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Learning objectives:

e Introduction to financial management basics

e Understand functions and types of budgets

e Understand government budgeting processes

e Get practical insight into managing and controlling budgets.

Self-evaluation
My proficiency in managing budgets and financial plans is:

1 2 3 4 5 6 7 8 9 10

|
Low High

List of what | need to know to move up one point on this scale.

These course notes are designed to support the presentation of information in the module. They
are based on the knowledge and experience of Mark Priadko. These notes are not designed to
present comprehensive documentation of the nature of financial management or public sector
finances. References are provided for those who wish to investigate matters in more detail.
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Introduction and

initial discussion Organising principles of

finance

Public Finance — the

system we are part of 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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Case Study

Several parts of government are involved in temporary or transitional housing programs.
Examples include housing for staff, housing for children in care, housing to assist with hospital
discharges, and housing to support workers in regional areas. We will consider managing a
budget for such a program.

If we were to run a transitional housing program, what are some inputs we would need?

What are some choices that could be made about how we acquire or procure these inputs?

What would be some key cost drivers and parameters that we need to establish in order to
develop a budget?

What are some examples of the outputs of such a program?
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Introduction
It is my view that there are five components to good financial management:

1. Establishing the financial bottom line(s) (financial targets)

Do you know where you are? (reporting)

Are you confident in your future viability? (estimating & projecting)
Are decisions rigorous and transparent? (budget bidding & allocation)

AR

Do you have adequate control over transactions? (control & assurance)

What is your financial bottom line(s)?
Establishing financial targets

Do you have
assurance that
transactions and
records are right?
Good financial
controls

Do you know
where your
finances are now?
Good financial
reporting

Controlling it Knowing it

Are the financial
implications of
decisions rigorous and
transparent? Good
budget allocation &
bids/business cases

Are you confident
in your financial
future? Good
projecting and
estimating

Funding it Planning it

The basics apply to any household, business or government. While they sound basic, it cannot be
presumed that all are done well.

Very often there is an emphasis on the reporting, control and planning (budgeting) components.
However, the establishment of appropriate financial targets and transparency in decisions, if not
done well, will undermine the benefits of doing the other components well.

The quality of financial management will be related to how well each of the five steps is carried
out.
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The accounting process (transactions to reporting)

The accounting process is a series of activities that begins with a transaction and ends with the
production of reports and the closing of the books at the end of the accounting period.

= -~

Do you have Do you know
assurance that where your
transactions and finances are now?
records are right? Good financial
Good financial reporting
controls

Controlling it Knowing it
Money

Budget process

The budget process is the process through which organisations establish their budget and
forward estimates for both the entire organisation and for the project and units within it.

Targeting it

=]

Funding it

El

Are the financial
implications of
decisions rigorous and

=]

Are you confident

Planning it
in your financial

transparent? Good futl_Jre?_ Good
budget allocation & pro;e_ctmg_; and
bids/business cases estimating

The budget process is a process that establishes the parameters of financial sustainability for the
year(s) ahead and involves bringing together projections and forecasts from across the business.
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Transaction processes

Transactions are everyday events where goods and services are purchased, change hands and are paid for.

There is a range of transactions that occur within businesses. Hiring and paying staff, purchasing goods and services, purchasing and constructing

assets, selling goods and services and making goods.
Transactions can be shown to follow a cycle. Examples are presented in the diagram below.

Goods &
o . Post to
. Requistion/ services Related Approve
Transaction types . . General Pay/Bank Examples Comments
Order change information payment
Ledger
hands
. Hire person - timesheets/ File generated Download from GL file to Ocecurs in the payroll
Salaries and Wages recognise in e
flexitime from payroll Payroll Company bank system
payroll system
delivery of by approved . .
Approval to ; - object coding . . .
. equipment or  Invoicing linked delegate ) ) ) Purchasing equipment, Occurs in asset
Assets proceed with a ) . ) . included in GL file to bank . .
. construction  with milestones  different from P buildings register
project . e specification
milestones certifier
Invoice by approved
) Stapdlng orders, specifying goods delegate lobject coding Cheque or GL Cleaning contrac_ts, major Oceurs in purchasing
Goods and services major contracts, and services . included on the . consultancies,
o different from L file to bank . . system
purchase orders certified and e invoice accommodation, stationery
certifier
coded
Often includes Certified by card Transactions Payment to Travel purchases, special
Good and services (with credit cards) payment on credit Y By delegate  allocated to GL bank for credit P »SP
holder . goods
card) codes card bill
. approved Customer pays remittance
invoice created : ) based on .
order from . by cash, credit advices needed . Occurs in sales or
Sales of goods by the provider - remittance  sale of goods, components etc
customer card, cheque or to accompany ) debtors ledger
GL codes advice
EFT payments
entered
. . approved Customer pays remittance
timesheets  invoice created ; - based on .
. order from . . by cash, credit advices needed . . Occurs in sales or
Sales of services and billable by the provider - remittance evenue for consultancy service
customer card, cheque or to accompany ) debtors ledger
hours GL codes advice
entered EFT payments
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Commonly listed inputs or ingredients to a business include:

o Staff

e Property and plant like - Office accommodation
Training for staff

Office supplies

Vehicles

Specialist contractors

Professional services (e.g. legal)

e Equipment — computers, printers

e Software and applications

e Consumables.

Choices for how we acquire or procure these inputs

e Own vs lease — we could choose to own buildings or vehicles or we could choose to lease
them.

e Operate vs commission — we could choose to deliver services or operate a facility
ourselves or we could choose to commission others to deliver the services.

o Staff vs contract — we could choose to directly employ staff to deliver services or we could
choose to contract with others to provide the services when we need them.

These choices will define our business model.
Each of these choices has implications for how we account for what we do.

Outputs are what we deliver to clients and on behalf of the government. Outputs are what the
government purchases when it provides budget funding.

The nature of outputs is scope-defining. For our program, our outputs could be:

e The provision of the housing. The extent of resourcing that we need will depend on what
is needed to manage and maintain the houses.

e The provision of housing and the provision of case management services to residents.
This could increase the scope of staffing to include case managers

e The provision of housing and care services to residents (e.g. nursing, social work). The
extent of staffing will increase and will now depend on the intensity of care required for
the residents. Intensity of care/support is a key factor in determining funding in
hospitals, aged care, child protection, prisons and education.

We will revisit this example throughout the day to see what is needed to manage the budget for
this work.

The management of a budget depends on the context in which it occurs.
Three matters of context relevant to our ability to manage a budget:

1. Understanding how finances are organised — organising principles of financial
management (how we account for what we do)

2. System context - The financial system you are part of (the design of public finances)

3. Business context - The business model chosen to deliver your services
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Introduction and

initial discussion Organising principles of

finance

Public Finance — the

system we are part of Finance as an expression

of strategy

Adapt to a top-down budget
(including savings)

Understand costs and revenue
— zero-based budgeting

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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Organising principles of finance (how we account for what we do)

Financial information is created through the recording of business transactions. A transaction is
an agreement between two parties (a buyer and a seller) to exchange goods or services.
Organisations capture and record each and every financial transaction they undertake.
Transactions may be for sales, purchasing or assets with each transaction assigned coding to
distinguish between the types of financial information being recorded.

Transactions are recorded by entering the data into a ledger, which acts as a central database for
an organisation. For financial reporting, the General Ledger becomes a primary source of the
truth. The general ledger represents census data of every transaction that occurs in an entity and
is subject to audit each year.

Transactions are recorded in financial systems or databases. In some cases, each type of
transaction is recorded in its own system (e.g. payroll, asset register, purchasing, or sales ledger).
Data is then transferred from these systems into a central ledger, known as the general ledger.
In some organisations, one integrated system is used to capture all this data. These systems are
known as enterprise resource platform (ERP) systems. Examples of ERP systems are SAP,
PeopleSoft, Oracle, and Masterpiece.

The accounts are the sum of all transactions for a business. Transactions occur in a range of
systems and are consolidated together for the whole business in the general ledger.

Revenue systems
Sales & debtors

Purchasing systems

(e.g. Basware)

Purchases, accounts payable l

General ledger
Payroll/HR systems (Masterpiece/Oracle)
(e.g. Chris 21 & workforce central) _/

Salaries and leave o/s

Asset register Budget management & reporting system

Values, depreciation, WIP Budget inputs & variation to budget reporting

The reporting process requires that the reporting period is closed in each of these source systems
and in the general ledger putting an end to transactions for that period.

Transactions are recorded with codes — cost centre codes and account codes. These codes make
up what is known as the chart of accounts. All transactions are organised using a chart of
accounts.

Managing Public Sector Budgets A 11
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Charts of accounts are typically arranged into the following account types:

e Asset accounts — something you own, e.g. bank account, investment account, accounts
receivable (revenue owned), motor vehicle, etc.

e Liability accounts — something you owe, e.g. accounts payable, loans, etc.

e Equity accounts — the net worth or value of an organisation to its owners

e Revenue accounts — income you expect to receive for providing a service or item.
Examples include sales, fees and charges, hire of facilities, grants received.

e Expense accounts — payments you make for purchases or services received. Examples
include employee expenses, office supplies, consumables, repairs and maintenance, and
utilities.

The table below is an example of a summary chart of accounts

Account # Type Account # Sub Account Mame Account # Sub Account Mame
Balance Sheet

1000 Assets 1100 Current Assets 1110 Cash at Bank

1140 Debtors
1150 Stock on hand
1200 Mom- Current Assels 1210 Furniture and Fittings
1220 Office Eqguipment
1230 Company Car
2000 Liabilities 2100 Current Liabilities 2110 Bank Owverdraft

2120
2130 GST payable
2140 PAYE tax payable
2200 Mon- Current Liabilities 2210 Company Car Loan
2220 Equipment Loan
2230 Long Term Loan
3000 Equity 3110 Owners Capital
3220 Retained Eamings
3300 Current Profit
Profit and Loss

4000 Revenus 4100 Product sales

4210 Donations
5000 Costof Goods Sold 5100 Product purchasss
G000 Expenses G100 6110 Rant

6200 6210 Advertising
6220 Fraeight

The account codes enable the preparation of financial reports :

e Operating statement — shows the values of revenues and expenses. Also referred to as
the statement of financial performance and the profit and loss statement.

e Balance sheet — shows the values of assets, liabilities and equity. Also referred to as the
statement of financial position.

These account codes are one element of the chart of accounts. Other elements include:

e Entity code

o (Cost Centre code
e Activity code

e Fund code

e Product type code
o |dentifier code.

The use of these codes enables transactions to be arranged and reported in different ways.

This combination of codes enables operating statements to also be produced for each team or
division within an organisation.
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The accounts used in finances form the basis for the reporting of financial information, where:

e The values of Assets, liabilities and equity are presented in a balance sheet (statement of financial position)
e The values of revenues and expenses are presented in a profit and loss (or operating) statement (statement of financial performance)

FINANCIAL POSITION FINANCIAL PERFORMANCE

Assets: Revenue:

Cash Taxes

Investments Grants

Property Sales of Good & Services
less Liabilities: less Expenses:

Loans Salaries

Provisions

Supplies & Services

Accounts payable Facilities and Utilities

equals Net worth equals Net cost of services

Financial position is improved or deteriorated depending on financial performance. Poor financial performance (expenses greater than revenue) will
result in a deterioration of financial position. Good financial performance (revenue greater than expenses) will result in an improvement in financial
position.

Managing Public Sector Budgets A 13
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Operations

Cost Cost Cost Cost

Employee entitlements X X X X X
Plant, equipment and facilities X X X X X
Contracting and consulting X X X X X
Supplies and Services X X X X X
Operating expenditure x! x? x3 x4 X"
Revenue Y Y? \& \& \4
Net Operating Result Y1-X1 Y2-X2 Y3-X3 Y4-X4 Yn-Xn

Corporate Support

Procurement

Corp & Contract
Centre 1 Centre2 Centre 3 Centre 4 other CCs Governance Management

X X X X

CG

CG

X X X X

PCM

PCM

Legislation
Corporate &
Finance Delegation Total

X X > Labour

X X > Operating expenses

X X > Operating expenses

X X > Operating expenses
Total Costs of

F L&D

c & Running the business
> Revenue

cF L&D Total net operating

result

Examples of financial statements for a government department are provided below.

South Australia Police
Statement of Comprehensive Income
for the year ended 30 June 2022

Income

Appropriation

Fees and charges

Commonwealth-sourced grants and funding

Resources received free of charge

Net gain from the disposal of non-current and other assets
SA Government grants, subsidies and transfers

Other income

Total income

Expenses

Employee benefits expenses
Supplies and services

Depreciation and amortisation
Write down of non-current assets
Payments to Consolidated Account
Borrowing Costs

Total expenses

Net result

Total comprehensive result

Managing Public Sector Budgets

2022 2021
Note $'000 $'000
21 971 647 943 140
2.2 30028 26470
23 2882 2 689
24 4659 4515
25 6025 1147
2.6 84619 81058
20 6073 5 693
1105933 1064612
3.3 783 808 801 265
4.1 193 182 185 701
4.2 44 605 44 281
1609 306
2.5 13 945 -
1265 1184
1038 414 1032737
67 519 31 875
67 519 31 875
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4.1. Supplies and services

2022 2021

$'000 $'000
Accommodation 31 369 35983
Communication and computing 36 389 37 253
Administration * 24 124 23210
Motor vehicle related 18 745 17 530
Employee programs & housing subsidies 13 432 11548
Temporary agency staff 9 541 10411
Cleaning 5549 6 304
Minor equipment 5604 6 229
CTP Regulator funded Road Safety Campaigns 6685 5695
Utilities 4901 4 825
Shared Services SA 3762 3 806
Aviation costs 6333 4087
SES CFS resources 2403 3 100
Insurance 2137 1916
Uniforms 8 636 2225
Legal costs 2 004 1692
Collection costs 834 807
Consultants 172 182
Short term leases = 366
Variable lease payments 1064 734
Other 9498 7 898
Total supplies and services 193 182 185 701

Accommodation

SAPOL's accommodation is managed by SAPOL and also is provided by the Department for Infrastructure and
Transport (DIT) under Memoranda of Administrative Arrangements (MoAAs) issued in accordance with Govemment-
wide accommodation policies. These arrangements do not meet the definition of a lease and are accordingly expensed.
Information about accommodation incentives relating to this arrangement is shown in note 7.4.

Insurance

SAPOL is a participant in the SA Government's Insurance Program, SAPOL pays an insurance premium through South
Australian Government Financing Authority (SAFA). SAPOL is responsible for the payment of claim amounts up to an
agreed amount (the deductible). SAFA provides the balance of the funding for claims in excess of the deductible.

COVID-19
Various categories of supplies and services due to COVID-19 is $ 27.8 million (2021: $29.8 million).

Administration

* Administration includes Audit fees paid/payable to the Auditor-General's Department (AGD) relating to work performed
under the Public Finance and Audit Act 1987. The audit fees in 2021-22 were $0.390 million (2021: $0.365 million). No
other services were provided by the Auditor-General's Department.

Managing Public Sector Budgets A 15
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South Australia Police
Statement of Financial Position
as at 30 June 2022

2022 2021

Note $'000 $'000
Current assets
Cash and cash equivalents 6.1 246 665 214 121
Receivables 6.2 14 242 16120
Inventories 197 237
Non-current assets classified as held for sale 55 500 11714
Total current assets 261604 242192
Non-current assets
Receivables 6.2 4216 4134
Property, plant and equipment 5.1 384 330 392 698
Intangible assets 5.4 24781 30 744
Total non-current assets 413 327 427 576
Total assets 674 931 669 768
Current liabilities
Payables : 74 36 270 44 327
Employee benefits 3.4 76 611 77 047
Provisions 7.3 21041 20 844
Lease liabilities 7.2 13018 12 919
Other liabilities 7.4 4 475 4913
Total current fiabilities 151 415 160 050
Non-current liabilities
Payables 74 20736 23767
Employee benefits 3.4 165 217 206 888
Provisions 73 144 509 145 203
L ease liabilities 7.2 62 349 66 332
Other liabilities 7.4 2 837 2 939
Total non-current liabilities 395 648 445 129
Total liabitities 547 063 605 179
Net assets 127 868 64 589
Equity
Retained earnings (98 870) (162 148)
Asset revaluation surplus 8.1 141518 141 517
Contributed capital 85 220 85 220
Total equity 127 868 64 589

The accompanying notes form part of these financial statements. The total equity is attributable to the SA Government as
owner.

These statements tell the financial story of an organisation.
The statements above form what are known as external or statutory reports.

Another form of reporting produced to tell the financial story of an organisation are
management reports or internal reports.

Managing Public Sector Budgets A 16

IPAA 5A



Reporting - Management Accounting vs Financial Accounting

Financial Accounting & External (Statutory) Reporting

Accountability results in the production of financial statements, primarily for those interested
parties who are external to the business. This function is called financial accounting.

Financial Accounting is largely focused on producing external or statutory reports.
Statutory Reports are:

e Published in annual reports that are submitted to ASIC, provided to shareholders or
tabled in Parliament.

e They are produced for external consumption according to accounting standards

e They are subject to external audit by an independent auditor (e.g. the Auditor-
General for Government departments)

Management Accounting and Internal (Management) Reporting

As managers, we are mostly concerned with the following processes, which are not only
financial but the development and use of which require managerial expertise and
judgement:

e Planning: establishing goals and strategies to achieve those goals (the business
plan)

e Decision-making: using financial information to make decisions consistent with those
goals and strategies

e (ontrol: using financial information to maintain performance as close as possible to
the plan, or using the information to modify the plan itself

Managers need both financial and non-financial information to develop and implement
strategy by planning for the future; making decisions about products and services; and
ensuring that plans are put into action and are achieved through requisite control. These
three functions are collectively called management accounting which produces
management reports.

Management Reports are:

e Usually produced monthly and are provided to cost centre and division managers

e They are produced for internal consumption to track performance against targets
(usually against budget) hence they tend to focus more on revenue and expenses

o They are tailored depending on the type of organisation and the needs of its
decision-makers

Management reports are usually based on the operating statements but will include
information about variances from budget. Management reports look different across
different organisations.

Below is the layout of a monthly financial report for a section/division from Oracle.
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Business Unit & Description
Project Description (Al

Values
FYVar %FY

. P o ActYTD Bud YTD VarYTD VarYTD% FYForecast FYBudget FY Var o
Project & Description Account Type Account & Description %  Spent

Salaries and OnCosts 80082 - Public Servants
80301 - Payroll Tax
80401 - Annual Leave
80501 - LSL Expense (other than Revaluation of Present Value of LSL)
80601 - Workcover Premium
80901 - Employer Super Contr-Govt

l OnCosts Total -
Other Expenses 8XXXX - Accommodation (non govt)
8XXXX - Office Supplies
8XXXX - Groceries and food
8XXXX - Health costs
8XXXX - Electricity and Utilities
8XXXX - Cleaning & Removalists
8XXXX - Vehicle hire - Fleet
8XXXX - Fuel and Lubricants
8XXXX - Maintenance breakdown

8XXXX - Miscellaneous expenses (personal)

Other Expenses Total

Other examples of management reports are provided over the page.

