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Year 1 Year 2 Year 3 Year 4 Year 5
$'000 $'000 $'000 $'000 $'000
Revenue

Where possible - specify
Expenses

Where possible - specify

Net operating result

Capital expenditure

Net lending/borrowing

Expenditure Authority

Conclusion

Rather than focus on whether a budget is right or wrong, it is more productive to focus on the
quality of the estimates. The quality of estimates can be observed in at least three ways:

1. Rigour — the extent of activity and cost drivers and detail in the assumptions made are
indicators of quality.

2. Substantiation — the extent to which assumptions can be checked or verified to reliable sources
(e.g. wages to EB agreements).

3. Transparency — the observable trail from cost driver, through assumption to dollars

Developing a Budget

3. Convert into dollars and inflate | Table showing
financial impact

# of units & $ per
unit

2. Develop assumptions in priority order

List of

1. Identify different revenues & expense activities transactions
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Introduction and
initial discussion

Financial Management
Basics

Finance as an expression
of strategy

Understand costs and revenue

— zero based budgeting Adapt to a top-down budget

(including savings)

Cash flow (or phase)

your budget Exercise control over

transactions

Monitor your performance

against budget
Adapt to budget

variations

Seek approval to change
your budget

| am more confident in my ability to
manage my budget and to work with
finance staff in my department.
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Budgeting — top-down and ground-up

Whole of government budgeting - Top-down view of budgeting

From the previous session, we can conclude that the whole of government budgeting is not only
an incremental process, it is also very much a top-down process or approach to budgeting.

Cost centre or project — ground-up budgeting

Earlier we developed a zero/activity-based budget. This started the process of ground-up
budgeting.

We will work with our zero/activity-based budget and will look at how we manage our budget
in an environment where the amount we are provided from a top-down budgeting process
differs from the budget constructed from the ground up.

Whole of Government/Department Focus is on financial
sustainability and

approaches are ‘top-down’ affordability

A process with interaction and iteration between
the two is necessary to make ends meet

Project, team and unit approach Focus is on need and the

is ‘ground-up’ resources necessary to
deliver services
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Budget management (at the cost centre level)
Managing a budget at a cost centre level involves being able to:

e Develop a zero-based budget or activity-based budget for a cost centre or project

e adapt to being issued a top-down budget, that is lower than a zero/activity-based
budget

e cash flowing the approved budget

e exercise control over transactions

e monitoring performance against budget during the year

e adapting to unfavourable variations that occur during the year

e seek approval to change our budget - developing a business case or budget bid to

influence the top-down budget.

Develop a zero-based budget or activity-based budget for my cost centre
or project
The development of a zero-based budget was covered in the previous section.

Our zero based budget

DIVISION Skilled migrant housing

All amounts in $'000 Year 1 Year 2 Year 3 Year 4 Year 5
Revenue 0 0 0 0 0
Expenses -2,239 -2,289 -2,341 -2,394 -2,449

Employee expenses -580 -591 -603 -615 -627

Supplies and services -1,535 -1,574 -1,613 -1,653 -1,695

Depreciation -100 -100 -100 -100 -100

Internal (Corporate) expenses -24 -25 -25 -26 -26

Other expenses

Net Cost of Services -2,239 -2,289 -2,341 -2,394 -2,449
Remove Depreciation 100 100 100 100 100
Add Capital expenditure 0 0 0 0 0
Net Lending/borrowing -2,139 -2,189 2,241 -2,294 -2,349
Expenditure Authority 2,139 2,189 -2,241 -2,294 -2,349
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Adapt to being issued a top-down budget, that is lower than my zero-
based budget

It will often be the case that the budget we are allocated is less than our ideal zero/activity-
based budget. This demands that we can adapt to deliver services within the budget that we
have been allocated. At this point, we revisit the activities and assumptions that we developed
as part of our zero-based budgeting exercise to examine where we need to scale back from the
zero/activity-based budget that we developed.

An example of a budget allocated to run our 20 houses is below.

Allocated budget

DIVISION: Skilled migrant housing

All amounts in $'000 Year 1 Year 2 Year 3 Year 4 Year 5
Revenue 0 0 0 0 0
Expenses -1,900 -1,943 -1,986 -2,031 -2,077
Employee expenses -480 -490 -499 -509 -520
Supplies and services -1,300 -1,333 -1,366 -1,400 -1,435
Depreciation -100 -100 -100 -100 -100
Internal (Corporate) expenses -20 -21 -21 -22 -22
Net Cost of Service -1,900 -1,943 -1,986 -2,031 -2,077
Remove  Depreciation 100 100 100 100 100
Add Capital expenditure 0 0 0 0 0
Net lending/borrowing -1,800 -1,843 -1,886 -1,931 -1,977
Expenditure Authority -1,800 -1,843 -1,886 -1,931 -1,977

The table below shows the difference between our zero-based budget and the budget allocated
to us.

Budget shortfall
Variation
DIVISION: Skilled migrant housing
Joumnal
All amounts in $'000 Year 1 Year 2 Year 3 Year 4 Year 5
Revenue 0 0 0 0 0
Expenses -339 -347 -355 -363 -372
Employee expenses -100 -101 -104 -106 -108
Supplies and services -235 -241 -247 253 -260
Depreciation 0 0 0 0 0
Internal (Corporate) expenses 4 4 -4 -4 4
Other expenses 0 0 0 0 0
Net Cost of Services -339 -347 -355 -363 -372
Remove Depreciation 0 0 0 0 0
Add Capital expenditure 0 0 0 0 0
Net Lending/borrowing -339 -347 -355 -363 -372
Expenditure Authority -339 -347 -355 -363 -372
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DISCUSSION
Discuss in small groups, what type of action you might take to adapt to this allocated budget.

List as many options as you can for adapting to the top-down budget.
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Options for revising our case study budget include:

Staffing mix — change the mix of staff to have some case managers at ASO4 and some
case managers at ASO3
Efficiencies - reduce the staffing requirement to increase the caseload per case manager
Procurement — seek to use purchasing power to get reduced prices for groceries or for
house maintenance
Nice to have vs must have — seek to identify aspects of the budget that are not
obligatory and scale them back or eliminate them
Seek alternate sources of funding/revenue — options for this include:

o Contributions from the families being resettled

o Contributions from local councils (e.g. rate relief) that benefit from having

workers resettle in their area

o Contributions from the employers that benefit from the program
Scale the program back — reduce the number of houses to fit the program within the
budget
Re-profile expenditure by delaying the start of the program — the top-down budget
reduced the program to $9.9 million over five years, a reduction of $1.8 million over
five years. We could aim to save $1.8 million by starting the program later in the first
year, reducing first-year costs down from $2.2 million to $0.4 million.
Outsource the program to a third party by seeking tenders to deliver within the financial
parameters given
Share costs with other programs operating in the regions (e.g. office accommodation or
program management)
Seek assistance from volunteers
Reduce the size of families that qualify for the program
Vacancy management - allow gaps between tenants in our houses to reduce household
expenses. This will reduce the overall number of families resettled.
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Review your business model

Another approach is to review our business model in response to the lower budget.

Focus on Inputs
Focussing on inputs will usually look at methods of cost control:

e Understand the mix of our inputs (types of costs).
e Reduce unnecessary costs — those costs that are not delivering value.
e (an we share inputs with others to share costs (e.qg. staff and space)?

e Look at how we are procuring inputs — are we getting value for money in how we buy
goods and services from the market?
e Areinputs fully utilised?

Focus on How (activity)
Our focus on activity is usually a question of efficiency. Questions that probe efficiency include:

e Are we converting inputs into outputs as efficiently as possible?

e Have we arranged our processes properly?

e |s there any evidence of waste (this may also touch on utilisation) that we can
eliminate?

e Increase utilisation — look at how we are deploying staff and assets to assess the extent
to which they are utilised. If an asset is underutilised, are we able to find ways of
increasing utilisation or should we scale back our usage to find cheaper alternatives?

e Have we benchmarked our performance with others to assess our efficiency and identify
better ways of doing things?

Our “how” includes:

e Looking at different delivery channels like online vs. face-to-face delivery or the extent
of self-service required by clients

e Opportunities to outsource work by having it performed by external providers under
contract rather than by staff.

Focus on Outputs (Products and Services)
A focus on outputs will require looking into opportunities to change the delivery of products
and services with questions like:

e Are there products or services we should scale down or eliminate?

e Are there products or services we should scale up to increase our operating surpluses?
e (Can we provide products and services to beneficiaries who will pay more?

e Are there other products and services that we can provide?
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Focus on Who is Involved

This may warrant looking at questions of the extent to which we insource or outsource different
goods and services:

e Are there other funding sources we can find (e.g. benefactors, grant providers)?
e Are there new customers/markets that we can seek out to increase revenue?
e Do we understand the margins on the work we do for different market segments?

Business Model Transformation

There will be cases where our response can be to work incrementally on each aspect of our
business model to address cost overruns or revenue shortfalls. However, the accumulated effect
of savings requirements may ultimately require us to rethink our business model.

In some cases, where market and financial pressures are great, organisations have decided to
review the entire business model to the extent that it transformed the way the business or the
industry works (e.g. UPS, online newspapers, or the music industry).

Notes

Introduction and
initial discussion

Financial Management
Basics

Finance as an expression
of strategy

Understand costs and revenue

Adapt to a top-down budget
— zero based budgeting

(including savings)

Cash flow (or phase)

your budget Exercise control over

transactions

Monitor your performance

against budget
Adapt to budget

variations

Seek approval to change
your budget

| am more confident in my ability to
manage my budget and to work with
finance staff in my department.
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Cash flowing the approved budget

Now that we have an approved budget, we will be required to estimate the timing of
expenditure. The shortcut method for this is to estimate monthly costs at 1/12th of annual
costs. However, doing this will result in monthly variance when some costs occur quarterly or
even annually.

We want to estimate cash flows well for two reasons:

1. Liquidity and viability — to ensure our organisation can plan for the cash balances and
working capital it needs throughout the year. Estimating cash flows will help identify
when the timing of revenue and expenses may be out of sync leading to working
capital being run down. This can enable the organisation to plan to defer expenses or,
if possible, bring forward revenue/funding.

2. Enable variance reporting — to ensure that we predict revenue and expenses as best as
possible so that reported variances reveal useful information. If revenue and expenses
are poorly phased, they will reduce the ability of variation reporting to reveal good
information about how our organisation is tracking.

Therefore, where possible, we should identify costs where timing is less regular than monthly
and allocate budgets for these costs to the months where the expenses are expected to be
incurred.

. Identify transactions/activities that occur:

o Each month
o quarterly

o annually

o irregularly

. breakdown the budget into these components

. ensure the breakdown matches the total budget for each line.

Getting cash flows right

Working with a client having difficulty managing the finances of a team, it became apparent
that one of the causes was poor phasing or cash-flowing of expenses.

The client, an education business, had set aside a budget for casual staff to supplement their
core teaching staff during the year. They had been allocated a budget for the casual staff.

However, the budget was phased across the year to be spent each month. Based on a
$420,000 budget for casual staff, it was estimated they would spend $35,000 per month.

Casual staff were hired in semester one March, April, May and June, and in semester two, hired
in August, September and October. That is, they were required for seven months of the year.
The spending in each of these months can be estimated at $60,000 per month.

Once the year was underway, the cash flow of $35,000 per month masked material variances in
the spending on casual staff. Actual monthly spending was $80,000.
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The chart below is an attempt to demonstrate the impact on year-to-date variance. The chart
contains three pieces of data:

1. The monthly cash flow of $35,000 per month is shown as the black line
2. Actual monthly expenditure of $80,000 per month is shown as the grey bar
3. The year-to-date variation accumulating is shown as the red bar.

