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Abbreviations

MIS

PRSI

SMI

General Note

A number of abbreviations are made 1n the text for convenience In
general, the generic term ‘department’ 1s used to denote both government
departments and offices e g the Office of Public Works Also, the proper
names of departments are generally abbreviated e g the Department of
Finance 1s referred to as ‘Finance’, the Department of Justice is referred to
as ‘Justce’

Management Information System
Pay Related Social Insurance

Strategic Management Initiative
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Summary of Findings

Cuvil service departments and offices are expected to spend around £850 mullion 1n 1996
on the admunistration of government services and programmes The cost of
administration represents an estimated 7 2% of total gross expenditure by central
government Economucal and efficient use of public resources requures that the level
of running costs should be kept at the mimmum consistent with providing all the
required public services

The traditional strategy for controlling civil service runming costs involved tight central
control of expenditure by the Department of Finance. Departments had to apply to
the Department of Finance for its express sanction for most types of spending, even
for minor spending proposals.

Internationally, the trend in the 1980s was to move away from centralised models for
controlling admunistrative spending because they were seen to be bureaucratic,
inflexible and wasteful. The alternative systems adopted typically involved devolving
responsibiity for spending decisions to managers at the operational level The general
aim was to reduce the need for ume-consuming correspondence and improve the
flexibility and responsiveness of the service provided The overall level of expenditure
was controlled by setting linuts on the budgets for the organisations

The Administrative Budget System

A devolved budgetary system was introduced for most Irish c1vil service departments
m 1991 The system, referred to as the adminsstratsve budget system, was intended to
mncrease admunistrative efficiency and the effectiveness of spending programmes by the
delegation of decision-making about admunsstratve spending — both from the
Department of Finance to departmental managements and within individual
departments to line management. A further aim of the admunistrative budget system
was to reduce civil service running costs

Adminstrative budget agreements cover spending by departments over a three-year
period Two cycles of agreements, covering the periods 1991 to 1993 and 1994 to 1996
have been completed A further cycle, covermg the pertod 1997 to 1999 1s being
negotiated Currently, 24 of the 34 cvil service departments and offices operate under
admunistrative budget agreements. Between them, they account for 83% of civil service
admunsstration costs and handle over 98% of total gross expenditure

This examunation focused on the effect of the administrative budget system on civil
service runmng costs in the period 1991 to 1996, the role of the Department of Finance
1 the process and the extent of devolved budgeting 1n line departments
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Admuimistrative Budgets

Impact on Civil Service Running Costs

A primary objective of the admunistrative budget system was to reduce the cost of
running civil service departments To this end an ‘efficiency dividend’ — an annual 2%
reduction 1n real terms 1n running costs — was built into agreements with particrpating
departments The agreements also provided for increases 1n running costs to meet
general pay nises and extra work assigned to departments

The cost of adminstration by civil service departments and offices increased from
£667m1n 1991 to £850m 1n 1996 When inflation 1s taken 1nto account, total spending
increased by an average of 27% a year Durning the same period, staffing levels
increased rapadly from 26,250 to 29,500 In addition, there was a significant grade drift
upwards from Clerscal Assistant to Clerical Officer

There 15 some evidence to suggest that the mtroduction of administrative budgets
helped to contain increases in running cost expenditure  For example, running costs
increased faster 1n the years before the devolved budget system was introduced Since
then, spending on admunustration ncreased faster 1n departments and offices where
adrmunistrauve budgets have not been introduced

There are some general indications of improvements in overall efficiency levels in the
crvil service i the period 1990 to 1996 e g the reduction 1n adminsstration costs as a
percentage of total civil service expenditure from 8 6% to 7 2% However, because of
the diversity of avil service operations, improvements 1 efficiency can only be
determuined by the measurement of performance on individual schemes and
programmes