Object Praj TYPE Description CMActual 5 CMBudgets CMVariance YTD Actual 3 YTDBudget$ YTDVariance$ FYBudget$ Comments
7111 Salaries, Wagesand Oncosts  SALARIES AND WAGES - PSM ACT 33,115 32,531 [584) 98,925 99,761 836 395790 =
7134 Salaries, Wagesand Oncosts  ANNUAL LEAVE EXPENSE 2,715 2,668 [48) 8,112 8,180 59 32,455 =——
7133 Salaries, Wagesand Oncosts  LONG SERVICE LEAVE EXPENSE 1,412 1,387 [25) 4,218 4,254 36 16,877 =
7142 Salaries, Wagesand Oncosts  PAYROLL TAX EXPENSE 1,942 1,907 [34) 5,800 5,849 49 23,205  =——
7141 Salaries, Wagesand Oncosts  SUPERANNUATION EXPENSE 3177 3,121 (s6) 9,491 9,571 80 37973 ——
73X Goods & Services OFFICE ACCOMMODATION 0 0 0 8,925 9,000 75 36,000 =——
73xX Goods & Services OFFICESUPPLIES 5,900 5,303 403 18,809 18,508 93 75,630 =
FELES Goods & Services FOOD AND CATERING 34,740 32,500 (2,240) 83,701 84,500 799 33g,000 =
73x% Goods & Services HEALTH AND MEDICAL EXPENSES 7,757 5,000 (1,757) 20,391 18,000 (2,391) 72,000 m—
73X Goods & Services ELECTRICITY AND UTILITIES 18,033 36,000 17,967 37,456 42,000 4,544 168,000 =
73xX Goods & Services REMOWVAL EXPENSES 15,693 15,167 [532) 45,884 45,500 [384) 182,000 s
FELES Goods & Services CLEAMING EXP ENSES 4,301 4,333 3z 12,941 13,000 59 52,000 =
73x% Goods & Services FLEET COSTS CHARGE BY FLEETSA 19,040 14,500 (4,540) 19,040 19,500 460 84,000 =
73X Goods & Services WVEHICLE EXPENSES FUEL 8,623 4,500 (4,123) 21,699 11,700 9,999) 46,800 | s
73xX Goods & Services REPAIRS AND MAINTENANCE 10,236 0 [10,236) 13,675 5,000 [B,675) 20,000 me—
FELES Goods & Services OTHER EXPENSES 18,191 19,333 1,142 51,068 50,800 [268) 203,200 s—
TEXX Depreciation DEPRECIATION EXPENSES 8,333 8,333 0 25,000 25,000 0 100,000 =——
75X Goods & Services OTHER EXPENSES - SA GOVT 1,600 1,733 133 4,800 5,200 400 20,800 =——
194,814 190,316 (4,498) 489,934 475,723 (14,212) 1,908,730 =
Fiscal Year 2025 Month P3 - Septembar
Divisian TRANSITIONAL HOUSING
Gost Centre oo
MTD YTD Full Year Budget
Budget MTD Amount  Actual MTD Amount Varlance MTD Budget YTD Amount  Actual YTD Amount Varlance YTD Budget revised  Budget original Varlance
Met Cost of Services (NCDS) $180,004 $147,040 (6,778) $361,488 $373,899 (s12,411) $1537,163  §1,498,952 (538,211)
Expense $180,004 $147,040 (6,778) $361,488 $373,899 (s12,411) $1537,163  §1,498,952 (538,211)
Employes Expenses $39,741 $39,992 (5251) $121,874 $122,589 (5715) $484,236 $483,520 715)
71111 - SAL & WAGES - N HOURS $29,501 $29,687 ($186) $90,468 $91,000 ($531) $358,457 $358,026 $531)
71211 - SICK LEAVE $1,815 $1,827 $11) 5,567 $5,600 §33) 22,120 $22 088 $33)
71311 - ANNUAL LEAVE $1,815 $1,827 $11) 5,567 $5,600 §33) $22,120 $22,088 $33)
71411 - LONG SERVICE LEAVE $994 $1,000 i6) $3,048 $3,066 $18) $12,111 $12,093 $18)
71511 - PAYROLL TAX $1,640 $1,650 (510) 5,029 $5,050 (§30) $19,983 £19,954 30)
71613 - SUPER (VOL) - TREASURY $3,644 $3,667 (523) $11,176 $11,242 (866) 44,407 $44,341 ($66)
71816 - WORKERS COMPENSATION $331 $333 $2) $1,016 $1,022 ($6) $4,037 $4,031 ($6)
Other Supplies and Services $141,183 $147,940 (s6778) $361,488 $373,899 (s12411) 7 s1537163"7 s1498952” (s3sz11)
71915 - STAFF REMOVALIST RELOGATION 50 $15,000 ($15,000) $16,000 $31,000 ($15,000) $164,000 $104,000 (§60,000)
77519 - STATIONERY AND SUPPLIES $4,029 $3,468 $561 $12,088 $9,876 $2,212 $46,140 $48,352 $2.212
TT548 - CLEANING $0 $6,800 (56,800) $6,000 $13,700 (§7,700) $46,700 $39,000 {$7.700)
77735 - EDUCATION EXPENSES $1,333 $883 $450 $4,000 $2,653 $1,347 $14,653 $16,000 §1,347
77776 - HOUSE LEASES $34.667 $36,833 (52,167) $104,000 $110,502 (86,502} $422,502 $416,000 {86.,502)
77777 - HEALTH $2,000 $2,900 ($900) $6,000 $8,730 ($2,730) 26,730 $24,000 ($2,730)
77778 - UTILITIES $25,800 $11,033 $14,767 $31,400 $33,123 §1,723) §127,323 $125,600 ($1.723)
TT778 - PERSONAL EXPENSES $18,400 $14 548 $3,852 $59,800 $43 679 $16,121 $174,779 $239,200 $64 421
77811 - REPAIRS AND MAINTENANCE $16,000 $1.480 $14,520 $16,000 $1.480 $14,520 $17,480 $32,000 $14,520
77854 - REGISTRATION AND INSURANCE 50 50 $0 $0 50 $0 $30,000 $30,000 50
77956 - FUEL $3,600 $20 543 ($16,943) $11,700 $33 341 ($21,641) $97,541 $46,800 (550,741)
77958 - FLEET SA MV LEASE $2 500 $2.833 ($333) $7.500 $8,571 51,071) $31,071 $30,000 $1,071)
TA251 - OCCUPANCY - RENT $6 400 $6,300 $100 $6,400 $6,230 $170 $25,430 $25,600 $170
TA383 - GROCERIES AND FOOD $24 800 $23 673 $1,127 $80,600 $71,014 $9,586 $312,814 $322 400 $9, 586
82181 - CORPORATE SUPPORT $1633 $1645 ($12) $4,900 $4.876 $24 $19,576 $19,600 $24
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71113
71211
71251
71261
71271
T17110

73214
73269
73299
T32B4
73142
73273
T3I2E7
73192
T3I1B5
73511
TGE1L
TI7800

72119
TF2110

TGEL3
TIEE10

EXPENSES

SALARIES AND WAGES - PSM ACT
ANMUAL LEAVE EXPEMSE

LOMNG SERVICE LEAVE EXPEMSE
PAYROLL TAX EXPEMNSE
SUPERANNUATION EXPEMSE
TOTAL SALARY & WAGES

OFFICE ACCOMMODATION

OFFICE SUPPLIES

FOOD AND CATERING

HEALTH AMD MEDICAL EXPENSES
ELECTRICITY AND UTILITIES
REMIOWVAL EXPENSES

CLEANING EXPEMSES

FLEET COSTS CHARGE BY FLEET 5A
WVEHICLE EXPENSES FUEL AND LUBE
REPAIRS AMD MAINTEMANCE
OTHER EXPENSES

TOTAL OTHER SUPPLIES & SERVICES

DEPRECIATION EXPEMSES
TOTAL DEPRECIATION

OTHER EXPENSES - 5A GOVT
TOTAL OTHER EXPENSES

TOTAL GOODS 8 SERVICES

TOTAL EXPENSES

NET COST OF SERVICE

Annual

Revised Variance to

¥YTD Actual ¥TD Budgets YD Budget Annual Annual

Sept KX Sept KX Variation Forecast Budget
98,925 98,761 B36 395,790 354,954 836
8,112 8,180 69 32,455 32,387 69
4,218 4,254 36 16,877 16,841 36
5,800 5,849 49 23,205 23,156 43
9,491 8,571 B0 37,973 37,892 80
126,546 127,615 1,069 506,300 505,231 1,069
8,925 5,000 75 36,000 35,925 75
18,809 18,908 99 75,630 75,532 99
#3,701 84,500 799 338,000 337,201 799
20,391 18,000 (2,391) 72,000 74,391 (2,391}
37,456 42,000 4,544 168,000 163,456 4,544
45,884 45,500 (384) 182,000 182,384 (384)
12,941 13,000 59 52,000 51,341 59
15,040 18,500 460 84,000 83,540 A0
21,699 11,700 [9,999) 46,800 91,899 (45,099)
13,675 5,000 (8,675) 20,000 28,675 (8,675)
51,068 50,800 (268) 203,200 203,468 (268)
333,588 317,908 (15,681) 1,277,630 1,328,411 (50,781)
25,000 25,000 0 100,000 100,000 0
25,000 25,000 ] 100,000 100,000 0
4,800 5,200 400 20,800 20,400 400
4,800 5,200 400 20,800 20,400 400
363,388 348,107 (15,281) 1,398,430 1,448,811 (50,381)
489,934 475,723 (14,212) 1,904,730 1,954,042 (49,312)
489,934 475,723 (14,212) 1,904,730 1,954,042 (49,312)
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Accounting concepts and terminology

Cash vs. accrual
Differences between cash and accrual accounting are observable at two levels:

1. How they are reported.
2. When transactions are recognised.

With respect to reporting, cash accounting focuses on the source and application of funds,
hence the movement in cash balances. However, accrual accounting generates reports on
financial performance (revenue and expenses) and financial position (assets and liabilities).

With respect to recognition, timing is the main difference between cash and accrual
accounting. When transactions are recognised depends on the accounting method being
employed.

Cash accounting recognises the value of a transaction when cash changes hands.

Accrual accounting recognises the value of a transaction when the transfer of the good or
service occurs (more specifically, when there is a transfer of value or benefits).

For transactions where the receipt of the good or service occurs at the same time as cash
changes hands (e.g. when we buy a sandwich at a café), the recognition of the transaction
will be the same under both accounting methods.

However, where there’s a time gap between the receipt of a good or service and the
handover of cash, the transactions will be treated differently in a cash system vs. in an
accrual system.

When there’s a time gap between the cash and accrual recognition, it gives rise to items
appearing on the statement of financial position such as accounts receivable, accounts
payable and provisions. Each is an example of where transactions have occurred, but cash
has not changed hands.

Example: Electricity bills are usually paid quarterly (i.e. cash changes hands quarterly) while
the electricity is being received and used daily. In an accrual system, expenses will be
recognised each month based on a reasonable estimate of electricity use during that month.
Every month, this would result in the cost of electricity in a cash system being different to
that shown in an accrual system. Over a year, it would be expected that the timing
differences would even out and that the results would be similar under each method.

Commitments vs Actuals

Accrual accounting can be distinguished from commitment accounting. Being committed to
future expenditure does not, in all cases, result in the recognition of a transaction. Fora
future commitment to be recognised in the accounts, there needs to be certainty about its
value and its occurrence (e.g. raising a purchase order does not result in the recognition of an
expense — a purchase order can be cancelled at any time). Only when future commitments
are certain or discharged (i.e. when benefits or value is transferred) is an expense recognised.

Commitments are records of amounts outstanding against purchase orders entered into,
where the goods or services have not yet been delivered.
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They differ from actual spending where goods or services have been delivered.

When recognising actual expenditure by fulfilment of a purchase order, actual expenditure is
recognised before payments are made (i.e. before cash is paid)

Revenue is recognised when invoices are issued for work completed and is recognised before
cash is received.

Long Service Leave, Superannuation & Annual Leave

Some transactions take years to 'even out'. Long service leave and superannuation are two
examples that are the most relevant of such transactions in Government. Each day an
employee works, the employer incurs an expense associated with long service leave and
superannuation. However, the cash associated with these items will only change hands
when an employee takes their long service leave (or receives a lump sum) or when an
employee retires. In these examples, the cash transaction will understate the true expenses
in most years. Accrual accounting will recognise the long service leave and superannuation
expenses when they are incurred at the end of each pay period. This is done by processing a
journal from the payroll system or by the accounting section within a business.

Long service leave, superannuation and annual leave are good examples of where accrual
accounting gives a truer picture of the financial performance of a business. When the
expenses in an accrual system are greater than the cash payments, a provision (a liability)
must be recognised in the accounts to indicate the value of the cash owed to employees. In
the case of superannuation, the government sets aside cash to maintain investment assets at
sufficient levels to meet future super payments. The gap between the investment assets and
the value of future payments is referred to as unfunded superannuation liabilities. These are
the largest liabilities of the SA Government.

NOTES

Assets and Depreciation

Cash and accrual systems also differ in the expensing of major assets. A cash system
recognises the cost of an asset as an impact on the cash flow statement when it is bought.
An accrual system recognises the cost of an asset as an impact on financial performance, as it
is being used. Depreciation is how such an expense is recognised in an accrual system. In
accrual accounting, the statement of financial position recognises the value of an asset and
offsets this with the accumulated depreciation recognised for the assets.

Depreciation is the method used to allocate the cost of equipment and other assets to the
total cost of products and services as shown on the income statement. Most capital
expenditure items are depreciated (land is an example of one that is not). Accountants
attempt to spread the cost of the expenditure on a capital item over the useful life of the
item.

Amortisation is the same basic concept as depreciation, but it applies to intangible assets
such as patents, copyrights, goodwill and capitalised research and development costs.
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Example: Purchasing a vehicle for $10,000 at the beginning of the year. The vehicle is
estimated to have a useful life of 10 years. Under cash accounting the $10,000 purchase is
recognised in the cash flow statement in the year of purchase. However, accrual statements
will recognise the use of the vehicle in a year (that is, using straight-line depreciation, 1/10%
of the vehicle's value is used each year). The accrual statements will recognise a
depreciation expense of $1,000 in the first year and an asset with a residual value of $9,000
(that is a purchase value of $10,000 less depreciation of $1,000).

Example — Accrual journals and GST?
An accrued expense is an expense that has been incurred but not yet paid.

An expense must be recorded in the accounting period in which it is incurred. Therefore, an
accrued expense must be recognized in the accounting period in which it occurs rather than
in the following period in which it will be paid.

An example:

In March, a government department seeks delivery of a training program scheduled for June.
They raise a purchase order in March.

| deliver a training course to a government department on 25 June at a charge of $1,100,
including $100 of GST.

| send the invoice in early July.
A commitment is recognised in March.

The expense of $1,100 was incurred in June against the purchase order and so the agency
will process an accrual journal for June that records:

e $1,000 in training expenses
e $100 for GST paid.

It will pay the invoice in July, sending $1,100 to the bank account I specify (i.e. cash changes
hands in July).

What happens to the GST?

For businesses and government agencies, GST is paid but can be claimed back as an input
tax credit.

In the first quarter of the next year, the agency will complete a GST return showing that it
paid $100 in GST (to me as the collector of the tax). The tax office will effectively return the
$100 back to the department in that quarter.

| will complete my GST return showing that I received $100 in GST and will pay that GST to
the Australian Tax Office.

The bottom line for me and the Government is that while the original transaction was
charged at $1,100, the cost to the Government was $1,000 and my income is recorded as
$1,000.

Therefore, when preparing budgets or costing projects, most government agencies will make
their estimates exclusive of GST.
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Grant recognition

“Government grants are assistance by government in the form of transfers of resources to an
entity in return for past or future compliance with certain conditions relating to the
operating activities of the entity.” AASB 120

Government grants are recognised as revenue on a systematic basis over the periods in
which the entity recognises as expenses the related costs for which the grants are intended
to compensate; i.e. match income and expenses.

If the grant relates to expenses or losses already incurred by the entity, or to provide
immediate financial support to the entity with no future related costs, the income is
recognised in the period in which it becomes receivable.
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Operating vs Capital (or investing) Costs

Financial statements make distinctions between operating costs and capital (or investing
costs).

Operating expenses are those expenditures that a business incurs to engage in any activities,
both directly associated with the production of goods or services and those associated with
supporting the running of the business and relationships with customers and suppliers.
Some businesses break operating expenses into administrative expenses (indirect costs) and
the cost of goods sold (direct costs). The cost of goods sold is the cost directly associated
with the production of goods and services.

Capital (or investing expenditure) is money spent by a business or organisation on acquiring
or upgrading fixed assets, such as land, buildings, and equipment. That is, it is expenditure
that results in the creation of, or the increase in value of, fixed assets.

The issue of capital expenditure versus operating expenditure is an issue related to the
recognition of assets. The Australian Accounting Standards Board Framework for the
Preparation and Presentation of Financial Statements defines an asset as:

A resource controlled by the entity as a result of past events and from which future economic
benefits are expected to flow to the entity.

The key features are:

e The agency must control the asset.
e There was a past transaction or event that gave rise to the control.
e There must be future economic benefits expected to flow to the agency.

An asset is recognised in the balance sheet when it is probable that the future economic
benefits will flow to the entity and the asset has a cost or value that can be measured
reliably.

An asset is not recognised in the balance sheet when expenditure has been incurred for
which it is considered improbable that economic benefits will flow to the entity beyond the
current accounting period. Instead, such a transaction results in the recognition of an
expense in the income statement. This treatment does not imply either that the intention
of management in incurring expenditure was other than to generate future economic
benefits for the entity or that management was misquided. The only implication is that the
degree of certainty that economic benefits will flow to the entity beyond the current
accounting period is insufficient to warrant the recognition of an asset.

In addition to this test of recognition, many organisations will also apply a test of materiality.
There will be a threshold value for recognition of assets. This means that even though an item
of capital may have been purchased that will deliver future benefits, if its value is below the
threshold, its value is deemed too small for it to be recognised as an asset, and the expenditure
is recognised immediately as an expense on the income statement. As at 30 June 2024, the
Australian Tax Office has a temporary threshold of $20,000 for the recognition of an asset for
small businesses.

Most government departments set a threshold of $10,000 for spending to be considered
capital investment.
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Discussion questions
How are public finances different from finances in other sectors (e.g. private sector,
household sector)?

If you were to start a private sector business — where would you need to source money from?

If you were to initiate a public sector organisation or initiative — where would you source
money from?

Introduction and
initial discussion Organising principles of
finance

Public Finance — the

system we are part of Finance as an expression

of strategy

Adapt to a top-down budget
(including savings)

Understand costs and revenue
— zero-based budgeting

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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Understand the system we are part of — Public Finances

Public finances differ from private finances

Public sector businesses and private sector businesses differ with respect to their purpose
and with respect to their relationships with beneficiaries and funders.

