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Foreword

This inquiry into the devolution of running cost flexibilities available to Commonwealth
agencies under the Running Costs Arrangements is the third in a series of reviews undertaken
by the Comimittee into aspects of the public sector management reforms instituted in the last
decade,

The Committee believes that this process of review, begun in 1990 with a report on the
Financial Management Improvement Program and continued in 1994 with an examination of
the Efficiency Dividend Arrangements, constitutes a valuable component of the public sector
reform exercise. Subjecting the reforms to scrutiny of this nature allows an assessment of their
role in producing a more responsive, accountable, efficient and effective public service.

A major conclusion arrived at by the Committee as a result of this review of the devolution of
running cost flexibilities is that devolution, as indeed all aspects of public service, should be
predicated on the concept of action whose clearly stated and main objective is the benefit of
the client; it is this notion of client service which has informed every stage of this inquiry and
on it the Committee has based the recommendations contained in this report.

On behalf of the Committee I wish to express our appreciation to the many government
departments and agencies that provided information and assistance throughout the course of
the inquiry. I thank, too, the members of the Committee, and particularly the subcommittee
led by subcommittee chair, Mr John Bradford, for their contribution to all aspects of the
inquiry and the preparation of the report.

I especially commend Mr Russell Hearne of the Australian National Audit Office for his
professional and expert work in the conduct of the inquiry and thank the merbers of the
secretariat for their able assistance.

THE BON DAVID SIMMONS MP
Chairman
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Terms of Reference of the Committee

The Standing Committee on Banking, Finance and Public Administration is empowered to
inquire into and report on any matters referred to it by either the House or a Minister including
any legislation proposal, bill, motion, petition, vote or expenditure, other financial matter,
report or paper.

Terms of Reference of the Inquiry

On 7 December 1994, the Minister for Finance asked the Committee to inquire into and report
on:

1. The extent to which rumning costs flexibilities have been devolved within
departments and agencies from CEQs to managers at lower levels and from

central offices to regions;

2. The extent to which the devolution of running costs flexibilities within
departments and agencies has contributed to improved management;

3. Examples of best practice in the implementation of running costs flexibilities;
4. Any obstacles to the effective devolution of running costs flexibilities within
agencies and departments, and any difficulties experienced in implementing

devolved flexibilities, and

5. Avenues for enhanced devolution of running costs flexibilities and how any
difficulties experienced to date might be overcome.
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List of Recommendations

1{a)

(b)

2(a)

(®)

©

5(a)

(b)

(c)

The Department of Finance and the Management Advisory Board promulgate a revised
definition of devolution which encompasses the elements of decision-making capacity,
allocated budget to implement decisions, and management focus on clients, the target
group for program delivery; and

In its dealings with agencies, the Department of Finance place renewed emphasis on
the distinction between decentralisation and devolution as it relates to service delivery.
(paragraph 2.8)

Efforts be made to extend the concept of contestable environments within the budget
funded public sector where efficiency can be maximised and client service enhanced,;

Greater consideration be given to strengthening the connection between agency
funding and agency outputs; and

Encouragement be given to the application of computer based information systems,
especially in large networked agencies, as a means of improving client access.
{paragraph 2.66)

The Management Advisory Board study the merits of funding budget funded programs
through business planning, as a possible vehicle for the introduction of output based
funding. (paragraph 3.19)

The Chief Information Officer advise on the specifications for systems which would
provide appropriate accountability and decision support functionality for managers in a
devolved environment. {(paragraph 3.61)

The Department of Finance re-examine whether corporate services functions have been
devolved to the most practical level, in line with the recommendations of the MAB
referred to above;

The Department of Finance identify skills relevant to the devolution of corporate
services functions and offer training to agencies in these skills; and

The Department of Finance identify and promote best practice in corporate services,
including the concepts of national standards for corporate services and of
benchmarking corporate services functions. (paragraph 3.74)




6(a)

(b)

O(a)

()

10

11

12

13(a)

(b)

The Department of Finance widen the scope for funding agencies through resource
agreements as part of its consideration of the applicability of cutput based funding
models to the APS; and

The Department of Finance develop resource agreements which provide linkages to
program evaluation, accountability and improved client satisfaction, (paragraph 3.86)

The Department of Finance analyse the spending patterns of budget funded agencies
with particular reference to end of year spending and report the cutcome in its annual
report. (paragraph 3.93)