The Role of the Department of Finance

The Department of Finance was centrally involved in the development and
implementauion of the admunistrative budget system. The relationship between it and
the departments operating admunsstrative budget agreements has changed significantly
as a result of the extensive devolution of authority for administrative expenditure to
departments

The admunistrative budget system has been 1n place 1 a substantial number of
departments for almost six years but 1t 1s only with the advent of the Strategic
Management Initiative (in 1994) that the factors underpinning efficiency and
performance are being identified In retrospect, 1t 1s clear that provisions for the
measurement of effectiveness included 1n admunistrative budget agreements were
overambitious.
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Summary of Findings

While acknowledging that an important part of the process was convincing
participating departments that the ‘heavy hand’ of central control had indeed been
lifted, 1t 1s nevertheless felt that the Department of Finance might have beneficially
used internal staff resources released by the introducuon of administrative budgets to
garner information to enable 1t to develop an effective overseeing function and to fine-
tune the system In this regard, 1t 1s notable that arrangements for the second cycle of
admunsstrative budgets were substantially the same as for the first cycle

The Department of Finance considers that the admunistrative budget system has
improved 1ts ability to control admunistratve expenditure by putting a greater onus on
departments to justify increased expenditure The system 1s undoubtedly an
improvement on the traditional annual haggling between the Department of Finance
and the other departments at Estimates ime As regards resisting demands for
increased admunistrative resources, it has been more successful and enduring than
earlier 1itiatives, such as the Expenditure Review Comnuttees of the late 1980s
Against this there have been some negauve aspects. For example, some departments
resorted to direct appeals to Government when they failed to persuade the Department
of Finance of the need for proposed increases in resources  During the first two
cycles, there was little evidence of reviews being carried out etther by the Department
of Finance or indrvidual departments to ensure that staffing levels were at the
munumum consistent with the provision of required services

In considertng the impact of admrnistrative budgets, one must take 1nto account that
the baseline allocations 1n 1991 were the product of the traditional Estumates process
which the new system replaced, rather than comprehenstve re-assessments of resource
requirements from a zero base Consequently, the starting [igures may have been
artificially high 1n some cases

Whule there 1s general agreement that there has been a reduction in the level of
correspondence and interaction between the Department of Finance and the line
departments since the introduction of adminstrative budgets, no study has been
undertaken of the resources freed up as a result

Devolved Budgets within Departments

The extent to which departments have mternally devolved significant levels of
budgetary control 1s uneven There has been no devolution 1n s1x departments and
only three departments have devolved more than 20% of their admmnistratve spending
to line managers Spending on travel and subsistence 1s the only area where a majority
of departments and offices have devolved control Where devolution has occurred, the
budget holders tend to be at relatively senior management levels Input by hne
managers into the resource allocation process continues to the limited and they have
little flexibility to move resources




Admaristrative Budgets

The majority of departments do not have any plans to increase the level of ternal
devolution of budgets

With some notable exceptions, there has been hittle promotion of the administratsve
budget system within departments Training courses and programmes have not been
developed to make stafl aware of the practices and procedures of effective devolved
budgeting There are few incentives 1n place to encourage the enhancement of budget
management performance and 1n some cases, budget management has been hampered
by the inadequacies of the available management information systems
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1 Introduction

Central government departments and offices are expected to spend approximately
£850m 1n 1996 on the admunistration of government services and programmes Thus
represents around 7 2 % of total gross expenditure by those departments and offices

Control of Administrative Expenditure

Achieving economy and efficiency 1n the use of public resources requires that the
level of running costs should be kept at the munimum necessary to provide all the
required public services

The traditional strategy for controlling civil service running costs mvolved tight
central control of expenditure by the Department of Finance (hereafter referred to as
‘Finance’) Typically, this involved departments and offices making formal requests
to Finance for 1ts express sanction for even munor spending proposals  As the scale
of adminsstrative expenditure increased, the power to sanction expenditure in a
number of areas, up to agreed limits and subject to centrally determuined guidelines,
was delegated by Finance to departments and offices.

