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FOREWORD

RIS

This report was originally presented to the House of Repre-
sentatives as part of my Report on the Public Accounts for
the year ended 31 March 1989. It identifies and comments
on the changes to central government management ex-
pected to result from the passing of the Public Finance Act
1989.

I applaud the passing of the Public Finance Act 1989. It
heralds fundamental changes to central government man-
agement practices in New Zealand. The changes that are
expected to flow from this legislation and those initiated by
the State Sector Act 1988 are enormous, ambitious and, in
large part, unprecedented anywhere in the world.

B. H. C. Tyler
Controller and Auditor-General
October 1989
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> 1. INTRODUCTION

2. BACKGROUND

Q. What is so important about
the way central government is
managed?

2 }

Changes to central government management, which will re-
sult from the passing of the Public Finance Act 1989, have
gone largely unnoticed and, to date, their implications have
not been widely recognised.

The following report identifies some of these implications
and, I hope, will motivate members of the general com-
munity, Members of Parliament, Cabinet Ministers, Chief
Executives and departmental staff to actively participate in
implementing these changes. This participation is necessary
if the legislation is to have its intended result.

The changes extend far beyond the financial management
areas of central government. The new legislation provides
the opportunity to change the way the community perceives
public service, and, consequently, the way Government
works.

It had been my intention to produce a report designed to
assist Chief Executives and Members of Parliament to man-
age these changes. After extensive discussions with them, I
found the greatest need was for complete and understand-
able information about the intended nature and extent of the
changes. What follows is intended to address that need.

The discussion considers the background to the changes
(pages 2-5) and identifies the major reforms to be im-
plemented (pages 5-18). It then looks at the implications of
the changes for the community, Members of Parliament,
Cabinet Ministers, Chief Executives, central agencies and
departmental staff (pages 18-22). Finally the report con-
cludes that, to effectively implement change, consultation
with the participation of all these people is required
(page 22).

Central government is big. It is therefore vital that we value
both the impact central government has on the community
and the need for all New Zealanders to hold the Government
to account (see Report of the Controller and Auditor-
General on the Public Accounts for the year ended
31 March 1988, B.1 [Pt.1I], page 12). The influence of cen-
tral government is enormous, and, while it cannot be easily
measured, its size is demonstrated as follows:

In the 1988/89 year, central government:

® Spent $37,600 million or $11,195 for every person;

® Collected $37,612 million or $11,199 for every person;
® Owed $38,161 million or $11,362 for every person;
=

Owned land and buildings with a value in the region of
$8,392 million or $2,498 for every person; and

® Had business investments and other assets of at least
$19,750 million or $5,880 for every person.

The size of central government and its nature means it in-
fluences our daily lives in ways we have routinely come to
expect yet often ignore.

Despite this, the Government does not have unlimited phys-
ical resources. Those it does have are held in trust for the
community. All of this imposes on the Government a re-
sponsibility to ensure that its organisations are managed to
achieve its objectives effectively, efficiently and equitably
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Q. What is wrong with the way
central government has been
managed until now?

3

in ways compatible with the accountability of those or-
ganisations to Parliament.

Until now, the management of central government has con-
centrated on being accurate, honest, equitable and reliable.
It has done this remarkably well. Central government has
implemented new approaches to management and has kept
in touch with developments in countries with a similar cen-
tral government structure. It adopted Programme Budgeting
in 1968-9, Indicative Planning by Cabinet in 1972 and by the
Planning Council in 1977, and corporatisation in 1986.

The advances made over the last 20 years have made it pos-
sible to identify underlying weaknesses remaining in the
way central government is managed and, therefore, the
opportunities which exist to improve its management.

Until now, the public, Parliament and Cabinet Ministers
have had no way of being certain they were receiving value
for money from the public service. Chief Executives and
other managers have had no reliable means of being certain
they were delivering value for money.

There are several reasons for this. First, there has some-
times been a lack of clarity about what was intended to be
achieved. Second, the focus of control has only been on
cash. Taxes were collected, records of “from whom” and
“why” were kept and Parliament appropriated all the money
collected to specific uses.

Parliament authorised what Ministers were to spend the
money appropriated on (that is, inputs), within broad pro-
grammes. For example, money was appropriated to ident-
ified Police activities, but without any logical link between
what those activities were intended to achieve and Police’s
overall mission.

Also, while accurate and detailed records were kept on what
the cash was spent, there was no similar detail of assets
owned or acquired. Assets were fully paid for in the year of
acquisition and subsequent non-cash costs and values associ-
ated with owning the assets (for example, depreciation of
buildings and revaluation of land) were not identified and
considered by Parliament.

Thus, when considering the implications of new policies,
governments did not consider the non-cash costs because
information on them was not available. Had this been avail-
able, it is possible that the policies adopted may have been
different.

There have also been deficiencies in the way central gov-
ernment has previously reported its activities. I have ident-
ified these deficiencies on many occasions (refer, for ex-
ample, B.1 [Pt.II], 1986, page 55). Until now, governments
have reported very simply. In effect, they have provided a
statement of accounts based on the receipts and payments
through only one of the bank accounts operated by them, the.
Public Account.