Consider the ‘means’ and ‘ends’ of different businesses.

Typically, private sector businesses exist to generate profit for their owners and shareholders.
Profit is their ‘end’. How they go about this is through the provision of goods and services.

For the public sector, this relationship tends to invert. The agencies and departments exist to
deliver services, including services that would not otherwise be delivered due to market
failures or that are provided to address inequities. The delivery of goods and services is the
end. This end is met by attracting funding to support the delivery of goods and services.

This changes the relationship between finances and the strategy of the business.

Means Ends
Public: Funding — Attract $ Deliver services/programs
Private: Deliver services/programs Profit - Generate $

For a private organisation, the strategy focuses on how the firm can compete better or find
unique markets to improve profitability. Finances follow good execution. Customers
determine how financially successful you will be. A customer (someone who pays a custom)
is both beneficiary and funder of the organisation.

For public organisations, the strategy focuses on how the organisation scales up or down
depending on external needs and the availability of public money. Finances precede
delivery. Funders are a primary determinant of financial health.

These relationships impact on incentives.

Financial incentives in the public sector are fundamentally different to financial incentives in
the private sector. In the private sector, if managers and directors stand to gain from being
able to better manage money and produce financial results, budgets are more likely to be
devolved to them to harness this. Where managers can own their results and benefit from
their results, the circumstances lend themselves to more devolved budgets.

However, in the public sector, there are fewer, if any, personal incentives for managers and
as a result there is less flexibility in the way finances are managed. There will still be the
need for some ‘ownership’ of budget parameters. It is the case that if managers do not know
the parameters of their budgets and how they have come about, they are less likely to be
able to manage their programs or services within these parameters.

In the private sector, the purpose of a business is to generate returns from shareholders, the
objectives and outcomes of the business will be to generate profits and provide returns to
shareholders.

Profit = revenue > expenses. Loss = expense > revenue
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It is not enough to simply make a profit. The amount matters. We want the profit to be
enough to satisfy investors — it needs to provide an adequate return on their investment.
Return on equity = profit/equity

For a commercial business to be sustainable, it needs to earn more from its outputs than it
spends on its inputs, and it needs to provide a return to its owners that is higher than
alternative sources of investment and risk.

Public finance terminology

Different terminology is used for financial targets in the public sector. Rather than using
terms like profit or loss, terms like surplus or deficit are used.

Surplus = revenue > expenses. Deficit = expense > revenue
Some other terms used to describe the overall financial targets in the public sector are:

o Net operating result - the difference between revenue and expenses

e Net cost of services — the difference between revenue and expenses.

e Netlending/borrowing — the difference between revenue, operating expenses and
capital expenditure.

Financing the business — relationship with funders

To start a private sector business, its funders will be its owners (equity funding) and
financiers like bankers. They finance the business on the assumption that the business will
generate revenue greater than other expenses to enable it to provide a return to these
funders. This is return on equity and return on investment.

In a private sector business, those who benefit from the output of the business also fund the
business (by price) and hence become customers.

Public sector businesses exist to deliver public value rather than shareholder value. A public
sector enterprise will typically get funding in the form of appropriation (money provided by
parliament) or grant that has been funded from taxation.

In most cases, the beneficiaries of public sector organisation outputs do not pay directly for
those outputs. The relationship between beneficiary and funder is split with funding usually
provided through budget processes (whole of government and internal).

In the public sector, funders buy outcomes.

In public finances — legislation and the budget are central

Public finances means the money is just that — public. As a result the Parliament has a pre-
eminent role in the decision-making about the budget.

Parliament’s control over public money—how it is raised and how it is spent—is the most
significant of its powers over the executive arm of government. The power emerged and
developed over the centuries as a result of the continuing struggle between the English Crown
and the House of Commons.
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Two of the most important principles that emerged as a result of this struggle continue to
underpin the management of public finances in this State. They are that:

e Only Parliament, by statute, can raise taxes
o Parliament must authorise the expenditure of any moneys raised by taxation.

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

The Public Finance and Audit Act also creates the role of the Auditor General and requires the
Auditor General to audit the public accounts and the accounts of public authorities
(departments and statutory authorities) and to report to Parliament on the quality of
financial statements and financial controls exercised by public authorities.

Section 41 of the Public Finance and Audit Act enables the Treasurer to issue instructions
regarding financial reporting and for procedures to be followed in the course of financial
administration by public authorities.

Details of Treasurer’s instructions are provided in Appendix 7.
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The SA Government's financial system

The flow of money around the SA Public sector is presented below. It shows the relationships between revenues and expenses of the government, the
accounts into which funds flow and the reliance on appropriations to Government agencies.

Money Markets

Repayment
Borrowin SAFA or
Revenue ¢ Investment Expenses

Grants Special Payment (e.g.
Dividend EEEm) | Consolidated B o Veosstes

ividends inisters, First Home
Royalties Account Owners Grants)
Fees & Recoveries

Appropriations (as per

the Appropriation Act)
Agency
Operating
Accounts
Agency Revenue Agency Expenses
. Agency
Specific Purpose Grants Operating Employee Expenses
Sales of goods & Accounts Goods & Services
services Grants
Fees & Fines Agency Subsidies
Operating Capital Expenditure
Accounts
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Is it in the Budget?

Authority to spend money in the Government starts with the budget approved by
Parliament.

When the annual budget is presented to Parliament it is in the form of legislation — the
Appropriation Bill with budget papers provided as information papers to support
Parliament’s consideration of the budget. The budget papers detail how money allocated
to Ministers and departments is planned to be used — programs and projects. This
information is contained in the agency statements and in the budget measures
document.

Hence, the first question to be considered is — Is the expenditure authority for our
initiative in the budget or can it be met from within the budget?

If the expenditure being sought is not in the budget, Cabinet approval is required to
change the budget.

The budget approved for agencies is to fund programs and investing expenditure
detailed in the budget papers.

The budget is developed through the budget process. An overview of the budget process
is shown over the page. It shows a whole-of-government budget process, but it is also
the case that each government department should have its own budget process to
determine the allocation of expenditure authority within the agency.

Appropriation bill

An excerpt from the 2025-26 Appropriation Bill is shown below.

Appropriation—Estimates of 2025-26 Estimates

Operating Purpose

Attorney-General's Department $155 240 000
Administered Items for the Attorney-General's Department $90 903 000
Audit Office of South Australia $20 037 000
Commission on Excellence and Innovation in Health $7 414 000
Courts Administration Authority $102 134 000
Defence SA $20 909 000
Department for Child Protection $883 187 000
Administered Items for the Department for Child Protection $110 000
Department for Correctional Services $488 712 000
Department for Education $3 645 914 000
Administered Items for the Department for Education $611 862 000
Department for Energy and Mining $68 285 000
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The budget process

The more sophisticated and larger an organisation, the more difficult it is to realise the benefits of zero-based or activity-based budgeting. In these
circumstances, the cost of these methods will usually outweigh their benefits. The South Australian government is a large and complex entity. The sheer
number of decisions required to frame a budget demands that the government use incremental budgeting in its approach to the state budget.

The budget cycle is the process by which the government develops, approves and presents the annual state budget (in non-election years).

July Aug Sept Oct Nov Dec Jan Feb Mar Apr May June July
Preliminary . . Cabinet sub

Whole of planning for Informatlon Cabinet Bilateral committee/ Cabinet Preparation Budget and
gathering by Strategy ) L Estimates

Government the next - meetings Minister approval of the budget )
) ! DTF meeting ) Committees

financial year meetings
Prepare
Bilateral Prepare budget Estimates
Minister and Preparation of cost pressures and budget Refining of : ) documents & = committee
" . meeting meeting
Department bids budget bids allocate document
documents = documents -
budgets to preparation
divisions
Program Finalise Load
o . ) . - Directorate . grar - budgets to
Preliminary planning for the next financial Refining of ) information planning for
Internal h . . bilateral the
year - preparation of budget bids budget bids : for budget the next
meeting ) . General
documents financial year ledger

The budget process starts using the previous year's budget as the starting point. At this point, each department in the government has a set of forward
estimates for the current year and 4 forward years.

The budget cycle begins with the initial preparation and prioritisation of cost pressures and known policies and bids in the period leading up to and
including December. Budget bids represent the amounts by which each agency wishes to change its starting point budget. This initial phase culminates
with a Cabinet meeting that sets the financial strategy and targets for the budget and does preliminary prioritisation of bids.

Notes
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In the period between January and April, further refinement, prioritisation and negotiation of initiatives occur, including negotiation of priorities with
Ministers (in bilateral meetings and meetings with a Cabinet Subcommittee). This phase culminates in the approval of the budget by the Cabinet in
April each year. All amendments to this approved budget for each department (both for controlled and administered items) must be approved by the
Cabinet.

In parallel with and following the approval of the budget by the Cabinet, preparation of budget documentation is occurring. This involves the production
of portfolio statements (primarily by departments), budget documents (by Treasury and Finance) and media statements and press releases (by Ministers
in conjunction with departments). The budget is normally tabled on the first or second Thursday of June.

In election years, the cycle can be delayed for two to three months from March onwards.

Agency internal budget processes

Many agencies conduct their own budget and prioritisation processes in conjunction with the process above. Examples include the prioritisation of
agency bids to be submitted to Treasury and Finance and the prioritisation of the allocation of capital expenditures within the agency.

Details supporting the Appropriation Bill are provided to Parliament in Agency statements.
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2025-26 budget numbers

Table A1
General government sector operating statement ($million)

202425 2025-26

Estimated
Result Budget

Reveanue
Taxation revenua 7,020 7,285
Grants - GST 8,129 9,529
Grants - Other 1,757 8,410
Sales of goods and services 3,871 3,652
Interast incoma 461 431
Divideand and income tax equivalant income 284 316
Other 1,748 1,748
Total Revenue 29,970 31,369
loss
Expenses
Employas axpanses 10,933 11,418
Superannuation expenses

Superannuation inlerest cost 297 271

Other suparannualion axpansas 1,267 1,362
Dapracation and amorisation 1,673 1,666
Interasl expansas 1,410 1,619
Othar oparaling expenses §,TB3 10,351
Grants 4,580 4,503
Total Expenses 29,953 31,190
Equals
Met Operating Balance 17 17a ¥
Flusg
Other Economic Flows 173 264
Equals
Comprehensive result - Total change in net worth 1917 443
Met operating balance 17 178
Less
Net Acquisition of nonfinancial assets
Purchasas of non-financial assets 4,065 4,629
less Sales of non-financial assets 126 341
less Depraciation 1,673 1,666
plug Change in inventories a a
Eqguals Total net acquisition of nonfinancial assets 2,266 2,622
Net lending/borrowing <2,249 24437

Mate: totals may not add dus 1o rounding

Source: SA Government 2025-26 Budget Statement
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2026-2T

Estimate

T.167
9,653
6,041
3,678

402

278
1,825

31,046

11,160

247
1,327
1,796
1,859
9,845
4,142

30,477

568

282

B51
568

5,675
65
1,796
a

3,814
-3,245

2027-28

Estimate

T.452
8,621
B,408
3,TEY

413

294
1,848

31,822

11,508

223
1,368
1,874
2,118

10,074
4,257

31,419

403

538

840
403

5,929
G4
1,874
]

3,99
-3,588

2028-29
Estimate

T.452
8,621
B 406
3, TET

413

284
1,848

31,822

11,506

223
1368
1,874
2116

10,074
4 257

31419
403

536

840
403

5407
231
1,874
[u]

3,302
-2,899
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Table: South Australia State General Government Expenses by Purpose

Ganaral public services
Fublic debt transactions
Other ganeral public sarvices
Total general public services
Public ardar and safety
Palica sarvices
Civil and fira protection serices
Law courts, prisons and other public ordar and safal
Total public order and safely
Economic affairs
Enviranmantal protection
Housging and community amanilies
Haalth
Medical products, appliances and aquipmeant
Outpatient sernvices
Hospital sarvices
Community health services
FPublic health services
Other haalth
Toftal health
Recraation, culture and religion
Education
Pra-primary, primary and sacondary aducation
Terhary education
Othar education
Tofal education
Sodial protaction
Transport
Road transport
Railway transport
Other transpart
Total fransport

Total Expenses
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im

768
441
1,209

745
242
S6T
1,554
ohe
315
J68

13
339
4,059
2891
150
139
4,881
286

2,921
42
65
3,728
1,805

435
161
340
836

15,750

Al
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202324

im

1,116
aE7
2085

1,063
381
BE3

2317
817
543
370

126
6a7
5,845
ara
67T
2715
8 552
525

4478
oa3
B2
5,113
2,824

To8
270
470
1,488

24,743

201314

Share
%Yo

4.9%
2.8%
7.7%

4.7%
1.5%
3.6%
D.09%
1.5%
2.0%
2.3%

0.1%
2.2%
25.8%
1.8%
1.0%
0.9%
31.7%
1.8%

18.5%
4.7%
0.4%

23.7%

11.5%

2.8%
1.0%
2.2%
5.8%

100.0%

2023-24

Share
Yo

4.5%
3.9%
B.4%

4.3%
1.6%
3.5%
0.4%
3.3%
2.2%
1.5%

0.5%
2.7%
23.6%
3.9%
2.T%
1.1%
34.6%
2.1%

18.1%
2.2%
0.3%

20.7%

11.8%

3%
1.1%
1.9%
6.1%

T00.0%
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Carryovers

Carryovers relate to a delay in expenses associated with a project or program causing it to slip into
a future financial year. Carryover approval is required when the budget for that future financial
year cannot accommodate the additional expenditure spilling over from previous periods.

A bid for a carryover in the SA Government is a bid for additional expenditure.

The Cabinet determines the highest priority use of all government funds. Authority for agency
expenditure is granted through the Cabinet and budget processes and includes authority for both
state-funded and externally funded projects. Only expenditure included in an agency's budget and
forward estimates approved by Cabinet and maintained and published by Treasury and Finance,
on behalf of the Government, is deemed to be authorised.

The Cabinet's approval for expenditure is specific to financial years. A change in the timing
of agency expenditure requires approval from the Cabinet. Even though a program or project
has been previously approved by Cabinet the deferral of expenditure into different years
requires Cabinet approval to be sought again.

The carryover process is part of the budget process coordinated by Treasury and Finance on behalf
of the Cabinet. The carryover process applies to all agency expenses (controlled and administered,
state-funded and externally funded) and occurs at two points in the budget process:

1. Following the completion of a financial year

At the end of a financial year agencies become aware of expenditure delays that had not previously
been expected. That s, there will be an unexpected deferral of expenditure from year A into year
B. Cabinet policy requires that agencies seek and receive approval for additional expenditure
authority in year B.

This process usually occurs between August and October following the end of the financial year
and is overseen by the Expenditure Review and Budget Committee of Cabinet (ERBCC).

2. Inthe lead-up to the budget

In the lead-up to the budget, agencies become aware of expenditure that is likely to be deferred
from the current financial year into the next financial year. Cabinet policy requires that agencies
seek and receive approval for an increase in expenditure authority in the next financial year(s) for
these carryovers.

This process occurs as part of the budget bidding process and the development of forthcoming
financial year budgets. It usually occurs in the period between February and April.

The approval of a carryover requires evidence that the deferred expenditure is still necessary either
due to policy commitments or contractual commitments. If these cannot be adequately
demonstrated, approval for the carryover expenditure is unlikely to be provided.

The availability of cash balances does not represent approval for expenditure in a time period
outside that approved. Approval for changing the timing of expenditure cannot be presumed.
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The Treasurer would generally not recommend approval of any carryover of under-expenditure that
falls outside the following five categories:

Approved major investing projects that have been delayed (excluding annual programs)
Commonwealth-funded programs with unspent balances

Other joint State Government/external party agreements with unspent balances

Eall

Committed grant programs with unspent balances (possible from early receipts of funding)
and

5. Expenditure specifically tied to a particular source of revenue for which there are unspent
balances.

This process further reinforces the need for good reporting and good forecasting and projecting of
expenditure.

Early communication of delays or accelerations of revenue and expenses to your agency's finance
section is essential to assisting the department in participating fully in carryover bidding processes.

Discussion questions

What are the ingredients and transactions necessary to run your business, your team or your
project?

What are some choices about how you go about delivering services?

How would we expect the financial management of a project to differ from the financial
management of an operational unit?

What are some reasons why projects fail?
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Public Finance — the
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expression of strategy

Adapt to a top-down budget
(including savings)

Understand costs and revenue
— zero-based budgeting

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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Finances: An expression of strategy

Finances reflect how an organisation accounts for the value it creates or loses — the value of its
revenue and expenses and the value of its assets and liabilities. These will be an indicator of the
health of the organisation - is it creating or sustaining value, or is it losing value?

Your strategy reflects how you choose to go about your business. It is your approach to
answering questions about what you do, how you do it, who you do it for, and why you do it.

The approach to finances for a business will depend on its strategy, on its choice of business
model. Understanding our finances requires us to understand our business model.

What is our business model?

Understanding finances provides insight into aspects of our business model. A business model
can be defined as:

“A business model refers to the logic of the firm, the way it operates and how it creates
value for its stakeholders.

Strategy refers to the choice of business model through which the firm will compete in
the marketplace.”

Casadesus-Masanell, R., & Ricart, J.E. (2010). Strategy to Business Models and to Tactics. Long
Range Planning, 43(2), 193-215.

“A business model describes the rationale of how an organisation creates, delivers and
captures value.”

Osterwalder, A., & Pigneur, Y. (2010). Business Model Generation: A Handbook for
Visionaries, Game Changers, and Challengers. New Jersey: John Wiley & Sons.

Consider the business model below that presents the logic of an organisation in terms of what it
does, how it does it, who it does it for and why it does it.

What we do Why we do it
Inputs Outputs Objectives Outcomes
&
To achieve

Structure

Programs, Beneficiaries Funders

projects,
How we do it Who we do it for

Market forces Demographic & Government & The environment in which our
social trends legal changes organisation operates

The extent of costs and approaches to funding will depend on a range of choices that will
determine how the business delivers the services.
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Some of the choices may not impact the costs, but may impact how we account for the costs.
All businesses/programs will require inputs to deliver. These will include:

e Resources needed to set up the business
e Human resources — that may take the form of employed staff or contractors

e Resources needed to support staff - e.g. office accommodation, equipment, software,
supplies and possibly vehicles

e Resources needed to support the delivery of services — these could consumables and
supplies in offices, medical supplies in hospitals, course resources in schools

e Resources needed to run the corporate functions of the business.

Components of a Business Model
What the business does:

e Converts inputs (people, goods and services, technology, assets)
e Into outputs (products and services).

Inputs are required to set up the business, produce goods and services and to administer the
business.