The Department of Finance and the Department of Industrial Relations examine the
options available to develop a process for measuring productivity which also takes
account of the quality of service. (paragraph 4.7)

The Department of Industrial Relations examine the feasibility of using workplace
bargaining, without being inhibited solely by quantitative measures, as an alternative to
the efficiency dividend; and

In line with the general thrust to improved client service through devolving
management authority to the lowest practical level, workplace agreements between
agencies and their staff should be negotiated at each major workplace.
{paragraph 4.15)

The Government affirm its commitment to the efficiency mechanisms of the RCA by
resisting attempts to make ad hoc and arbitrary cuts to running costs, (paragraph 4.25)

Agencies consider the concept of a corporate dividend which may be used to fund
emerging central priorities, or may be allocated to projects on the basis of bids from
devolved units within the agency. (paragraph 4.33)

Agencies' information technology plans should specify the place of information
technology in their strategic direction, and include the goal of providing the means to
ensure suflicient accountability from fine managers to central office. {(paragraph 4.42)

External reviewers of agency performance take account of recent reforms in the
management of the APS which have emphasised client service, risk management and
the efficiency mechanisms of the RCA; and

Reviews of agencies' performance should focus on the quality of program outcomes,
and the level of satisfaction of agencies' clients rather than control over inputs and
processes. {paragraph 4.50)




14

15

16

17

18

19

Guidelines and legistation emphasise client service with sufficient accountability to
allow for the possibility that local managers may need to adapt guidelines and
programs to suit local conditions, (paragraph 4.55)

The Department of Finance extend and renew its efforts in support of the principles of
APS reform, and explore new channels of communication with its client agencies,
including improved dispute resolution mechanisms, (paragraph 4.62)

Financial control through the SES notional item be abandoned, and SES resourcing
included with other running costs. (paragraph 4.70)

The amount for minor capital works to be included under running costs in
Appropriation Bill No 1 be increased from $250 000 to $750 000. (paragraph 4.79)

Each agency survey the skills needed for management within their devolved
environments and frame f{raining strategies around these identified skill needs.
(paragraph 4.87)

The Department of Finance institute a form of reporting from agencies on progress
toward implementation of devolution of running cost flexibilities within agencies, and
examples of best practice. (paragraph 5.21)

The Minister for Administrative Services review the possible use of a global budget
approach to parliamentarians' entitlements and allowances. (paragraph 5.28)

xvii







CHAPTER ONE

RUNNING COSTS ARRANGEMENTS

Introduction

1.1 This inguiry reviews the devolution of running costs flexibilities available to
Commonwealth agencies under the Running Costs Arrangements (RCA). The reference was
received from the Minister for Finance, the Hon Kim Beazley, MP on 7 December 1994 and
was accepted by the Committee in late January 1995,

1.2 The Committee's brief included an examination of the extent to which running costs
flexibilities have been devolved' within departments and agencies, the extent to which
devolution has contributed to improved management and examples of best practice in the
implementation of running costs flexibilities. Also considered were difficulties and obstacles
to effective devolution within agencies, and how these might be overcome. Lastly, the
Committee considered how devolution of running costs flexibilities within agencies may be
enhanced.

1.3 In addressing the terms of reference the Committee was conscious of devolution as a
key theme of the administrative and financial reforms of the past decade, and its potential to
improve the efficiency and effectiveness of resource management within the Commornwealth
sector.

1.4  Financial reform in the Australian Public Service Reforms in public sector financial
management since 1983 have brought about profound change. The key objectives of the
management reform program over the last decade were to develop a Service that is:

. more responsive and accountable to Ministers and the Parliament,

. . more efficient, effective and equitable, with more rational means for the distribution of
resources to priorities, and which gave managers greater flexibility in managing those
resources; and '

. more streamlined, and more effectively pursued merit and equal employment
opportunity.?

The Financial Management Improvement Program

1.5  The Financial Management Improvement Program (FMIP} commenced in 1983 and is
a subset of a larger reform effort, encompassing structural, industrial, human resource,
financial management, budgeting, commercial and planning areas. A summary of these
reforms is at Appendix no. 2 to this report,

1 Devolution involves the transfer of decision making authority and capability to lower levels of
management, for benefit of the agency's clients. For a full discussion of the concept of devolution and its
application to the APS refer to chapter 2.

2 Building a Better Public Service, MAB/MIAC, June 1993, p. 7.
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1.6  The FMIP aimed specifically to create:

. more effective public services which would produce results consistent with government
objectives; and
. more efficient public services, and awareness of the costs of achieving results.’