These problems are experienced by governments in other
countries too. The result has been that governments have
not been able to consciously consider all relevant aspects
when making and implementing policy.
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Q. How will the Public Finance
Act 1989 change things?

Q. We’ve had lots of changes in
the past. What makes these
changes so significant?

Q. What makes the current
changes more likely to succeed?

4 )}

The Government is the trustee for the community’s con-
siderable resources. It holds them in trust and also uses them
to provide advice, services and goods to the community. In
future, Parliament will appropriate resources in a way which
is more consistent with the community’s needs.

Parliament will require identification of:

® What the Government is trying to achieve — its intended
outcomes;, and

® The advice, goods and services that the Government is
producing (outputs) to achieve those outcomes.

This clarity will give impetus to real improvements in the
management of public resources.

Consistent with that emphasis, changes are being made to
ensure that managers in the Public Service will have clearer
and more appropriate objectives in their individual positions
and, within their defined boundaries, greater ability to man-
age resources.

One of the great advances made is that it is now explicitly
recognised that outcomes are the responsibility of Ministers
and that Chief Executives have responsibility, and are
accountable, for outputs.

Over the years, there have been many attempts to improve
the way central government is managed. There have been
continuing efforts to change the way public servants think
about their work. They have been persistent in their efforts
to apply the principles of good management. One example
is the adoption of Programme Budgeting.

Past changes have contributed to better government. But
they have not been sufficient to repair the underlying weak-
nesses identified above.

Current changes involve the most fundamental management
reorganisation of central government yet attempted and, in
the process, are designed to address constraints inherent in

Q. What are “inputs”, “outputs’, and ‘“‘outcomes’’?

® “Inputs” are the resources (salaries, accommodation, equipment, etc) used by departments
to produce their goods and services.

® “QOutputs” are the goods and services departments produce. Outputs include policy advice,
the provision of services and the administration of grants and regulations.

® “Qutcomes” are the effects of outputs on the community. Outcomes provide the rationale for
the allocation of resources to outputs.

An example taken from the Ministry of Agriculture and Fisheries is:

An input, the salary of a scientist, is part of the cost of an output “Marine Fisheries Catch

Levels”. An output forms part of the class of outputs “Policy Advice (Fisheries)”. A “class of

outputs” contributes to the Government’s intended outcome, “Enhancing the national benefit

through the conservation and management of the Fisheries of New Zealand”.
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Q. How are these changes

“largely unprecedented
where in the world”?

3. THE CHANGES

any-

5

the previous system of central government management.
The changes affect Parliament, Ministers, Chief Executives
and departmental staff. Ultimately, they will affect all mem-
bers of the community in their interactions with the public
service. The culture of departments, the way public servants
respond to members of the public, the administrative effi-
ciency of departments and the way value for money is deter-
mined may all change.

Many of the underlying problems were the result of per-
verse incentives. Parliament set the focus of management
initiatives, controls and reporting by appropriating cash and
monitoring performance against that appropriation. As a
result, a manager was probably more likely to be rewarded
for not overspending than for being effective.

Other similar governments — Canada, Australia and the
United Kingdom — have attempted to change central govern-
ment management. But none of these countries has separ-
ately allocated responsibility and accountability for out-
comes and outputs. Nor have they made such extensive
changes to the focus of parliamentary appropriation.

By altering that focus to outcomes and outputs, and making
consequential changes in management and reporting, the
alterations to central government management in New
Zealand are innovative and unprecedented.

This section describes the changes to central government
management in some detail. It discusses the key changes to
the appropriation process and reporting to Parliament.
While the changes can be described separately, they affect
and reinforce each other.

The changes reflect particular roles and relationships be-
tween the major participants in our parliamentary system of
government. The roles and relationships assumed are:

® The community, that is, the people, are the ultimate
owners, consumers and beneficiaries of all the Govern-
ment’s activities.

® Parliament is the collective of the people’s repre-
sentatives and is the means whereby the authority of the
people is given to the Government to act.

® The Executive arm of the Government, that is, Cabinet
Ministers, is the people’s executive agent. Ministers act
with the consent of Parliament and exercise sovereign
authority on behalf of the people.

® Departments, managed by Chief Executives, are the
agents of the Ministers who effect the decisions of the
Government which receive the authority of Parliament.
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The relationships can be illustrated as follows:

Diagram 1
REILATIONSHIPS IN CENTRAL GOVERNMENT

- ApproPriatiop

Cabinet

Minister
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) Department Chief L 5
) Staff Executive 3
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The four basic groups can be expanded to include six main
participant groups: The community, Parliament, Cabinet,
individual Ministers, Chief Executives and the Public
Service.

Each group communicates most often with the group to
either side. Some of these aspects are discussed in detail.
For example, Members of Parliament interact with the
people in their constituency and with Cabinet collectively.
A Chief Executive interacts with his or her Minister and
with members of his or her departmental staff.

The nature of that communication is formalised in the areas
on the outside of the circle. For example, Parliament grants
Cabinet appropriation. Cabinet and Ministers negotiate the
“classes of output” which will meet the desired outcomes.
Chief Executives and their staff communicate about the in-
puts to be acquired and outputs to be provided. Public Ser-
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APPROPRIATION

Parliamentary interests
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vants and members of the community both influence the
nature of the service delivery. And the community and
Members of Parliament together influence the level of fund-
ing and taxation to be made available to the Government on
the basis of conditions acceptable to both.