To setup a To produce goods and To administer the

business/program services business/program

Property Labour Labour

Vehicles Raw materials Professional services (e.g.
legal)

Operating equipment Consumables Insurances

Office equipment Contractors Registration

Equity funding Energy and fuel Licences and registration

Bank finance (loan) Software, applications Office supplies

In financial terms — inputs will be reflected as assets (what we need to own to set up and run the
business), expenses (what we need incur to operate the business), liabilities (money we need to
borrow to finance the business) and equity (money from owners to finance to the business).

In financial terms, outputs will be products that generate revenue.
How the business does it (activities)?

e Organisation structure - How authority is exercised and people are structured
e Policies and Codes (of conduct & practice) — how activity and behaviour are guided by
values, rules and codes.
o Activities:
o Processes — a series of actions or steps taken to produce a good or service
o Projects - individual or collaborative enterprises that are carefully planned to
achieve specified objectives
o Programs — a temporary, flexible organisation structure created to coordinate,
direct and oversee the implementation of a set of related projects and activities
o Workmanship & know-how — skill development and experience of staff and
suppliers
o Marketing — links made between the business and its markets
Managing Public Sector Budgets A 39

IPAA 5A



o Support functions - HR, Finance, and IT are designed to support teams.

In financial terms, activities determine the efficiency of an organisation in converting its inputs
into outputs.

Who is involved?

Employees — staff employed by the business to make it work
Suppliers — goods or services purchased through contract, including contractors
Beneficiaries — those who benefit from the goods and services produced

Funders — those who pay to sustain the business (if a funder is also a beneficiary, they are
a customer)

Owners — those who contribute capital and then receive returns (dividends)
Financier — lenders that expect interest and repayments.

Purpose — visions, goals and aspirations of the business or team

Objectives — A specific result that a person or system aims to achieve within a time frame
Outcomes — the consequences of our work — the longer run (ultimate) impact we are
trying to have.

The combination of the answers to these why, what, how and who questions starts to define the
business model of an organisation. The elements of a business model can provide insight into
the finances, in particular, the financial performance of an organisation. Input and activities will
incur costs, while outputs can generate revenue, as can our relationship with our funders.

Understanding our business model can then help to identify what aspects of the model can
change in the face of financial information that suggests the business is not performing to the
standard required.

The purpose of using the business model as a tool is to help ensure:

We are holistic in our approach to dealing with issues within our business.

To understand the connections between the components of our business model, a
problem or intervention in one place will usually have links with other aspects of our
business.

To understand the range of options we have open to us in dealing with issues and
opportunities, we can change inputs, outputs, activities, customers, delivery channels,
etc. These are the levers we have as leaders in charge of a business.

It can help us think at both a ‘micro’ level (e.g. cost control, asset utilisation, efficiency)
and also at a ‘macro’ level (e.g. expanding the business, transforming the model).
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Projects vs Operations

Capital budgets are often associated with projects and asset creation. Operating budgets are
associated with ongoing business operations and processes. Understanding the distinction
between these types of budgets can begin with understanding the difference between projects
and processes

Project Operations (Processes)

Unique - have not been done like this before | Do the same thing repeatedly

Are time limited with a start date & end date. | They are ongoing and at the core of the

Projects come and go. business

Create something new or to implement a Create value or deliver outputs by repeatedly
change performing a task

Project objectives and plans can be changed @ Processes can only be changed with

by whoever gives the approval significant investment

Projects create change Standardised processes are usually designed

to resist change

Aim to amplify variation or change Aim to reduce variation
What is a project?

According to the Project Management Institute, a project is “a temporary endeavour undertaken
to create a unique product, service or result” and project management is “the application of
knowledge, skills, tools, and techniques to project activities to meet the project

requirements.” Key terms in these definitions are “temporary” and “unique.” Projects have
defined deadlines with clear start and end points and are designed to be specific to the product
or service in question.

Projects are how businesses go about making changes to the way they do business.
Project management has a definite emphasis on achieving the end result.

The unique and temporary nature of projects tends to make them inherently risky and requires
significant levels of planning.

What is a process?

A business process or business method is a collection of related, structured activities or tasks
that produce a specific service or product (serve a particular goal) for a particular customer or
customers.

Processes are not meant to be temporary or unique. Processes are typically designed to be
repeatable. Process management involves careful planning and continuous monitoring of the
performance of a given process to ensure quality requirements are met. Change, improvement,
and re-engineering are all important components of process management. Process management
has an emphasis on improving efficiency and improving quality.

Process management tends to focus on consistency, repeatability, reliability and continuous
improvement to achieve efficiency. Processes tend to be at the core of how an organisation
operates. Business process management activities can be arbitrarily grouped into categories
such as design, modelling, execution, monitoring, and optimization.
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Implications for financial management

Projects

Projects will be unfamiliar with budgeting going
through different stages and requiring more
approvals.

Tend to employ zero based budgeting.

Projects will usually be broken down into chunks
like activities or milestones. For example, many
projects will have work breakdown structures or
elements that represent the tasks or activities to
be undertaken.

However, projects can span across financial years
and as such need to have expenditure recorded
across financial years.

Are more likely to have carryovers approved

Will include inception to date reporting as well as
annual reporting

Project accounting will also want to record
finances by activity or milestone requiring an
additional reporting perspective.

Operations

Operations are familiar and previous years can
serve as the basis for future year budgets.

Tend to employ incremental budgeting

Operational revenue and expenses are usually
recorded by transaction type and by cost centres
that are aligned with organisational structure.

Accounting for operations is typically done in
financial years. At the end of financial year,
accounts are reset to zero.

Unlikely to have carryovers approved

Operational revenue and expenses will report
variances between actuals and budgets a month
at a time.

Projects will therefore require reporting against milestones, the timing of which may change over
the life of the project. This can result in a scenario where the budget for a milestone was set for
one point in time while the actual milestone was achieved at another point in time. We could
therefore be comparing the budget for one month (when a milestone was expected to be
achieved) with the actuals for another (when the milestone was achieved).

In project initiation and design - define outputs using concrete nouns and where possible
quantify how many and detail quality. This better enables costs to be linked with scope.
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Concrete nouns and parametric limits to Abstract nouns that could describe

describe project outputs objectives and outcomes

House with four bedrooms and 160 square Improved lifestyle for the family and greater
metres gross floor area capacity to entertain friends

IT system with defined functionality and Improved efficiency in process and security of
security protocols in four locations with 500 data

users

Produce a report with recommendations for Improve the operations of a team or unit

the review of a specific function in the

business

Produce 16 training modules each with a Improve the skills of staff and achieve

manual, slide deck, assessments and marking  qualifications for each participant
guide

Conference with 20 presentations, 2 panel Share research amongst a network of
discussions for 500 attendees over two days professionals

In project planning, in addition to scope we establish parameters for four other dimensions of our
project: Time (schedule), cost (budget), quality and risk. These five attributes make up the
success dimensions of a project.

v ) Q vy

Scope Time (a Cost (a Quality Risk
schedule) budget)

See Appendix 4 for more details on project estimating and reporting.
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Approaches to projecting and budgeting
Four different approaches to estimating and projecting:

1. Incremental

2. Zero Based

3. Activity-based

4. Rolling forward estimates

Incremental Budgeting
For ‘business as usual’ functions, because the work being done is familiar and repeated,
financial projections and budgets will employ what is known as incremental budgeting.

Incremental budgeting is the most traditional style of budgeting used. 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 building in inefficiencies and can lead to allocation of spending to areas where
money has been spent, rather than where it should be spent.

Zero-based estimating

For projects, the work being done is unfamiliar and uncertain. Financial projections and
budgeting will employ what is known as zero-based estimating. Zero-based estimating is an
approach in which all expenses are justified for each new period. The process of zero-based
estimating starts from a "zero base," and every element of a project or every section in an
organization is assessed for its needs and costs. The downside of zero-based estimating is that it
is more time-consuming and can be too cumbersome for large organisations.

Activity Based Estimating

For organisations where finances can be linked with activity, estimates can be based on
parameters that indicate that activity. The method requires that activity can be observed and
measured and that reasonable estimates of cost per unit of activity can also be measured.

Activity-based estimating is used in the funding models for Health and Education.

Rolling forward estimates

A variation on incremental budgeting where estimates are established for multiple years (in
government these are referred to as the forward estimates). Estimates are established for
multiple years (usually using an incremental method) and each year a new year is added at the
end of the forward estimates. That year can be referred to as a horizon year.

Each year in the budget process, participants put forward submissions or bids to add to their
forward estimates or savings can be sought from participants that act to subtract from their
forward estimates. This method of forward projecting is used for the budgets of state
governments and the federal government in Australia.

Public sector finances use a mixture of these methods.

e At awhole of government level, the rolling forward estimates approach is used.

e Atan agency level, funding models using both activity-based methods and incremental
methods are used.

e Within departments for ongoing operational teams, incremental budgeting will be
employed

e Within agencies, zero-based budgeting will be employed to produce estimates for new
projects and bids and to review the finances of operational teams.
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For large multifaceted organisations, preparing budgets and projections will require a
combination of ‘top-down’ methods as well as ‘ground-up’ approaches that will demand
consolidation of estimates.

Large multifaceted organisations and funding models

Many governments will have financial systems that devolve responsibility to portfolio ministers
and departments to manage a global budget in delivering certain agreed outputs, programs and
projects, which in turn are aligned with departmental objectives. Each department will have a
Funding Model.

A funding model is a mechanism, usually for non-profit organisations, to determine the basis for
how different sources of funding will be allocated to the organisation based on its activities or
the outputs that it produces and estimates of costs of these activities and outputs.

As examples:

e A health funding model will detail the parameters for how funding is allocated based on
the numbers and types of patients treated and the average cost of treating patients

e An education funding model will detail the parameters for how funding is allocated
based on the numbers and types of students enrolled and the average cost of teaching
those students.

These funding models support a ‘top-down’ approach to budgeting that is based on
organisational parameters like the number of students and average costs per student that will
have been developed based on history and based on benchmarking with other jurisdictions.

In health, hospital funding models are linked with a National Efficient Price that reflects the costs
of delivering a range of health services across Australia.

Projecting and budgeting in large organisations will see:

e The need for a budget process to guide the involvement of others in the process.
e The use of funding models
e The need to consolidate estimates.

The concept of a funding model is applied in the Victorian Performance Management
Framework. That framework refers to the need to link objectives with outputs. An excerpt from
the Victorian Resource Management Framework is presented below.
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Figure 6: Performance management concepts

Medium-term results from
delivering outputs

What we aim to achieve/change
Largely attributable to government
actions
Measured by departmental
objective indicators

Objectives

Final products or services
delivered
Measured by
performance measures

What we produce/deliver

Management controls
delivery

Processes or actions that use
a range of inputs to produce .
desired outputs Activities

What we do

Resources that contribute to
the production and delivery of

What we use
Inputs

outputs
Planning to achieve objectives through * Delivering services that contribute to Reporting the achievement of
output delivery achieving departmental objectives performance

https://www.dtf.vic.gov.au/planning-budgeting-and-financial-reporting-frameworks/resource-
management-framework

Logic models like this are also used to help understand the business or operating model of an
organisation.
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Managing Budgets and Financial Plans
Managing a budget at a cost centre level involves being able to:

1.
2.

Nouvew

Understand your costs and revenues

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

phasing or cash flowing the approved budget

exercise control over transactions

monitoring performance against budget during the year

adapting to unfavourable variations that occur during the year

seek approval to change our budget - developing a business case or budget bid to
influence the top-down budget.

We will work through each of these elements using a case study.

Following are some parameters that define the scope of the program and its budget:

The program runs 20 houses provided as short term transitional housing for families
moving into our state

It is assumed that each household will consist of two adults and two children.

Our department already owns the houses and the cars, and each house is furnished with
basic furniture and white goods (i.e. no capital budget is required).

Families will use our accommodation for up to eight weeks.

While staying in the department house, all living costs will be covered by the department
and a contribution towards moving costs will also be made.

Each household will have access to a car that will be owned by the Department.

It is envisaged that one case manager would be needed to oversee four houses
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Understand your costs & revenues — Zero-based & activity-based budgeting
For a new program like that in our case study, we will employ zero-based estimating.
Developing zero-based estimates occurs in three steps:

1. Identify as many expenses and revenues as possible for the revised initiative, program or project
2. Document assumptions to make estimates of revenues and expenses transparent

3. Populate a table showing all revenues, expenses and budget impacts for the item.

Identifying revenues and expenses

This step requires that we look at the various activities and transactions that will be undertaken
by this division to understand the types of revenues and expenses that it will incur.

As a minimum, we should identify the categories of revenues and expenses as per the categories
shown below. This process will enable us to eliminate a number of revenue and expense
categories.

Revenue Expenses

e Intra-Government transfers e Salaries and wages

e Commonwealth revenue o Depreciation

e  Grants and subsidies e  Supplies and services

e Fees, fines and penalties e Grants and subsidies

e Sales of goods and services e Internal expenses

e Interest e Borrowing costs

e  Other revenue e  Other Government expenses
e  Userfees and charges e  Other expenses

To develop a useful budget, it is necessary to be more specific with our expense breakdowns. It
is useful to think of the different supplies and services that we will be using. Examples will
include office supplies, accommodation, travel, facilities hire, software etc.

Where possible, avoid categorising budget estimates as other expenses or miscellaneous
expenses. Doing so will create variances when it comes time to report actuals against the
budget.

The table over the page enables a list for different items we need to budget for.

Managing Public Sector Budgets A 49

IPAA 5A



Input/Activity Assumptions
Quantity Unit Price Growth Timing Estimate cost

$ $

Making assumptions

Having identified the types of revenues and expenses that relate to this division, the next step is
to make some assumptions about each of these to develop budget estimates.

Work on the most material items first — this will ensure rigour around the majority of the budget.
Examples of the type of assumptions for salaries and wages will be:

e The number of employees
. Their classification
° On-costs

Examples of supplies and services will be:

e Accommodation — lease cost per square metre, number of square metres (this will usually
depend on the number of people)

e Travel-number of trips, average cost per trip, average accommodation cost per trip, average
meal and incidental cost per trip.

. ICT — there is usually an average cost per employee for computers and mobile phones.
Assuming leased computers, the cost will usually be around $1,000 per annum per computer
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(for more sophisticated computers the cost will be higher) and for mobile phones, the cost
will usually be around $1,000 per annum including calls.

. More specific supplies and services can be estimated by getting quotes from suppliers or
based on recent experience in similar projects.

Where possible, avoid categorising budget estimates as other or miscellaneous. Doing so will
create variances when it comes time to report actuals against the budget.

This exercise is focused on the transparency of estimates. It is not always possible to accurately
predict the future and get estimates right. However, it is possible to make them, and the basis for
making them, clear to others so that when the actual transactions differ from the budget, we have
some detail to explain the differences.

For our case study, start by listing inputs or the activity base for our Migrant Housing Budget. Itis
recommended that these, and the assumptions associated with them, be documented using a
table similar to that below:

Having documented our assumptions, we can now develop a budget, using various expense
categories to generate the total cost for a household and the program.

Using this information, we can produce estimates for the first year of our five-year period. From
this, we can estimate the forward estimates by making assumptions about growth across years.
For example, we can assume:

. Salaries and wages grow by 2% and
. Goods and services growth by 2.5%,
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Building a salaries budget

Identify staff requirements — number of staff and classification of staff. Where possible link staffing
requirements with measures of activity, output or outcome.

Details the assumptions about staff classifications.
Based on the classifications, identify the base salary level for each position
For each position, apply assumptions for on-costs.

Labour Oncost Breakdown — Example

Superannuation 12.00%
Payroll Tax 5.00%
Long Service Leave 4.00%
Maternity Leave 0.50%
Insurance (e.g. workers comp) 0.20%
Leave Loading 0.30%
Total 22.00%

These calculations become more complex for services that operate outside of normal working
hours and where staff are working shifts and out-of-hours rosters. For example, if when staff take
leave, their positions need to be filled to enable continuity of service, estimates need to be made
of the ‘backfilling’ requirements for a position. An example of a backfilling calculation is presented
below.

Backfill calculations

Hours
Full year 52 38 1,976
Annual leave 4 38 152
Public Holidays 10 7.6 76
Available work time 1,748
Sick leave 10 7.6 76
Work time after sick leave 1,672
PD time 3 7.6 23
Estimated average work time 1,649
Gap between full year & est work time 327
Extra FTE required per FTE 0.20
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Building a goods and services budget
Categories for non-salary expenses will include:

o Staff related costs:
o Training
o Uniforms
o Mobile phones
o (Carleases
e Vehicles (aside from staff-related leases)
e Accommodation related expenses
o Leases
o Utilities
e Technology related expenses
o Computers
o Software and applications
o Networks and cabling
o Printers and other devices
o Website management
e Services
o Legal
o Insurance
o Freight
o Storage
e Travel related expenses
o Accommodation
o Airfares
o (Car hire and taxis
o allowances
o Assetrelated expenses
o Maintenance and support
o Repairs
o Parts
o Specialist equipment
e Event-based expenses
o Marketing
o Venue hire
o (Catering
o Security

Some departments collect information on commitments and contracts to gather much of this
information as part of their zero-based budgeting.
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Below is an example of a salaries build or staff establishment.

Salary

before
Positions required # FTE Class Annual Rate allowances
Caore posilions

Program Manager 1.00 ASOE 105,000 105,000

Casa Manager 1.00 ASD4 80,000 80,000

Casa Manager 1.00 ASD4 80,000 80,000

Casa Manager 1.00 AS0D4 80,000 80,000

Casa Manager 1.00 AS0D4 80,000 80,000

Casa Manager 1.00 AS0D4 80,000 80,000

Sub total 505,000
Backfill positions (if requirad)

Case Managers F 1.00 Lavel 3 T&,000 T5,000
Total T.00 580,000
Version with allowances and backfill

Salary

before
Positions required # FTE Class Annual Rate allowances
Cara posilions

Program Manager 1.00 AS0E6 105,000 106,000

Case Manager 1.00 ASO4 80,000 80,000

Casa Manager 1.00 ASO4 80,000 80,000

Casa Manager 1.00 ASO4 80,000 80,000

Case Manager 1.00 ASO4 80,000 80,000

Casa Manager 1.00 ASO4 80,000 80,000

Sub total 505,000
Backfill positions (if reguirad)

Casa Managers F 100 ASO4 75,000 75,000

Total T.00 580,000

Managing Public Sector Budgets

Allowances (if applicable)

Public Leave

Panalties Variabl
SnaleE  Lolidays 00 loading
0.00% 0.00%  0.00% 0.00%
0 0 0 0
o 0 0 0
o 0 0 0
o 0 0 0
o 0 0 0
0 0 0 )
0 0 0 0
0 0 0 0
0 0 0 0

Allowances (if applicable)

Public Leave

Penalties Variabl
AnATEE olidays 0% igading
15.00%  3.00%  200% 200%
15750 3,150 2,100 2,100
12,000 2400 1,600 1,600
12,000 2400 1,600 1,600
12,000 2400 1,600 1,600
12,000 2400 1,600 1,600
12,000 2400 1,600 1,600
75,750 15,150 10,100 10,100
11,250 2250 1,500 1,500
87,000 17,400 11,600 11,600

A 54

IPAA 5A

Salary after
allowances

105,000
B0,000
B0,000
80,000
80,000
80,000

505,000

75,000

580,000

Salary after
allowances

128,100
47,600
97,600
97,600
47,600
97,600

616,100

81,500

TO0T,600

On costs
Long
Service F'at:rnll Super
Leave K
3.50% 575% 1Z00%
3,6TH 6,038 12,600
2,800 4,600 8,600
2,800 4 600 8,600
2,800 4 600 8,600
2,800 4 600 8,600
2,800 4 600 8,600
17,675 29,038 60,600
2,625 4,313 8,000
20,300 33,350 69,600
On costs
Long
Service F'a;rnll Super
Leave ®
150% 5 T5% T1200%
4 484 T.A66 15,372
3,416 58612 11,712
3,416 5612 11,712
3,416 5612 11,712
3,416 58612 11,712
3,416 5612 11,712

21,564 35426 73,932
3,203 5261 10,980

24,766 40,687 B4.912

Workers
compansation
insurance

0.75%

788
600
600
600
600
800

3,788

G563

4,350

Workers
compensation
insurance

0. 75%

961
732
732
732
732
732

4,621

GHE

5,307

Salary after
allowances
& on costs

128,100
97,600
97,600
97,600
97,600
97,600

616,100

81,500

TOT,EDD

Salary after
allowances
& on costs

156,282
119,072
119,072
119,072
119,072
119,072
751,642

111,630

BE63,272



Way of allowing for contingencies in our budgeting:

An explicit Contingency line within unit/project budgets - this approach is applied as a
standard in building projects where a budget is set aside for risks like not knowing what is
under the ground.