100 100
50 50
0 - . 0
-50 I I I -50
-100 -100
-150 -150
-200 -200
-250 -250
1 2 3 4 5 6 7 8 9 10 11 12

Actual s YTD variance emmmBudget

As a result of the 12-month cash flow, the year-to-date variance starts positive for months one,
two and three. Only in month four did a negative year-to-date variance appear drawing some
initial attention to it but not yet triggering any concern. In month five, the year-to-date variance
triggered a review. Only then was it revealed to the corporate team that the team had hired
more casual staff than budget and contracts had been locked in for these staff until the end of
month 10.

The cash-flow approach compromised the quality of reporting and masked some poor financial
decision-making.

Cash flowing our budget will result in us producing a table that looks something like the one on
the next page.

Discussion
What are some of the factors that will determine the cash flow of our budget?

Handout — revised budget and cash flow
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All amounts in $'000 Total July August Sept Oct Nov Dec Jan Feb Mar Apr May Jun

Revenue
Intra Govt Transfers
Commonwealth Revenue
Grants & Subsidies
Fees, Fines & Penalties
Sale of Goods & Services
Interest
Internal Revenue
Other Revenue
User Fees and Charges
Total Revenue 0 0 0 0 0 0 0 0 0 0 0 0

Expenses
Employee Expenses
Supplies & Services
Depreciation
Borrowing Costs
Grants and Subsidies
Intra govt transfers
Internal Expenditure
Other Expenses
Total Expenses 0 0 0 0 0 0 0 0 0 0 0 0

Net cost of services 0 0 0 0 0 0 0 0 0 0 0 0

Remove Depreciation 0 0 0 0 0 0
Add Capital Expenditure 0 0 0 0 0 0

Net (borrowing)/lending 0 0 0 0 0 0 0 0 0 0 0 0

Expenditure Authority 0 0 0 0 0 0 0 0 0 0 0 0
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Exercise control over transactions
The primary purposes for financial controls over transactions are to achieve:

e Efficiency
e compliance with policies and procedures
e Exercising authorities (delegations).

Efficiency

Efficiency occurs when costs per output or costs per level of activity can be reduced to the lowest level
possible while maintaining reasonable standards of quality or effectiveness of the service.

Critical to efficiency in the delivery of services are:

e Cost per unit of activity
e (ost per case
e  Cost per call for call centres.

Budget owners should consider efficiency in at least two ways:

1. Buying wisely (efficiency in procurement)
2. Efficient use of resources
3. Benchmarking.

Buying wisely
Efficiency can be achieved by purchasing goods and services in ways that minimise the cost per good or
service purchased. Examples of how purchasing can contribute to efficiency include:

e Purchasing items from preferred vendors and/or established catalogues

e Undertaking purchasing on a large scale to become a volume buyer in the marketplace

e Using tender and contract processes to seek out the best cost and quality outcomes

e Managing inventories to ensure not too much or too little is being purchased (avoid panic
purchases that can tend to be more costly).

Efficient use of resources

Efficient use of resources is the day-to-day practice of avoiding waste in our use of staff time, supplies,
equipment and other consumables.

Examples:

e Don't staff to peak workloads

e Don't consistently use agency or casual staff for ongoing work

e Employ flexible staffing arrangements to manage unpredictable work

e Ensure highly paid staff are not doing work that could be done by lesser paid staff

e Monitor overtime to assess whether alternate methods (like employing casual staff) can be more
cost-effective in managing work with variable demand

e Observe the extent of waste that is occurring in your area (volumes of rubbish, unused or
expired inventory)

e Query whether more expensive items (e.g. more expensive or “brand” products) are achieving
better quality outcomes
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Benchmarking

Where possible, Budget owners should seek out benchmarking information to compare the delivery of
services. Reasonable benchmarks include the history of the service itself, comparisons with similar
services within South Australia and comparisons with similar services in other states or jurisdictions.
These benchmarks can provide a guide to what could be deemed a reasonable level of efficiency for a
particular service.

Compliance with rules and policies

As required by the Treasurer’s Instructions, each Department has finance policies and procedures that
provide very specific requirements and guidance primarily related to how the organisation accounts for
and reports its financial performance, financial position and financial transactions.

Requirements of an individual arising from compliance with Government requirements like:

e Treasurer's Instructions
e DPC Circulars.

More details on these are provided in Appendix 2.

Compliance with Authorisations (Delegations)

As a Manager, your position will have delegated to it authorities for you to act on behalf of the
Government to purchase goods and services, to enter into contracts and to authorise payments.

Authorisations (delegations) form an essential part of all financial management environments and
systems. How an organisation delegates authority is fundamental to how it controls its ability to incur
expenditure, enter contracts and make payments.

There is a range of authorities created by Government legislation and delegated to staff across health.
These include:

e Financial authorisation
e Procurement/Purchasing authorisation
e Approval to enter into contracts.

All these authorities are to be carried out within the budget targets of an organisation. Authority
delegated to a position is not authority to exceed the financial limits allocated to the Budget owner.
Each of the financial and procurement authorisations explained below is separate and cumulative.

Authorisations for Departments are usually maintained online.
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Monitoring performance against budget during the year

The next component to managing a budget is to monitor performance during the year. This means
receiving financial statements and reports that show the progress of expenditure against the budget.
Monitoring budget performance may also require us to receive information relating to activity levels that
are important to understanding our progress.

Reading financial statements

Financial statements can be very intimidating for people with a non-financial background. Confronted
by many numbers without having the more important numbers distinguished from the less important
numbers. Financial statements also contain terminology and language that is foreign which can make
reading financial statements difficult.

Distinguish two types of reading.

1. Reading for comprehension - what we do when we read text in books or reports. We read from
left to right across the page and line by line down the page to understand the meaning.

2. Reading for destination-when we read maps, we seek out specific points on the page. When
reading financial statements, we read for destinations seeking out specific numbers and
variations. If we try and read financial statements for comprehension, we risk drowning
ourselves in numbers.

The following are three steps to assist a reader of financial statements in understanding or asking
questions about financial statements.

1. Where and what is the bottom line — and what are the keys to its derivation?

This will focus on attention what the main takeaway point of the statements is. Is it showing we
are on or off target? This is a fundamental starting point for reading further. In some cases, if
the reader is satisfied that the bottom line is OK, only limited further analysis may be required.
Beware! A reasonable bottom line can mask adverse trends — see step 3. If the bottom line is not
OK, further insight into what is driving the bottom line is required.

2. Focus on the big numbers

When there are many numbers in financial statements, it can be hard to know where to look next.
When in doubt, after having found the bottom line, find the big numbers in the report. This will
ensure you are focussing on the most important financial issues, that is, those areas where the
highest revenues and expenses are incurred. This step is about prioritising where you look but
should not limit where you look.

3. Identify trends

It can be a trap to look at data for one month or one period at a time. Looking at data across
time can help identify patterns that are emerging and give you early warning on when problems
may emerge. While the bottom line may be OK, key transactions underneath it may be moving
adversely (certain expense lines growing rapidly or revenues slowing down) in a way that
suggests the bottom line may deteriorate.

These three steps are designed to get you started but may not determine where you should finish. For
variance reports, our goal is to understand the variances at the target level and then focus on large
variances that explain the ‘bottom-line’ result.
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Understanding and explaining variances

A manager with finance responsibilities is accountable not only for understanding and implementing
actions to remedy variations but also for explaining reasons for variations and related remedies to their
line manager. Our understanding, explanation and remedies for variances should be evidence-based.
Increases in expenses will arise from at least one of the following sources:

Activity

Complexity

Price/cost growth/reduction

Unbudgeted expenditure

Timing — delayed invoice or budget phasing error
Errors

SU AW =

Increases in expenses attributed to each of these categories can be supported by evidence.

Understanding, explaining and remedying variances is more straightforward if you have done “ground-
up” budgeting. Ground-up budgeting enables a budget owner to understand the cost, activity and
acuity drivers of their budget in advance.

ACTIVITY
Monitor the budget for our program using the statements below:

How are the finances of this cost centre going?
What is going well?
What is not going well?

What extra information do we need?
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Cost Centre: 999 - Skilled Migrant Housing

Salary and Wages Expenses
7150 - Salaries

7155 - Allowances

Total: Salary expenses

ONCOST EXPENSES

7201 - Annual leave

7211 - Long Service Leave
7220 - Payroll tax

7230 - Super

Total: Oncost expenses

Total for Employee Expenses

General Operating Expenses
Goods & Services

8820 - Accommodation (non govt)
8160 - Office Supplies

8XXX - Groceries and food

8XXX - Health costs

8821 - Electricity and Utilities

8XXX - Cleaning & Removalists

8401 - Vehicle hire - Fleet

8230 - Fuel and Lubricants

8822 - Maintenance breakdown

8190 - Miscellaneous expenses (personal)
Total for Supplies and Services

Depreciation
9801 - Depreciation
Total for Depreciation

Internal (Dept) Expenditure
8220 - Internal exp - Goods and Services
Total for Internal (Dept) Expenditure

Total for operating

Total for Project 9999

Annual
Budget

395,790.29
0.00
395,790.29

32,455.13
16,876.67
23,205.42
37,972.50

110,509.71

506,300.00

Annual
Budget

36,000.00
75,630.00
338,000.00
72,000.00
168,000.00
234,000.00
84,000.00
46,800.00
20,000.00
203,200.00
1,277,630.00

100,000.00
100,000.00

20,800.00
20,800.00
1,398,430.00

1,904,730.00

Managing Public Sector Budgets — Part Two

Account Balances report

Month ending September 20XX

MTD
Budget

32,530.71
0.00
32,530.71

2,667.54
1,387.12
1,907.29
3,121.03

9,082.99
41,613.70

MTD
Budget

0.00
6,302.50
32,500.00
6,000.00
36,000.00
19,500.00
14,500.00
4,500.00
0.00
19,333.33
138,635.83

8,333.33
8,333.33

1,733.33
1,733.33

148,702.50

190,316.20
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MTD
Actual

33,114.90
0.00
33,114.90

2,715.45
1,412.03
1,941.55
3,177.08

9,246.10
42,361.00

MTD
Actual

0.00
5,900.00
34,740.00
7,757.00
18,033.00
20,000.00
19,040.00
8,622.64
10,236.00
18,191.00
142,519.64

8,333.33
8,333.33

1,600.00
1,600.00
152,452.97

194,813.97

MTD
Variance

-584.19
0.00
-584.19

-47.90
-24.91
-34.25
-56.05

-163.11

-747.30

MTD
Variance

0.00
402.50
-2,240.00
-1,757.00
17,967.00
-500.00
-4,540.00
-4,122.64
-10,236.00
1,142.33
-3,883.81

0.00
0.00

133.33
133.33

-3,750.47

-4,497.77

Month ending September 20XX

YTD
Budget

99,760.84
0.00
99,760.84

8,180.47
4,253.84
5,849.04
9,5671.15

27,854.50
127,615.34

YTD
Budget

9,000.00
18,907.50
84,500.00
18,000.00
42,000.00
58,500.00
19,500.00
11,700.00

5,000.00
50,800.00

317,907.50

25,000.00
25,000.00

5,200.00
5,200.00
348,107.50

475,722.84
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YTD
Actuals

98,924.90
0.00
98,924.90

8,111.92
4,218.20
5,800.03
9,490.95

27,621.10
126,546.00

YTD
Actuals

8,925.00
18,809.00
83,701.00
20,391.00
37,456.00
58,824.80
19,040.00
21,698.64
13,675.00
51,068.00