In addition, there is a direct relationship between areas lying
opposite each other. For example, the service delivery re-
ceived and provided and the desired outcomes sought by
Government are directly interrelated. Similarly, the inputs
and/or outputs available from departments are directly rela-
ted to the appropriation granted. Funding or taxation avail-
able to Government can also be directly related to the
*“classes of output™ Ministers and Chief Executives agree to
provide to the community.

The changes are designed to reflect these roles and relation-
ships in the administration of central government.

The changes have also been designed to provide depart-
mental staff, Chief Executives and Ministers with the in-
centives to perform in accordance with their roles and
relationships. More specifically, the changes are designed
to provide positive incentives to perform in accordance with
the Government’s stated intentions notified to, and auth-
orised by, Parliament.

The new regime of central government management is
designed to:

® Link parliamentary appropriation to the performance re-
quired of government departments and Crown agencies
as both suppliers of outputs to the Government, and users
of community resources;

® Allow the exercise of Parliamentary control over both the
purpose for which resources are to be used and the
amount of resources used; and

® Provide administrative simplicity and transparent
decision-making.

The form of Parliament’s appropriation has a significant in-
fluence on the focus of management within the Govern-
ment. It is therefore important that Parliament uses the
appropriation process to clearly identify and authorise the
Government’s plans. The new appropriation regime is des-
igned to meet these requirements.

Parliament will, in its appropriations, reflect three different
interests that it has in the operations of the Government.

These are its:

® Purchase Interest: Parliament is authorising (on behalf
of the community) the purchase or production of a range
of goods and services (outputs) from government depart-
ments and agencies. It is therefore concerned to get the
outputs that satisfy stated needs (the right quantity,
quality and timing) at prices it is prepared to agree to.
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® Ownership Interest: The community, represented by its
elected representatives in Parliament, owns the assets
and resources employed by the Government. Parliament
periodically makes a contribution to increasing the level
of assets held. Like an individual, Parliament is con-
cerned to ensure that the assets held are being well used
and well maintained. In addition, it needs to consider
that liabilities or charges in respect of those assets are
only incurred after consideration of their long-term
implications.

® Redistributive Agency Interest: Parliament provides
the authority for departments to pass on funds to indi-
viduals and organisations. Departments will therefore,
by virtue of an appropriation, make “payments on behalf
of the Crown” in the form of benefits or grants.

Each year Parliament will separately appropriate for each
interest. The legislation which enables government ex-
penditure, the Appropriation Act (or Acts), will include sep-
arate details of the costs to be incurred to:

® Purchase “classes of outputs™;
and the funds required to:

® Make capital contributions; and

® Fund payments of benefits and grants to be made on be-
half of the Crown.

The appropriations will be grouped together into Votes.
Each Vote will contain the appropriations to only one Min-
ister, but a Minister may control more than one Vote. While
a department may be the manager of more than one ap-
propriation, only one Minister, “‘the Responsible Minister”,
is deemed to have the ownership responsibility for the de-
partment. This “Responsible Minister” controls the capital
contribution appropriation to the department.

Unless parliamentary authority is first obtained, there will
be no ability for the Government to transfer funds between
each of the appropriation interests. Only limited ability has
been given to the Government to transfer within the pur-
chase interest from one ‘“‘class of output” to another.

Q. Why are transfers within Votes restricted?

To allow transferability would confuse Parliament’s three interests in the Government’s activi-
ties. Each of those interests is mutually exclusive. People generally recognise that if, for ex-
ample, money is put aside to pay benefits, that is what it should be used for. Similarly, when
Parliament, as owner, approves the decision of the Government to make an investment, it must
have confidence that the investment will occur. When, as purchaser, it approves the purchase of
a service, Parliament must be confident that the service will be provided and that the appropria-
tion will not be used for some other purpose.

However, in order to allow a degree of managerial flexibility, a limited transferability between
“classes of output” will be possible in future. Parliament has made provision for transfers
between “‘classes of outputs™ (within a Vote) of up to 5%. Such transfers will be effected by an
Order in Council.
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Modes of appropriation
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There are three bases, or modes, on which Parliament will
be asked, under the Public Finance Act 1989, to make
appropriations to Ministers. These modes are based on
expectations of the related organisation and its ability to
manage itself.

The three different modes are:

® Mode A — Some departments are not expected to change,
or have the means to change, the way they are managed
before 30 June 1991. Until then Parliament will
appropriate much as it has done in the past. Mode A
appropriations will focus on the cash needed to buy
inputs.

® Mode B — All departments will eventually be able to
identify the cost (including non-cash costs such as
depreciation) of supplying outputs. They will also know
what assets (including their value) they employ.

"When departments can do these things, the focus of ap-

propriation will shift. Parliament will appropriate to Min-
isters the cost of outputs produced by departments.
Where departments are earning trading revenue in a
competitive environment, the appropriations ‘will be net
of that revenue — hence the term “Mode B Net”. Parlia-
ment will also annually appropriate, as owner, any ad-
ditional capital investment needed to enable the
department to function effectively and efficiently.

