdculable.

Tendon may exist between short term
imperatives and the design of long term
program and service delivery srategies.

Over time thistenson can result in program or
service ddivery “gaps’. Such gaps may aso
be caused by other factors, such as
demographic or technologica changes or shifts
in community expectations.

Many community needs are complex and
hence not amenable to Smple solutions.
Moreover, for many areas of community need,
consderable uncertainty exists about the most

appropriate response.

Agencies are particularly well positioned to
advise the Executive Government on
appropriate program and service delivery
drategies for their areas of operation.
However, they are less able to provide advice
on the most appropriate balance between
different areas of operation.

Price Sgnas to consumers of Government
goods and services are often imperfect or
absent. Without accurate price Sgnds, the
community does not ration its demand for
goods and services. Instead Government must
ration the supply.

Government is effectively a monopoly provider
of many goods and services.

Unless competition has been introduced

into the delivery process, for example, by the
involvement of non-Government providers on
a comptitive bas's such as with private sector
participation in infrastructure provison,
Government goods and service ddlivery is not
subject to efficiency pressures from competing
providers.

Equdly, where Government is the sole
provider the community cannot express any
dissatisfaction with goods and services
provided in terms of quantity, quaity or
effectiveness by trandferring to dternative
providers. 4

Achieving value for money in
Government program and service
delivery ismade challenging by the:

complexities of the palitical

pr ocess;

variability of, and difficulty in
guantifying, social values;
tension between short term
imper atives and the design of
long term program and service
delivery strategies,

uncertainty about the most
appropriate delivery strategies,
unegual information amongst
stakeholders about community
needs and program and service
possibilities;

different incentivesfor different
stakeholders;

absence of price signalsto guide
decisionson goodsand service
provison and consumption;
absence of competition in goods
and service provision.

4 BEven where there are dternative providers, asin the case
of education and health, the prices charged may preclude
access for many members of the community.
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6. PRINCIPLES OF IMPROVING
VALUE FOR MONEY

Improving Government program and service
delivery necesstates addressing the challenges
associated with achieving vaue for money.

The fallowing principles are centrd to this
process:

Clarity of objectives

Clear statements of program and service
ddivery objectives assst in focussng debate
on the desirability of the objectives and their
relive priority.

A common understanding of objectives within
Government contributes to successful agency
design of program and service ddivery
strategy.

Proper allocation of responsbility and
accountability

The responghility for program and service
delivery should be dlocated to those parties
within Government best placed to design and
deliver programs and services efficiently and
effectivdy.

Such dlocation is contingent upon clarification
of, and agreement on, the roles and
respongbilities of parties to program and
service ddlivery. Allocation should be
balanced by clear accountability structures.

Appropriate, comprehensive incentive
structures

Wil-designed incentive structures are required
to dign the actions of dl parties contributing to
program and service ddivery with the pursuit
of vaue for money.

The design of incentive structures should
minimise perverse incentives as well as offer
pogitive incentives.

Per for mance management

Regular, rigorous review and eva uation of
program and service ddlivery are required to
as=ss Whether vaue for money is being
achieved.

Thisis particularly so given the uncertainty
about appropriate responses and the absence
of price Sgnas and compstition.

Program and service ddivery Strategies which
are inefficient, ineffective or ingppropriate
should be redesigned or jettisoned.

Integrity of information

Comprehensve, meaningful and accurate
information about the efficiency, effectiveness
and appropriateness of program and service
ddivery underpins accountability and
performance management and is criticd to
ensuring trangparency.

Improving value for money in
Government program and
service delivery isbased on the
application of five principles:.

clarity of objectives;

proper allocation of
responsibility and
accountability;

appropriate, comprehensive
incentive structures,

per formance management;
integrity of information.

TheFinancial Management Framework for the General Gover nment Sector (TPP 00-4)
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7. THE NEW SOUTH WALES
FINANCIAL MANAGEMENT
REFORM PROGRAM

Since the early 1980s a number of financia
management reforms have been introduced in
New South Wales consgtent with the
principles underlying vaue for money.

Magjor reforms have been made to the Budget
process and agency financia reporting,
including the introduction of:

globa budgeting (proper allocation of
responsibility and accountability and
incentive structures);

program budgeting informetion (clarity of
objectives and integrity of information);
accrua accounting budgeting and reporting
(integrity of information);

consolidated financid statements, providing
comprehensive data on State finances
(integrity of information);

the General Government Debt
Elimination Act 1995 (clarity of
objectives).