333,588.44

24,999.99
24,999.99

4,800.00
4,800.00
363,388.43

489,934.43

YTD
Variance

835.94
0.00
835.94

68.55
35.64
49.01
80.20

233.40
1,069.34

YTD
Variance

75.00
98.50
799.00
-2,391.00
4,544.00
-324.80
460.00
-9,998.64
-8,675.00
-268.00
-15,680.94

0.01
0.01

400.00
400.00
-15,280.93

-14,211.59

Printed: date

Closing
Balance

296,865.39
0.00
296,865.39

24,343.21
12,658.47
17,405.39
28,481.55

82,888.61

379,754.00

Closing
Balance

27,075.00
56,821.00
254,299.00
51,609.00
130,544.00
175,175.20
64,960.00
25,101.36
6,325.00
152,132.00
944,041.56

75,000.01
75,000.01

16,000.00
16,000.00
1,035,041.57

1,414,795.57



Summary of monthly variances

July August September YTD Var

Variance Variance Variance F/(U)
SALARIES, WAGES AND ONCOSTS
7150 - Salaries 1,105.23 314.90 -584.19 835.94
7155 - Allowances 0.00 0.00 0.00 0.00
Total: Salary expenses 1,105.23 314.90 -584.19 835.94
ONCOST EXPENSES
7201 - Annual leave 90.63 25.82 -47.90 68.55
7211 - Long Service Leave 47.13 13.43 -24.91 35.64
7220 - Payroll tax 64.80 18.46 -34.25 49.01
7230 - Super 106.04 30.21 -56.05 80.20
Total: Oncost expenses 308.59 87.92 -163.11 233.40
TOTAL SALARIES, WAGES AND ONCOSTS 1,413.82 402.82 -747.30 1,069.34
OPERATING EXPENSES
Goods & Services
8820 - Accommodation (non govt) 0.00 75.00 0.00 75.00
8160 - Office Supplies -497.50 193.50 402.50 98.50
8XXX - Groceries and food 2,606.00 433.00 -2,240.00 799.00
8XXX - Health costs -289.00 -345.00 -1,757.00 -2,391.00
8821 - Electricity and Utilities -402.00 -13,021.00 17,967.00 4,544.00
8XXX - Cleaning & Removalists -1,203.20 1,378.40 -500.00 -324.80
8401 - Vehicle hire - Fleet 2,500.00 2,500.00 -4,540.00 460.00
8230 - Fuel and Lubricants -2,974.00 -2,902.00 -4,122.64 -9,998.64
8822 - Maintenance breakdown -2,319.00 3,880.00 -10,236.00 -8,675.00
8190 - Miscellaneous expenses (personal) -1,253.67 -156.67 1,142.33 -268.00
Total for Supplies and Services -3,832.37 -7,964.77 -3,883.81 -15,680.94
Depreciation
9801 - Depreciation 0.00 0.00 0.00 0.00
Total for Depreciation 0.00 0.00 0.00 0.00
Internal (Dept) Expenditure
8220 - Internal exp - Goods and Services 133.33 133.33 133.33 400.00
Total for Internal (Dept) Expenditure 133.33 133.33 133.33 400.00
TOTAL OPERATING EXPENSES -3,699.03 -7,831.43 -3,750.47 -15,280.94
TOTAL EXPENDITURE -2,285.21 -7,428.61 4,497.77 -14,211.60
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71113
71211
71251
71261
71271
T17110

73214
73269
73299
73284
73142
73279
73287
73192
73185
73511
76811
T77800

72119
T72110

76813
T76810

EXPENSES

SALARIES AND WAGES - PSM ACT
ANNUAL LEAVE EXPENSE

LONG SERVICE LEAVE EXPENSE
PAYROLL TAX EXPENSE
SUPERANNUATION EXPENSE
TOTAL SALARY & WAGES

OFFICE ACCOMMODATION
OFFICE SUPPLIES

FOOD AND CATERING

HEALTH AND MEDICAL EXPENSES
ELECTRICITY AND UTILITIES
REMOVAL EXPENSES

CLEANING EXPENSES

FLEET COSTS CHARGE BY FLEET SA
VEHICLE EXPENSES FUEL AND LUBE
REPAIRS AND MAINTENANCE
OTHER EXPENSES

TOTAL OTHER SUPPLIES & SERVICES

DEPRECIATION EXPENSES
TOTAL DEPRECIATION

OTHER EXPENSES - SA GOVT
TOTAL OTHER EXPENSES

TOTAL GOODS & SERVICES

TOTAL EXPENSES

Annual

e

Months

Revised Projected R / Exp ure by R Variance to

YTD Actual YTD Budgets YTD Budget Annual Annual

Sept XX Sept XX Variation Mthlyavg  Jul XX Aug XX Sep XX Oct XX Nov XX Dec XX Jan XX Feb XX Mar XX Apr XX MayXX June XX R Forecast Budget
98,925 99,761 836 395,790 32,975 32,510 33,300 33,115 33,615 32,531 33,615 33,615 30,362 33,615 32,531 33,615 32,531 394,954 836
8,112 8,180 69 32,455 2,704 2,666 2,731 2,715 2,756 2,668 2,756 2,756 2,490 2,756 2,668 2,756 2,668 32,387 69
4,218 4,254 36 16,877 1,406 1,386 1,420 1,412 1,433 1,387 1,433 1,433 1,295 1,433 1,387 1,433 1,387 16,841 36
5,800 5,849 49 23,205 1,933 1,906 1,952 1,942 1,971 1,907 1,971 1,971 1,780 1,971 1,907 1,971 1,907 23,156 49
9,491 9,571 80 37,973 3,164 3,119 3,195 3,177 3,225 3,121 3,225 3,225 2,913 3,225 3,121 3,225 3,121 37,892 80
126,546 127,615 1,069 506,300 42,182 41,587 42,598 42,361 43,001 41,614 43,001 43,001 38,839 43,001 41,614 43,001 41,614 0 505,231 1,069
8,925 9,000 75 36,000 2,975 0 8,925 0 0 9,000 0 0 9,000 0 0 9,000 0 35,925 75
18,809 18,908 99 75,630 6,270 6,800 6,109 5,900 6,303 6,303 6,303 6,303 6,303 6,303 6,303 6,303 6,303 75,532 99
83,701 84,500 799 338,000 27,900 23,394 25,567 34,740 26,000 26,000 32,500 26,000 26,000 32,500 26,000 26,000 32,500 337,201 799
20,391 18,000 (2,391) 72,000 6,797 6,289 6,345 7,757 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 74,391 (2,391)
37,456 42,000 4,544 168,000 12,485 3,402 16,021 18,033 3,000 3,000 36,000 3,000 3,000 36,000 3,000 3,000 36,000 163,456 4,544
45,884 45,500 (384) 182,000 15,295 16,423 13,762 15,699 15,167 15,167 15,167 15,167 15,167 15,167 15,167 15,167 15,167 182,384 (384)
12,941 13,000 59 52,000 4,314 4,280 4,360 4,301 4,333 4,333 4,333 4,333 4,333 4,333 4,333 4,333 4,333 51,941 59
19,040 19,500 460 84,000 6,347 0 0 19,040 2,500 2,500 2,500 32,500 2,500 14,500 2,500 2,500 2,500 83,540 460
21,699 11,700 (9,999) 46,800 7,233 6,574 6,502 8,623 7,200 7,200 9,000 7,200 7,200 9,000 7,200 7,200 9,000 91,899 (45,099)
13,675 5,000 (8,675) 20,000 4,558 2,319 1,120 10,236 0 5,000 0 0 5,000 0 0 5,000 0 28,675 (8,675)
51,068 50,800 (268) 203,200 17,023 16,987 15,890 18,191 15,733 15,733 19,333 15,733 15,733 19,333 15,733 15,733 19,333 203,468 (268)
333,588 317,908 (15,681) 1,277,630 111,196 86,468 104,601 142,520 86,236 100,236 131,136 116,236 100,236 143,136 86,236 100,236 131,136 0 1,328,411 (50,781)
25,000 25,000 0 100,000 8,333 8,333 8,333 8,333 8,333 8,333 8,333 8,333 8,333 8,333 8,333 8,333 8,333 100,000 0
25,000 25,000 0 100,000 8,333 8,333 8,333 8,333 8,333 8,333 8,333 8,333 8,333 8,333 8,333 8,333 8,333 0 100,000 0
4,800 5,200 400 20,800 1,600 1,600 1,600 1,600 1,733 1,733 1,733 1,733 1,733 1,733 1,733 1,733 1,733 20,400 400
4,800 5,200 400 20,800 1,600 1,600 1,600 1,600 1,733 1,733 1,733 1,733 1,733 1,733 1,733 1,733 1,733 0 20,400 400
363,388 348,107 (15,281) 1,398,430 121,129 96,402 114,534 152,453 96,303 110,303 141,203 126,303 110,303 153,203 96,303 110,303 141,203 0 1,448,811 (50,381)
489,934 475,723 (14,212) 1,904,730 163,311 137,989 157,132 194,814 139,303 151,916 184,203 169,303 149,142 196,203 137,916 153,303 182,816 0 1,954,042 (49,312)
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Introduction and

initial discussion Financial Management

Basics

Terminolo . .
9y Finance as an expression

of strategy

Understand costs and revenue

Adapt to a top-down budget
— zero based budgeting

(including savings)

Cash flow (or phase)

your budget Exercise control over

transactions

Monitor your performance

against budget
Adapt to budget

variations

Seek approval to change
your budget

| am more confident in my ability to
manage my budget and to work with
finance staff in my department.
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Adapting to unfavourable variations that occur during the year

It is one thing to receive financial information regarding a budget, it is another to have to do something
about it by adapting to unfavourable variations that occur during the year. This will demand that we
understand these variations in more detail.

As a result of looking at reports relating to our division/section or project, we may determine that steps
need to be taken to more carefully monitor and track revenue and expenditure. It can be difficult to
know where to start in understanding how relevant revenue and expenditure can be controlled.

Following are six steps that will help to move beyond reading financial statements to trying to do
something about the financial situation we find.

1.

Seek information on a transaction-by-transaction basis —transactions report

To do this requires information on a transaction basis. Information is available in most
organisations at the transactional level.

Identify material transactions that are driving your variances (this follows from the previous
section). Satisfy yourself that these transactions were necessary and correct. In addition, select a
small number of material transactions and satisfy yourself that the related revenue or expenses
were necessary and correct.

Distinguish controllable expenses from uncontrollable expenses. Not all expenditure or revenue
can be controlled by a cost centre or project manager. Some expenses will occur regardless of
any actions that can be taken by the manager. It is important to understand which transactions
fit into this category. You can then look at your cost centre reports from the perspective of
controllable expenses versus uncontrollable expenses.

Seek evidence and documentation to support variances in expenses. This can take the form of an
email, invoice, contract or service-level agreement. The purpose of the documentation is to
confirm the nature of the transactions and the degree of control you as a cost centre or project
manager have over the expenses. Where the expense relates to a fixed cross charge — establish
documentation over the nature of the charge, its likely amount and timing.

Project forward as to how remaining material expenses will be incurred — satisfy yourself in
advance that there will be some checks and balances in place to ensure the best value for money.