All capital expenditure that can be funded from the exist-
ing stock of capital invested in a department will be at the
discretion of the Chief Executives. Mode B leaves the
Chief Executive to determine and manage inputs, includ-
ing capital.

® Mode C — Some departments will be required to operate
in competition with other suppliers. They will, therefore,
need to provide information on the price of their outputs.
These prices (including charges for notional taxation, in-
terest repayments and dividends) will allow purchase and
appropriation decisions to be made with reference to sim-
ilar goods and services obtainable elsewhere.

Capital appropriations will be on a similar basis to that
described for Mode B, but are likely to be made with
reference to the expected financial return to the com-
munity on the amount to be invested.
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Modes of Appropriation

The “Modes” are the three ways that Parliament gives authority to departments and agencies.
They reflect the differing ways of managing departments.

Mode A: Parliament Allocates Funds for Inputs
This is an appropriation of cash to:

® Acquire inputs; and/or

# Purchase capital assets; and/or

¢ Make payments of benefits and grants.

This is essentially the same system of appropriation that has existed in the past. Parliament
authorises the supply of cash to meet the cost of departmental activities such as personnel,
operating costs, capital and benefits and grants.

The only difference between Mode A and the previous method of appropriation is that, in order
to reflect Parliament’s interests more clearly, capital and operating expenditure are now
appropriated separately. Mode A will cease to be used on 1 July 1991 when all appropriations
will be under either Mode B or Mode C.

Mode B: Appropriation for the Consumption of Resources

This is an appropriation:

® For costs to be incurred in the production of specified goods and services (classes of output);
and/or

® Of public money to increase the level of the Crown’s asset holdings in a department; and/or

® Of public money to make payments of benefits and grants.

This Mode changes Parliament’s focus of control to the nature and costs of the outputs that are to

be provided.

It reflects Parliament’s dual role as purchaser of the goods and services and owner of the

department more clearly than does Mode A. Departments will report the full cost (including

depreciation) of the resources to be used in production. Parliament can then appropriate funds

for the supply of all or as much of those goods and services as it requires.

Mode B appropriations can be represented as either Gross or Net.

Mode B Gross is where the appropriation sought in any year reflects the total production of that
class of outputs.

Mode B Net is where the appropriation is not for the total production of that class of outputs.
Some outputs within that class will be supplied under trading conditions. Authority to spend up
to the estimated amount of trading revenue to be received from these trading activities will be
given (see page 13).

Funds will be appropriated separately for outputs and capital, reflecting Parliament’s separate
interests.

Parliament will only make an appropriation for a capital contribution when it is increasing its
investment in a department.

In future, most departments and agencies are likely to be funded by Mode B appropriation for
classes of outputs and capital or some mixture of Modes B and C.

Mode C: Appropriation for the Consumption of Qutputs
This is an appropriation to:

® Acquire goods or services needed by the Government; and/or
® Adjust the level of the Crown’s asset holding; and/or

® Make payments of benefits and grants.

In this Mode the focus is again on outputs, but requires that the departments “price” their
outputs in a way that allows valid comparison with other potential suppliers. To set notional
market prices, departments will need to have a capital structure and pay notional interest, tax
and dividends. In this Mode departments will have freedom in how they manage the production
of the goods and services that they produce for Parliament.

Capital appropriations will be the same as for Mode B.
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Purchase Interest:

In the case of the purchase interest, Parliament will appropriate for the costs of supplying
specified “classes of outputs” or, in the case of Mode A, “programmes”, which contribute to
achieving the Government’s desired outcomes.

“Classes of outputs” will be groupings of similar outputs. For example, the following are
“classes of outputs’:

Department of Conservation
“Management services: Conservation Estate” includes the individual outputs “Marine and
Coastal Resources”, “Terrestrial Resources’ and “Historical Resources”.

Ministry of Agriculture and Fisheries
“Policy Advice — Fisheries” includes the outputs of advice about “Maori Fisheries Issues”,
“Marine Fisheries Catch Levels”, “Freshwater Fisheries’ and others.

Department of Statistics

“Economic and Business Official Statistical Information Services” includes the individual out-
puts “Business and Agricultural Statistics”, “Price Statistics”, “Overseas Trade Statistics™ and
others.

Changing between
modes of appropriation

Periods of appropriation

Only Parliament will be able to authorise a change of mode
for an appropriation. That authority will only be sought when
the Minister is satisfied that the department is capable of

meeting the expectations underlying the new mode of
appropriation. The authority will be contained in an

Appropriation Act.

ment can make appropriations. They are:

There are three possible lengths of time for which Parlia-

® Annual: Most appropriations are made on an annual basis

and this is likely to continue to be the most common
period;

Multi-year: These appropriations will be possible for
periods of up to five years. It is anticipated that Parlia-
ment will give its authority to incur costs or fund a further
investment in resources for periods in excess of one year
in specific circumstances. One example might be capital
projects where Parliament would consider the total pro-
ject cost, which may span many years. Although a multi-
year appropriation would give authority for the total pro-
Ject, it would not preclude Parliament from monitoring
progress over the project’s life; and

Permanent: These appropriations are traditionally agreed
to by Parliament for special reasons. One is the con-
stitutional desirability of preserving a measure of inde-
pendence from Government control, for example pay-
ment of salaries of the Judiciary, the Ombudsmen and the
Controller and Auditor-General. Another reason is for
expenditure having a priority charge on the public re-
venue, for example debt servicing. ..........
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Q. How do the various types
of appropriation fit together?
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However, in recent years the principle of permanent ap-
propriation has been extended to permit certain govern-
ment departments engaged in trading activities to incur costs
without annual appropriation by Parliament. Such an appro-
priation is made in the Public Finance Act. Departments
allowed to operate under this authority will have to provide
outputs to parties other than Ministers, in the open market in
competition with other potential suppliers. The permanent
appropriation given allows the department to incur costs up
to the amount of trading revenue estimated at the beginning
of the year. Use of this authority is subject to approval by the
Minister of Finance.