To enhance performance management,
Treasury has been trialing one-to-one
agreements with agencies since 1995-96.

Now termed Service and Resource Allocation
Agreements (SRAAS), these provide avehicle
for agenciesto describe the way in which the
funding alocated to them is to be used,
accompanied by efficiency and effectiveness
data

In 2000-01, SRAAs are being negotiated with
eleven agencies.

Further reforms have been developed under
the aegis of the Council on the Cost and
Quadlity of Government (COCQG) by the
Review and Reform Divison of the Premier’s
Department.

These reforms include the introduction of
Service Effort and Accomplishments (SEAS)
reports and Budget program reviews
(performance management and integrity of
information).

The Review and Reform Divison has dso
developed two initiatives amed at improving
vaue for money:

Service Competition Policy;
the Corporate Services Reform Project.”

Additiondly, in recent years, many individua
agencies have improved ther srategic planning
and performance monitoring processes.

The Financid Management Framework isa
consolidation of, and advancement upon, these
reforms. It will provide a comprehensve vaue
for money framework.

Sincethe early 1980s, a series of
financial management reforms and
value for money initiatives have
been developed in New South
Wales.

The Financial Management
Framework consolidates and
advances thesereforms and
initiatives.

5 See Appendix B.
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8. OVERVIEW OF THE FINANCIAL
MANAGEMENT FRAMEWORK

The am of the Financid Management
Framework isto support improvementsin the
outcomes from Government program and
sarvice ddivery through the pursuit of vaue for

money.

The Framework is based upon the five
principles underlying the pursuit of vaue for
money.

The Framework operates within the context of
the State’ sfisca Srategy.

The Framework will facilitate the development
of acomprehensive, integrated suite of
policies, guiddines and toolkits to improve the
two dements of Government program and
sarvice ddivery, namdly:

resource dlocation;
resource management.

The focus of the Framework is on encouraging
and supporting practica improvementsin
resource dlocation and management.

The development of individud policies,
guidelines and toolkits will be supported by
Treasury research and information papers
where appropriate.

It is envisaged that this development will take
place over the next few years, in collaboration
with the other central agencies and with line
agencies.

This devdopment will involve extensive
consultation on policy issues and pilot testing of
individua guiddine and toolkit components.

To asss consultation, a Financid Management
Consultative Council will be established,
chaired by the Secretary of Treasury.

Members will comprise senior representatives
from The Cabinet Office, the Premier’s
Department and a cross- section of line
agencies.

The Council will operate as a sounding board
for further development of the Framework, to
ensure that individua components have a
practica gpplication for line agencies.

Figure 1 provides adiagrammatic
representation of key facets of the Framework.

The Financial M anagement
Framework will facilitate the
development of a comprehensive,
integrated suite of policies,
guidelines and toolkitsto foster
value for money in Gover nment
service delivery.

The Framework isbased on the five
principles underlying the pur suit of
valuefor money.

It isdirected at improving both
resour ce allocation and resour ce
management.

Development of individual
components of the Framework will
take place over the next few years,
in collaboration with the other
central agencies and line agencies.

A Financial M anagement
Conaultative Council will be
established to aid consultation.
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9. IMPROVING RESOURCE
ALLOCATION

To achieve vdue for money in program and
sarvice delivery, the limited resources
available to Government should be alocated
in away which seeks to maximise program
and sarvice effort and the satisfaction of
community needs and expectations both now
and in the future,

To make sengble resource alocation
decisons, Government requires the most
comprehendve, accurate information possible
on:

the nature and extent of different
community needs;

dternative program and service ddlivery
options to address these needs and their
cos; and

the likely impact of planned program and
service delivery on identified needs.

Program and service delivery should be
monitored regularly to ensure thet delivery is
efficient and addressing targeted needs.

More drategicaly, targeted needs themselves
should be reviewed regularly for continued
relevance to the community.

However, examination of community needs
and socid priority setting involves
consderation of complex socio-palitical
issues and processes.

Accordingly, theinitid emphadsin deveoping
the Framework will be on facilitating better
information for efficiency and effectiveness
assessment within a performance management
context.

To thisend, guidance will be provided to
agencies on performance management,
induding:

identification and quantification of agency
activities and of goods and services
produced and delivered (collectively
referred to as outputs);

activity and service (output) costing
principles;

standards for agency costing and
management information systems,
measurement of the impacts of program
and sarvice delivery on the community
(referred to as outcomes).