Over 70% of running costs relates to pay for civil servants  As a result, strategies for
controlling the number of civil servants employed and therr rates of pay largely
determune trends 1 overall admunstrative expenditure  Up to 1991, all decision-
making 1n matters of cvil service numbers, grading and pay rates was controlled
centrally by Finance

Throughout the 1980s, public service recruttment and promouon were restricted as
a means of controlling growth 1n public expenditure These measures, together with
a limuted early retirement scheme mtroduced 1n 1987, resulted 1n the number of civil
servants reducing from 30,800 1n 1981 to 25,600 10 1990 However, 1t was recognised
that continuing these policies indefinitely would impair the long term capacity of the
crvil service to deliver the services required by Government For that reason, an
alternative strategy for controlling admumstrative costs was sought

The development of an alternative to the traditional centralised control and
management of the Irish civil service was influenced by debate and changes occurring
1n other national adminustrations in the late 1980s  The trend internationally was to
move away from the bureaucratic centralised model of organisation to a system where
managertal decision-making was devolved to the operational level Control of
expendture was exercised by setting fixed overall budgets
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Admmstrative Budgets

The Administrative Budget Initiative

In 1989, the Minister for Finance announced a system of devolved control for civil
service admimstrative costs  Under this system, heads of government departments
and offices would become responsible for fixed administrative costs budgets which
would be agreed for two to three years ahead Managers would be allowed much
greater freedom of action than before, within those fixed budgets

A formal agreement on a fixed admunistratsve budget for the years 1990 to 1993 for
the Department of Social Welfare was signed 1n July 1990 In November 1990, the
Minister for Finance announced that the administratuve budget initiatrve would be
extended to cover all departments for the period 1991 to 1993

When the first cycle of adnunistratve budgets ended 1n 1993, a second round of
agreements was entered 1nto, covering the period 1994 to 1996

The main objectives of the administrative budget system are
® tomprove efficiency and effectiveness in departments through

— delegating greater authorty from the Minister for Finance to departments in
relation to admuinistrative expenditure and related matters

— encouraging and facihitaung the delegation of greater authority for
adminsstrative expenditure to line managers 1n departments

® to reduce the cost of running departments
Scope of Examination

This examnation focused on the effect of the administrative budget system on ctvil
service running costs, the role of Finance 1n the process and the extent of devolved
budgeting 1n line departments

Chapter 2 describes how the admunistrative budget system has developed and how 1t
operates Chapter 3 examunes trends in the cost of civil service administration
between 1988 and 1996 Chapter 4 deals with the role of Finance in developing the
system and the impact of the adminstrative budget system on the relattonship between
Finance and other departments Chapter 5 examines the extent to which
responstbility for resources has been devolved within departments which have entered
into admunsstrative budget agreements
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Introduction

Data about spending on admunistration was dertved mainly from the Appropriation
Accounts for the years 1988 to 1995 and from the Revised Estimates for the Public
Service 1996 Information about staffing was provided by Finance Many of the
findings in Chapters 4 and 5 are based on data collected during a survey of
departments operating admunistrative budgets

Strategic Management Initiative

"The Strategic Management Initiative (SMI) was launched by the Government 1n 1994
The objectives of the 1nitiative are to make the civil service more responsive to public
needs, more accountable and more open and to provide the best possible value for
money Under the mitiative, each department was asked to develop and implement
a strategic plan covering all 1ts areas of activity

A Co-ordinating Group of Secretaries set up to oversee the SMI was asked to review
extsting systems for making decisions, allocating responsibility and ensuring
accountability 1n the civdl service and to bring forward proposals for an integrated
programme to modermse the systems and practices,

A section of the Co-ordinating Group's report (published 1n May 1996) deals with
the operation of adimnistrative budgets (see Appendix A) The Group recommended
a number of measures designed to tmprove the general effectiveness, operation and
scope of the adminustrative budget system These recommendations are included,
where relevant, in the body of this report
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2 The Administrative Budget System