Parliament gives authority for the Government to exercise
all three interests, in any of three modes of appropriation
and for any of three time periods.

A Minister could receive appropriation for a department for
each of Parliament’s interests in Mode A, B and C. Then,
for example, a department which is the subject of Mode B
appropriation could receive that appropriation for one of the
time periods: annual, multi-year (up to five years) or per-
manent (see diagram below).

The Estimates will reflect the actual information for the
appropriations to each Minister.

INTEREST

POSSIBLE APPROPRIATIONS

Diagram 2

Purchase

Redistributive

Ownership <

MODE PERIOD
A = Annual

B >  Multi-year
C Permanent
A Annual

B < Multi-year
C Permanent
A Annual

B < Multi-year
C Permanent
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The Estimates
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The information needed for Parliament to appropriate in the
manner described above is to be included in a significantly
revised Estimates document. These Estimates (Estimates of
Annual Appropriations and Departmental Budgets of the
Government of New Zealand) will reflect information, by
Vote, of the interests, the modes, and the time periods for
which Parliament is being asked to make appropriations.

The financial year has been changed to allow the Estimates to
be presented earlier than previously. The last date they may
now be presented is 31 July, the end of the first month after
the beginning of the financial year. However, given the con-
siderable influence the form of parliamentary appropriation
has, it is desirable that the Estimates be in the House prior to
the beginning of the financial year, to permit earlier, and
thus more effective, appropriation and financial planning.
There is nothing to prevent this occurring.

than as purchaser.

Q. Why are only trading activities given a permanent authority to spend their revenue?

Firstly, in this situation, Parliament’s interest is principally as owner of the department rather

Secondly, only trading activities operate in a competitive environment where they are dealing
with customers who, in purchasing their goods or services, are exercising a willing choice.
Trading activities to which this authority applies have to be distinguished from activities where
fees and charges are collected. In the latter case there are no competitors. The public may have
no choice over using the services, and thus the collection of fees and charges represents the
Crowir using its taxing powers.

The outputs supplied are therefore considered in the same way as all tax-funded outputs; the
purchase is subject to approval by Parliament.

MANAGEMENT

Q. What changes are likely to
flow to management?

The changes to the appropriation process will strongly affect
the management of government departments. This section
considers the consequences of the changes for the manage-
ment of central government departments and Crown
agencies.

One of the most important changes is that Chief Executives
and managers within government departments will have a
clearer and more relevant idea of what is expected of them.
For example, a prerequisite to parliamentary appropriation
for “classes of outputs™ is that Ministers will have to identify
the outcomes the Government is seeking. Then, with their

CENTRAL GOVERNMENT MANAGEMENT 1989.
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Chief Executives, they will be in a position to determine the
means, the outputs, by which they intend to achieve these
outcomes. Responsibilities will be more appropriately allo-
cated. The responsibility of Chief Executives is stated to be
“the effective and efficient production of outputs”. This in-
cludes the responsibility for the effective management of
resources. Responsibility for the specification of, and ac-
countability for, outcome rests with Ministers or the Gov-
ernment as a whole. The agreed outputs will form part of a
performance agreement between each Chief Executive and
his or her Minister, agreements against which the Chief Ex-
ecutive and his or her department’s or Crown agency’s per-
formance will ultimately be evaluated.

The greater clarity of purpose resulting from these agree-
ments will facilitate improved management planning, in-
cluding corporate planning and budgeting. Accordingly, it
can be expected that all public servants will have a clearer
understanding of their roles and responsibilitics. As a result
of these improvements, public servants can reasonably ex-
pect they will be given the resources needed to perform
their tasks in a manner appropriate to their responsibilities.

A further feature of the changes is that Chief Executives
will, in future, have a greater degree of managerial flexibi-
lity as they will have control of:

® People — Chief Executives are now employers of their
staff and have the ability to deploy those staff in the ways
they consider will best contribute to supplying the requi-
red outputs;

® Cash — The managers of government departments will
now be responsible for the control of cash.- In the past
managers had neither the incentive nor, often, the op-
portunity to make payments or invoice customers in a
way that considered the Government’s cash flows. Mana-
gers will now manage their own bank accounts and can
benefit from their success in effectively managing their
payments and revenue;

@ Other resources — Departments and agencies will have
greater flexibility in managing their resources. Within
the overall appropriation framework already outlined,
managers will be able to buy and sell assets (to the extent
that the size of the community’s investments in the
department'is not increased) to produce their outputs;

® Trading revenue — Where government departments
earn revenue from the sale of goods and services in the
open market, Chief Executives may apply that revenue
to that activity under permanent appropriation.