Guidance will aso be provided to agencies on
the gpplication of efficiency assessment
techniques, where appropriate, such as.

benchmarking, as advocated under the
Service Competition Guidelines,
Data Envelopment Analysis (DEA). ©

Ultimately consderation will be required of
the centra issue of resource alocation,
namely seeking to obtain the best mix of
program and services within resource
congraints.

Approaches to condderation of thisissue will
be developed in conjunction with The Cabinet
Office, the Premier’s Department and line
agencies.

Possible approaches could include research
into community needs assessment and
prioritisation and into the role of Government
in maximisng socid welfare.

To support improvementsin
resour ce allocation, the initial
focusin the developing the
Framework will be on efficiency
and effectiveness assessment
within a performance
management context.

6 See Appendix B.
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10. RESOURCE ALLOCATION -
ISOUTPUT BUDGETING THE
ANSWER ?

Many overseas and other Australian
jurisdictions have moved, or are moving to,
some form of output budgeting.

Output budgeting involves the Executive
Government explicitly “purchasing” outputs
from program and service delivery agencies
(the “providers’) in order to achieve desired
Government outcomes.

An agency’s performance is assessed by its
success in delivering the quantity and quality of
outputs specified.

However, many questions remain about this
gpproach, including the practicability of
implementation.

Under output budgeting, the Executive
Government needs to be able to specify the
outputs it requires.

This obliges the Executive Government to
overcome its relative lack of knowledge about
program and service ddlivery options.

Output budgeting can aso involve the
Executive Government in the detail of program
and service ddlivery design and result in the
centralisation of this process.

This contravenes the value for money principle
of proper dlocation of responsbility and
accountability.

Additiondly, output budgeting tends to focus
the attention of both the Executive Government
and agencies on outputs, to the possible
detriment of outcomes.

This can undermine progress towards
determining the best mix of program and
services available within resource congtraints.

A watching brief will be maintained over other
jurisdictions implementation of, and experience
with, output budgeting to assess the lessons
available to New South Wales.

However, for the foreseeable future, the focus
in developing the Framework will be on
performance budgeting.

With performance budgeting, the Executive
Government funds (or “purchases’) an
agency’s program and service delivery plan (a
set of program and service delivery strategies)
which the agency has developed in order to
achieve desired Government outcomes.

Under this approach, the Executive
Government specifies only high level outcomes,
with program and service delivery design and
implementation devolved to agencies.

Each agency is then responsible to the
Executive Government for the efficient
implementation of the agreed program and
service delivery plan and for the plan’s
effectiveness, as measured by progress made
towards achieving desired outcomes. The
agency’ s performance is assessed by its
success in delivering its plan efficiently and
effectively.

Thefocusin developing the
Framework will be on
performance budgeting, rather
than output budgeting.
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11. IMPROVING RESOURCE
MANAGEMENT

Within Government, resource management is
delegated to individua agencies.

Facilitating better information for the
assessment of program and service efficiency
and effectiveness to improve resource
alocation will aso benefit agency resource
managemen.

In addition, the Framework will support
improvements in resource management
through:

providing information and guidance to
agencieson best practice management
as appropriate;

evolving an incentive structure which
encourages best practice management.

Best practice management revolves around
maximising an agency’s program and service
delivery capacity over time.

This requires agenciesto anticipate and plan
for future program and service demands and
develop agency rdevance and viability in the
face of changing circumstances.

Thisin turn requires agencies to focus on:

financid management;

physica assst management, including
asst maintenance;

human resource management; and
drategic planning and positioning,
induding environmenta scanning and risk
managemen.

Since agendies are ingrumentd in informing
the Executive Government’ s program and
sarvice delivery priorities and drategies,
improvementsin agencies  drategic planning
capabilitieswill aso improve resource
adlocation decisons.

Specific guidance will be provided to agencies
on aspects of financial management
induding:

accounting policies;

Treasury management (which could
include tax matters and private financing);
working capita management;

finenda monitoring;

financid performance andysis.

Where necessary, guidance will dso be
provided to agencies on aspects of asset
management, human resour ce
management and strategic planning.

Guidance on many aspects of resource
management has aready been provided, both
by Treasury and by agencies.

Examplesindude: ’

the Treasury toolkit on risk
management;

Service Competition Policy;

the Corporate Services Reform Project;
Totd Asset Management (TAM).

Further guidance will continue to be provided
by other agencies in addition to Treasury.

The Framework will foster moves
to best practice resource

management through provision of
appropriate guidance to agencies.

Some of this guidance will be
provided by agencies other than
Treasury.