Identify actions that can be taken to manage. Examples of steps that can be taken are:
o Vary levels or quality of service
o Make policy decisions to vary the method of service
o Remove or defer discretionary expenditure
o ldentify possible sources of revenue
o Review the business model

o Alert your finance officer of your financial situation and the measures you are taking to
address it.
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There will be circumstances when expenses have increased above our budget bid due to cost blowouts,
lack of control, or additional demand imposed upon us by management or customers. How do we
handle these circumstances where we are expected to manage a budget yet all the assumptions
underlying a budget are changing?

It is at this point that the quality of our budget will either help us all hinder us. A high-quality budget
will help us. A poor quality budget will hinder us.

If we are operating to a budget that is poorly specified, that lacks rigour and that lacks transparency it
will be very difficult for us to know where remedial action can be taken when reality gets out of line with
our budget. By having a budget well specified and our assumptions clear it is easier for us to identify
the impacts that can arise from having to adjust elements of our budget down.

September Transactions report - excerpt

Amount$ Invoice # Vendor Comment
Expense Transaction
7942 - Fuel and Lubricants number of litres average price paid per litre

Fuel card number 2987 444 240 $1.85
Fuel card number 2988 302 165 $1.83
Fuel card number 2989 729 390 $1.87
Fuel card number 2990 379 212 $1.79
Fuel card number 2991 514 278 $1.85
Fuel card number 2992 377 205 $1.84
Fuel card number 2993 322 173 $1.86
Fuel card number 2994 256 140 $1.83
Fuel card number 2995 631 345 $1.83
Fuel card number 2996 223 120 $1.86
Fuel card number 2997 658 348 $1.89
Fuel card number 2998 512 277 $1.85
Fuel card number 2999 399 210 $1.90
Fuel card number 3000 302 165 $1.83
Fuel card number 3001 231 124 $1.86
Fuel card number 3002 441 245 $1.80
Fuel card number 3003 535 286 $1.87
Fuel card number 3004 748 398 $1.88
Fuel card number 3005 333 183 $1.82
Fuel card number 3006 285 150 $1.90
Vehicle services 11,920

20,543

Maintenance costs

Invoice number 254786 3,021 ACME painting Painting contractor
Invoice number 255678 2,212 ACME painting Painting contractor
Invoice 3323 1,545 Drains R us Plumber - house number 3
Invoice 3344 2,422 Drains R us Plumber - house number 3
Invoice 23231 1,036 ACME maintenance Guttering - house number 6

10,236

Recalling our budget for fuel, it assumed families would use 30 litres per week for $1.50 per litre. The
weekly usage equates to around 140 litres per month per family.

The transactions report shows variations arising from additional vehicle usage (activity), higher fuel
prices (cost pressure) and vehicle services. The latter has been costed to this line while the budget for
vehicle services is assigned to a separate budget line (an error).

Reading financial

statements 1. Bottom line & big numbers

Summarised analysis &

priorities 2. Identify key variances and trends

Examine transactional

detail 3. Understand and monitor relevant transactions
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manage my budget and to work with
finance staff in my department.
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Seek approval to change our budget

In addition to attempting to deal with either a budget that is short of our ideal or in dealing with
unfavourable variations during the year, we could aim to seek approval to increase our budget to the
level we need to deliver a viable service.

It is possible to get approval to change your budget. However, in all cases, this demands that early
warning of these circumstances is given to your agency's finance or budget section.

In cases where expenditure authority is the only target likely to be exceeded (and offset by increased
revenue - eg due to a successful grant program), an agency needs to inform Treasury and Finance of the
need to change the expenditure authority target. Where there is a legitimate case, Treasury and Finance
will facilitate approval of an adjustment to the agency budget. Such approval is typically
straightforward. Once this has been facilitated, the agency can continue with its programs in the
knowledge that it is now within revised targets.

The example above is typically undertaken at the corporate level and requires a phone call or email to
the finance or budget section of your agency who will in turn contact Treasury and Finance. In addition,
the finance sections of agencies will work with their agency colleagues to generate supporting
documentation and to draft a budget system journal to submit to Treasury and Finance to update the
budget targets.

In cases where the net operating balance and net lending targets are likely to be breached, your finance
officers need to be informed. Where a likely breach of budget targets cannot be managed internally,
Chief Executives and Ministers will make a submission to Cabinet to seek approval for an adjustment in
the key budget targets.

An important step in managing the breach of budget targets is early warning to your agency's finance or
budget section and in turn to Treasury and Finance.

Following is an example of an approval process that followed in some government agencies.
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Example of an approval process for a budget variation

Is the proposed expenditure within the current budget and forward estimates of the division?

YES NO
B Can the division reschedule expenditure within
Proceed |« YES - its current budget and forward estimates?
(subject to
. Inform
delegations)
corporate
NO — documentation to Finance required
B YES, with Can the dept reschedule expenditure within its
B CE approval current budget and forward estimates?
A
YES : : —
7'y NO — budget bid or Cabinet submission
Cabinet < CE Can the Government reschedule expenditure
approval? approved within its current budget and forward estimates?
submission — requires budget or cabinet submission
or bid (submission requires CE approval)
NO
A 4
NO > Proposed expenditure is denied

This might ultimately require that we develop a business case or budget bid to influence the whole of
government budget process.
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Complete information necessary for additional government expenditure authority
This could include completing:

e A Cabinet submission

e Abudget bid.

Cabinet submission

In some cases, bids for additional money from the Government are sought through a Cabinet
submission.

Cabinet submissions are used in circumstances where there is urgency required in response from the
government. Examples will include funding bids for disaster relief or to meet unexpected peaks in
demands for essential services.

As a rule, other bids for funding should be considered in the budget process to enable the range of bids
for funding to be considered together.

In these cases, the document used for your budget bid will be in the format of a Cabinet submission.

A template for a Cabinet submission is available on the SA Govt intranet.

The section in the submission where estimates of costs and revenue go is in the economic, financial and
budgetary implications.

In this section, it is recommended that the following table be included to ensure the financial and
budgetary implications of the initiative are transparent to the Cabinet. As outlined before, the figures to
be included in this table will relate to the increment in the existing budget, not to the total budget for
our program.

Year 1 Year 2 Year 3 Year 4 Year 5

$'000 $'000 $'000 $'000 $'000
Revenue

Expenses

Net operating result

Capital expenditure

Net lending/borrowing

Expenditure Authority
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PROFORMA BUDGET BID (based on the format used in previous years by Treasury and

Finance)

Title

Description

Financial Impacts ($'000s)

Impact on general government net operating
result

Impact on general government net lending

Impact on expenditure authority

Year 1

Year 2

Year 3

Year 4

Year 5

Ongoing

Links
State Strategic Plan link

Agency programs and objectives

Impacts on:

Legislation Required

Regional Impact

Benchmarking

Implications if Funding is not provided
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Budget Measure - Cost Pressure example
2011-12 Budget initiatives ($000s)

2010-11 2011-12 2012-13  2013-14 2014-15
Estimate Budget Estimate Estimate Estimate
Operating initiatives -3 750 -5 587 -6 499 -6 507 -4 312
Investing initiatives — — — 4000 11 000
Savings initiatives — — 1355 2769 2824
Revenue offsets 730 1500 2450 2300 —
Revenue measures — — — — —
Impact on net operating balance -3 020 -4 087 -2 694 -1 438 -1488
Impact on net lending -3 020 -4 087 -2 694 2 562 9512
Department of Education and Children's Services
Operating initiatives
Early childhood education -570 -2 351 -3191 -3116 -836
School electricity costs
Budget implications ($000)
2010-11 2011-12 2012-13 2013-14 2014-15
Estimate Budget Estimate Estimate Estimate
| Operating expenses 3180  -3236 3308 -3391  -3476|

This initiative provides an additional $3.2 million in 2010-11 (indexed) to assist schools to manage their

increased electricity costs.
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Budget Measure — Increasing Capacity Example
2015-16 Budget initiatives ($000s)

2014-15 2015-16 2016-17 2017-18 2018-19
Estimate Budget Estimate Estimate Estimate

Operating initiatives — -8 849 -14 408 -15 523 -12616
Operating savings — — — — —
Revenue measures — — — — —
Revenue offsets — — — — —
Investing initiatives — -16 000 -16 000 -18 000 —

Investing savings — — — — —
Revenue offset investing — — — — —

Asset sales o — — — —
Impact on net operating balance — -8 849 -14 408 -15523 -12 616
Impact on net lending — -24849 -30 408 -33 523 -12 616

Department for Education and Chlld Development

Children in care — -8 849 -14 408 -15523  -12616
Schools and early years facilities — -16 000 -16 000 -18 000 —

Children in care

Budget implications ($000)
2014-15 2015-16 2016-17 2017-18 2018-19
Estimate Budget Estimate Estimate Estimate
Operating expenses — -8 849 -14 408 -15523 -12616

Thus itiative provides funding for reforms to improve services and deliver better outcomes to children in state
care or at risk. The reforms are expected to reduce the annual growth of the number of children in care and
include:

«  $475000 per annum (indexed) to expand the frontline support team and increase the use of other person
guardianship orders under the Children’s Protection Act 1993. This allows a child to be under the

guardianship of a person other than the Minister, including relatives

«  S$1.1 million per annum (indexed) to implement initiatives to increase the number of foster carers. This

nitiative 1s expected to improve outcomes for children in care by transferring children from emergency or
other care accommodation into home based foster care

«  $1.0 million per annum (indexed) to implement a program to reunite adolescents currently in out-of-home
residential care with their families. This initiative will be targeted at teenagers who want to return to their
parent(s) who, with additional support provided by this program, are able to provide the appropriate level of
care

«  $2.2 million per annum (indexed) to expand the existing Positive Parenting Program (Triple P). This
program provides additional training and support to both government and non-government organisations in
order to increase parenting capacity for fanulies at risk.

| This 1nitiative also provides $31.0 nullion over four years for the projected growth in the number of children 1n
care.
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Summary of budgeting, reporting and monitoring

We have followed a process of building (budgets), exploring (financial statements) and drilling
(transactional information).

Bids, business Reading
cases & financial
submissions statements
Convert into dollars and inflate Tabular Information Bottom line and big numbers
Develop assumptions in priority order | Analytical Information Identify key variances and trends

Identify different revenues & expense activitiess [ransactional Information Understand and monitor transactions

Monitoring &

Budgeting controlling

Reflection and discussion

What has been my most important learning from this session?

Why?
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Appendix 1: SA Government hierarchy of legislation to procedure

( Establish frameworks - Low levels of
Legislation } prescription

-

4

Add greater levels of detail with increasing

Subordinate Legislation levels of prescription

o

(" Detailed with high levels of guidance and
Policies and Guidelines prescription

o

Detailed with high levels of guidance and

prescription

Procedures, Practices and
Toolkits

Legislation

Accountability for public money in South Australia is driven by the Public Finance and Audit Act. This
act dictates that all public money be received into the Consolidated Account and that the release of the
money from the Consolidated Account be approved by Parliament.

Parliament approves the release of money from the Consolidated Account annually with the approval of
the supply bill and the appropriation bill. In some cases, standing (or ongoing) appropriation from the
Consolidated Account is approved under other legislation (e.g. payments for the Auditor General and
the Commissioner of Police).

Responsibility for the Public Finance and Audit Act and the operation of the Consolidated Account
resides with the Treasurer.

The Public Finance and Audit Act allows circumstances where public money can be received directly by a
department and used by the department. The Act also makes provision for the Treasurer to establish
deposit accounts for departmental operations. The accounts receive appropriations from the
Consolidated Account.

The Administrative Arrangements Act establishes Ministers as bodies corporate (that is legal entities that
can contract). All assets and liabilities of the crown are vested in these bodies corporate. Ministers are
the legal stewards of state assets and liabilities.