This increased managerial flexibility, and the resulting in-
creased responsibilities, will necessitate changes in the
management information systems in government depart-
ments. Managers will need more information in. order to
manage their operations effectively, and that information
will have to be more timely and of a different nature to that
provided in the past. They will constantly require accurate
and complete information on such things as assets and liabil-
ities, and income and expenditure. Now that managers are

CENTRAL GOVERNMENT MANAGEMENT 1989




i

LINES OF RESPONSIBILITY AND ACCOUNTABILITY
GOVERNMENT

//——> Cabinet 4—\

Minister of Finance

A

15

responsible for, among other things, managing their cash,
they will need to know more about their debtors, creditors
and other commitments. This demand for better information
means departments will be installing improved management
information systems. To provide more useful financial in-
formation, departments will be using accrual accounting.

The diagram below highlights the major relationships affect-
ing the management within departiments.

The responsibility of, and accountability for, the provision
of “classes of outputs” by the department lies with the
Chief Executive. The Minister is responsible for obtaining
the appropriate outputs to meet the Government’s desired
outcomes.

In addition, central agencies (Treasury, State Services
Commission, Women’s Affairs, Environment, and Maori
Affairs) are responsible for advising both Chief Executives
and Ministers on specific aspects of common concern to cen-
tral government. They are also able to brief their own Min-
isters to facilitate the presentation of their ideas in Cabinet.
However, the mandates of central agencies are not intended
to, nor can they, cut across the responsibilities of the Chief
Executive and the Minister, if these changes are to be
effective.

Diagram 3

Minister of State Services

A

INDIVIDUAL DEPARTMENTS

Treasury

Minister \

State Se;rv_ices
Commission

Chief Executive /

Department
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Many of the changes outlined, and their consequences, will
only come to fruition if the incentives provided to (and by)
managers are appropriate. Many of those incentives will
flow from the system of appropriation and accountability
already described. Others, however, will be determined by
the actions of Parliament, Ministers, Chief Executives and
the central agencies. One example is the incentives flowing

to staff from the way responsibilities are allocated.

Q. What do we mean by “incentives’ and how are they going to improve performance?

The setting of performance targets and the new reporting processes will set the criteria for
judging the success or failure of Chief Executives and their staff. The judgement of Parliament
and the public on actual performance will be crucial to the continuing operations of Chief
Executives and their departments. There will therefore be real incentives for departments to
perform effectively and to clearly demonstrate that effective performance.

Incentives will also result from the greater flexibility given to managers in managing their
operations. In future, managers will have more freedom over how they use their resources. A
major disincentive to effective management that existed in the past is eliminated.

The potential benefits of incentives will only come provided organisations and individuals are

treated fairly. We are aware of cynicism about the extent that departments will be allowed to

benefit from improved performance. If the required improvements to performance are to occur,

good performance at both organisational and individual levels must be fairly recognised and

rewarded. Poor performance must be similarly identified and remedied.

The effectiveness of these incentives — rewards and sanctions — will be determined by:

® Parliament in its examination of departments’ and agencies’ activities;

® Ministers in their negotiations of performance agreements with Chief Executives about
output requirements;

@ Chief Executives in their relationships with their staff; and

® Treasury and the State Services Commission in their dealings with Ministers, departments
and agencies.

Without fairness in the application of both rewards and sanctions, the potential for improve-

ments in public sector management will not be realised.

REPORTS

The amount, nature and timing of the information provided
by both the Crown and its departments and agencies is radi-
cally different under the Public Finance Act 1989. The
changes are designed to provide Parliament, and the public,
with better information on the way in which the Government
and its departments and agencies perform.

From the Crown as a whole, statements are required that
show the full size of its activities: what is owned; and what is
owed, invested and committed. The Crown will also be re-
quired to show the full extent of its activity by reporting total
operating costs, revenues and cash flows. Actual figures for
the previous year, or budgeted figures where relevant, will
also be provided for purposes of comparison. The audited
reports on the Crown’s activities will be presented six-
monthly.

These reports replace the quarterly and annual statements of
the Public Accounts. The new form of reporting will signifi-
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cantly enhance the ability to consider and evaluate the oper-
ations of the Government as a whole. The changes to the
reporting by departments and agencies will provide better
information in a consistent framework which can be con-
solidated for the whole central government sector.

The information from departments will also allow better
assessment of their performance. This information will in-
clude details of:

® What departments set out to do: their objectives, classes
of outputs to be produced, and financial and other targets;
and

® How well departments performed: statements of per-
formance for the period being reported (comparing actual
output performance against previously set targets), cash
received and applied, operating costs and revenues and
financial position — assets employed, liabilities, commit-
Thents and contingent liabilities.

Departmental reports, too, will be audited and presented at
six-monthly intervals.

Q. Why is six-monthly reporting needed from Government and its departments and

agencies?

Six-monthly reporting will permit both Parliament and the Government to monitor depart-
mental performance regularly. The presentation of two reports a year will provide reasonably
up-to-date information to facilitate the consideration of the Estimates, and ultimately, the
Appropriation Act before the new financial year.