7 See Appendix B.
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12. INCENTIVE STRUCTURES

Progress towards best practice resource
management will be more easlly achieved if
agencies are subject to an incentive structure
which actively encourages and supports
‘good” management.

Incentive initiatives which will be canvassed
indude &

Cost transparency mechanisms

Agencies should be exposed to the full cost of
all resources used, so that their choice of
resource mix is based on accurate
informetion.

One possible option isthe introduction of a
capitd charge, to indicate the full cost of
capital assat acquigtion.

Review of agency funding
arrangements

Congderation will be given to rationdising the
gpplication of recurrent and capita funding.

The current provision of separate capita
funding for asset replacement aswell as
increases in the Government’ s asset base can
result in asset maintenance being accorded a
low priority. ° It also undermines the move to
accrua accounting and budgeting. °

Congderation will dso be given to increesng
funding flexibility to facilitete agencies
resource management, subject to appropriate
financid disciplines

8 Thelist given hereis not intended to be exhaustive.
® Thisissueis distinct from that of recurrent funding
being provided to cover asset maintenance costs as
determined by an agreed Asset Maintenance Plan.

10 Whether any changes to the application of separate
capital funding will result in a move to full accrual
funding will need to be determined.

Possible optionsinclude arrangements such as
“borrowing” from Consolidated Fund, as with
SEDA’s Energy Smart Buildings program,

and providing agencies with greater certainty
of forward funding to facilitate Strategic capita
planning.

The Executive Government has also released
a Green Peper Sgndling itsintention to invite
innovation in the private financing of
infrastructure provision. **

I nter-agency co-oper ation

Further congderation will be given to
mechanisms required to facilitate whole-of -
Government service ddlivery initiatives,
that is, inter-agency co-operation and
collaboration to improve program and service
delivery.

Efficiency incentives

Agencies cannot be expected to pursue
initiatives amed a improving efficiency unless
they benefit from the results.

Congderation will be given to means of
dlowing agenciesto “shar€’ in the rewards
of good management, in addition to current
practices such as agencies keegping an agreed
percentage of proceeds from surplus asset
saes.

Smilarly, further consderation will be given to
imposing sanctions on agencies for poor
managemernt.

The Framework will support
improvementsin program and
service delivery by evolving an
incentive structurewhich
encour ages agenciesto moveto
best practice resource
management.

1 See Appendix B.
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13. OTHER COMPONENTSOF THE
FRAMEWORK

In addition to policies, guidelines and toolkits
to foster improvements in resource alocation
and resource management, two further
components of the Framework are planned.

These are:

an accountability statement for the
Generad Government sector;

the review and reform of New South
Wadesfinancid and annud reporting
legidation.

General Government Accountability
Statement

Asthe Framework is developed, areview
and restatement of Generd Government
accountability will be required to darify the
respective roles, responsihbilities and
accountabilities of the following to
stakeholders and to one another:

the Executive Government generdly;

the Budget Committee as a Committee of
Cabinet;

Generd Government agencies,

the centra agencies.

The statement will explicitly addresstheroles,
respong bilities and accountabilities of Generd
Government agencies participating in whole-
of-Government initiatives.

This statement will help place the Framework
in awider Government organisationd and
accountability context.

Review and Reform of New South Wales
Financial and Annual Reporting
L egidation

The New South Wdes financid and annud
reporting legidation is under review, with the

am of bringing it into line with modern
financid management, accountability, public
finance, financid reporting and auditing
standards. *

The reform of the legidation will provide
legidative underpinning for Framework
components.

The Framework will encompass.

a General Gover nment
Accountability Statement to
clarify theroles, responsibilities
and accountabilities of key
partiesto Government program
and service delivery;

thereview and reform of New
South Walesfinancial and annual
reporting legidation.

12 See Appendix B.
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14. ACCOUNTABILITY REPORTING

For resour ce allocation, accountability
reporting should embrace:

reporting on the targets set for vaue for
money components (efficiency,
effectiveness and gppropriateness);
reporting on the degree of value for money
actualy achieved.

Reporting streams are required both within
and externa to Government.

For resour ce management, the primary
stream of accountability reporting iswithin
Government since the focus of externa
reporting is on results of Government action,
not the means by which those results are
achieved.

Within Gover nment, the mgor reports will
be againgt the Service and Resource
Allocation Agreements (SRAAS) which are
currently being trided.

SRAAs are being developed as performance
budgeting tools. Their focusisthe vaue for
money performance of agencies given the
funding provided to them.