In some cases, some specific legislation has been established to monitor specific industry funds.
Examples include the Botanic Gardens, the Highways Fund, and the Emergency Services Levy Fund.
However, in these cases, the management of public money must still be carried out in compliance with
the requirements of the Public Finance and Audit Act and with the financial targets established in the
budget process and approved by the Cabinet.

All the financial activities of public authorities (both controlled and administered) are
conducted through the public accounts. Only the Treasurer can approve the use of public
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monies outside the public accounts. All revenue generated from non-state sources by the use
of public sector assets and the work of public sector employees is deemed public money.

Further, any borrowing of money on behalf of the state is either undertaken by the Treasurer or by a
limited number of authorised government entities (e.g. SAFA) only with the Treasurer's approval.

Legislation relevant to our finances and our delegations

e The Public Finance and Audit Act
e The annual Appropriation Act
e Agency specific legislation.

Other relevant articles of legislation and principles include the Freedom of Information Act.

This legislation gives members of the public a legal right to request access to the majority of documents
held by Government agencies, Government Ministers, Local Councils or Universities (only a patient can
access their patient health records through FOI)

The objects of the FOI Act are:
“Consistent with the principle of the Executive Government's responsibility to Parliament—

*  Jo promote openness in government and accountability of Ministers of the Crown and other
qovernment agencies and thereby to enhance respect for the law and further the good
qovernment of the State.

*  Jo facilitate more effective participation by members of the public in the processes involved in
the making and administration of laws and policies.”
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Authorisations

Parliament (appropriation Governor (administrative
act) arrangements Act
” : : o]
Conditions/Limits 2 £ %
include: & > g 8 o As per
e 5 o gazettal
-Budget papers R g £33
: S o zg o8
-Deposit account g5 35 20
< o < O > ©

-Treasurer's
instructions (TI8)

Ministers
Policies include T18 — Minister grants a Minister grants authority
_ e : standing authority to incur for the CE to enter
Treasurer's instructions expenditure to the CE contracts on his/her behalf

- Accounting policy
framework

Chief Executives

- DPC circulars

- Cabinet directions (e.g.

carryover, savings policy) Departmental financial authorisations:

Expenditure authorisation, disposal authorisation, authority to enter contracts

Departmental officers — also see the code of conduct
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Subordinate legislation
“Subordinate legislation, also known as delegated legisiation, is law made by the executive
branch of government with the authorisation of Parliament. Subordinate
legislation includes requiations, rules, by-laws, certain policies, proclamations and notices.
These laws are made under an Act of Parliament.”

Source: www.legislation.sa.gov.au

In South Australia, the Public Finance and Audit Act s41 enables the Treasurer to issue instructions for
application across the public sector. These are known as Treasurer’s Instructions. These instructions,
while not specified in the Public Finance and Audit Act take the form of subordinate legislation.

The financial policies and practices of agencies are designed to align with the requirements of the
legislation and the Treasurer’s Instructions.

Treasurer’s Instructions

Treasurers Instruction Objective(s)
1 — Interpretation & To provide guidance on the interpretation and application of the
Application instructions

2 - Financial Management To specify certain procedures in relation to financial management,
and to require each public authority to develop, implement,
document and maintain policies, procedures, systems and internal
controls to assist Chief Executives with their financial management
responsibilities.

3 - Appropriation to require the Chief Executive of each public authority to institute
appropriate controls in respect of money appropriated by Parliament
for the public purposes of the State.

5 — Debt recovery and write | To require the Chief Executive of each public authority to ensure that
offs the authority establishes and implements policies for the
management of debt recovery that aim to recover all amounts owing
to the authority and to prescribe the circumstances under which a
debt may be written off or waived by a public authority

6 — Statutory Accounts and | To set out requirements for the establishment and operation of:

Banking (a) deposit accounts, special deposit accounts and the Consolidated

Account under the Public Finance and Audit Act 1987 (the statutory
accounts); and

(b) bank accounts and merchant facilities.

7 — Corporate Governance | To allow the Treasurer to appoint a Treasurer's representative to
attend board meetings of a designated public authority where there
is no power to appoint a representative in the specific governing
legislation of the designated public corporation; and

to prescribe the procedures to be followed in relation to public sector

employees acting as Treasurer's representatives on the boards of
designated public authorities; and

to prescribe the role and responsibilities of the Chair of the board in
relation to the Representative.
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Treasurers Instruction

Objective(s)

8 — Financial Authorisations

To establish a governance regime to apply to all public authorities
such that prior approval is required, by a person authorised pursuant
to these instructions, before the public authority can:

(a) incur expenditure through contractual arrangements, including
purchases; and

(b) enter into an agreement with the potential to lead to expenditure;
and

(c) make a payment or disbursement.

9 — Payroll deductions

To establish requirements for the making of deductions from salaries
and wages.

10 — Engagement of Legal
Practitioners

To require public authorities to seek the advice of the Crown Solicitor
before engaging a legal practitioner other than the Crown Solicitor.

To require public authorities to obtain a certificate from the Crown
Solicitor in respect of the purchase of land.

11 — Payment of Creditors’
Accounts

To prescribe the policy for the payment of creditors’ accounts by
public authorities including, where required under the Late Payment
of Government Debts (Interest) Act 2013, the payment of interest on
overdue accounts.

To require public authorities to report account payment performance
information to the Department of Treasury and Finance.

To enable public authorities to charge other public authorities’
interest on overdue accounts.

To prohibit payment for goods not received and services not
rendered.

12 — Government Purchase
Cards

To prescribe a policy for the control and use of government purchase
and stored value cards.

13 — Expenditure incurred
by Ministers and ministerial
staff

To specify requirements for the documentation of expenditure
incurred by Ministers and Ministerial Officers.

To specify a policy for the use of purchase and other credit cards by
Ministers and Ministerial Officers.

To prohibit the purchase of alcohol by Ministers and Ministerial
Officers.

14 — Ex Gratia payments

To specify the requirements for the approval of ex gratia payments
by public authorities.

15 — Grant funding

To establish appropriate accountability on the part of non-South
Australian Government entities that receive a grant(s) from an
administrative unit(s)

17 — Public Sector
initiatives

The object of these instructions is to ensure that public sector
initiatives are:

justified; and
subject to the appropriate approvals before they proceed
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18 — Procurement

To promote good governance, contract management, transparency
and record keeping by public authorities in the course of planning
and undertaking procurements which create liabilities or potential
liabilities for expenditure by public authorities; and

To promote compliance with whole-of-government procurement
policies; and

To provide for reporting to the Department of Treasury and Finance
about procurements by public authorities; and

To make Chief Executives of public authorities responsible for
procurements by the public authority and for determining public
authority-specific procurement arrangements.

19 — Budgetary Control and
Reporting

To set out the responsibility of each public authority for the discharge
of financial accountability in respect of that authority and the
maintenance of accounting and other financial records to permit the
Treasurer to comply with statutory and other reporting requirements.

20 — Guarantees and
Indemnities

To ensure the Government’s exposure to guarantees or indemnities
given by public authorities is appropriately monitored and managed.

To require each public authority to maintain a register of guarantees
and indemnities given by it.

22 — Tax Equivalent
Payments

To specify the requirements for the calculation, and manner of
payment, of tax equivalent payments.

23 — Management of
Foreign Currency
Exposures

To prescribe a policy for the appropriate management of foreign
currency exposures incurred by public authorities.

25 — Taxation Policies

To outline procedures for the preparation of Commonwealth and
State taxation returns and Commonwealth private taxation rulings.

To require certain prior approvals before a private taxation ruling is
lodged with the Australian Taxation Office or legal counsel is
engaged to pursue a taxation matter/disagreement with the
Australian Taxation Office.

28 — Financial Management
Compliance Program

To require each public authority to develop, implement, document
and maintain a robust and transparent financial management
compliance program
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If budgeted, who has the authority to contract and approve
expenditure?

For the majority of Government initiatives, the authority to enter into contracts and approve expenditure
for the budget resides with Ministers. Ministers are proclaimed as bodies corporate with the authority to
enter into contracts with suppliers and to approve the spending of government money. This authority is
then delegated to department Chief Executives to undertake this work on behalf of Ministers. The
delegations from Ministers to Chief Executives are written and specific.

Limits for these delegations are provided by Treasurer’s Instructions 8.

Section 5 of TI 8 includes:

In any dealing to which these instructions apply a Chief Executive must ensure compliance with the
public authority's enabling legislation.

No dealing to which these instructions apply may be approved unless—

1. (a) the expenditure is necessary for the conduct of the public authority, and the requirements
of the Public Finance and Audit Act 1987 and any other relevant Act or instruction have been
observed in all respects; and

2. (b) the Chief Executive has a reasonable expectation that sufficient financial resources will
be available to meet commitments as they fall due.

Section 6 of TI &: relates to Contracts and states:

Unless the public authority's enabling legislation has alternative specific arrangements that are inconsistent
with this instruction, a contract, including for the purchase of goods and services, can only be executed if
approved as follows:

Purchase or Contract consideration To be approved by

< $1 500 000 . Cabinet; or

. the Minister; or

e the Chief Executive or governing
authority; or

. an employee nominated by a Chief
Executive or governing authority; or

*  anemployee nominated by an
authorised employee pursuant to
subclause (4),

$1 500 000 to < $15 000 000 . Cabinet; or

. the Minister; or

»  the Chief Executive or governing
authority; or

*  an employee nominated by the
Minister in writing by specific
Ministerial delegation that specifies
the employee, the amount and the
nature of the contract including the
parties,

$15 000 000 and over . Cabinet; or

e the Minister acting under
subclause (2).

(2) The Minister may act under this instruction to approve a contract if the Minister has
taken into account advice from the Department of Treasury and Finance on the budget
impact, and other relevant budgetary aspects, associated with the contract.

Managing Public Sector Budgets — Part Two A 40

IPAA SA



Is it value for money — have processes been followed?

Value for money for expenditure on supplies and services is achieved through following procurement
policies and processes. Treasurer's Instruction 18 establishes arrangements for procurement in
agencies. The objects of Tl 18 are:

To promote good governance, contract management, transparency and record keeping by public
authorities in the course of planning and undertaking procurements which create liabilities or
potential liabilities for expenditure by public authorities; and

To promote compliance with whole-of-government procurement policies; and

To provide for reporting to the Department of Treasury and Finance about procurements by public
authorities, and

To make Chief Executives of public authorities responsible for procurements by the public authority
and for determining public authority-specific procurement arrangements.

Treasurer's Instructions 18, Policies and Schedules Diagram

Treasurer’s Instructions
18

Contract Management
Policy

Procurement Procurement Planning

Governance Policy Policy Sourcing Policy

Goods and Services
=l Reporting Schedule Emergency Situations
Procurement Schedule

Goods and Services
=l Unsolicited Proposals
Schedule

Supplier Complaints

Schedule

Procurement Governance Policy — is divided into 5 Parts:

Part 1: Key Procurement Principles — Value for money, creating South Australian jobs, increasing
apprentices and trainees, stimulating innovation and new business and achieving environmentally
sensitive, low-carbon, socially just outcomes

Part 2: Procurement Governance

Part 3: Public Authority Procurement Frameworks
Part 4: Procurement Activity Planning and Reporting
Part 5: Procurement Policy and Process

Each part contains key information about the across-government approach to procurement.
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Procurement and contract management processes are classified as either:

e Transactional — low-risk procurements/contracts with a value up to and including $55,000.

e Routine — generally low/medium risk procurements/contracts valued above $55,000.

e Complex — generally medium risk and higher value (valued above $550,000)
procurements/contracts.

e Strategic — generally high-value, high-risk procurements/contracts with a high complexity; but
some lower-value procurements or contracts may be strategic for reasons other than price.