The FMIP was reviewed by the Committee in its September 1990 report, Not Dollays Aloné:
Review of the Financial Management Improvement Program.

Reforms implemented under the FMIP

1.7  The capacity of government to manage expenditure has been aided by the forward
estimates process. The system of rolling three-year forward estimates of Budget outlays
overcomes the tendency to view the current Budget year in isolation from subsequent years
and removes the consequent annual requirement for detailed reconsideration of all agency
expenditures.” : :

1.8 A range of budgeting strategies was introduced under the heading of portfolio
budgeting. Budgets are allocated to portfolios and certain spending decisions are devolved to
the portfolio level. A range of strategies gives Ministers greater discretion when identifying
portfolio priorities. '

1.9 The RCA, a new approach to providing salaries and other administrative resources to
Budget dependant agencies, were introduced in 1987/88. These allow agencies to decide for
themselves, subject to minimal guidelines, how they will utilise the amount of salary and
administrative funds appropriated to them through the Budget. A facility to borrow from
future appropriations and to carry over surpluses was also introduced. A description of the
flexibilities of the RCA is at paragraph 1.21,

1,10 An important element of the RCA is the efficiency dividend by which each year a
portion of the savings assumed to have arisen from more efficient agency operations is
returned to the Budget. The efficiency dividend arrangements were examined by the
Committee. The report of this inquiry, Stand and Deliver: Inguiry into the Efficiency
Dividend Arrangements, was tabled in March 1994,

1.11  Another reform introduced under the FMIP is the progressive introduction by
Commonwealth agencies of financial reporting on an accrual rather than a cash basis, Under
accrual reporting the economic effects of transactions and events are recognised in the
accounting period in which they occur, irrespective of when cash is paid or received. It is
intended that this will enable the users of financial statements to gauge more accurately the
true cost of Government, Accrual reporting will also improve accountability and enhance the
focus on agency performance, The decision to move to accrual reporting was seen as the

3 1988 FMIP Report, Department of Finance, 1988, p. 6.

4 The Australian Public Service Reformed: an evaluation of a decade of management reforms,
MAB/MIAC, December 1992, p. 225.




Running Costs Arrangements Page 3

logical progression from departmental reporting guidelines requiring an increasing level of
disclosure in financial statements. The first full year of accrual reporting ended on 30 June
1995,

1.12  Changes to the timing of the Budget were announced in December 1993, From
1994/95 the Budget would be brought down in May, before the beginning of the financial year
on 1 July. The earlier date is intended to promote certainty by making known to each agency
how much will be appropriated for the new financial year. It also negates the need for a
supply period and enables State and Territory Governments to bring down their own budgets
before the end of each financial year.

1.13  The decision to deliver the Budget earlier each year and the creation of a new Budget
cycle has lead to a reappraisal of Budget and related documentation. Changes to Budget
documentation are intended to enhance parliamentary scrutiny of agency financial plans by
providing appropriate information at the right time, while avoiding excessive and extraneous
detail.

1.14  Departmental annual reports, which act as instruments of accountahility and report on
performance for all agency programs, have been streamlined and are required to be tabled by
31 October each year.

1.15 Legislation has been drafted to replace the Audit Act 1901 to modernise controls over
Commonwealth finances and businesses. The anticipated commencement date for the three
Bills package is 1 July 1996.°

Overview of the Running Costs Arrangements (RCA)
Quantum of running costs funding

1.16  Running costs are the costs of resources used by agencies in delivering the programs of
government, They consist of staff’ costs (salaries and superannuation), administration,
recurrent property operating expenses and expenses of a minor capital nature. Costs can be
recurrent, for example salary costs, or of a minor capital nature, such as accommodation
refurbishment.

1.17 Estimated running costs budgets for all agencies from 1994/95 to 1998/9 are as
follows. They are compared with estimated figures for total government outlays.