Parameter contingencies where we include conservative estimates for contingencies (e.g.
fuel prices) that make some allowance for increases.

Insurance — the most common way to financially manage uncertainty is to outsource it
through an insurance policy.

Organisational contingencies — instead of allowing for contingencies against specific
projects or programs, some organisations will hold an organisational contingency that is
available for units or teams to access should an unexpected event occur.

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, cost drivers and detail in the assumptions made are
indicators of quality.

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

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

Developing a Budget

Table showing

3. Convert into dollars and inflate | .. o
financial impact

# of units & $ per

2. Develop assumptions in priority order unit

. . . .. | List of
1. Identify different revenues & expense activitiey ¢ransactions
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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 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.

Whole of Government budgeting — Top-down view of budgeting

From earlier, 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 ey

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

Project, team and unit approach is Focus is on need and the
‘grOU nd-u p’ resource_s ] nec_essary to
deliver services
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Our ground-up estimates are as per the table below.

Our zero based budget

DIVISIOF Transitional housing

All amounts in 5'000 Year 1 Year 2 Year 3 Yeard Year 5
Ravanua 1] 1] 0 L1} L1}
Expenses -2,299 2,350 2,403 2,457 2,512
Emplayaa axpensas -4 -r28 -r43 -rar -IT3
Supples and sanicas -1.449 -1.485 1,522 -1.560 -1.598
Depraciation -100 -100 -100 -100 -100
Intamal (Cormporate) expenses -16 37 -38 -39 40
Othar axpansas
Met Cost of Services -2,299 2,350 2,403 -2,457 -2,512
Remova Depreciation 100 100 100 100 100
Add Capital expandilura 0 0 i i} i}
Met Lending/borrowing 2,199 2,250 2,303 2,357 2,412
Expenditure Authority 2,199 2,250 2,303 2,357 2,412
Below is an example of the top-down budget allocated to run our 20 houses.
Allocated budget
DIVISION: Transitional housing
All amounts in $'000 Year1 Year 2 Year 3 Year 4 Year 5
Revenue 1] 1] L] 1] 1]
Expenses 2,000 2,045 =2.090 2137 2,185
Employes expansas 580 582 -B0E H16 SG2E
Supplies and sarvices -1,300 -1.333 -1.366 -1.400 -1.435
Depraciation 100 100 -100 -100 -100
Intemal (Corporale) expansas =20 -21 -21 -22 =22
Met Cost of Services =2,000 -2,045 =2,090 2,137 2,185
Remowa Depreciation 100 100 100 100 100
Add Capital expenditura 0 0 0 0 0
Met lending/borrowing 1,300 1,945 -1,.950 =2,03T7 =2,085
Expenditure Authority 1,900 1,945 -1,.990 2,037 2,085
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Budget shortfall

Variation
DIVISION: Transitional housing
Joumal
All ameounts in $'000 Yeaar 1 Year 2 Year 3 Year 4 Year 5
Rawveanue 1] 1] 1] 1] 1]
Expenses =299 =305 312 =320 =327
Employes axpansas -134 -136 -139 -142 -145
Supplies and sarvices 149 153 157 160 164
Depraciation 0 0 0 0 0
Intamal {Comporale) expansas 16 16 AT -7 -1&
Other expansas 0 0 0 0 0
MNet Cost of Services =299 -305 =312 =320 =327
Ramaove Depraciation 0 0 0 0 0
Add Capital expanditura 0 0 0 0 0
MNet Lending/borrowing =299 =305 312 =320 =327
Expenditure Authority =299 =305 =312 =320 =327
Discussion

List as many options as you can to address this situation.

Managing Public Sector Budgets A 59

IPAA 5A



Review the business model

Another approach is to review our business model in response to the lower budget. We can do
this to reinforce the need to provide links between our resources and our inputs, activities,
outputs, objectives and outcomes.

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

Understand the mix of our inputs (types of costs)

Reduce unnecessary costs — those costs that are not delivering value

Can we share inputs with others to share costs (e.g. staff and space)?

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:

Are we converting inputs into outputs as efficiently as possible?

Have we arranged our processes properly?

Do we need to review service delivery methods?

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?

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

Are there products or services we could scale down or eliminate?

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

Are there other products and services that we can provide?

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. industry, grant provider)?
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?
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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).

Options to adapt will look at trade-offs in dimensions of success for our initiative arising from
reducing the budget.

v/ ) Q vy

Scope Time (a Cost (a Quality Risk
schedule) budget)

Options for revising our case study budget include:

o Staffing mix — change the mix of staff to have some case managers at Level 3 and some
case managers at Level 2
o Efficiencies - reduce the staffing requirement to increase the caseload per case manager
e Procurement — seek to use purchasing power to get reduced prices for groceries or for
house maintenance
o Nice to have vs must have — seek to identify aspects of the budget that are not obligatory
and scale them back or eliminate them
o 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
o Contributions from the Commonwealth with its interest in, and responsibility for,
migration
e Scale the program back — reduce the number of houses to fit the program within the
budget
e Re-profile expenditure by delaying the start of the program — the top-down budget
reduced the program to $10.5 million over five years, a reduction of $1.5 million over five
years. We could aim to save $1.5 million by starting the program later in the first year,
reducing first-year costs from $2.3 million to $0.7 million.
e Qutsource the program to a third party by seeking tenders to deliver within the financial
parameters given
e Share costs with other programs operating in the regions (e.g. office accommodation or
program management)
e Seek assistance from volunteers
e Reduce the size of families that qualify for the program
e 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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Cash flowing (phasing) 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

. Break down the budget into these components
e 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
spend 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.

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.
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-250 -250

1 2 3 4 5 6 7 8 9 10 11 12

Actual = YTD variance e==Budget

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
Using handout 1, indicate the timing of when different expenses will be incurred.

Handout 2— revised budget and cash flow

Reflection:
What has been an important learning and why?
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Example of a cash flowed or phased budget layout

As at
Division Skilled Migrant Housing

All amounts in $'000 Total July August Sept Oct Nov Dec Jan Feb Mar Apr May Jun
Revenue
Expenses
Employee Expenses
Supplies & Services
Households
quarterly bills
annual bills
weekly costs
monthly costs
Office
quarterly bills
monthly costs
Borrowing Costs
Depreciation
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 Result from transactions 0 0 0 0 0 0 0 0 0 0 0 0
Remove Depreciation 0 0 0 0 0 0 0 0 0 0 0 0
Add Capital Expenditure 0 0 0 0 0 0 0 0 0 0 0 0
Net Lending/Borrowing 0 0 0 0 0 0 0 0 0 0 0 0
Expenditure Authority 0 0 0 0 0 0 0 0 0 1] 0 0
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Discussion
Given the design of our program, what are some transactions that will occur?

Who will likely be in control of these transactions and what risks does this present?

What are some steps we could take to reduce risks and improve controls?
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Exercise control over transactions

If budgeted, who has authority to contract and approve expenditure?

For the majority of Government initiatives, authority to enter into contracts and approve
expenditure for the budget resides with Ministers. Ministers are proclaimed as bodies corporate
with 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.

Details of delegations and financial authorities are provided by Treasurer’s Instructions 8.

The different types of ‘authority’ are detailed in Treasurer’s Instruction 8. Three types of
authorisation are defined:

1. Financial authorisation
2. Contract authorisation
3. Payment authorisation.

“Financial authorisation” means the approval given by Cabinet, a Minister, a governing
authority, Chief Executive or nominated employee for a public authority to enter into a contract,
including a purchase, subject to the authority’s procurement policies, or to make a payment or
disbursement, including a payment between public authorities, up to a specified monetary limit.

A “contract authorisation” is a financial authorisation that relates to the approval for a public
authority to enter into a contract, including for the purchase of goods and services, subject to the
public authority’s procurement policies. An instrument empowering an employee or the occupant
of a position to grant a contract authorisation may distinguish different types of contracts (and/or
purchases) that the employee or the occupant of a position is permitted to approve.

A “payment authorisation” is a financial authorisation that relates to the approval of a public
authority making a payment or disbursement, including, through a direct debit arrangement.

Cabinet approval is required for any initiative or for any circumstance that would cause an agency
to exceed its financial targets, new initiatives or agencies that believe they will breach their
financial targets.

Cabinet approval is required under Treasurer’s Instruction 8 to enter into contracts that exceed
the delegation of Ministers.
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Section 5 of Tl 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 Tl 8 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

. the Chief Executive or governing
authority; or

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

. an employee 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 e Cabinet; or

*  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.
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Is it value for money — have processes been followed?

Value for money for expenditure on supplies and services is achieved through the 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
smd EMergency Situations
Procurement Schedule

=mad Reporting Schedule

Goods and Services
e 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.

Estimated Cost  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 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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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 destination seeking out specific numbers
and variations. If we try and read financial statements for comprehension, we risk
drowning ourselves in numbers.

The following is a three-step process to get a reader of financial statements started in
understanding or deriving questions to ask 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.

For management reports, the specific numbers we are seeking out are the total variations
for revenue and expenses.

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.

For management reports, we seek out the larger variances that explain the total variances
identified in the first step.

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.
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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.

Understanding and explaining variances

A manager with finance responsibilities is accountable not only for understanding and
implementing actions to remedy variations, but 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:

1. Adivity

2. Complexity

3. Price/cost growth/reduction

4. Unbudgeted expenditure

5. Timing — delayed invoice or budget phasing error
6. Errors

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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and as enses

T150 - Salaries AR E24.33 30,585.56 A0,541.34 -055.78 121,385.72 120,422 50 47322 361.201.83
T155 - Allowances 0.00 0.00 0.00 0.00 0.00 000 000 000
Total: Salary expenses 481,624.33 39,585.56 40,541.34 -955.78 121,395.72 120.422.50 a73.22 361.201.83
ONCOST EXPENSES
7201 - Annual leave 30,483,598 3,246.05 3,324.42 -T8.37 9,954.55 9.874.74 79.81 29 618.85
T211 - Long Service Leave 20,536.67 1,6BT.65 1,728.70 -40.75 5,176.37 5.134.87 41.50 15.401.80
T - Payroll tax 2B, 237.62 2,320,062 2,376.96 -56.04 T.117.50 706044 57.06 2117748
T30 - Super A6, 207,50 3,TO7.66 3,889.58 -81.70 11,646.82 11.553.45 93.37 34 65405
Total: Oncost expenses 134,475.67 11,052.60 11,319.66 -266.87 33,895.24 33.623.50 271.74 100,852.17
Total for Employee Expanses 616,100.00 50,638.36 51,861.00 4,222.64 155,290.96  154,046.00 1,244.96 462,054.00
General Operatin enses
Goods & Services
BH30 - Accommodation {non govt) A5, 000.00 0.00 0.00 0.00 11,250.00 11.500.00 -250.00 3350000
8160 - Office Supplies B1,610.00 TE3.1T 6, 900.00 a7 22,902.50 22.809.00 93.50 68.801.00
83X - Groceres and food 305, 200.00 3B,000.00 30,740.00 -1,740.00 95,500.00 9870100 99.00 296,499.00
B0 - Health coats T2,000.00 &, 000.00 1,757.00 -1,757.00 18,000.00 20,391.00 -2.391.00 51.609.00
8821 - Electnicity and Lhilities 6B, 000.00 36,000.00 16,033.00 17,867.00 A42,000.00 A7 456.00 4. 544,00 130.544.00
B0 - Cleaning & Removalats 104, 000.00 0.00 0.00 0.00 17,333.33 18.121.60 -THa.27 8587840
8401 - Vehicles - Hre and service 100,000.00 15,000.00 7,120.00 7,880.00 21,000.00 7.120.00 13,880.00 92,880.00
8230 - Fuel and Lubricants A6, BOD.00 A4,500.00 20,542.64 -16,042. 64 11, 700.00 3562464 -23.924.64 11.175.36
BHEZ - Maintenance breakdown 20,000.00 0.00 10,236.00 -10,236.00 5,000.00 13.675.00 -8 675.00 6.325.00
B850 - Miscellaneous expenses (personal) 203,200.00 16,333.33 16,191.00 1,142.33 50,800.00 51.068.00 -268.00 152, 132.00
Total for Supplies and Services 1,245,810.00 126,467.50 128,519.84 -2,052.14 298,785.83 316,466.24 AT,BE0.41 929,343.76
Depreciation
9801 - Depraciation 100,000.00 B,333.33 B8,333.33 0.00 25,000.00 24.999.99 0.1 75.000.01
Total for Depreciation 100,000.00 8,333.33 8,333.33 0.00 25,000.00 24,999.99 0.01 75,000.01
Internal {Dept) Expenditure
B2 - Intemnal exp - Goods and Services 36,000.00 3,000.00 3,000.00 0.00 9,000.00 9.000.00 0.0a 27.000.00
Total for Internal (Dept) Expenditure 16,000.00 3,000.00 3,000.00 0.00 9,000.00 9,000.00 0.00 27,000.00
Total for oparating 1,381,810.00 137,800.83  138,852.97 2,052.14 332,785.83  350,466.23 A7,680.40 1,031,343.77
Total for Project 999 1,997,910.00 188,439.18  191,713.97 -3,274.78 488,076.79  504,512.23 A16,435.44 1,493,397.77
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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 in 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. In many cases, 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. Itis
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, 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.

Managing Public Sector Budgets A 76

IPAA 5A



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 or 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 and lacks rigour and 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 reports show 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).

Over the page, is an example of our budget forecast to year-end by updating our projections for
the remaining months.
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71112
71211
713151
713161
71271
T17110

73214
73269
73299
T3i284
73142
73279
T3287
73132
F3185
73511
TEELL
TI7800

72119
T72110

TEELZ
TI6810

Reading financial

Summarised analysis &

Examine transactional

EXPENSES

SALARIES AND WAGES - PSM ACT
ANNUAL LEAVE EXPEMSE

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

‘OFFICE ACCOMMODATION
OFFICESUPFLIES

FOOD AND CATERING

HEALTH AND MEDICAL EXPENSES
ELECTRICITY AND UTILITIES
REMIOVAL EXPENSES

CLEANING EXPEMNSES

FLEET COST5 CHARGE BY FLEET 5A
VEHICLE EXPENSES FUEL AND LUBE
REPAIRS AND MAINTENANCE
OTHER EXPEMNSES
TOTAL OTHER SUPPLIES & SERVICES

DEPRECIATION EXPEMSES
TOTAL DEPRECIATION

OTHER EXPEMSES - A GOVT
TOTAL OTHER EXPENSES

TOTAL GOODS & SERVICES

TOTAL EXPENSES

NET COST OF SERVICE

Annual

Revised Variance to

¥YTD Actual ¥YTD Budgets ¥TD Budget Annual Annual

Sept XX Sept XX Variation Jul X0 Aug XX Sep XX Oct XX Now XX Dec XX Jan XX Feb XX Mar XX Apr XX May ¥ JuneXX R Forecast Budget
120,422 121,398 973 481,624 39,545 40,336 40,541 40,905 35,586 40,905 40,805 36,947 40,905 39,586 40,905 35,586 480,651 973
9,875 9,955 80 39,494 3,243 3,308 3,324 3,354 3,248 3,354 3,354 3,030 3,354 3,246 3,354 3,248 39,414 E0
5,135 5,176 41 20,537 1,686 1,720 1,729 1,744 1,688 1,744 1,744 1,575 1,744 1,688 1,744 1,688 20,495 41
7,060 7,118 57 218,238 2,319 2,365 2,377 2,398 2,321 2,398 2,398 2,166 2,398 2,321 2,398 2,321 28,181 57
11,553 11,647 93 46,208 3,794 3,870 3,890 3,924 3,798 3,924 3,924 3,545 3,924 3,798 3,924 3,798 46,114 93
154,046 155,291 1,245 616,100 50,587 51,598 51,861 52,326 50,638 52,326 52,326 47,262 52,326 50,638 52,326 50,638 0 614,855 1,245
11,500 11,250 {250} 45,000 0 11,500 o o 11,250 0 1] 11,250 a o 11,250 "] 45,250 {250}
22,809 22,303 94 51,610 7,800 8,109 6,900 7.634 7,634 7.634 7,634 7.634 7,634 7,634 7.634 7,634 51,517 53
38,701 58,800 59 355,200 28,394 30,567 39,740 30,400 30,400 38,000 30,400 30,400 38,000 30,400 30,400 38,000 395,101 59
20,391 18,000 (2,391) 72,000 6,289 6,345 7,957 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 74,351 (2,391)
37,456 42,000 4,544 168,000 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
5,181 4,333 {847} 65,000 4,280 13,762 4,301 10,833 "] 10,833 1] 10,833 a 10,833 o 10,833 58,347 5,653
12,541 13,000 59 35,000 4,280 4,360 4,301 6,500 "] 6,500 1] 6,500 a 6,500 o 6,500 45,441 {6,441}
7120 21,000 13,880 100,000 0 o 7,120 3,000 3,000 3,000 43,000 3,000 15,000 3,000 3,000 3,000 86,120 13,880
35,625 11,700 {23,525) 46,800 7,581 7,501 20,543 7.200 7,200 5,000 7,200 7,200 5,000 7,200 7,200 5,000 105,825 (55,025}
13,675 5,000 (8,675) 20,000 2,319 1,120 10,236 o 5,000 0 1] 5,000 a o 5,000 "] 28,675 {8,675)
51,068 50,800 {268) 203,200 16,987 15,890 18,191 15,733 15,733 19,333 15,733 15,733 19,333 15,733 15,733 15,333 203,468 {268]
316,466 298,786 (17,680) 1,245,810 72,772 115,175 128,520 90,301 89,218 136,301 112,968 106,551 130,968 90,301 89,218 135,301 0 1,298,590 (52,780)
25,000 25,000 1] 100,000 8,333 8,333 8,333 8,333 8,333 8,333 8,333 8,333 8,333 8,333 8,333 8,333 100,000 1]
25,000 25,000 o 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 0 100,000 o
5,000 5,000 - 36,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 36,000 -
9,000 9,000 = 36,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 0 36,000 =
350,466 332,786 (17,680] 1,381,810 84,105 126,508 135,853 101,634 100,551 147,634 124,301 117,884 142,301 101,634 100,551 147,634 0 1,334,550 (52,780)
504,512 488,077 (16,435) 1,997,910 134,652 178,106 151,714 153,960 151,189 159,960 176,627 165,147 194,627 152,273 152,877 198,273 0 2,049,445 (51,535)
504,512 488,077 [16,435) 1,997,910 134,692 178,106 191,714 153,950 151,189 199,960 176,627 165,147 194,627 152,273 152,877 198,273 0 2,049,445 (51,535)

statements

1. Bottom line and big numbers

priorities

2. Identify key variances and trends

detail

3. Understand and monitor relevant transactions
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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 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 the net cost of service or fiscal balance 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 be required to 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.