Under the Framework, SRAAs will be
developed further and progressively applied
to al Budget-dependent Generd Government
agencies.

Specid consderation will be given to the leve
of interna Government reporting required for
non Budget-dependent General Government

agencies, particularly on aspects of resource
managemen.

The mgor external reportsare the Budget
Papers and agencies annud reports.

Improvements in output and outcome
definitions will permit more precise
information in the Budget Papers on:

outputs and outcomes to which Budget
funding isto be gpplied by agencies (for
the Budget year); and

outputs and outcomes achieved in
previous year's.

Agencies may choose to report on thelr
outputs and outcomes and on some aspects
of resource management, such as operationd
or organisationd drategies, in their annua
reports.

Budget and gtatutory reporting can be
supplemented by specia purpose reports
such asthe SEASs reports and comparétive
reports for key Generd Government
agencies.

Accountability reporting will be
primarily through the following:

Within Gover nment
Service and Resour ce Allocation
Agreements (SRAAS).

External reporting
the Budget Papers;
agency annual reports,
ad hoc performance reports.
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15. THE FRAMEWORK - SYNTHESS

Figure 2 provides aligting of dl components
of the Framework as currently envisaged.

The figure indicates for each component its

key contribution to achieving vaue for money.

Two components, namely:

standards for agency costing and
management informeation systems,
Service and Resource Allocation
Agreements (SRAAYS)

relate to more than one aspect of the
Framework.

Consultation with agencies will determine the
levd of guidance required on each
component.
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FIGURE 2: COMPONENTS OF THE FINANCIAL MANAGEMENT FRAMEWORK

RESOURCE POLICY, GUIDELINE, TOOLKIT AND RESEARCH AREAS RESOURCE
ALLOCATION MANAGEMENT
KEY VALUE FOR MONEY KEY VALUE FOR MONEY AREA
AREA

Service output definition & quantification - Effidency mechanismseg Savice
Competition

Service codting principles

Standards for agency costing & - Hnancid management, induding
information management systems —> Accounting policies
Efficiency assessment - Tressury management

- Working capitd management
Outcome definition & quartification > - Financid monitoring
Financid performance andyss

Research into needs assessment . A$etmmagement including
Research into Government rolein - TAM (DPWS)

maximisng wdfare - Human resource management
Research into budgeting modd's (Premier's)

- Straegic planning, incdluding

Savice and Resource Allocation - Risk management
Agreements (SRAAS) T

Improved Budget papers - Cogt trangparency

Improved Agency annua reports - Review of funding arrangements
Integration with SEAs reporting - Inter-agency co-operation

Other comparative agency - Effidency incentives
performance reporting

p - Strategicreporting under SRAAs
Enhanced Budget compliance reporting
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16. ADVANTAGESOF THE

FRAMEWORK VERSUS COSTS

Advantages of the Framework for key
stakeholders are:

For consumersof programs and services

Improvementsin program and service
adivery.

Improvementsin program and service
respongveness to community needs.

For taxpayers

Better vaue for money in program and
service provision.

Improvements in accountability for
taxpayers funds spent.

For Parliament

Improvements in Government
accountability.

Increased clarity and transparency of
Budget expostions.

For Executive Government (including
Cabinet)

Better information about the intended
purposes and socia impact of programs
and services, and their resource
requirements, to aid decison-making.
Development of a more Strategic
approach Government-wide to program
and sarvice planning, ddivery and
assessment.

Increased confidence in the ability of
Generd Government agenciesto deliver
programs and services consstent with the
Government’ s socid priorities and
community needs, in away which is both
efficient and effective.

For General Gover nment agencies

Better information about the intended
purposes and socid impact of programs
and services, and their resource
requirements, to aid decison-making.
Development of a clearly defined
operating framework, with improved
clarity about roles, respongbilities and
expectations, to facilitate agency
management and inter-agency co-
operation and co-ordination.

Increased managerid and financia
flexibility.

Streamlined relationships with centra
agencies (including reporting
relaionships).

Active support from central agenciesto
line agendies in fogtering continuous
management and performance
improvement.

However, implementation of individud
components of the Framework will not be
codtless, particularly for agencies.

In recognition of this, an incrementa gpproach
to implementation will alow assessment of
component costs and benefits. Components
will nat be fully implemented unlessthereis
agreement that the benefits will outweigh
costs.

The Framework will have benefits
for all stakeholders.