5 Bills in the package are the Financial Management and Accountability Bill 1994, the Audilor General
Bill 1994, and the Commonwealth Authorities and Companies Bill 1994,
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Fable 1: Running costs compared to total outlays, 1994/5 to 1998/9

Financial Year | Running cost % growth over Total Budget  Running costs as
(estimate) pervious financial outlays a % of total
years Budget outlays
1994/5 $9.4b 24% $122.4b 7.6%
1995/6 $10.0b 6.3% $123.75 8.1%
1996/7 $9.7b -3% $130.9b 7.4%
1997/8 $9.6b -1% $136.5b 7.6%
1998/9 $9.7 1% $143.5b 6.7%

Source: Budget Paper 1, 1995/6, Table X1V, p. 3.240, Table §, p. 3.12, Budge! Paper 1, 1994/3, Table X1V,
p. 3.296

1.18 In absolute and relative terms these figures indicate how much it costs the
Commonwealth to deliver the programs of Government. Nevertheless, they should be viewed
in context. Running costs figures have been influenced by a number of factors including,
originally, the exclusion of a number of agencies, such as the Department of Defence, from the
RCA. A more recent factor has been the 1995/96 Budget decision to remove from the
normal running costs funding arrangements those agencies which do not operate through the
Commonwealth's banking facility.® From 1995/6, some $2.7b has been removed from the total
of running costs paid under the RCA. Commonwealth outlays figures are influenced by
offsetting revenue from expected sales of Commonwealth assets.

1.19 Concern has been expressed about the growth in running costs expenditure. The
Management Advisory Board (MAB) commented on this in October 1994:

Real growth in running costs is expected to be 3.3% in 1994/5. This growth
needs to be assessed, however, within the context of growth in overall
government activity. Qutlays are expected to grow by 3.1%."

The MAB goes on to explain that large departmental outlays and government initiatives
account for over half of this growth in outlays.

1,20 An examination of running costs growth would require a detailed dissection of growth
in recurrent and capital outlays and new and existing programs before any conclusion could be
drawn as to whether growth has been justified or not.

6 The Commonwealth's bank account is the Commonwealth Public Account, held at the Reserve Bank.
New arrangements for non CPA agencies mirror those applicable to CPA agencies.

7 OngoingReform in the Australian Public Service: an occasional report to the Prime Minisier, MAB,
October 1994, pp. 11, 12.
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Flexibilities of the Running Costs Arrangements

1.21  The RCA, introduced in 1987/8, are a set of rules and procedures administered by the
Department of Finance.® They allow agencies almost complete freedom to shift funds around
within their running cost allocations to meet competing priorities.

Rothman and Thornton have summarised the threefold objectives of the RCA:

s to improve the efficiency and effectiveness of govemment services by changing
management practices,

s to hold down costs and make efficiency gains visible; and

. to change the working relationship between Finance and agencies, by allowing Finance

to withdraw from the detail of resource inputs decisions.”

1.22  This last objective merits some explanation. Before 1987/88, Parliament made
individual appropriations to each agency for salaries, overtime, office requisites, postage and
the like. Not surprisingly, this fed to considerable rigidity in the management of agency
budgets. The Department of Finance has devolved much more ﬂexxbxhty tO agency managers
through the RCA. :

1.23  The objectives of the RCA are more efficient and effective resource management and
program delivery. It is simply more efficient for agencies to decide on their own spending
priorities. There are two strong incentives to use the RCA's flexibilities to improve the
efficiency of the use of running costs.

1.24  The first of these incentives is cash limiting. This means that, apart from a fairly
narrow range of specific circumstances, agencies will have their running costs reassessed only
once a year - at Budget time."® More funds for running costs will be given to agencies at
Budget time to implement new policy, and to compensate for price changes and ‘externally
generated workload changes’. An agency which brings forward new proposals outside the
Budget period must absorb the running costs increases for the first year, and live with the
possibility that there may not be supplementation in the Budget context for future increases in
running costs.'" Cash limiting was significantly tightened in the 1995/6 Budget.

1.25  The efficiency dividend is the second spur to efficiency. The rationale for the efficiency
dividend is that, as agencies become more efficient and can maintain or increase outputs with
less inputs, a portion of these efficiency gains should accrue to the owners, the
Commonwealth, which can redirect the resources to emerging priorities.

8 Running Costs Arvangements Handbook, Department 61’ Finance, July 1995, paragraph 1.1.

9 Management of Budgetary Expenditure: the Commonwealth Running Costs Svstem, G Rothman and B
Thornton, in ¥ Wanna and J Forster (eds), Budgetary Management and Control, the public sector in
Australia, Macmiilan, 1990, p. 93. The Running Costs Arrangements Handbook states that the objective
of the RCA is to 'improve the efficiency and effectiveness of resource use in the public sector’ (p. 1).

10 The 1995/6 Budget: What are the implications for the APS now and in the future, speech by Steve
Sedgwick, Department of Finance, 22 May 1995, p. 12.