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 Corp Finance required
B YES with Can the Dept reschedule expenditure within its
B CE approval current budget and forward estimates — Business
4 case to Exec Management Team?
YES
7y NO — budaet 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
\ 4
NO > Proposed expenditure is denied
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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 -4312
Investing initiatives — — — 4 000 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 -1438 -1488
Impact on net lending -3 020 -4 087 -2 694 2562 9512
Department of Education and Children's Services
Operating initiatives
Early childhood education -570 -2 351 -3 191 -3 116 -836
I School electricity costs -3 180 -3 236 -3 308 -3 301 -3 476 I
School electricity costs
Budget implications ($000)
2010-11  2011-12  2012-13  2013-14 2014-15
Estimate Budget Estimate Estimate Estimate
Operating expenses -3 180 -3 236 -3 308 -3 391 -3 476

This initiative provides an additional $3.2 million in 201011 (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 — — — — —
Impact on net operating balance — -8 849 -14 408 -15523 -12 616
Impact on net lending — -24 849 -30 408 -33523 -12 616

Department for Education and Chlld Development
Operating initiatives

Children in care — 8649 14408  -15523 12616
Investing initiatives

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 -15 523 -12 616

This imtiative 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:

5475 000 per annum (indexed) to expand the frontline support team and increase the use of other person
euardianship orders under the Children’s Protection Act 1993 This allows a child to be under the
nardianship of a person other than the Minister. including relatives

51.1 mullion per annum (1ndexed) to implement 1mitiatives 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

51.0 nullion per annum (1ndexed) to implement a program to reunite adolescents currently in out-of-home
residential care with their families. This mitiative 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 traiming and support to both government and non-government organisations in
order to imncrease parenting capacity for families at risk.

This 1tiative 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
cas.es_& financial
submissions statements
Convertinto dollars and inflate ‘ Tabular Information l Bottom line andbignumbers
Develop assumptions in priority order [ Analytical Information | Identify key variances andtrends

Identify differentrevenues & expense activities| Transactional Information

Understand and monitortransactions

Monitoring &

Budgeting controlling

Reflection and discussion
What has been my most important learning from this session?

Why?
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Appendix 1: Financial management expectations

You might be like many managers who find their way into their role, get handed a budget and a
financial report and are assumed to know how to manage the financial aspects of the role. Yet
you have no financial background. How do you know what you need to know?

This section is designed for managers within the public sector to help them understand what is
required of them ‘financially’. It details what is reasonable to expect of them in managing the
finances of their cost centre or unit.

In most cases, public sector financial management demands cost centre management (revenue is
being earned elsewhere in the organisation). These expectations largely relate to what is
expected of a cost centre manager. There are some examples of where a manager will need to
attend to earning revenue.

The expectations of a public sector manager in managing finances are arranged into five parts.
Each part represents one element of financial management. The five elements of financial
management are:

What is your financial bottom line(s)?
Establishing financial targets

Do you have
assurance that
transactions and
records are right?
Good financial
controls

Targeting it

Do you know
where your
finances are now?
Good financial
reporting

Controlling it Knowing it

Public
Money

Are the financial
implications of
decisions rigorous and
transparent? Good
budget allocation &
bids/business cases

Are you confident
in your financial
future? Good
projecting and
estimating

Funding it Planning it

1. Financial targets and limits — establishing financial goals for an organisation (both for
performance - profit, surplus, breakeven and for financial position — assets, liabilities, net
work) and how they translate into targets for the units within the organisation (surplus,
expense limits, revenue target)

2. Financial reporting — the provision of financial information internally and externally to
enable organisations, their staff and external parties to monitor financial performance and
position.

3. Financial planning - preparing projections and estimates to understand future revenues
and expenses in order to understand future financial viability or need. Within organisations,
this is usually performed as part of the budget process.

4. Financial decision making — determining remedies to variations identified in reporting,
determining how to adapt to changes in financial parameters and developing proposals or
business cases to seek funding or changes in budgets.
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5. Financial controls — understanding how we need to exercise control over transactions
through purchasing decisions, through the efficient use of resources and how transactions

need to be undertaken according to policies established by the organisation.

A manager should reasonably be able to answer yes to each of the questions in the five sections

that follow.

Financial targets and limits

| know the financial and FTE limits for my section (for a cost centre manager, the financial
limit will be expressed as an expense budget).

| understand that these financial and FTE limits reflect what Parliament has approved and
what the Government can afford given its priorities and its financial goals.

| understand that the Government's finances are simply the sum of its parts and that
overspending in one area will require reallocation of budgets or will compromise financial
goals.

| understand that my financial limits do not discriminate for different sources of funds and
that increases in spending of either above budget represents exceeding financial limits.

| understand that access to external or accumulated funds does not represent authority to
spend and that authority to spend is represented in the financial limits for my section.

| understand that | need to discuss my finances with my line manager as well as with
Finance staff as soon as | become aware that | might exceed my financial limits

| will advise my line manager and Finance (through monthly reporting) where it is expected
that expenditure will fall short of budget.

It is expected that the manager understands

What is financial performance?

What is financial position?

What is revenue?

What is an expense?

What is an asset?

What is a liability?

What is the difference between operating expenses and capital expenditure?

Financial reporting and analysis
| have access to a statement of financial performance for my area of responsibility.
| understand and analyse the financial statements provided to me each month

| know that I need to focus on understanding and remedying the variations shown
in the report

| know how or where to get access to transaction information, FTE information and
activity information (where applicable) for my area of responsibility.

| understand the extent to which variations and their remedies are within my
control or are out of my control.

| have brought variances and end of year forecasts to the attention of those who do
have some control over the relevant revenue or expense line.

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes
Yes

Yes

Yes

Yes

Yes

No

No

No

No

No

No

No

No
No
No

No

No

No
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| have explained my variations and strategies for remedying them with my line Yes No
manager/leadership team.

It is expected that the manager understands

e How to access financial reports and supporting information
e The reporting deadlines of their agency.

Financial planning
| know the activity drivers and cost drivers for my section. Yes No
| can (with help from a Finance officer) build a budget, based on these activity and cost Yes No

drivers, for my section.
| have estimated the financial costs associated with delivering the services expected of me.  Yes No

| have estimated (with help from a Finance officer) the level of services that | can reasonably  Yes No
deliver with the financial limits assigned to me.

| have looked into the availability of reasonable benchmarks and comparisons that can be Yes No
used to assess my financial plans.

| understand the extent to which my section can generate revenue. Yes No

| have estimated when the expenses and revenue will occur across the financial years Yes No
(phasing or cash-flowing) taking into account when activity and events will occur

| understand that | need to discuss my financial plans with my line manager (and with Yes No
finance staff) when they do not align with my financial limits or with the service
expectations made of me.

It is expected that the manager can answer two questions
1. lTknow what resources are needed to deliver what is expected
2. | know what I can deliver with the resources available to me

Budgets and budget variations are presented in tables

Think in terms of tables — can you complete the following table for your directorate, cost centre or
project?

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

Where possible - specify
Expenses

Where possible - specify

Net result from transactions

Capital expenditure

Net Lending/borrowing
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Financial decision-making

| know the gap between the financial limits (top down budget) and the financial Yes
plans (my activity or cost based budget) that | have developed.

| have discussed the gaps between my financial limits and my financial plans with ~ Yes
line manager/leadership team.

| have reviewed priorities and developed strategies to make the changes necessary ~ Yes
to operate within my financial limits.

| have discussed the service impacts and known risks involved in operating within ~ Yes
my financial limits with my line manager/leadership team.

| understand that | must get approval from a line manager to change the financial ~ Yes
limits that | am operating to.

| understand that changes in my budget will require the reallocation of money Yes
within our Department and possible from other Government departments

| understand that should no approval to change financial limits occur, | need to put ~ Yes
in place the changes, strategies and controls necessary to live within my approved
financial limits.

It is expected that the manager

e Understand their agency’s budget and reporting timetable
e Has an awareness of the annual budget process
e Is aware of relevant agency budget policies and guidelines

Financial controls
| understand the delegations that are assigned to my position. Yes
| understand the extent to which | can achieve efficiency through buying wisely Yes
| will make every effort to ensure the efficient use of resources entrusted to my Yes

section by me and by my colleagues.

| am aware that where possible, | should use preferred providers and where possible  Yes
use purchase orders

| am aware of procurement thresholds that dictate when to use different Yes
procurement options

| am aware that there are Department financial policies and procedures and | am Yes
able to locate them on the intranet when | need.

| am aware that there are Department delegations and authorisations and | am able ~ Yes
to locate them on the intranet when | need

It is expected that the manager

e s aware of Treasurer's Instructions and related agency financial policies
e s aware of Procurement policies and guidelines
e Understanding transaction cycles and controls across the cycle

Is aware of the IBAC/ICAC and reporting obligations arising from IBAC/ICAC
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Appendix 2: Understand the fungibility of public money

Fungibility is the property of money that enables it to be moved from one area to another without
reducing its value or failing to meet obligations. Highly fungible money can be interchanged and
reallocated easily and therefore provides flexibility to managers. Less fungible money has
restrictions over its movement. This money is harder to access and therefore more rigid.

The nature and implications of fungibility can be seen across different levels of government and
organisations. It can be seen:

e Within the federation
e Within states
e Within agencies and departments.

Within the federation

State Governments in Australia receive large amounts of grants from the Commonwealth
Government. The Commonwealth has a greater capacity to earn taxes while states have primary
responsibility for the delivery of services. Thisimbalance is referred to as vertical fiscal imbalance.
Grants from the Commonwealth to the States are categorised into:

e General Purpose Grants and
e Specific Purpose Grants

Within the General Specific
Federation  purpose grants purpose grants
Fungible Non fungible

General Purpose Grants, primarily funded by the GST, are fungible. The State Governments can
use and allocate this money to any purpose without restriction from the Commonwealth.

Specific Purpose Grants are non-fungible. These grants are tied or specified to a particular purpose.
The allocation of the money from the Commonwealth to the state is conditional on the state using
the money for a purpose, the details of which are captured in grant agreements. At the end of
each year or the end of the period covered by funding agreements, the States are required to acquit
that they have spent these funds as per the agreements.

Within State Governments

State Governments, through their Treasury and Finance, receive taxes and untied Commonwealth
Grants into a public account (often referred to as the Consolidated Account). The money from this
account is then transferred (appropriated) to Government departments.
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Money is received by agencies from Parliamentary appropriations, from the sale of goods and
services or from specific levies or taxes that are passed into special purpose or hypothecated funds.

Within the Money from Appropriation Appropriation Legally
State Govt  sales for Hypothecated
specifically or contracted
approved funds

initiatives
Fungible Non fungible

For agencies, money from the sales of goods and services is highly fungible. Money appropriated
from Parliament will have different grades of fungibility. The vast amount of what is appropriated
will be provided to agencies to deliver services and programs of that agency. This is documented
in budget papers. Within these purposes, Chief Executive Offices can allocate funds within their
agency with some discretion.

These can be classified as allocated funds.
Limits on this will include:

e Budget measures — money provided in the budget for specific initiatives that are detailed
in budget papers. Money for these measures must be allocated for that purpose as
documented.

e (Cabinet approvals — money provided in the budget to fund specific measures approved by
the Cabinet for the agencies. Again, these measures must be allocated for that purpose as
documented in the Cabinet submission that sought approval.

These latter examples can be classified as committed funds.

Agencies will also receive money from legislated arrangements like fees and levies that are
required to be set aside into a specific fund defined in legislation. An example in South Australia
is the Emergency Services Levy. These are known as hypothecated funds and are not fungible. The
purposes to which the monies can be applied are typically prescribed by the legislation that
enables the levy and creates the fund.

Within Agencies

Finances are allocated within agencies across cost centres and projects usually designed to align
with the organisational structure of the agency. This allocation will largely be at the discretion of
the Chief Executive Officer subject to the limits described in the previous sections. The Chief
Executive will delegate their authority to positions within the organisation to manage these
monies and, if necessary, to reallocate these monies.

The reallocation or movement of money will therefore be subject to policies and rules within the
agency.
In many cases, managers will operate to the budget bottom line (i.e. total expenses or surplus or
deficit).

A budget allocated to a cost centre or project will be broken down into a budget for staff (employee
expenses) and budgets for various types of goods and services. However, agencies will usually put
some limits on how managers can reallocate money within their budgets.
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A final category of budget is allocated to projects or programs where contracts or agreements have
been entered into. These are examples of contracted funds that are non-fungible.

A common question raised in workshops is: Can the budget allocated for employee expenses be
reallocated by a manager to the budget for goods and services or to another cost centre or project?

/ Reallocate from employe® YES

to supplies & services

Employee expenses budget Supplies & Services budget

NO Reallocate from supplies & services
to employee expenses

— A

Agencies will usually allow the reallocation of employee expenses budgets to supplies and services
but will not allow reallocation in the opposite direction. Commitments of money to supplies and
services can be limited by specific purchases and contracts, while the hiring of employees brings
with it ongoing liabilities and matters of tenure.

Understanding the concept of fungibility in public money helps us understand that not all money
is the same. Some can be more flexibly applied giving leaders and managers varying levels of
discretion in how they apply public money.

Across all layers of government, the limits on fungibility will be captured in documentation
between the relevant parties (like contracts, agreements, legislation and budget papers) and
documentation of policies and rules in agencies.
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Appendix 3: Accounting and Budget Terminology

Operating statement terminology

Revenue is the money a business brings in from its customers for providing goods or services
related to its normal operations.

Expenses are decreases in economic benefits during the accounting period in the form of
outflows or depletions of assets or incurrence of liabilities that result in decreases in equity, other
than those relating to distributions to equity participants.

Other comprehensive income - includes revenues, expenses, gains, and losses that have yet to
be realised and are excluded from income or expenses on an operating statement.

Cost of Goods Sold or Cost of Services (COGS)

The purpose of COGS is to measure all the costs directly associated with making the product or
delivering the service. The materials, the labour and usually a portion of overheads directly
attributable to the production or delivery of service are included in COGS. However, as with
revenue, there are always some grey areas, such as do we include the wages of the plant
supervisor, the quality control personnel, and sales commissions, or should these costs be part of
operating expenses?

In reality, as long as all costs are recorded somewhere in the income statement, then the bottom-
line net profit will be the same. It is important for a company to record its expense types
consistently so a user or analyst of the financial statements can compare revenue and costs
between periods.

Gross profit and gross margin

Gross profit is what is left over after a company has paid the direct costs incurred in making the
product or delivering the service. Gross profit is a key number for most companies. It tells you the
basic profitability of your product or service. If that part of a business is not profitable, the
business is probably not going to survive for long. After all, how can the business expect to pay
for operating expenses of management salaries, administration staff, and pay interest to service
any debt, if they aren’t generating a healthy gross profit?

“Gross margin is a company's total sales revenue minus its cost of goods sold (COGS). Itis
often expressed as a percentage by dividing the gross margin, calculated in dollar terms, by
total sales revenue. The gross margin represents the percentage of total sales revenue that
the company retains after incurring the direct costs associated with producing the goods and
services it sells.”

Source: Investopedia.com

Operating Profit or EBIT

Operating profit is gross profit minus operating expenses. Operating profit is also known as
earnings before interest and taxes, or EBIT.

Why are interest and taxes not subtracted from EBIT? Operating profit is the profit a business
earns from its operations.

e EBIT measures profit before the impact of financing decisions and tax implications.
e EBITDA (Earnings before Interest, Tax, Depreciation and Amortisation) measures the
impact of profit before the impact of asset management decisions.

Managing Public Sector Budgets A 21

IPAA 5A



Interest expenses are sometimes shown separately because of whether the company is financed
with debt or equity, and as such, the financial structure of the company does not indicate how
well a company is run from an operational perspective.

Tax expenses are shown separately because they don’t have anything to do with how well a
company is run. Taxes are the result of legislation and government policy.

Net Profit

Net profit is the bottom line of the income statement. Net profit is what is left over after
everything is subtracted from revenue — cost of goods sold or cost of services, operating
expenses, taxes, interest and one-time charges, and non-cash expenses such as depreciation and
amortisation.

Balance Sheet Terminology

Assets

An asset is a resource controlled by the entity as a result of past events and from which future
economic benefits are expected to flow to the entity. Assets are items you own that can provide
future benefits to your business.

Liabilities

A liability is a present obligation of the entity arising from past events, the settlement of which is

expected to result in an outflow from the entity of resources embodying economic benefits. The
opposite of assets, liabilities are what you owe other parties.

Equity (or Capital)
Equity is the residual interest in the assets of the entity after deducting all its liabilities.

Current assets
Assets to be converted into cash or used with the next accounting period. Examples include cash
at bank, accounts receivable or inventories held.

Non-current assets
Assets that are expected to remain in use for more than 12 months. Examples include property,
plant and equipment.

Current liabilities
Obligations that are expected to fall due with the next accounting period. Examples include
accounts payable, provisions for employee entitlements (short-term) and short-term loans.

Non-current liabilities

Obligations that are not expected to fall due for more than 12 months from the date of the
balance sheet. Examples include long-term loans and long-term provisions for employee
entitlements like long service leave.

Working Capital
Working capital is a different concept of capital. It is the capital (i.e. cash and other current
assets) that is immediately available to a company for the operation of its day-to-day business.