The distinctions dictate procedures to be followed for each category. For example, the market approach
will align with the process outlined in the following table.

Market Approach Minimum Number
of Suppliers

Required to be
Approached

< $55,000 A minimum of one written quote will be sought. 1

>$55,000 but < A minimum of three written quotes, with at least | 3
$550,000 one quote from a South Australian business
(unless a direct or limited sourcing arrangement
(in this case, less than three suppliers) has
been approved by the authorised person).

If a public authority cannot identify three
suppliers with one being a South Australian
business to seek a quote from, the procurement
will be advertised as an open tender on SA
Tenders and Contracts for a minimum period of
14 calendar days (unless a direct or limited
sourcing arrangement has been approved by
the authorised person).

>$550,000 Open market approach will be used (unless a Open
direct or limited sourcing arrangement has been
approved by an authorised person).

Procurement Planning Policy - outlines the requirements to plan a procurement process (i.e.
acquisition strategy) on behalf of the South Australian Government (‘government’).

Policy requirements are to be applied to all procurements for goods and services, including construction
projects valued at up to $165,000.

Sourcing Policy - outlines the requirements for approaching the market to source goods and services,
including construction projects valued up to $165,000, on behalf of the South Australian Government
(‘government’).

Contract Management Policy - outlines the requirements for South Australian public authorities
(‘public authorities’) to undertake effective contract management practices to achieve value for money.
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An example of summarised procurement processes is shown in the following diagram

Procurement Process - (All figures are GST inclusive)

CONSULTANTS -
Please note the process for engaging consultants varies from the below requirements. Contact PCMS prior to ing any engag

Please note IPP requirements apply to any purchase over $55,000.

Tier1 - Purchase Submit purchase
(855K & x?i‘tlt'z:r:ug'tlg Authority order / use
under) required purchase card
Tier2 Purchase Request for Quote Purchase
(>$55K to Acquisition Plan Authority (3 written quotes Rec opmu::z:;:ﬁ on Authority Purcl'(l:aosrigrc(ier of
$550K) required minimum) required
Purchase Purchase
e 35550'( Acquisition Plan Authority ﬁ.l‘.’:"Eg:a':Et Evaluation R Purcha;et Authority Contract
(over ) required , EOl etc.) ecommendation required

Budget approvals

For a new initiative? — Treasurer’s Instruction 17
The object of these instructions is to ensure that public sector initiatives are—

(@) justified; and

(b) subject to the appropriate approvals before they proceed.

public sector initiatives means —

(@) a new plan, project or program proposed by a public authority to achieve a particular outcome; or
(b) a substantial change in an existing plan, project or program being undertaken by a public authority.

New initiatives require a justification statement. They can be approved within the agency up to a value
of $15,000,000 if the agency has (or is reasonably expected to have) sufficient financial resources
available to meet the estimated cost of the public sector initiative. For initiatives of a value above
$15,000,000, the approval of the Minister or Cabinet is required and when sought, should include
written advice from Treasury and Finance on the budget impact.
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Appendix 2: Project reporting example

Consider a project with a total budget of $16.7 million over 18 months. The expenditure profile of the

project is summarised below.

Configure

Phase Procure & system & Configure Implement Implement Implement

Plan test sites phase 1 phase 2 phase 3 Total
Duration 2 months 2 months 2 months 4 Months 4 Months 4 Months 18 months
Activity 10% 15% 15% 20% 20% 20% 100%
indicators
Expenditure 26 28 2.1 33 2.9 29 16.7
($ million)
Expenditure 16% 16% 13% 20% 18% 18% 100%

Budget (%)

We receive regular monthly reports for our project. Below is an example of a basic financial report for

our project as of month 6.

Information Technology Project - Report for Month 6
Month to date - Month 6

Budget Actual Variance
$'000 $'000 $'000
Non-labour
Materials purchase Capital 0 0 0
Third party licence fees Operating 181 150 31
Contractor support Capital 100 998 (898)
Contractor - Maintenance and support Operating 250 0 250
Sub total - Non labour 531 1,148 (617)
Labour - Project team
Technical Capital 100 101 (1)
Technical Operating 50 0 50
Adoption Capital 100 101 (1)
Adoption Operating 100 102 (2)
Data and Reporting Operating 40 30 10
Project Office Capital 50 55 (5)
Ongoing leadership and support Operating 25 25 0
Sub total Labour - Project Team 465 414 51
Project Base Cost Total 996 1,562 (566)
Risk Based Contingencies
Technical 10 0 10
Adoption 20 0 20
Sub total contingencies 30 0 30
Total Project Cost 1,026 1,562 (536)
What can we conclude from this report?
What other information do we need?
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Year to date - Month 6

Budget Actual Variance
$'000 $'000 $'000
1,277 1,301 (24)

862 750 112
2,340 3,398 (1,058)
500 0 500
4,979 5,449 (470)
550 499 51

50 0 50
593 407 186
571 407 164
140 90 50
300 315 (15)
150 146 4

2,354 1,864 490

7,333 7,313 20

55 0 55

116 0 116

171 0 171

7,505 7,313 192
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The initial report received is reasonable for an operational group or team that provides reqular and
predictable services across a year. This report may not be as useful for a project.

For our project, year-to-date variance appears reasonable but needs to be viewed considering the
progress of the project in meeting its milestones.

For projects, low variances or underspending against budget by time can be indicative of delays in the
project. The delays in the project can result in costs associated with stages being greater than
anticipated. For our project, we can track the costs by stage to see if stages are taking longer and
costing more. This reporting by stage is an important early warning system for the financials of a project
experiencing delays.

At the six-month mark, it was initially hoped that the first three stages of the project would be
completed:

1. Procure and plan
2. Configure the system and test
3. Configure sites.

However, at the end of six months, only the first two stages have been completed. The under-
expenditure on the original report is symptomatic of delays.

An additional report for us is to track expenditure by stage. Such a report is presented below.

Information Technology Project - Report for month 6 by stage

Procure and Plan Configure system and test Stages to date
Budget Actual Variance Budget Actual Variance Budget Actual Variance
$'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000
Non-labour
Materials purchase 1,277 1,301 (24) 0 0 0 1,277 1,301 (24)
Third party licence fees 163 300 (137) 341 450 (109) 504 750 (246)
Contractor support 493 1,005 (512) 1,543 2,393 (850) 2,036 3,398 (1,362)
Contractor - Maintenance and support 0 0 0 0 0 0 0 0 0
Sub total - Non labour 1,932 2,606 (674) 1,884 2,843 (959) 3,816 5,449 (1,633)
Labour - Project team
Technical 150 194 (44) 200 305 (105) 350 499 (149)
Technical 0 0 0 0 0 0 0 0 0
Adoption 193 102 91 200 305 (105) 393 407 (14)
Adoption 171 101 70 200 306 (106) 371 407 (36)
Data and Reporting 0 0 0 60 90 (30) 60 90 (30)
Project Office 100 150 (50) 100 165 (65) 200 315 (115)
Ongoing leadership and support 50 71 (21) 50 75 (25) 100 146 (46)
Sub total Labour - Project Team 664 618 46 810 1,246 (436) 1,474 1,864 (390)
Project Base Cost Total 2,597 3,224 (627) 2,694 4,089 (1,395) 5,290 7,313 (2,023)
Risk Based Contingencies
Technical 15 0 15 20 0 20 35 0 35
Adoption 36 0 36 40 0 40 76 0 76
Sub total contingencies 51 0 51 60 0 60 111 0 111
Total Project Cost 2,648 3,224 (576) 2,754 4,089 (1,335) 5,402 7,313 (1,911)

This report shows that the costs of each of the stages completed to date have been more than the
budget for each stage.

Now what is our view of how the project is going?
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Farned value management

Earned value management (EVM) is a project management methodology that integrates schedule, costs,
and scope to measure project performance.

Three core concepts to earned value analysis:

e Planned Value (PV) — is the approved budget assigned to scheduled work. It defines the
physical work that should have been accomplished at the reporting date.

e Earned Value (EV) — is a measure of work performed at the reporting date expressed in terms
of the budget approved for that work.

e Actual Cost (AC) —is the cost incurred for the work performed on an activity during the time
period up to the report date. It is the amount of money spent in accomplishing the work that
the EV measured.

The relationship between PV, EV, and AC is shown in the diagram below.

Expenses
Budget Actual
Scheduled Planned Value
Work/Activity
Performed Earned Value Actual Cost

We can apply these concepts to our project. As at the six-month point:

e The planned value for our project can be calculated from the approved project value. The
planned value (excluding contingencies) is $7.333 million.

e The earned value for our project is the budgeted cost for the first two stages. The earned value
(excluding contingencies) is $5.290 million.

e The actual cost for our project is the inception to date cost - $7.313 million.

Earned Value Variance Analysis

Based on these figures, we can undertake, some Earned value variance analysis. Two basic measures
include:

1. Schedule variance and
2. Cost Variance.

Schedule Variance (SV)
Scheduled Variance = Earned Value — Planned Value

Schedule variance is a measure of the divergence from the initial planned schedule. A negative SV
indicates that the project is behind schedule, a positive SV indicates the project is ahead of schedule and
zero means that we are exactly on schedule.

If positive — the project is ahead of schedule. If negative, the project is behind schedule.

Cost Variance (CV)
Cost Variance = Earned Value — Actual Cost
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Cost variance is a measure of the divergence from the initial planned budget. A negative CV indicates
that we are over budget for the work done to date, a positive CV indicates that we are under budget for
the work done to date and zero means that we are exactly on budget.

The table below presents this analysis for our project.

Information Technology Project - Report for month 6 by EVA

Non-labour
Materials purchase
Third party licence fees
Contractor support
Contractor - Maintenance and support
Sub total - Non labour
Labour - Project team
Technical
Technical
Adoption
Adoption
Data and Reporting
Project Office
Ongoing leadership and support
Sub total Labour - Project Team

Project Base Cost Total
Risk Based Contingencies
Technical
Adoption

Sub total contingencies

Total Project Cost

The report shows:

e aschedule variance of -28.0 % - the project is well behind schedule
e a cost variance of -35.4% - the cost to complete stages to date is higher than the budget.

Inception to date

Planned
value

1,277
862
2,340
500
4,979

550
50
593
571
140
300
150
2,354

7,333

55

116

171

7,505

Earned

value

1,277
504
2,036
0
3,816

350

0

393
371
60
200
100
1,474

5,290

35

76

111

5,402

Schedule variance

(2,043)

(20)
(40)
(60)

(2,103)

0.0%
-41.6%
-13.0%

-100.0%
-23.4%

-36.4%
-100.0%
-33.7%
-35.0%
-57.1%
-33.3%
-33.3%
-37.4%

-27.9%

-36.4%

-34.4%

-35.0%

-28.0%

Actual
value

1,301
750
3,398
0
5,449

7,313

Cost Variance

(24)
(246)
(1,362)
0
(1,633)

(149)
0
(14)
(36)
(30)
(115)
(46)
(390)

(2,023)
35
76

111

1,911)

-1.9%
-48.9%
-66.9%

-42.8%

42.6%

-3.4%
-9.7%
-50.0%
-57.5%
-46.0%
-26.4%

-38.2%

100.0%

100.0%

100.0%

-35.4%

This can occur with projects that incur delays but where staff costs cannot be reduced and as a result
have costs incurred that do not link to activity outcomes for the project.
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Earned value analysis can be presented in graphical form.