1 ibid, p. 13,
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1.26

The RCA, as devolved to agencies from Finance, consist of the following flexibilities: "

agency managers can allocate resources between financial years by cartying over up to
10% of the agency's total running costs budget to the next year. Multiple year
carryovers require a resource agreement (see below);

conversely, an agency is permitted to borrow up to 10 per cent of its running costs
budget against a future year's appropriation. A resource agreement is needed for
borrowing over 6 per cent of budget. Strict cash limiting may see a renewed interest in
the facility to borrow. The borrowing and carryover facilities do not negate the annual
appropriation process. If payments are carried over from one year to the next, those
additional funds must still be appropriated in the next year's Appropriation Bill
Similarly, if funds are ‘borrowed' from the next year, they must be included in the
current year's Appropriation Bills or charged against the Provision for Running Costs
Borrowing appropriation;

an agency may agree with the Minister for Finance to customise the funding
arrangements. Under these agreements, known as resource agreements, Finance
provides resources in exchange for some consideration, such as an act or undertaking
to act. As an example, the ATO entered into a resource agreement where it was
provided with funding of $1 241m for a modernisation program, In return, the ATO
undertook to shed 3000 staff,

agencies can also arrange with Finance to retain an agreed portion of any revenue
earned from approved activities. Revenue-sharing arrangements normally apply where
agencies recover amounts which are in excess of the costs borne directly by them;
where resources required by an agency vary in accordance with changes in the volume
of workload a specific type of resource agreement, known as a Workload Adjustment
Agreement, can be negotiated. The Department of Employment, Education and
Training adjusts staffing levels in its CES network commensurate with fluctuations in
the unemployment rate. Currently staffing levels in the CES network are decreasing;
and '

a reduction in notional items to the extent that only one remains, SES salaries.

Agency opinion of the principles and practice of the Running Costs Arrangements

1.27

In the past, the RCA and the flexibilities they afford have had the overwhelming

support of Commonwealth agencies.” Also, it was clear to the Committee at the time of the
efficiency dividend inquiry that these flexibilities were a major contributor to efficiency gains."*

1.28

per se.

The current inquiry did not seek evidence on the attitude of agencies to the RCA
Submissions made in the context of devolution of the flexibilities within agencies

.confirmed the general wide-ranging support for the current running costs management set-up.
The Department of Administrative Services claimed that:

12 Running Costs Arvangements Handbook, op cit., chapters 4 to 9.

13 For example, Not Dollars Alone, op cit,, p.33, The Australian Public Service Reformed, op cit., p. 236,

14 Stand and Deliver, op cit,, p.15.
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the ability of managers close 1o customers to make fully informed decisions on
matters of service delivery has resulted in greatly improved customer service
performance; financial performance and overall financial management. ™

1.29  SBS broadcasting concurred:

SBS believes that the running costs initiatives have achieved [their] objectives,
that being to provide managers with greater authority over resources."

1.30  Agencies did take the opportunity to comment more widely on the deficiencies of the
current arrangements, particularly the lack of flexibility with regard to SES staff costs. These
are discussed in the context of difficulties with the RCA and devolution of flexibilities within
agencies, '

The Efficiency Bividend

1.31  As noted above, the efficiency dividend is a spur to efficiency under the RCA. The
Running Costs Arrangements Handbook states that the dividend provides managers with an
opportunity to seek new and more efficient ways of going about their business, while the
Government can redirect the savings to higher priority activities. Also, the dividend has a
demonstration effect; it puts a dollar figure to at least part of the efficiency gains won by the
public sector each year.!

132 In the course of the Committee's inquiry into the efficiency dividend arrangements, the

dividend attracted some adverse comment. It was seen by some as 'an anomolous blunt

administrative levy!, rarely endorsed, unfair, unreasonable and inefficient as a means of cutting
18

costs.

1.33  Yet not alt comment was adverse. The simplicity of operation of the dividend and the
incentive provided by the need to save a percentage of costs each year have lead some to
conclude that the efficiency dividend is an important means of returning some efficiency gains
to the Budget. Also, contrary to some claims, Finance and the MAB found that there is no
evidence of a fall in the quality of service to clents through a reduction in running costs
brought about by the imposition of the dividend.