Central government expenditure 15 admunistered by a total of 34 cvil service
departments Of these, 24 currently operate under adminisirative budget agreements

(see Table 2 1)

Departments which operate admunistrative budget agreements are expected to spend
a total of £709m on admunistration 1n 1996 — 83% of total cavil service running cost
expenditure Together, they admunister over £11bn (98%) of total gross expenditure

The departments which do not currently operate under admunistrauve budget
contracts are expected to spend a total of £141m on adminsstration in 1996 Their
areas of acuvity are diverse, as are the reasons why they do not operate adnunistrauve
budgets

® In the cases of the President's establishment, the courts, the Offices of the
Auorney General, Comptroller and Auditor General and Director of Public
Prosccutions, there were concerns about potennal conflicts between controls
imposed by the administratve budget system and pre-existing legislative and
constitutional controls

® Prisons, though staffed by prison officers who are civil servants, are broadly
regarded as a programme

Table 2.1 Admunistrative Budget Status of Civil Service Departments — 1996

Administrative Budget in Operation

Agriculture, Food and Forestry
Arts, Culture and the Gaeltacht
Central Statustics Office

Crvil Service Commusston
Defence

Department of the Taowseach
Enterprise and Employment
Environment

Equality and Law Reform
Foreign Affairs

Health

Marine

Office of Public Works

Office of the Minister for Education
Office of the Minister for Finance
Office of the Mimster for Justice
Office of the Tanaste
Ombudsman

Revenue Commissioners

Social Welfare

State Laboratory

Tourism and Trade

Transport, Energy and Communications
Valuation and Ordnance Survey

No Administrative Budget

President's Establishment

Houses of the Oureachtas

Attorney General

Drrector of Public Prosecutions
Comptroller and Auditor General
Courts *

Prisons *

Land Registry and Registry of Deeds
National Gallery

Office of Charitable Donations and
Bequests

* Parts of the Department of Justice which
have budgets separate from the Office of
the Minister for Justice.
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The Admunstratve Budget System

It was envisaged that the Land Registry and Registry of Deeds would be
converted 1nto a state-sponsored agency

The Co-ordinating Group of Secretaries has recommended that the admunstrative
budget system be extended to those parts of the civil service where 1t 1s not applied at
present. It also recommended that the potential for application of simular devolved
budgets 1n other parts of the public service should be explored

Main Features of the Administrative Budget System

The main feature of the admnistrative budget system for the period 1991 to 1993
involved the conclusion of separate formal bilateral agreements between Finance, on
one side, and each department on the other These agreements provided for

a set budgetary allocation for each year of the admunistrative budget cycle
an agreed baseline budget figure for 1991

an ‘efficiency dividend” which 1nvolved reducing the 1991 baseline figure by 2%
a year to give first esumates for spending 1n 1992 and 1993

a commutment by Finance to provide extra resources to meet cost imcreases arisitlg
from decisions taken centrally about unit costs (e g. increases 1n pay rates)

a commutment by departments to keep spending costs within the agreed
provisions

more freedom for departments 1n deciding how to spend money provided for
admuustration, including the right to recrust and promote certain grades of staff|
subject to the overall agreed budget not being exceeded (see Appendix B)

permission for departments to use savings i one admuinistrative area to meet
expenditure in another — usually referred to by the technical term ‘virement” —
subject to an upper limit, without seeking Finance's permission

permussion to carry forward savings from one year to the next, subject to an
overall limit

a commitment by departments to transfer authority for spending on
admunistration to thesr line managers on a gradual basis

a commitment by departments to devise quantitative indicators to assess the
effectiveness of running cost expenditure 1n meetng programme objectives
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Admunistrative Budgets