Earned value management analysis
$18,000

$16,000

$14,000

Planned value

000

$12,000

$10,000

$8,000  Time variance (-2 months)
~_ Schedule variance (-$2,043)

$6,000

Cumulative value in $

Actual value \
Cost variance (-$2,023)

Earned value

$4,000
$2,000

$0
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18

Time in months

Estimate at completion

A report that compares the approved revenue and expense budget for the project with our best updated
estimate of revenue and expenses that we think will occur once the project is completed. The
comparison between the approved budget and the revised estimate produces variances.

Our estimated cost at completion is based on:

e actual costs up to the end of the current month
e our best estimates of the cost and timing of costs for the remaining months.

An example of the estimate at completion report for our conference is shown below.

Information Technology Project - Report for month 6 by EVA

Estimate at completion

Budget Actual Variance
Non-labour $'000 $'000 $'000
Materials purchase 1,277 1,301 (24)
Third party licence fees 1,238 1,484 (246)
Contractor support 3,540 4,903 (1,362)
Contractor - Maintenance and support 3,500 3,500 0
Sub total - Non labour 9,555 11,188 (1,633)
Labour - Project team
Technical 550 699 (149)
Technical 650 650 0
Adoption 593 607 (14)
Adoption 2,971 3,007 (36)
Data and Reporting 620 650 (30)
Project Office 900 1,015 (115)
Ongoing leadership and support 450 496 (46)
Sub total Labour - Project Team 6,734 7,124 (390)
Project Base Cost Total 16,289 18,312 (2,023)
Risk Based Contingencies
Technical 55 20 35
Adoption 356 280 76
Sub total contingencies 411 300 111
Total Project Cost 16,701 18,612 (1,911)
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The estimate at completion can also be presented on a graph.

Estimate at completion
$20,000

$18,000 -

-
$16,000

$14,000 Estimate at Completion

$12,000

$10,000

$8,000

Cumulative value in $'000

$6,000

$4,000

Earned value
$2,000

Actual value
$0 + }

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
Time in months

The analysis for this project suggests that if remain months go according to the original plan, the project
will be completed two months late with an unfavourable variance of $2.0 million and without additional
funding will run out of money before the end of month 18.
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Appendix 3: Costing

Costing Definitions

Understanding costs and the ability to control the cost of operations is an integral part of good financial
management. This section will review some common definitions of costing.

Total costs = direct costs + indirect costs

Total costs = fixed costs + variable costs

Cost type
Total costs

Direct costs

Indirect costs

Full cost

Variable costs

Fixed costs

Average costs

Marginal
costs

Definition

Direct costs plus indirect costs
OR

Fixed costs plus variable costs

Costs that can be specifically attributed to
the delivery of a service/project.

Costs over and above direct costs that are
necessary to deliver the service in the long
term.

When you consider total costs and add
the cost of capital as a margin.

Costs that grow or shrink as activity grows
or shrinks.

Costs that do not grow or shrink as
activity grows or shrinks.

The cost per unit when total costs are
attributed across each unit of production.

Additional costs of providing an
additional unit of service or collecting an
additional $ of revenue.
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Circumstances for use

Where the service is long term and reliant
on related systems and databases.

Assessing sustainability over the medium
term.

Evaluating the cost of delivering material
but non-core services.

Longer term view and whole view of costs.

Assessing sustainability over the longer-
term view.

Evaluating the cost of delivering core
services.

To understand the extent of flexibility a
business has in pricing.

To understand the extent of flexibility a
business has in pricing.

Usually applied in calculating prices per
unit.
Assessing short term sustainability.

Adding a small revenue item to the
collection base.
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The environment in which the organisation operates

What we do Why we do it
Inputs Direct Qutputs Objectives Outcomes
Assets Costs Products .
Staff Services Variable Costs — coststhat vary
Goods & Services with changes in output
HOW - Direc: o Fixed Costs — coststhat do not
Processes . vary with changes in output
Technology ‘5’9_
%, Marginal Cost — the cost of the
HOW - Indirect %0/ next unit of output
Support Services Indireck @
Markedng Cosks
VALUES
Financiers Employees Suppliers Beneficiaries Funders Owners
Cost of Employee Goods & Revenue Grants & Reburn of
Capibal expenses Services from sales subsidies Capital
Who is involved
Market forces Demographic and Social Govemment and
Trends Legal
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Appendix 4 - Better Practice Techniques for Budgeting

Excerpt from the former Treasury and Finance Financial Management
Framework

There are numerous better practice techniques for effectively and efficiently budgeting for
desired outputs within a department. The information listed below is presented by technique
and rationale to aid departments in the development of their budgets.

Technique 1: Publish a comprehensive budget calendar that specifies when budget tasks are
to be completed and that identifies timelines for those tasks.

Rationale. Managers need to be aware of when key budget tasks, events, and decisions will
occur so they have an opportunity to plan and participate in the process. The preparation of a
calendar helps ensure that all aspects of the budget process have been considered and that
adequate time has been provided.

Technique 2: Prepare general policy guidelines and budget preparation instructions for each
budget cycle.

Rationale: Budget guidelines and instructions help ensure that the budget is prepared in a
manner consistent with Government policies and the desires of management and the legislative
body. Instructions are necessary so that all participants know what is expected, thereby
minimising misunderstanding and extra work.

Technique 3: Develop mechanisms and assign responsibilities to provide for overall
coordination of the preparation and review of the budget.

Rationale: The complete budget process involves many levels, departments and individuals in
a Government, as well as a number of distinct processes and disparate groups of stakeholders.
Coordination is needed to ensure that processes move forward as planned to prevent confusion
and misinformation and to ensure appropriate stakeholders are involved.

Technique 4: Develop and implement a set of procedures that facilitate the review, discussion,
modification, and adoption of a proposed budget. This review process should include a
representation from all functional areas within the department so a balanced and consensus-
building approach is used during the deliberation and evaluation of funding priorities.

Rationale. Appropriate procedures are needed to resolve conflicts, promote acceptance of the
proposed budget by stakeholders, and assist in the timely adoption of the budget.

Technique 5: Provide opportunities in the budget process for obtaining stakeholder input.

Rationale. By definition, stakeholders are affected by a Government's resource allocation plans
and service and program decisions. Stakeholders should have clearly defined opportunities to
provide input. This helps ensure that stakeholder priorities are identified and enhances
stakeholder support for the approved budget.
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Technique 6: Develop a financial planning process that assesses the long-term financial
implications of current and proposed policies. Programs, and assumptions that develop
appropriate strategies to achieve its goals. Sufficient forecasting budgeting tools should be
employed to understand the impacts of funding a service or services under varying ‘what-if'
scenarios.

Rationale.  Financial planning expands a department’s awareness of options, potential
problems, and opportunities. The long-term revenue, expenditure, and service implications of
continuing or ending existing programs or adding new programs, services, and debt can be
identified. The financial planning process helps shape decisions and permits necessary and
corrective action to be taken before problems become more severe.

Technique 7: Prepare multi-year projections of revenues and other resources.

Rationale. The projection of revenues and other resources is critical to understanding the level
of funding available for services and capital acquisition. Projections for future budget periods
help determine the likelihood that services can be sustained and highlight future financial issues
to be addressed. Preparing revenue projections also enhances a department’s understanding of
revenue sensitivity to changes in assumptions and controllable factors.

Technique 8: Maintain an in-depth understanding of major revenues.

Rationale. A large, unexpected variance in a major revenue source is usually a major problem,
but even a relatively small variance in a major revenue source can have a significant impact.
The better the ability of a department to predict these changes or at least their direction, the
less disruptive these changes will be. In addition, improved estimation of these revenues will
enhance the confidence of stakeholders in the overall revenue projection.

Technique 9: Evaluate and understand the effect of potential changes to revenue source rates
and bases.

Rationale. Changes in rates and fees of revenue sources and revenue bases may be made by a
Government for a variety of reasons (for example, to increase or decrease revenue) or may
happen outside of the control of a department and its government. Understanding the effects
of such changes, in terms of expected revenue collections or other impacts, in advance of the
changes will increase understanding about the outcome, enhance decision making and provide
a better opportunity to plan for the changes.

Technique 10: Periodically estimate the impacts and potential foregone revenue as a result of
policies that exempt from payment, provide discounts and credits, or otherwise favour particular
categories of taxpayers or service users.

Rationale. A periodic review of current or proposed exemptions and fees is necessary to verify
their desirability, their potential benefits and costs, and the extent to which they benefit certain
taxpayers or service users more than others.

Technique 11: Develop a process for achieving consensus on the forecast of revenues used to
estimate available resources for a budget.

Rationale. Developing consensus on the revenue forecast is more likely to remove the forecast
from ongoing disputes and keep the budget process on track. The process of achieving
consensus helps ensure a critical review of assumptions underlying the forecast.
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Technique 12: Prepare and maintain a revenue manual that documents revenue sources and
factors relevant to present and projected future levels of those revenues.

Rationale. The documentation of revenue sources promotes a better understanding of a
Government’s resources. Revenue documentation is also important as an administrative
function since budget operations often experience fairly frequent staff turnover.

Technique 13: Prepare multi-year projections of expenditures for each fund and for existing
and proposed new programs.

Rationale. Senior management should understand the monetary impact of budget decisions
made in ‘year 1' relative to other years to assess the sustainability of funding certain programs
within the department. In addition, the impacts of legislation on certain funding should be
recognised.

Technique 14: Evaluate revenue and expenditure options together and consider the
implications for other financial indicators before making specific choices with regard to the
proposed budget.

Rationale. Senior management should understand the financial implications of revenue and
spending options being considered, including the ability of the department to sustain programs
and services in the long run.

Technique 15: Employ an industry-recognised budgeting approach (incremental budgeting,
zero-based budgeting, or activity-based budgeting)

Rationale. There are several types of budgeting tools and techniques within the management
accounting framework. Each budgeting technique has its own unique set of advantages and
disadvantages, and each is more suited to certain circumstances than others.

Incremental Budgeting

Incremental budgeting is the most traditional style of budgeting used. However, with the
growing focus on outputs and outcomes, departments will require a broader range of budgetary
tools. Under the new arrangements, agencies will need to establish budgets and monitor
performance against such budgets, which focus on the full costs of particular outputs rather
than merely compliance with cash-based input targets (that is, Consolidated Account
appropriations).

Incremental budgeting involves the rolling over of the previous year's budget into the current
year after having made incremental adjustments to reflect changing activity levels,
responsibilities or objectives. This has the effect of embedding inefficiencies and can lead to
allocation of spending to areas where money has been spent, rather than where it should be
spent.

Given the need to adopt a more strategic approach to planning, including the assessment of
alternative service delivery options, department budgetary processes may need to incorporate
elements of budgetary tools that examine more fundamentally the activities in which an agency
engages. Such tools include zero and activity-based budgeting.
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Zero-based Budgeting

The use of zero-based budgeting disregards the precedent of the previous period’s budget and
requires all costs to be justified each period. This process involves examining the objectives of
the organisation, determining options as to how they might be achieved, and then evaluating
each option.

The benefits of such analysis are clear, and effective use of such a procedure should result in a
more efficient and effective allocation of resources. However, the costs of conducting this
process may be restrictive in some agencies.