1.34 In conducting its inquiry into the efficiency dividend, the Committee flagged some
issues for later examination. These were:

15 Evidence p. 5146,

16  Evidence p. 525.

17 Running Costs Arrangements Handbook, op cit., p. 7.
18 Stand and Deliver, op cit., pp. 5-6.
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1.35
report.

the growth of workplace bargaining, with its potential to deliver efficiencies and
supplant the efficiency dividend process;'”

the situation of small agencies in relation to the efficiency dividend;”

the need to continue to devolve authority within agencies if the impetus for efficiency
and effectiveness gains is to continue; and™

the potential for commercialisation and market type mechanisms. >

With the exception of the situation of small agencies, these issues are taken up in this

19 ibid, p. 28,
20 ibid, p. 42.
21 ibid, p. 32.
22 ibid., p. 48.




CHAPTERTWO

EXTENT OF DEVOLUTION WITHIN AGENCIES

Devolation

2.1 There are difficulties associated with defining devolution," The MAB/MIAC defines it
as the transfer of decision-making capacity from higher to lower levels in an organisation,
Associated with devolution is the concept of decentralisation, that is, the redistribution of
functions or tasks from central units to more widely dispersed units. Thus devolution is about
who is best placed in an organisation to make decisions; and decentralisation is about where
functions are best carried out.’

2.2  Wanna and Forster take this a Httle further by contending that, as well as being about
who is best placed to make decisions, devolution shouid also be about who is capable of
implementing them. They also suggest that devolution should include the following elements:

. an identified ability to make decisions which are meaningful and significant within a
manager's area of responsibility;

. a designated budget for the area of decision making ability; and

. an ability Eo use financial resources to implement decisions without reference to higher
authority.

23  While the Committee agrees that these are the basic elements of devolution, it believes
that this view places insufficient emphasis on the end user in a devolutionary situation, that is,
the client. Thus, devolution should be about more than simply who has the authority to make
a decision; it should be about who is able to take purposive action for_the benefit of an
agency's clients. The Committee is therefore of the view that there are three elements to any
definition of devolution: a decision-making capacity, an allocated budget to implement
decisions; and, as the key concept, a management focus on the agency's clients, the target
group for program delivery.

24 There is a frequent tendency to confusion between the concepts of devolution and
decentralisation. In this context an adequate definition of devolution becomes important,
especially in light of the MAB's conclusion that 'the single most important contributor to
successfil devolution is not confusing devolving responsibility with decentralising the doing'’

i see for example Tan Radbone in Decentralisation in the South Australian Public Service: a progress
report, Australian Journal of Public Administration, Vol 50 No 4, December 1991 p. 442, who uses the
term 'delegation’ to refer to relationships between officers of the same agency and devolution’ to explain
refationships between levels of government.

The Australian Public Service Reformed | op cit., . 89,
ibid,

Evidence, p. 5199, S200.

The Australian Public Service Reformed, op cit., p. 11L
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2.5  In order to devolve successfully, managers and agencies should not only be sure of
what devolution is, they should also be especially careful to avoid the confiusion between
devolution and decentralisation. The Department of Environment, Sport and Territories has
recognised this, stating that ‘at all times a decision to devolve a power does not necessarily
imply 2 decision to decentralise the correspondmg function'® This, or 2 similar principle,
should be applied by other agencies.

2.6 From the evidence, it would seem that reluctance to devolve the authority to make
decisions may result from a reluctance to forego the advantages of centralised processing,
such as economies of scale, centralised skill bases and so on. Some of the reasons for
retaining centralised control relate to processing functions which flow from the exercise of
authority. For example, the decision to grant an increment in salary (a decision based on an
anthority), results in tasks such as resetting salary levels for automatic crediting to accounts,
adjusting superannuation and so on.

277  The Commiitee regards it as crucial to the ongoing success of the devolutionary
process that the definition of devolution be revised and reiterated.

2.8 The Committee recommends that:

. the Department of Finance and the Management Advisory Board
promulgate a revised definition of develution which encompasses the
efements of decisien-making capacity, allocated budget te implement
decisions, and management focus on clienis, the target group for
program delivery; and

. in its dealings with agencies, the Department of Finance place
renewed emphasis on the distinction between decentralisation and
devolution as it relates to service delivery.