There has been a trend to six-monthly reporting by a number of companies in the private sector,
and the Crown is now similarly adjusting its reporting practices to provide more timely

information.

The reporting requirements represent a significant improve-
ment to the way the Government reports its performance.
There are, however, matters pertaining to these reports that
have yet to be resolved.

Two matters yet to be resolved were identified in the Fi-
nance and Expenditure Committee’s report on the Public
Finance Bill. There is uncertainty about what constitutes a
Crown agency and about the method to be used to consoli-
date the financial statements of State-Owned Enterprises
with those of the Crown. While I am yet to form an opinion
on what organisations would fall within the definition of a
Crown agency, I do hold an opinion on the method of con-
solidating State-Owned Enterprises into the Crown’s
financial statements.

The objective of consolidation is to reflect the full size of the
Crown (what is owned, what is owed, invested and commit-
ted) and the full extent of its activities (operating costs,
revenues and cash flows) in a single set of statements. There
are two distinct methods of consolidation. One is to aggre-
gate all assets, liabilities, equity, revenues and expenditure.
The other is to include only the equity portion of each enter-
prise. The use of the latter method would imply that the
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public money invested in State-Owned Enterprises is only
for short-term gain. I disagree that this is what the Crown’s
consolidated statements should reflect. Thé former is the
method that should be used.

Further improvements are possible in reporting outcomes.
The changes, while requiring departments to report their
actual performance by reporting outputs produced against
targets, do not require Ministers to report their progress in
meeting the outcomes to which the outputs contribute. I be-
lieve there is a need for such reporting. The commentary on
the Budget provided by the Minister of Finance is an ex-
ample of the kind of statement that I think all Ministers
should provide.

Similarly, there is no requirement in the Public Finance Act
for the Government as a whole to report progress in meeting
its overall objectives. Such a report would be helpful in
adding understanding to the reports of the Crown. These are
matters which, I believe, should be considered further.

For various reasons, few people are ever certain what they
want from the Government. What follows are my views on
what the various groups affected by the changes can reason-
ably expect from the Government and, in turn, what their
contribution must be if the changes are to be successful. The
expectations and implications for each participant are not
mutually exclusive. The benefits of the changes will be
achieved only if each participant (including the central
agencies) fully and fairly plays its part in the new
environment,

It is reasonable to expect that Government (including its
departments) will “do the right things” for the community,
for the best price, and that it will do them effectively, effici-
ently and equitably. Further, it can be expected that re-
sources will be allocated to the areas of greatest need, and
that the Government and its employees will be responsive to
the community’s needs.

The way the Government responds to the public is intended
to change. Departments and agencies will think more
clearly about what it is their customers want from them.
Government departments will, in future, be driven by
customer need more than has been the case in the past. De-
partments are being freed from excessive centralised con-
trol and the changes will make it clearer to everyone what
the departments and agencies do. How much the public is
paying for the goods and services that we get from Govern-
ment, and how well it is protecting the assets that the public
has paid for over the years, will be clearly stated. The
changes also make it clearer why specific outputs have been
chosen, how much they cost, and how effectively and effici-
ently they have been provided.

Like any other legislative changes, these will be effective
only if they are used by the community. They provide the
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means for everyone to judge how well their political repre-
sentatives, and the public service for which the repre-
sentatives are responsible, are performing. Everyone will
have access to better information and thus the means to
better express their wishes to those in charge of the public
purse.

These changes should permit members of the community to
contribute more to decision-making than previously. Mem-
bers of community organisations need to understand the
framework within which central government will be work-
ing if their contribution is to be effective. I urge everyone to
use the opportunities afforded by the changes to scrutinise
performance and require greater accountability from those
responsible for public resources.

Parliament requires that the Government does only what is
consistent with Parliament’s authority. Parliament needs
complete, accurate and reliable information on .what, and
how well, the Government is performing if it is to monitor
the Government and exercise its traditional control over the
Executive.

Until now, Parliament’s ability to influence the Govern-
ment’s policies has been limited by the extent and nature of
the information available to it. Information that has been
available has not always been easily understandable and has
not properly recognised Parliament’s dual owner/purchaser
interests. The changes will provide Parliament and its select
committees with clearer and more relevant information
about the Government.

Members of Parliament will thus be better able to judge the
effectiveness of the objectives and performance of depart-
ments and how well their outputs contribute to the Govern-
ment’s intended outcomes. They will be better able to scrut-
inise government policies. They will have the opportunity to
question Ministers on their chosen outcomes and Chief
Executives on the outputs to be produced to meet those out-
comes. Parliament will thus have the ability to hold the
Executive more accountable for its actions than has been the
case in the past.

The changes will, however, only fulfil their promise if Par-
liament takes advantage of the opportunities offered to it.
The House’s Finance and Expenditure Committee, in its re-
port on the Public Finance Bill, recognised the need for Par-
liament to examine its own procedures to allow for more
focused and timely select committee consideration, and par-
liamentary debate, of the Estimates. These are matters of
some significance which need to be addressed.

The changes will not necessarily make life easier for Mem-
bers of Parliament. They will certainly be receiving more
timely and relevant information and in greater quantities. If
members are to take the opportunity to exercise rigorous
control of the Executive, they will probably spend more,
rather than less, time reading departmental reports. 1 recog-
nise that members have constraints on their time and re-
sources. This raises questions about the nature and extent of
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support available to Members of Parliament. This is an area
of need the House itself could review.