Activity-based Budgeting (better practice)

Activity-based budgeting represents current better practice in financial management. Activity-
based budgeting is based on a premise similar to zero-based budgeting, in that all costs must
be justified each period. However, when activity-based information is available a more accurate
picture of the costs incurred by agencies’ activities can be determined. This in turn leads to
more effective management decisions. Activity-based budgeting involves:

e Identifying the major functional outputs and processes within the organisation (for
example, production, finance, marketing)

e Identifying the constituent activities that make up the major functional processes (for
example, accounts payable, accounts receivable, payroll)

e |dentifying the cost drivers and resource consumption levels for each activity
e Determining the contribution level of each activity to the organisation’s objectives; and
e Establishing performance measures to evaluate each activity against budget.

Technique 16: Use budgeting system software that contains strong analytical and functional
capabilities.

Rationale. A department’s criteria for a robust budgeting software tool should be driven by
the budgeting process requirements and the associated analysis and reporting requirements set
by the government or agency. Other evaluation criteria can be used to more fully evaluate the
many software vendors who maintain budgeting software products.

Technique 17: Develop a capital infrastructure plan that identifies its priorities and time frame
for undertaking capital projects and provides a financing plan for those projects.

Rationale. The cost of desired capital projects will sometimes substantially exceed available
funds in most departments. The development of a capital infrastructure plan provides a
framework for prioritising projects and identifying funding needs and sources.

Technique 18: Prepare and present a recommended comprehensive program and financial
plan (the “budget”) for review by stakeholders and consideration for adoption by the executive.

Rationale. A complete plan is necessary to allow stakeholders to judge how well all of the
different aspects of the plan fit together and whether there is an appropriate balance of
resources and assigned uses.
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Technique 19: Include a description of key program and financial policies, plans, and goals in
its budget documents.

Rationale. |dentification of key program and financial policies, plans, and goals assists
stakeholders in determining the appropriateness of a department’s direction and allows
stakeholders to develop their own opinions as to whether the department’s programs and
decisions conform to or are likely to achieve those policies, plans, and goals.

Technique 20: Highlight key budget issues and decisions in the deliberation process.

Rationale. |dentification of key issues and decisions focuses attention on the most critical
areas, improves the likelihood that an appropriate level of deliberation will occur regarding
decisions in these areas, supports the notion of government accountability to stakeholders, and
promotes trust.

Technique 21: Outline in the budget document the short-term and long-term financial plan of
the department.

Rationale. Stakeholders need to have the financial plan of the department clearly identified to
make the best budgetary decisions.

Technique 22: Provide the reader with budget documents referring to the operation of
programs, services and organisational structures to provide the programs.

Rationale. information concerning programs and the organisational structure supporting those
programs provides context for the proposed allocation of resources in the budget. This
information is necessary to make reasoned decisions about the use of resources and to make
clear the direction of the department’s programs.

Technique 23: Prepare a summary of both the proposed and final budget.

Rationale. Most managers do not want to take the time to read and understand the details of
a budget. A concise summary of key issues, choices, and financial trends is therefore needed to
inform and direct the reader to the appropriate location for additional information.

Technique 24: Provide clear and comprehensible budget documents and related materials to
stakeholders.

Rationale. The budget is the guide that determines the direction of the department. It is
arguably the single most important document routinely prepared by departments. To be usable,
it not only must contain the appropriate information but must also be prepared in a manner
that is clear and comprehensible.

Technique 25: Adopt a budget that meets all statutory requirements before the beginning of
the fiscal year.

Rationale. The timely adoption of a budget permits the department to proceed with
implementing programs and services that further the achievement of goals.
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Appendix 5: Financial clarity at work — The Scientists

| was asked to help a team of scientists who had been asked to deliver their services with less
money. They were part of a government department and had been given a savings target from
the Government.

There is a range of scientific services that operate across State and Federal Governments. In the
State Government examples include pathology and radiology services within the Health and
Human Services Department, Forensic sciences within the Justice Portfolio, and food, plant and
biosecurity services within the environment and primary industries sectors. In the federal
government, examples include the CSIRO, the Bureau of Meteorology and aspects of customs.

The initial reaction from the scientists was that they could not achieve their savings targets
through efficiencies. Improving their services was an ongoing task and they were continually
finding ways to deliver their services more efficiently.

They were confused by the allocation of a savings target without regard for the services they
delivered. They had not been consulted on the amount of savings or their implications. My
assistance was sought to help them work through this task. In the first instance, | made it clear
to them, that all parts of government have savings targets allocated to them. It is a reasonable
thing for the leaders of an organisation to expect ongoing improvement and efficiencies as well
as the government making decisions to reallocate money due to changing demographics or
economic realities like lower taxation income.

My first piece of advice is not to get caught up on why they had been allocated savings or the
politics of their savings target. Our goal was to achieve a line of sight between the financial
parameters of their business and the service parameters of their business so the implications of
the savings targets would be clear to them, to their department and the Government. | wanted
to understand the full cost for the delivery of their services and the relationship between these
costs, the revenues of the business and the activity of the business.

We started by viewing their business as a series of functions or services. Most businesses do
this naturally and the result of this can be seen from organisational structures.

All organisations of any size can be distilled down into two functions:

e Function One: Produces and Delivers the outputs of the business (e.g. Laboratory
services, tests, freight to deliver)
e Function Two: Supports function one (e.g. Finance, HR, ICT)

The first function incurs direct costs and the second function incurs indirect costs. The second
function is often described as an overhead. Both functions are necessary in any business.

We started by understanding the structure of their business and how the finances were
allocated across the various functions of your business. It was important to be able to have
both a historical view of their finances by function and to have a forward-looking view of their
finances by function. The second area is often not that well understood.

| wanted to develop a representation or a financial exhibit of their overall business showing the
revenues and expenses of each function.

We developed an initial financial graphic of the business that looked as follows:
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Corporate

Teamone Team Two Team three Team four ICT Exec/Finance/HR Total
Labour X X X X X X > Labour
Goods procured X X X X X X > Goods
Services procured X X X X X X > Services

Total Costs of Running

Sub total expenses X! X2 x3 x ICT EFH .
the business

The graphic showed the total expenses for the business as the sum of the expenses across each
team (from left to right) and the sum of expenses across the different categories of expenses
(from top to bottom).

The scientists had structured their business and their finances in this way and we were able to
construct this above table quite easily.

To get a better line of sight, we needed to understand the full cost of delivering the services
from each of the teams. To do this, we need to allocate or attribute the corporate costs across
each of the teams. Attributing ICT expenses can be done by identifying the ICT requirement of
each team (number of computers, machines or data usage from each team). Other corporate
costs are often attributed to teams based on the number of FTEs in each team as a % of the
total of the four service delivery teams. | wanted to develop a second financial exhibit that
looked like that below.

Corporate
Teamone Team Two Team three Team four ICT Exec/Finance/HR Total
Labour X X X X X X > Labour
Goods procured X X X X X X > Goods
Services procured X X X X X X > Services
Sub total expenses X! X2 X3 x* ICT EFH T?tal IS c.nf
Running the business
ICT allocated ICT -ICT 0
Exec/Finance/HR allocatec EFH EFH EFH EFH -EFH 0
Total attributed expenses % \a \& v4 0 0 Uil Belis o

Running the business

We now had a display of the total expenses associated with each team in the business.

My next request for an improved line of sight was to include some measures of activity or
output for each of the teams. For the scientists, the measures of activity could have included:

e The number of tests performed
e reports produced

e cases managed

e investigations conducted.

The scientists did have measures of their activity, although they were nervous about how well
these captured some of the subtleties of their work. For instance, those who performed tests
would comment that they had simple tests and more complex tests. They should not be counted
as the same. We could address this by establishing the concept of a standard test and then
estimating that complex tests were the equivalent of three standard tests. Now we could
combine the different tests into one meaningful measure of the number of standard tests
performed. This activity data can be included in our graphic and can be used to calculate an
average cost per item. This is shown in the graphic over the page.
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Corporate

Teamone Team Two Team three Team four ICT Exec/Finance/HR Total
Labour X X X X X > Labour
Goods procured X X X X X > Goods
Services procured X X X X X > Services
Sub total expenses X! NG X3 x ICT EFH Utz (s (_)f e
the business
ICT allocated ICT ICT 0
Exec/Finance/HR allocated EFH EFH EFH EFH EFH 0
Total attributed expenses \% Y? & \a 0 0 el ezl ?f et
the business

Activity Measures

Tests performed z'

Cases Managed z?

Reports produced z

Investigations conducted z*
Average cost ($) per

Tests performed =Y'/Z'

Cases Managed =Y/

Reports produced =3/

Investigations conducted =v4/z

We are now establishing a line of sight between the expenses of the business and the activity of
the business. With this line of sight, the scientists were now able to demonstrate the impact of
the budget savings on their activity levels. A reduction in the budget for team one will translate
into that team performing fewer tests or managing fewer cases which will likely impact the
waiting time for tests or cases.

Another benefit of this line of sight is that the scientists have developed parameters for their
business that can be benchmarked. As a minimum, they can benchmark their current and
future performance against their past performance. They can also benchmark their performance
against that of other enterprises to find and identify opportunities for improvement or to
identify where they have achieved high standards of efficiency or effectiveness. The main
benefit of external benchmarking is that it acts as a trigger to evaluate performance and to find
ways to improve, from the examples of comparable businesses.

The scientists modelled these impacts and provided a submission back to the Government to
demonstrate the impact of the budget reductions. They modelled the impact on the number of
tests performed and estimated the increased waiting times arising from the reduced activity.
There are functions of government where the speed and waiting times for scientific tests will
impact other services. Examples will include the speed of pathology tests in moving patients
through hospitals, and DNA tests in progressing police investigations and court trials.

An example of the outcome of this work is provided in the following graphic.
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Corporate

Teamone Team Two Team three Team four ICT Exec/Finance/HR Total
$'000 $'000 $'000 $'000 $'000 $'000 $'000
Labour 300 400 350 500 100 300 1,950
Goods procured 400 200 300 200 300 100 1,500
Services procured 500 100 500 300 200 300 1,900
Sub total expenses 1,200 700 1,150 1,0 600 700 5,350
ICT allocated 116 -600 0
Exec/Finance/HR allocated 135 181 158 226 -700 0
Total attributed expenses 1,452 1,035 1,444 1,419 0 0 5,350
Activity Measures
Tests performed 751
Cases Managed 94
Reports produced 143
Investigations conducted 66
Average cost ($) per
Tests performed 1,933
Cases Managed 11,016
Reports produced 10,095
Investigations conducted 21,505
Impact of $100,000 reduction 52 9 10 5
less tests less cases less reports  less investigations
Est increase in waiting time 2 days 1 week 1 week 2 weeks

This final graphic provides a line of sight between expenses and their relationship with activity
and their relationship with a performance indicator like waiting times.

In the case of the scientists, the Government received their submission and feedback from other
agencies was such that they wanted to avoid the impact of increased waiting times in one of
the services. The increase in waiting times in other services was not ideal but deemed tolerable.

The Government then reinstated some of the savings requirements, seeking to quarantine some
key functions from the impact of savings.

The example shows the value of having a line of sight between finances, activity and outcomes
and increases the financial clarity for the business. The example also shows business model
clarity and financial clarity at work. In this case, the financial clarity served as a defence against
budget cuts for one team in the business. For other teams in the business, the financial clarity
serves to help manage expectations about service levels, demonstrating that the savings would
impact on service volumes and waiting times.

Conclusion

Financial Clarity is a keystone requirement of public administration. It enables internal
management and decision making and it enables external decision making with respect to
funding and expectations.

Be prepared to answer two questions:

1. Do I know what resources | need to do what is expected of me?
2. Do I know what | can deliver with the resources | have been provided?
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