Devolution as a management style

2.9  The theory of devolution is simple: those who are closest to the action of program
delivery are best placed to manage efficiently and effectively the resources to effect program
delivery. The goal of improved program delivery is enhanced client service. It should be
remembered, though, that devolution is a strategy, a management tool, which ought to be
applied only after assessment of its costs, advantages and disadvantages

210 As with other management strategies, the popularity of devolution, decentralisation
and centralisation has waxed and waned. As Wanna and Forster note:

6 Evidence, p. S82.
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Recent positive arguments about devolution may reflect current fashion or fads,
especially as criticism of traditional public bureaucracies has grown. However,
evidence to date may suggest that something of a pendulum effect is operating
where agencies may expenment with greater or lesser degrees of devoluuon {or
conversely recentrafisation).’

2.11 Radbone points out that public sector management history is characterised by swings
between centralisation and decentralisation, at least in terms of rhetoric.®

212 As will become apparent in this report, the application of devolved management styles
and structures is, regardless of fashion in management theory, very often a suitable option in
public sector management. What must be bome in mind, though, is that devolution has
disadvantages as well as advantages and its application can only be considered in conjunction
with thorough cost and risk assessment, modification of corporate culture, corporate
restructuring and, most importantly, an assessmeni on the impact of devolution on the
agency's level of service to its clients, -

2.13  Previous studies of the Australian Public Sector have emphasised the advantages of
devolution. The MAB/MIAC study of devolution in a corporate services context found that:

° devolunon isa powerful tool to promote and implement organisational change

s managers are more in control of achieving cutcomes;

. managers become more familiar with corporate management issues and can better
contribute to the development or acquisition of management tools;

. managers can take the initiative in determining the type and level of service requlred to
achieve outcomes, and the method of service delivery;

. managers are more able to respond to stakeholders;

. job satisfaction increased through handling more responsibility;

. staff acquired new and marketabie skills; and

. service prov;ders are closer to thezr clients and have a better understandmg of client

needs.’

2.14  This last point which is, in the Committee's view, the primary advantage of devolution,
has been illustrated by the Department of Finance which notes that:

through effective devolution, customers' needs at their direct point of contact
with service providers can be met in a better way. They can have services more
tailored to their needs at a cheaper cost. We do not see that there is a
necessary trade-off between quality and cost. Through effective application of
devolution we can get both higher quality and lower cost services."

7 Evidence, p. 8204,

8 Decentralisation in the South Australian Public Service: a progress report, op cit., p. 422. Radbone uses the
term deceniralisation to refer fo relationships between central and line agencies (p. 442).

9 Devalution of Corporaie Services, op cit,, p. 3.

10 Evidence p. 54. Finance has published a discussion paper written by an interdepartmental service quality
group, entitled Quality for our clients: improvement jor the future.




Page 12 Chapter 2

Finance clearly regards devolution as focusing chiefly on clients, both internal, such as other
divisions or portfolio agencies, and external.

2.15 The MAB/MIAC corporate services study points to possible disadvantages and costs
of devolved management styles in the public sector. In that study, devolved management was
reportedly responsible for:

. loss of quality and increased inconsistency in decision making;

. loss of purchasing power and other economies of scale;

. duplication of tasks and functions;

. areduction in the number of people skilled in providing corporate services;
. decrease in level of expertise in some functions; and

. loss of corporate identity."!

2.16 Evidence to the inquiry indicated that these disadvantages were of concern to agencies
and influenced their decisions on devolution. The MAB/MIAC corporate services study was
confident that these difficulties could be overcome if what it termed the ‘critical success
factors' were observed.”” Along similar lines, and drawing on this and other studies, Finance
has compliled a list of what it considers to be the elements of successtul devolution within
agencies.

2.17 DoF told the Committee that it considered the preconditions for successful devolution
to be: ' '

. trust - that managers will perform; and the means for monitoring this;

. training - in financial management, financial systems and risk management; and
. trade-offs - there are some overheads in getting the best out of devolved decision
making : :

2.18  Devolution, then, should be considered as a tool which offers certain advantages, but
which has no intrinsic merit. Its usefulness is assessable according to how much it improves
efficiency and effectiveness of program delivery, particularly in respect of the benefit of service
to clients. Devolution of operating costs management can have a positive impact, but
introduction of it requires a careful appraisal of the circumstances by each agency.

11 Devolution of Corporate Services, op cit., pp. 3-4.

12 ibid, pp. 34, 9-11. MAB's Delegated Authority Handbook, October 1994, p. 21 also sets out steps for
agencies to follow when devolving management. These are lisied at Appendix 3 to this report.

13 Resource Management in the Australian Public Service, edition 1, Department of Finance, Victorian Regional
Office, 1994, pp. 36-37.