It is calculated as:

Net working capital = current assets — current liabilities
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“Working capital gives investors an idea of the company's underlying operational efficiency.
Money that is tied up in inventory or money that customers still owe to the

company cannot be used to pay off any of the company's obligations. So, if a company is not
operating in the most efficient manner (slow collection), it will show up as an increase in the
working capital. This can be seen by comparing the working capital from one period to
another; slow collection may signal an underlying problem in the company's operations.”

Source: Investopedia.com

Negative working capital indicates that a company has a short-term capital shortfall and needs to
source or borrow additional funds to meet its commitments. Additionally, negative or low
working capital prevents a company from investing in growth initiatives, such as purchasing
additional stock during a busy season or pursuing an acquisition opportunity.

A positive working capital indicates that the company has sufficient capital to meet its
commitments. An excess of working capital can be inefficient, as capital is tied up in
unproductive assets such as cash, accounts receivable or inventories.

Right-of-use assets
A right-of-use asset is an asset that an organisation has access to as a result of a lease
arrangement. The right-of-use asset is a lessee's right to use an asset over the life of a lease.

Changes in accounting standards have required organisations to recognise lease liabilities on
their balance sheet and to also recognise the right-of-use asset as an asset, effectively ‘grossing
up’ the balance sheet.

Budget Terminology

Appropriation Funding is provided by the State Government from the Consolidated Fund under
the Appropriation Act to enable the Department to meet expenditure. An appropriation can be
for either the provision of outputs, asset investment, or to make a payment on behalf of the state
An appropriation is the legal instrument that Parliament uses to fund Departmental operations.

Budget Variation (BV) is an adjustment to the original approved budget. These are adjustments
to budgets for internal (transfers between divisions/directorates) and external (Cabinet)
decisions that impact on revenue and expenditure.

Carryovers - The Carryover process allows agencies to request the carryover of unspent funds
from the current /Prior financial year for discrete programs/projects into future years, whether or
not the agency underspent overall. Carryover requests occur twice a year:

1. August/September — End-of-Year Carryover journals submitted following the actuals
process, carryovers from prior financial year into the current or future years.

2. February/March - Budget Time Carryover journals submitted for carryover out of the
current financial year into future years, where underspending has already been identified.

Impacting data adjustments — Impacting data adjustments are those that increase or decrease
the net operating result or the net lending/borrowing result. The Impacting Data Adjustment
(IDA) process provides an opportunity for agencies to submit various updates to their budget,
resulting in changes to accounting, activity and to correct errors, etc., at different times of the
year. Updates for changes in activity for ‘parameter’ items, e.g. revenues based on current year
experience, enrolments, revisions to asset sales profiles, depreciation in light of actuals, and
operating to investing reclassifications.

Adjustments are submitted as part of the budget process in February and March.
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Non-impacting adjustments - data adjustments are those that have no impact on the net
operating result or the net lending/borrowing result. Common Types of adjustments include

1. Data Corrections, Reclassifications, and machinery of government transfers
2. Revenue and matching expenditure adjustments in a financial year
3. FTE, balance sheet or matching errors

Agencies may submit Non-Impacting Data Adjustments via the Budget and Monitoring system,
at almost any time. DTF aims to review and process or reject these cover sheets and journals
within two weeks.

Horizon Year — the new year added to the forward estimates at the beginning of the budget
process. In the 2025-26 Budget, the budget year was 2025-26 and the forward estimate years
were 2026-27, 2027-28 and 2028-29. After that budget was handed down, a new year is added
to the forward estimates — 2029-30. This year is termed the horizon year. The horizon year is
created assuming no changes in policy and by automatically indexing employee expenses (by
1.5%) and supplies and services (2.5%).

Mid-Year Budget Review — Mid-year update for changes in activity for ‘parameter’ items, e.g.
revenues based on current year experience, enrolments, revisions to asset sales profiles,
depreciation in light of actuals, operating to investing reclassifications. Itis a no policy change
document and is not an opportunity for agencies to submit new initiatives.

Net lending/borrowing position - A measure of the net operating balance, less acquisition of
non-financial assets, plus consumption of fixed capital (depreciation). Measures the extent to
which accruing operating expenses (less depreciation) and investment expenditures are funded
by revenues.

Net operating balance - A measure of the operating result of a sector of Government, calculated
as revenue from transactions less expenses from transactions. It is a summary measure of the
ongoing sustainability of operations and excludes gains and losses resulting from changes in
price levels and other changes in the volume of assets. It is the component of the change in net
worth that is due to transactions and can be attributed directly to government policies.

No Policy Change — budgets reflecting only existing Cabinet-approved policies and programs
that have already been explicitly approved by Cabinet as having costs in the horizon year.
Increases in demand due to population increases over time may be included, but expansions to
the scope of service delivery should not be.

Rephase or reprofile — changing the estimated timing of revenue or expenditure both within the
year but also across years. The latter is more so for projects with multiple years of expenditure.
Rephasing or reprofiling can also bring forward funding from future years. Rephasing or
reprofiling occurs when carryovers are being negotiated.

SRIMS - State Resource Information Management System (SRIMS) is the Government’s multi-
purpose information management system for reporting and budgeting. The department feeds
information into SRIMS for, but not limited to, the following:

. Monthly actual financial data

. Non-Policy budget adjustments
. ERC funding requests

. The asset investment program
. Output performance reporting
. Cash Management
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Unavoidable Cost Pressure - This refers to a particular issue where the Department has an
unavoidable obligation that will result in the incurring of expenditure of either an asset or output
nature. This could include costs that are contractually unavoidable, those relating to policy
decisions agreed to by cabinet but as yet unfunded, or administrative changes such as an
accounting reclassification that has revenue or expense implications

What does budget impact mean?

In South Australia, the budget sector is the General Government Sector. Any mutually agreed
transaction (excluding revaluations) or initiative that changes the net operating result or net
lending/borrowing result of the government is defined as having a budget impact.

The graphic below presents the budget sector, entities within the sector and some transactions
that may or may not impact the budget. Impacting transactions are presented with red arrows.
Non-impacting transactions are presented with grey arrows.

General Government (Budget) Sector

Tax received .
into ‘ Consolidated Account

Consolidated

e.g. Support &
DPC ‘ maintenance
Appropriation payments for
paid to DPC software to an
external vendor.

Grant paid i Salaries to
to Arts » Arts entities ‘ omployees
Grant received entities
from the — ‘ Goods and
Commonwealth Services
expenses for

works
Budget impacting transactions (red arrows):

e Taxreceived by the State Government — a transaction with another sector of the economy

e Agrant received from the Commonwealth - a transaction with another sector of the
economy

e Support & maintenance payment for software to an external vendor — a transaction with
another sector of the economy

e Salaries to Board employees - a transaction with another sector of the economy, and
therefore does have an impact on the budget

Non-impacting transactions (grey arrows):

e Appropriation paid to DPC - a transaction between government entities and therefore has
no impact on the budget

e Grant paid to an Arts entity from DPC — a transaction between government entities and
therefore has no impact on the budget.
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Appendix 4: Costing Terminology

Costing Definitions

Understanding costs and the ability to control the cost of operations are integral parts 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  Definition
Total costs  Direct costs plus indirect costs
OR
Fixed costs plus variable costs

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

Indirect Costs over and above direct costs

costs that are necessary to deliver the
service in the long term.

Full cost When you consider total costs and

add the cost of capital as a margin.

Variable Costs that grow or shrink as
costs activity grows or shrinks.

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

Average The cost per unit when total costs

costs are attributed across each unit of
production.

Marginal Additional costs of providing an

costs additional unit of service or
collecting an additional $ of
revenue.

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 Bl Qutputs Objectives Qutcomes
Assets Cost Froducts .
Staff 0sTs Services Variable Costs — coststhat vary
Goods & Services with changes in output
HOW - Direc: o Fixed Costs — coststhat do not
Brocessas 0. vary with changes in output
Technology %1
%, Marginal Cost — the cost of the
r—|’:’ —Ji: ; Indirect %@ﬁ next unit of output
 Markeing Costs
VALLIES
Financiers Employees Suppliers Beneficiaries Funders Owners
Cost of Employee Goods & Revenue from Grants & Return of
Cabital expenses Services sales subsidies Capital
Who is involved
Market forces Demographic and Social Govemment and
Trends Legal

Managing Public Sector Budgets A Q7

IPAA 5A



Managing Public Sector Budgets A

IPAA 5A



Appendix 5: Project Estimating and Reporting

Estimating costs for a new project is fundamentally a matter of educated guesswork. We are
trying to estimate:

1.

2.

3.

The breakdown of the type of work required for our project — what are the stages, what
are the tasks (these may be different from the project stages or phases).

The ingredients (labour, goods and services and capital) required for each of the stages
and each of the tasks

The time required for each of the stages and tasks and therefore the time required for
labour and contractors (aligned with the school year and the budget available for each
year)

The cost per unit for each of the ingredients required.

The quality of our estimating

Different classes of cost estimates are defined by the level of definition that has occurred for a
project or undertaking.

For a new project that is unfamiliar to the organisation and to an individual, there will be low
definition and therefore cost estimating will be ‘low’ class.

At the other end of the spectrum, projects or tasks that have been done repeatedly and are
therefore well specified and defined, will have cost estimating that is ‘high’ class.

Engineering and construction standards refer to five classes of cost estimates:

Class 5 (lowest quality) — used for long-term planning, project and concept screening.
Expected to have a low degree of accuracy

Class 4 — Study or feasibility and preliminary budget approved.

Class 3 — Budget authorisation is used to seek funding approval and will often be an
estimate which is subject to budget control.

Class 2 — Contractor bid/tender control — based on detailed estimates from providers that
become a form of baseline

Class 1 (highest quality) — used for final project control and for specific items to be
negotiated with contractors.

Each of these classes corresponds with the degree of project definition and maturity. In the early
stages of defining a project, there are higher levels of uncertainty regarding costs. As the project
matures and is better defined, the levels of uncertainty around costs should decrease.
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The project lifecycle has four phases:

1. Project Initiation & design

Project Planning

2
3. Project delivery/execution
4. Project completion.

Life Project Project planning Project delivery Project completion
cycle initiation & (or termination)
stage design
. Initial Whole Detailed Contracted cost, Monitor finances Acquit project costs

Financial costing - budgeting revenue & Project invoicing and income against
manage- ) .

often — first payment Agree variations budget
ment . o

parametric principles schedule Updated forecasts

The tightening of cost and revenue estimates across the project lifecycle can be reflected in what
is referred to in forecasting as the ‘cone of uncertainty’.

Class 5 estimates

Accuracy
range

Class 4 estimates

Class 3 estimates

Class 2 estimates

Class 1 estimates

Degree of
project
definition
First principles First principles
estimating — estimating —
More detailed first ~ 0acked by bacredtby
Unit rate principles quotes contracts
; estimating —
é%?irrigﬁgc) unsubstantiated
Global
estimating

The cone of uncertainty attempts to capture the reality of the relationship between the accuracy
of cost estimates and the degree of project definition. In the early stages of estimating a
project’s costs, a wider range of outcomes can be expected because we know less about the
project.

The concept of the cone of uncertainty should be front and centre in the process of considering
and approving projects to overcome psychological biases that are likely to be present in the
consideration of projects.

The different classes of costing are presented with the cone of uncertainty. Some cost estimating
standards will go so far as to assign the class of cost estimates with the extent of project
definition. For example, class 5 estimates relate to projects that are barely defined (0 to 2%
definition) and class 3 estimates relate to projects that are between 10% and 40% defined, while
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class 5 estimates relate to projects that are between 70% and 100% defined. Note that the
extent of project definition is of itself an estimating process.

There are different cost estimating methods used across each stage of a project’s definition.

As the level of project definition increases, the estimating methodology tends to progress from
conceptual (stochastic/parametric) techniques to deterministic/definitive techniques.

The class of estimates can be incorporated into different project planning stages.

Class 5 Class4 or3 Class 3 Class 2 Class 1 Mon_ltormg Mon_ltormg
3 . 3 3 3 variances variances
Estimates estimates estimates estimates estimates
to budget to budget

Global estimates

At the very early stages of estimating (class 5) the costing method applied is global estimating
(or "Order of Magnitude” estimating). An order-of-magnitude estimate is prepared when little or
no design information is available for the project. It is called order of magnitude because that
may be all that can be determined at an early stage.

Global estimating describes an approximate or low-order method of estimating involving the use
of ‘all-in" or ‘global’ rates. The project could be considered as consisting of one or two
estimating elements only and the estimate prepared on this basis.

Examples:

e Aroad costs $1.5 million per kilometre and we want to build 20 km. Estimated project
cost is $30 million.

e Business X implemented a new IT system at an average cost of $3,000 per user across
10,000 users ($30 million). We have 8,000 users, so our initial estimate is $24 million.

e We want to build a new classroom — a global estimate is $2,500 per square metre. Our
room is 650 square metres. In this case, the global estimate is $1.625 million.

e We want to run a conference — a global estimate is $300 per attendee per day. We are
estimating 500 attendees for two days. In this case, the global estimate is $300,000.

Unit rate estimating

Unit rate estimating calculates the cost of each element of the project by multiplying the quantity
of work by historical unit rates. The project cost is then determined by the sum of the elemental
costs.

This is a class 4 estimating method progressing from a broad order of magnitude to the use of
more sophisticated parametric estimation that adds more detail to some of the parameters
around the project.

This type of estimating is also referred to as parametric estimating.

For a software project, it might say that the project has the following conceptual ingredients with
comparisons for the comparator project:
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number of

Element per user users Estimate
Procurement $100 8,000 $800,000
Licence and support $250 8,000 $2,000,000
Design, building and testing $500 8,000 $4,000,000
Hardware requirements $1,000 8,000 $8,000,000
Training requirements $600 8,000 $4,800,000
Activation requirements $200 8,000 $1,600,000
Help desk $500 8,000 $4,000,000
Total Unit cost estimate $3,150 $25,200,000

Better estimates of each parameter could be determined based on the number of users or
number of devices and the fixed and variable components of each.

First principles estimating

The foundation of “first principles” estimating is the calculation of project-specific costs based on
a detailed study of the resources required to accomplish each activity of work determined
necessary for the completion of the project and subsequently recorded within the project’s work
breakdown structure.

The first iteration of first principles estimating is a class 3 estimate. A class 3 estimate has more
detail for each of the components, supported by more detailed resource planning, but that has
not yet been fully substantiated by market-based quotes. They could be substantiated from
other examples or from indicative quotes. Class 3 estimates reflect a significant increase in
planning and costing detail.

Class 2 estimates are based in detail and are substantiated by market-based quotes from
suppliers and contractors. That is, it is first principles estimates backed by specific quotes from
suppliers and contractors.

A class 1 estimate will have this planning detail and that is substantiated and supported by
contract arrangements. That is class 1 estimates will be largely ‘locked-in" by contractual
arrangements.

At the later stages of project definition, more detailed estimating methods are used. These are
referred to as definitive estimates or detailed estimates. Examples include:

e Activity-based estimates — where estimates are made for the costs of pieces of work
e Unit costing estimates — where estimates are made for each of the specified ingredients
to the project based on the unit cost of each ingredient.

To achieve activity and unit-based costing estimates, a breakdown and definition of work is
usually required to enable specified units of inputs to be estimated.

Detailed estimates will be required of the:

e The number of units of inputs (e.g. labour hours)
e The cost per unit (hourly rates or rates per litre or rates per kilogram)
e Escalation rates — the increases in costs over the project’s whole life.
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Project Resource Planning
For a project that relies primarily on staff to undertake activities and deliver outputs, resource planning for staff can be done to estimate costs.
Resource planning is the process of assigning people to tasks or tasks to people and estimating the duration of the task assignment.

A resource plan will result in estimates of the number of FTEs needed at different times for a project and provide the FTE levels linked with the project’s
timetable. An example of a resource plan for an IT project is below.

Resource plan template

o o o o o o o o o o o
o o o o N N () o o N N N o

s g &§ § § § % & &5 § § & & L g ¥ ¥ ¥ g T 2

S| 3 3 EN g 2 2 z & & & & & B 8 & 8 5 2 2

203 4 4 2 3T 03 3 & 9 9 4 & L& 09 I L & 2 I 3

~ [ee] -~ o~ N n -~ -~ N N (>} — o~ (3] ~ -~ o~ N <+ ~— ~

Phase Deliverable Directorate Role Wk1 Wk2 Wk3 Wk4 Wk5 Wk6 Wk7 Wk8 Wk9 Wk10 Wk11 Wk12 Wk13 Wk14 Wk15 Wk16 Wk17 Wk18 Wk19 Wk20 Wk21

Options Analysis Options assessment PMO Project Manager 0.8 0.8 0.8 0.8

Options Analysis Options assessment Client Services User support 0.1 0.1 0.1 0.1

Options Analysis Options assessment Technology Technical Analyst 0.4 0.4 0.4 0.4

Options Analysis Technical analysis PMO Project Manager
Options Analysis Technical analysis Client Services User support
Options Analysis Technical analysis Client Services User support
Options Analysis Technical analysis Client Services Training
Options Analysis Technical analysis Technology Technical Analyst

Options Analysis Technical analysis Technology Software specialist
Options Analysis Technical analysis Technology Testing . 0.1 0.1 .
Configuration Configure changes PMO Project Manager » 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 5
Configuration Configure changes Technology Technical Analyst

Configuration Configure changes Technology Software specialist

Configuration Configure changes Technology Testing

Configuration Configure changes Technology Technical Analyst

Configuration Configure changes Client Services User support

Configuration Configure changes Client Services Training

Deployment Technical deployment PMO Project Manager

Deployment Technical deployment  Technology Technical Analyst

Deployment Technical deployment  Technology Software specialist

Deployment Technical deployment  Technology Software specialist

Deployment Technical deployment  Client Services User support

Deployment Technical deployment  Client Services Training

The FTE estimates in the resource plan can be used to estimate the cost of the project and for the costs of phases of the project by adding assumptions
about the cost per role and on-costs. A version of the resource plan with cost estimates is shown below.