The Government can reasonably expect its departments to be
responsive to its needs and to do what it requires in an
effective, efficient, economical and equitable manner. It can
also expect that departments will be responsive to their
communities and, in carrying out the Goverment’s directions,

will take the community’s needs into consideration.

The changes will provide the Government with a clearer
framework within which to make decisions. The distinction
between outcomes and outputs provides Ministers with a
clearer focus for their attention than has formerly been
possible. The reports will also provide the Government with
information about the outputs of departments. While the new
framework is likely to alter decision-making, most of the
changes will result from clearer roles and responsibilities and
the availability of better information.

Ministers can reasonably expect their departments to be
managed effectively, efficiently, economically and equit-
ably in accordance with their directions. They can also
reasonably expect that Chief Executives are responsive to
their needs as Ministers.

To meet their expectations, Ministers will now be able to
require Chief Executives to identify clearly what their dep-
artment is providing to the community. Ministers also have
an obligation to communicate to Chief Executives what it is
that the Government is seeking to achieve in the area in
which the departments operate.

Ministers will now negotiate performance agreements and
output specifications with their Chief Executives. Having
negotiated and come to agreement with Chief Executives,
Ministers will have an obligation to maintain oversight of
departments and take remedial action if agreed objectives
are not being met.

The Public Finance Act does not require Ministers to report
the results’ against their stated -outcomes and outputs (an
omission that”I believe should be remedied). However,
Ministers can still expect to be more informed, and thus re-
ceive more rigorous questioning of their objectives and
stewardship of public resources. Ministerial performance
will be enhanced by the knowledge that Parliament is
closely monitoring their departments and holding them ac-
countable.

The changes will also provide Ministers with better infor-
mation for negotiating with their colleagues over the alloca-
tion of resources within the Government’s budget. In turn,
however, Ministers can expect that their proposals will be
subject to closer and more informed scrutiny by their col-
leagues. This should contribute to more informed minis-
terial debate over the setting of priorities and the allocation
of resources.
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The changes will provide Ministers with better information
for use in their negotiations with Chief Executives. When
negotiating and monitoring Chief Executives’ performance
agreements, Ministers may, however, feel less certain
about the neutrality of the departmental advice and support
they receive. In these circumstances, Ministers may need to
consider other sources of advice and assistance.

Departments have the reasonable expectation that the Gov-
ernment will give them clear directions and provide the re-
sources needed to provide the required outputs. It is my
view that staff hope to gain a good understanding of how the
departments’ outputs are intended to meet the Govern-
ment’s outcomes from these directions. I believe they also
expect to be able to perform their duties in a way that meets
the needs of individual members of the community in a rele-
vant and timely manner.

The changes are creating an environment in which there is
less potential for departments to do things “because they
have always done them”. Chief Executives have to formally
define and agree with Ministers what it is that their depart-
ments will do and why, and how much Ministers and Parlia-
ment are prepared to pay. That in turn requires a clear
definition of the philosophy and strategic objectives under-
lying those agreements.

Like Chief Executives in the private sector, those in the
public service will have control over inputs. Because of the
political environment, parliamentary control, and the pres-
ence of a principal buyer (who is also the owner of the de-
partment), comparisons of management in government
departments with private sector management are invalid.
Public service managers do, however, have advantages that
their commercial counterparts do not enjoy. Unlike man-
aging directors in the private sector, public service Chief
Executives will have, within the framework of annual ap-
propriations, confirmed “sales budgets” and assured funding
at the beginning of each year. Management in the public
service is neither easier nor more difficult than that in the
private sector; it is just different.

Central agencies can expect their role to change. The day-to-
day control appropriately practised by the Treasury and the
State Services Commission in the past is no longer appropriate.
Central agencies do have a continuing role in central govern-
ment management, and it is imperative that the way their role is
exercised is congruent with the responsibility and account-
ability of each Chief Executive.

Chief Executives can be expected to demand greater auton-
omy from the central agencies because they are now directly
responsible and accountable for their department’s perform-
ance. Intervention by the central agencies which is inconsistent
with this will jeopardise the expected benefits of the changes.
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I am aware that already some Chief Executives are questioning
the changes because of their recent experience with central
agencies. Care will be needed in the future if central agencies
want to provide real encouragement to Chief Executives and
departments to implement these changes.

Changes to central government management will result in
changes in the relationships among the above groups of
people. Broadly, the nature of the communication among
them has been illustrated in diagrams ! and 3 on pages
6 and 15.

New legislation is but the first step to significantly changing
central government management. The success of the
changes depends upon people having a clear understanding
of what they are working towards. This, in turn, relies on
those involved actively participating in implementing this
shared vision.

During the implementation of these changes over the next
two years and beyond, many people may be surprised to be
affected by them. Some may be frustrated by how difficult it
is to effect change in accordance with their original inten-
tions.

I recommend that you keep clearly in mind what you are
working towards. The active participation of all is needed if
there is to be effective change in central government mana-
gement so that it enhances the social, economic and cultural
well-being of all people living in New Zealand, now and in
the future.
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