14 Evidence, p. 210.
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Devolution and accountability

2.19  Accountability, where those who have stewardship over public resources account for
the use of those resources, is a central feature of democratic systems.” Under the FMIP
changes to public administration the emphasis of accountability has moved from compliance to
performance.”® In other words, the focus has moved from ensuring that the expenditure of
resources has been correct according to law and procedure, to reporting on the impact of
resource expenditure against qualitative and quantitative criteria.

220 Tt is helpful to think of accountability in terms of information flows. In a devolved
environment staff need information on:

. program objectives, the agency's mission, strategies, goals and objectives;
. resources provided to manage programs; and :
. mechanisms available for input into decision making up the line,

In return, those receiving devolved authority must be prepared to supply information to central
management on resources used and results achieved."’

221  Performance appraisal of senior and middle management is an additional mechanism
introduced to promote accountability. Corporate plans and operational workplans are
translated into individual performance agreements against which performance is assessed and
rewarded with bonuses, '®

222 Devolution of authority must be matched by accountability. The importance of
accountability should be seen in terms of the efficiency and effectiveness of devolved
management itself. Unless there are accountability mechanisms and methods in a devolved
environment, the centre has little chance of knowing how devolved units are performing and
senior management is unable to ensure the strategic direction of the organisation '
Conversely, it is possible that sound accountability mechanisms, which necessarily include fully
functional management information systems, may enhance prospects for successful devolution.
Senior managers will loosen controls if they can be confident that they can etfectively monitor
performance without giving up responsibility for strategic decisions and judgements. ™

15 Not Dollars Alone, op cit., p. 89.

16 ibid

17 Accountability in the Public Service, MAB-MIAC, June 1993, p. 15.

18 ibid, p. 16, Effective from 1 July 1995, the former APS senior officers performance pay was amended to
alfow .for a general pay increase for senior officers, and for the introduction of a ‘high fliers” scheme into
agencies.

19 The effects of this process are explored by Wanna and Forster, Evidence, p. 204,

20 Evidence, p. 3201,
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2.23 Measurement of performance in client service oriented public sector agencies, and the
use to which such information is put, is a large topic in itself and has exercised the thinking of
agencies and program managers since the inception of the FMIP. Performance information is
intended to measure the outputs and outcomes that have been produced against the input of
resources.”’ Performance information should be used by all staff in assessing whether they are
achieving the given outcomes for the programs they administer. -

Dev é!oj)ment of devolved manﬁgement structures within the APS

224 1In 1976, the Royal ‘Commission into Australian Government Administration (the
Coombs Commission) said that, in the interests of stimulating efficiency and morale:

the aim should be to shift the authority to decide as close to the geographical
periphery and as low in the hierarchical structure as possible.”

2.25 Devolution of authority was a central theme of the FMIP and the larger reform process
for the Australian Public Sector. In MAB/MIAC's view:

the emphasis on devolution in the reforms of the 1980's reflects a widespread
view that authority for many decisions wae hotd ~t «~~ hioh 3 level and that
improvements ‘in public sector performance required, inter alia, a better
matching of authority and responsibility.**

2.26 It was intended that devolution of authority be carried to the lowest practical level
within an agency. The 1984 Diagnostic Study which preceded the FMIP recommended that
senior departmental managers ensure that 'the maximum degree of devolution, consistent with
accountability and central requirements, is effected within individual agencies'” The
Committee's ‘1990 report on the FMIP noted that one of the key developments has been 2
steady push toward devolution of control from central agencies to operatmg departments, and
down from central offices of agencies to their line managers. * :

21 Current developmenis in performance information, paper by S Barlos, Department of Finance, presented to
the Royal Institute of Public Administration, Australia National Conference, Adelaide, November 1994, p. 2.

22 ibid., MABMIAC has published a study of how managers are using performance information: Performarnce
information and the management cycle, February, 1993,

23 quoted by C. Walsh, Recent attempts in introducing devolutionayy attempts in budgeting, in J Wanna and J
Forster (editors) Budgetary Monagement and Control, Centre for Australian Public Sector Management,
Griffith University, p. 41,

24 Develution and Regional Offices, MAB-MIAC, June 1991, p. ix.

25 Financial Management Improvement Program: diagnostic study, W D Scott and Co, Department of Finance
and the Public Service Board, 1984, recommendation 6, p. ix.

26 Not Dollars Alone, op cit., p. 59.