An incremental approach to
implementation will help ensure
that benefits outweigh
implementation costs.
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17. POLICIES, GUIDELINESAND
TOOLKITSTO BE ISSUED IN
2000-01

Key components of the Framework have
been or will beissued in 2000-01 as
described below.

Budget Outcomes and Outputs—A
Guideto Performance M anagement

An exposure draft was released in August
2000. The exposure draft was “road tested”
through ajoint pilot output and outcome
definition exercise with Treasury and three
key agencies. The results were incorporated
in aworking set of guiddinesrdeased in
October 2000.

A Revised Service and Resource
Allocation (SRAA) Timetable and
Template for the 2001-02 Budget

In conjunction with the October release of the
Performance Management Guide, arevised
timetable and template for the 2001-02
Service and Resource Allocation Agreements
(SRAAS) were issued. The 2001-02 SRAAs
will be negotiated with the rlevant agencies
as part of the 2001-02 Budget process, not
subsequent to it.

Financial Analysis Guidelines

These Guiddines will provide acommon
reference document to Treasury analysts and
agenciesto asss inthe andyssof agencies
performance and financid postion uang dl
available data. It is scheduled for rleasein
February 2001 and will immediately be
gpplied to progressive anaysis of reports
against the 2000-01 Budget.

The Guiddines will be followed by afull
review of reporting requirements and the
release of aFinancial Monitoring Policy
for the General Government Sector in

December 2001, in time to govern Budget
and financid reporting for 2001-02.

Work will continue through 2000-01 on
further development of costing principles for
agency program and service ddivery. These
principles will be used to develop standards
for agency cogting systems (to issuein 2001-
02).

Work will aso proceed in 2000-01 on other
elements of the Framework such asthe
Generd Government Accountability
Statement.

Treasury will work closdy with, and provide
support to, agencies who themselves are
introducing, or planning to introduce, their
own efficiency, effectiveness, trangparency or
accountability mechanisms.

For example, Treasury is currently liaising
with the Department of Hedlth on the
introduction of acapita charge for the Area
Hedlth Services.

Key components of the
Framework for 2000-01 include:

Budget Outcomes and Outputs
—A Guideto Performance

M anagement;

arevised Service and
Resour ce Allocation (SRAA)
timetable and template for the
2001-02 Budget;

Financial Analysis Guidelines.
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APPENDI X A - GLOSSARY

Term

Budget Committee

Cabinet

Centrd agencies

Executive Government

Fiscd drategy

Goods

Government

Government program

Line agencies

Description

The Cabinet Standing Committee on the Budget,
chaired by the Premier, which is tasked with
overseeing the development of the State’ sfisca
drategy and the formulation of the State Budget.

The primary Policy Committee of the Executive
Government, comprising al Ministers and chaired
by the Premier.

The Cabinet Office, the Premier’ s Department and
Treasury.

The “Government of the day” eected by the
people of New South Wales.

The Executive Government’ s medium-ong term
Budget plan which sets out the intended
relationship between Government program
expenditure and Government revenues.

Goods are tangible commodities provided by, or at
the behest of, Government directly to the
community. The provison of goods will often
condtitute one means of Government program
Odivery.

The Executive Government plus Government
agencies.

A st of activities undertaken by, or at the behest
of, Government in order to achieve stated
Government ams. Activities may include the
provision of goods and services, regulatory
activities, the formulation of policy advice and the
adminigration of Government grants.

Generd Government agencies other than the
Central agencies.
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Outcomes

Outputs

Output budgeting

Performance budgeting

Program and service ddivery plan

Resource dlocation

Resource management

Sarvices

Stakeholders

The impact of Government program and service
ddivery on the community.

Agency activities and/or goods and services
produced and ddlivered by an agency.

Explicit purchasing by the Executive Government
of outputsfrom program and service deivery
agenciesin order to achieve desired Government
outcomes.

Expliat funding by the Executive Government  of
program and service delivery plans developed
by program and service ddivery agenciesin order
to achieve desired Government outcomes.

A st of program and service delivery Strategies.

The process whereby the mix of Government
programs and sarvicesis determined and funding
alocated through the State Budget.

The process of trandating funding into the
resources required for program and service

ddivery and building ddivery capacity.

Services are atangible set of activities supplied by,
or a the behest of, Government directly to the
community. Service provison will often conditute
one means of Government program delivery.

Parties with a particular interest in Government
program and service ddivery. Typicdly
stakeholdersinclude Parliament, the Executive
Government, line and central agencies, users of
Government services and taxpayers.
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