Managing Public Sector Budgets A 103

IPAA 5A



Resource plan costing
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Phase Deliverable Directorate Role cost R4l Wk5 Wk6 Wk7  Wk8  Wk9 Wk10 Wk11 Wk12 Wk13 Wk14 Wk15 Wk16 Wk17 Wk18 Wk19 Wk20 Wk21
Options Analysis Options assessment PMO Project Manager 2,094 FiEngs)
Options Analysis Options assessment Client Services User support 1,978 98 8
Options Analysis Options assessment Technology Technical Analyst 2,211 884 884 884 84
Options Analysis Technical analysis PMO Project Manager 2,094
Options Analysis Technical analysis Client Services User support 1,978 989 989 989 989
Options Analysis Technical analysis Client Services User support 1,978 198 198 198 198
Options Analysis Technical analysis Client Services Training 2,094
Options Analysis Technical analysis Technology Technical Analyst 2,211
Options Analysis Technical analysis Technology Software specialist 2,327 233 233 233 233
Options Analysis Technical analysis Technology Testing 1,862 186 186 186 186
Configuration Configure changes PMO Project Manager 2,094 628 628 628 628 628 628 628 628 628 628 628 628
Configuration Configure changes Technology Technical Analyst 2,211
Configuration Configure changes Technology Software specialist 2,327
Configuration _ Configure changes  Technology  Testing 1,862
Configuration Configure changes Technology Technical Analyst 2,211
Configuration Configure changes Client Services User support 1,978
Configuration Configure changes Client Services Training 2,094 838 838 838 8383 838 838 838 838 838 838 838 838
Deployment Technical deployment PMO Project Manager 2,094
Deployment Technical deployment  Technology Technical Analyst 2,211
Deployment Technical deployment  Technology Software specialist 2,327
Deployment Technical deployment  Technology Software specialist 2,327
Deployment Technical deployment  Client Services User support 1,978
Deployment Technical deployment  Client Services Training 2,094
Total 2,757 2,757 2,757 2,757 3,328 3,328 3,328 3,328 4,584 4,584 4,584 4,584 4,584 4,584 4,584 4,584 4,584 4,584 4,584 4,584 6,748 86,096
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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

Plan test sites
Duration 2 months 2 months 2 months
Activity 10% 15% 15%
indicators
Expgr)dlture 26 28 21
($ million)
Expenditure 16% 16% 13%

Budget (%)

Implement Implement Implement
phase 1 phase 2 phase 3 Total
4 Months 4 Months 4 Months 18 months
20% 20% 20% 100%
3.3 2.9 2.9 16.7
20% 18% 18% 100%

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

Year to date - Month 6

Budget Actual Variance Budget Actual Variance
$'000 $'000 $'000 $'000 $'000 $'000
Non-labour
Materials purchase Capital 0 0 0 1,277 1,301 (24)
Third party licence fees Operating 181 150 31 862 750 112
Contractor support Capital 100 998 (898) 2,340 3,398 (1,058)
Contractor - Maintenance and support Operating 250 0 250 500 0 500
Sub total - Non labour 531 1,148 617) 4,979 5,449 (470)
Labour - Project team
Technical Capital 100 101 (1) 550 499 51
Technical Operating 50 0 50 50 0 50
Adoption Capital 100 101 (1) 593 407 186
Adoption Operating 100 102 (2) 571 407 164
Data and Reporting Operating 40 30 10 140 90 50
Project Office Capital 50 55 (5) 300 315 (15)
Ongoing leadership and support Operating 25 25 0 150 146 4
Sub total Labour - Project Team 465 414 51 2,354 1,864 490
Project Base Cost Total 996 1,562 (566) 7,333 7,313 20
Risk Based Contingencies
Technical 10 0 10 55 0 55
Adoption 20 0 20 116 0 116
Sub total contingencies 30 0 30 171 0 171
Total Project Cost 1,026 1,562 (536) 7,505 7,313 192
What can we conclude from this report?
What other information do we need?
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The initial report received is reasonable for an operational group or team that provides regular
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
$'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000
Non-labour
Materials purchase 1,277 1,301 (24) 0 0 0 1,277 1,301
Third party licence fees 163 300 (137) 341 450 (109) 504 750
Contractor support 493 1,005 (512) 1,543 2,393 (850) 2,036 3,398
Contractor - Maintenance and support 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
Labour - Project team
Technical 150 194 (44) 200 305 (105) 350 499
Technical 0 0 0 0 0 0 0 0
Adoption 193 102 91 200 305 (105) 393 407
Adoption 171 101 70 200 306 (106) 371 407
Data and Reporting 0 0 0 60 90 (30) 60 90
Project Office 100 150 (50) 100 165 (65) 200 315
Ongoing leadership and support 50 71 (21) 50 75 (25) 100 146
Sub total Labour - Project Team 664 618 46 810 1,246 (436) 1,474 1,864
Project Base Cost Total 2,597 3,224 (627) 2,694 4,089 (1,395) 5,290 7,313
Risk Based Contingencies
Technical 15 0 15 20 0 20 35 0
Adoption 36 0 36 40 0 40 76 0
Sub total contingencies 51 0 51 60 0 60 111 0
Total Project Cost 2,648 3,224 (576) 2,754 4,089 (1,335) 5,402 7,313

This report shows that each of the stages completed to date has cost more than the budget for
each stage.

Now, what is our view of how the project is going?
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Earned 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.

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

o Actual Cost (AC) —is the cost incurred for the work performed on an activity during the
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.

o 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

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.
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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

Inception to date

Planned
value

1,277
862
2,340
500
4,979

55
116
171

7,505

Earned

value

1,277
504
2,036
0
3,816

100
1,474

5,290

35

76

111

5,402

Schedule variance

0
(358)
(305)
(500)

(1,163)

(200)
(50)
(200)
(200)
(80)
(100)
(50)
(880)

(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

5,449
499
407
407

90
315
146

1,864

7,313

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%

e acostvariance of -35.4% - the cost to complete stages to date is higher than the budget.

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

$12,000 Planned value

$10,000

$8,000  Time variance (-2 months)

~__ Schedule variance (-$2,043)

Cumulative value in $'000

$6,000

Actual value
$4,000
$2,000

$0

Cost variance (-$2,023)
Earned value

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 (]
Sub total - Non labour 9,555 11,188 (1,633)
Labour - Project team
Technical 550 699 (149)
Technical 650 650 (¢]
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 s

$16,000 -

$14,000 Estimate at Completion

$12,000

$10,000

$8,000

Cumulative value in $'000

$6,000

$4,000

s Earned value
2,000

Actual value
$0 ¢ t :

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 6: Different Approaches to estimating and projecting

For ‘business as usual’ functions, because the work being done is familiar and repeated,
financial projections and budgets will employ what is known as incremental budgeting.

Incremental Budgeting

Incremental budgeting is the most traditional style of budgeting used. 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 building in inefficiencies and can lead to allocation of spending to areas where
money has been spent, rather than where it should be spent.

Advantages of incremental budgeting

The budget is stable, and change is gradual.

Managers can operate their departments on a consistent basis.

The system is relatively simple to operate and easy to understand.

Conflicts should be avoided if departments can be seen to be treated similarly.
Co-ordination between budgets is easier to achieve.

The impact of change can be seen quickly

Changes to the budget are incremental which enables changes to be tracked over time.

Disadvantages of incremental budgeting

Assumes activities and methods of working will continue in the same way.

Few incentives for developing new ideas.

Few incentives to reduce costs.

Encourages spending up to the budget so that the budget is maintained next year.

The budget may become out of date and no longer relate to the level of activity or type of
work being carried out.

The priority for resources may have changed since the budgets were set originally
e Requires the business to maintain processes to identify inefficiencies and improvements.
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Zero-based estimating

For projects, the work being done is unfamiliar and uncertain. Financial projections and
budgeting will employ what is known as zero-based estimating. Zero-based estimating is an
approach in which all expenses are justified for each new period. The process of zero-based
estimating starts from a "zero base," and every element of a project or every section in an
organization is assessed for its needs and costs. The downside of zero-based estimating is that it
is more time-consuming and can be too cumbersome for large organisations.

Advantages of Zero-based estimating

e Results in an allocation of resources that is based on needs and benefits

Provides an opportunity for managers to find cost effective ways to improve operations

Enables detecting inflated budgets

Useful for service departments where the output is difficult to identify

Increases staff motivation by providing greater initiative and responsibility in decision-

making

Identifies and eliminates wastage and obsolete operations.

e When employing this way of budgeting and to ensure that benefits are realised budgets
that are developed should be compared back to actual trends for each area of the
business.

Disadvantages of Zero-Base Budgeting

o Difficult to define decision units and decision packages, as it is very time-consuming and
exhaustive.

e Forced to justify every detail related to expenditure.

e Necessary to train managers. ZBB should be clearly understood by managers at various
levels otherwise they cannot be successfully implemented. Difficult to administer and
communicate the budgeting because more managers are involved in the process.

e Inalarge organization, the volume of information may be so large that the process
becomes cumbersome. Compressing the information down to a usable size might remove
critically important details.

o This process can result in the organisation exceeding approved budgets due to
timeframes to develop and assure budgets, divisional areas may commence spending to
the inflated budgets.

Activity Based Estimating

For organisations where finances can be linked with activity, estimates can be based on
parameters that indicate that activity. The method requires that activity can be observed and
measured and that reasonable estimates of cost per unit of activity can also be measured.

Activity-based estimating is used in the funding models for Health and Education.
Advantages of activity-based estimating

o Allows estimates to be linked with activity and therefore have finances scale up and
down

e Provides a line of site between the finances of an organisation and activity

e (Can enable benchmarking of cost per unit of activity to drive efficiency

e (Can provide greater certainty to organisations to know the levels of activity they can
afford.
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Disadvantages of activity-based estimating

e Fixed costs and overhead costs are not easily accommodated in activity-based estimating

e Requires sophistication in the development of cost parameters to maintain the models.
In health, there is an industry involved in coding patient data to maintain records of
activity and the relative levels of complexity associated with each case

o Activity-based weightings of transactions can be debated

e Subject to averaging methods - average cost per activity and will create debate on how to
deal with outliers or cases that are not average.

Rolling forward estimates

A variation on incremental budgeting where estimates are established for multiple years (in
government these are referred to as the forward estimates). Estimates are established for
multiple years (usually using an incremental method) and each year a new year is added at the
end of the forward estimates. That year can be referred to as a horizon year.

Each year in the budget process, participants put forward submissions or bids to add to their
forward estimates or savings can be sought from participants that act to subtract from their
forward estimates.

This method of forward projecting is used for the budgets of state governments and the federal
government in Australia.

Advantages of rolling forward estimates

e Provides medium to long-term clarity about financial projections and facilitates longer-
term thinking about the direction of a business

o s relatively straightforward to administer.

e Provides the ability to track historical changes.

e Supports staffing planning

Disadvantages of rolling forward estimates

e The cumulative impacts of savings and initiatives can be masked and therefore require
the budget to be maintained at levels that reflect the business operation.

e Require more sophisticated budget management systems.

e As with incremental budgeting — this method can embed inefficiencies.

Our approach to budgeting (our budget process) will look at how we manage our projections and
budgets in an environment where the amount we are provided from a top-down budgeting
process differs from the budget constructed from the ground up.
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Appendix 7: Treasurer’s Instructions — List

Treasurers Instruction

Objective(s)

1 —Interpretation &
Application

To provide guidance on the interpretation and application of the
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 offs

To require the Chief Executive of each public authority to ensure
that 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 Banking

To set out requirements for the establishment and operation of:

(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.

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
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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.
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Treasurers Instruction

Objective(s)

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

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.
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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.

Treasurers Instruction

Objective(s)

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

DPC Circulars

DPC Circular

Purpose

PC001 — Guidance on
the development and
review of DPC circulars

The purpose of this Premier and Cabinet Circular is to provide guidance
on the preparation of new circulars and to introduce greater
consistency and quality control across existing circulars.

PC002 - Briefing
requests from members
of Parliament

This circular provides guidance on the handling of requests for
information and briefings by Members of Parliament to public sector
employees. The circular aims to ensure as much access as possible
while preserving the political impartiality of public employees and the
confidentiality of government business.

PC006 — Media
monitoring services

A whole of government contract has been established for Media
Monitoring Services. This Circular outlines the requirement for relevant
entities to utilise the Government of South Australia’s contracted
supplier for this service.

PC009 The Master Media
Scheme for Government
Advertising

Two media agencies, collectively known as the Media Panel, have
been appointed to provide media advertising services to government.
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The key principle of this policy is that government entities are required
to use the Media Panel to undertake all media strategy, planning,
buying, booking and management services for all Brand and
Functional media advertising. Government entities are not permitted
to use any other suppliers for these services.

PC012 Information
Privacy Principles (IPPS)
Instructions

This circular is a Cabinet Instruction that contains the Information
Privacy Principles (IPPs). The IPPs regulate the way South Australian
Public Sector agencies collect, use, store and disclose personal
information.

PC013 Annual Reporting
Requirements

This circular provides the directions of the Premier in the preparation
and publication of annual reports by General Government Sector
agencies that present their reports to Parliament in South Australia.
For these agencies, the use of the circular and the accompanying
template are mandatory.

Public Financial Corporations and Public Non-Financial Corporations
are not bound by PC013 but may choose to use the circular and
template.

PC015 Procedures for
submissions seeking the
review of Public Works
by the Public Works
Committee

This circular deals with the referral of certain public works (that have
materially departed from their approved scope and/or exceeded the
approved budget) to Cabinet and/or the agency’s Minister and
reporting on public works to the Public Works Committee (‘the PWC')
following advice to Cabinet/and or the agency’s Minister.

PC016 Remuneration for
Government Appointed
Part-time Boards and
Committees

This circular is for the information of Ministers’ offices, Chief Executives
and staff involved in appointments and payments to members of
government appointed part-time boards and committees.

PC017 Legal Services
Commission of South
Australia - Remission of
Fees

A general Direction in relation to the remission of fees payable to the
Crown and the free supply of copies of official documents in connection
with professional work carried out by or for the Legal Services
Commission of South Australia.

PC018 Government
Office Accommodation
Framework

This circular sets out the policy adopted by Cabinet to govern office
accommodation including the roles, responsibilities and procedures to
be followed, and the issues to be considered for the planning, leasing,
fit-out, utilisation and management of office accommodation leased or
owned by the South Australian Government.

PC022 Establishment
and Governance
Requirements for
Government Boards and
Committees

This circular aims to prevent the proliferation of boards and
committees_by promoting community engagement strategies and
departmental structures as a first preference for delivering services.

PC022 also establishes tests and approvals for when to establish a new
board, provides general guidance on the structural options and
ensures that existing boards and committees undergo regular review.

PC025 Common
Branding Policy for the
Government of South
Australia

This circular outlines the policy for common branding. The key principle
is that all government entities maintain a consistent and professional
image, and are easily identifiable as belonging to the Government of
South Australia. This policy aims to provide a unified approach to
branding by all government entities. Clear and consistent branding
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enables the public to recognise South Australian Government
activities. It improves service to the public by facilitating access to
programs and services provided by the government.

PC027 Disclosure of
Government Contracts

This circular prescribes a policy applying to all public authorities
subject to the Public Finance and Audit Act 1987 for the public
disclosure of certain contracts involving government expenditure and
the sale of government assets, and for the management of contract
information.

PC028 Construction
Procurement Policy:
Project Implementation
Process

This circular relates to responsibility for construction procurement
policy and application of the Project Implementation Process which is
applicable by all agencies to every ‘prescribed construction project’ as
defined by Regulations under the State Procurement Act 2004

PC029 Guidelines for the
Chief Executive
Performance Appraisal
Process

This Circular outlines the framework for Chief Executive performance
management and development in the South Australian Public Sector
for 2023-24.

PCO30 Protective
Security in the
Government of South
Australia

This circular outlines the strategic decision, approved by Cabinet, for a
whole-of-government approach to protective security by adopting the
South Australian Protective Security Framework (SAPSF) as the
protective security policy requirements for the Government of South
Australia.

PC031 Disclosure of
Cabinet Documents 10
Years or Older

This policy allows selected Cabinet documents to be proactively
disclosed on a government website and considered for release through
the FOI process, if 10 years have passed since the end of the calendar
year in which it came into existence. The Department of the Premier
and Cabinet is assigned as the agency that will publish selected
Cabinet documents online and deal with all FOI applications under the

policy.

PC032 Lobbyist Code of
Conduct

The Lobbyist Code of Conduct has been designed to introduce greater
accountability and transparency into the lobbying process and the
interaction between lobbyists and the South Australian Government.

PC034 Procedures in
relation to the referral of
subordinate legislation
to the Legislative Review
Committee

This circular sets out the requirements for the referral of subordinate
legislation to the Legislative Review Committee (“the LRC"), in
particular the procedures to be adopted by agencies in preparing
submissions to the Committee.

PCO35 Proactive
Disclosure of Regularly
Requested Information

Proactively disclosing information that is regularly requested and
released under freedom of information (FOI) ensures that information
is shared with all members of the South Australian community. By
allowing the public access to more information, it demonstrates that
the government acknowledges the information it holds is a valuable
public resource and that it is committed to being open and
accountable, informing and engaging with citizens, and encouraging
public participation.

PC036 Best Practice
Community and

This circular provides advice on how government agencies can develop
a best practice approach to community and stakeholder engagement.
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Stakeholder
Engagement

PC038 Unsolicited
Proposals

This circular relates to the application of the Guidelines for the
Assessment of Unsolicited Proposals which are applicable to all
Government agencies and all public authorities under the Public
Finance and Audit Act 1997. The objective of the Guidelines is to
provide a consistently applied framework for the assessment of
unsolicited proposals that originate from a private entity (either for
profit or not-for-profit) and are submitted to Government without
formally being requested.

PC039 Complaint
Management in the
South Australian Public
Sector

This circular requires all South Australian public sector agencies to
establish and maintain an effective complaint management system
that conforms to the principles in the Australian/New Zealand
Standard: Guidelines for Complaint Management in

Organizations (AS/NZ510002:2014).

PC040 Air Travel This circular articulates the principles South Australian public sector
agencies must adhere to when planning and booking air travel.
PC042 Cyber Security This circular addresses the requirements for Agencies to manage,

Incident Management

report and respond to cyber security incidents in coordination with the
Control Agency for ICT Failure.

PC044 South Australian
Funding Policy for the
Not for Profit Sector

The South Australian Funding Policy for the Not for Profit Sector aims
to provide a simplified and consistent approach to funding that will
make it easier for NFPs to apply for, manage, report on and acquit
government funding. It also ensures that we capture learning and
evidence that can be used to continually improve outcomes for South
Australian communities.

PC045 Disclosure Logs
for Non-Personal
Information Released
through Freedom of

This circular requires agencies to publish information that has been
released under freedom of information, providing the information is
not related to a person’s personal affairs, is not exempt from
disclosure, and would not cause harm to a person.

Information

PC046 The South This Circular sets out the Objects and Functions of the Commission,
Australian Productivity | how inquiries are referred to the Commission, undertaken and
Commission reported on, and how the Commission and public sector agencies

cooperate in support of the performance of the Commission’s
functions.

PC047 Disclosure of
Cabinet documents to
investigative agencies

This circular provides guidance on the disclosure of Cabinet documents
to the Auditor-General and other investigative agencies.

PC048 Communications
Approval Process for the
Government of South
Australia

This circular outlines the policy for the mandatory approval process for
the communications activities undertaken by the Government of South
Australia.
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PC049 Infrastructure SA
Major Project Assurance
Framework

This Circular outlines the policy Cabinet approved on 23 March 2020
with respect to the review and assessment of major publicly funded
infrastructure activities undertaken by public sector agencies, as
defined in the Public Sector Act 2009, in South Australia.

PC114 Government Real
Property Management

This circular describes Cabinet policy on the utilisation, purchase and
disposal of government real property (including Crown Lands). This
revised version came into effect as of 29 April 2019 and does not apply
retrospectively to properties for which a contract of sale has been
entered into as of that date.
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