The main features of the first cycle of adminustrative budgets were retamned for the
second {1994 to 1996) cycle with one excepuon — there was a provision under second
cycle agreements that the annual 2% efficiency dividend could be waived where

® Tinance was satsfied that this reduction would seriously impair the delivery of
existing essential services and

® the department concerned undertook not to seck any additions to the agreed
budget allocations, other than unit cost increases for the years 1994 to 1996

Administrative Budget Outturn

Table 22 sets out expenditure on runming costs by departments operating
admunistrative budgets over the period 1991 to 1996 How the budget and
expenditure outturn evolve 1s described 1n Appendix C

Table 2.2 Expenditure on Adnunistration in Departments
with Adminsstrative Budgets, 1991 to 1996

First cycle Second cycle

1991 1992 1993 | 1994 1995 1996
fm o fm fm } fm fm  fm

Baseline estimate 5556 5556 5556 | 6462 6462 6462
Less Efficiency dividend 14 (1210 210 ] (34 (677 (132
Contract expenditure 5542 5435 5346 | 6428 6395 6330
Plus Savings carried 1n 20 136 65 77 149 128
Plys Net allowed add-ons 171 413 970 61 332 635
Permitted expenditure 5733 5984 6381 6566 6876 7093
Less Savings carried over (136) (65 (77| (149 (128 na

Expenditure outturn in
adminsstrative budget departments  559.7 591.9 630.4 | 641.7 6748 709.3

Expendtture outturn in other
departments 1073 1173 1217 1271 1332 M11

Total expenditure ontturn 6670 7092 7521 | 7688 8080 8504

Notes 'na ' dicates data not yet avatlable
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The Admunistrative Budget System

The baseline estimate increased from £555 6m to £646.2m between the first and
second cycles of adminsstrative budgets — an increase of almost £91m, or 16% The
increase can be disaggregated into the components shown 1n Table 2 3

Table 2.3 Changes in Baseline Estimate for all Administrative Budget
Departments between First and Second Cycles

Factors affecting baseline £m

Extenston of administrative budget system to the Department

of the Taoiseach and the Office of the Tanaiste 6
Establishment of Irish Aviation Authonity (20)
Carry-over of first cycle efficiency dividend (21)
Carry-over of net allowed add-ons® 126
Total increase 91

Notes *  Includes carry over of pay increases awarded wn the pertod 1991 to
1993

The efficiency dividend accumulates over the budget cycle The aggregate efficiency
dividend 1n the period 1991 to 1993 was £35m — equivalent to around 2% of total
admunustrative budget expenditure 1n the pertod The estimated total efficiency
dividend 1n the period 1994 10 1996 1s £23m — around 1% of total expenditure

Increases 1n spending were allowed 1n order to meet unit cost increases such as pay
rises or volume increases due to extra work. These ‘allowed add-ons’ can be of two
kinds recurrent or non-recurrent Recurrent add-ons (such as pay increases)
accumulate over the budget cycle.

Allowed add-ons increased rapidly over each of the adnunistrauve budgets cycles
The carry over of add-ons from the first to the second cycles was £126m (see Table
2 3) and represented over 19% of the second cycle baseline Unfortunately, the form
1n which information about permutted add-ons 1s held by Finance does not allow easy
disaggregation to distinguish between unit cost or volume increases and between
recurrent or non-recurrent expenditure
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3 Impact of Administrative Budgets on Resource Use

A primary objective of the administrauve budget system was to reduce the cost of
running civil service departments 'The only explicit target which was established n
relation to the level of running costs was the efficiency dividend to be ytelded under
individual agreements  Since individual agreements also provided open-ended
commitments to meet unit cost increases such as pay rises and increases due to extra

work, 1t was difficult to set meaningful targets for overall civil service running cost
expenditure

Indications of the impact of the admimistrauve budget system can be found by
drawing comparisons between trends before and after administrative budgets were

introduced and between trends in departments that have admunistrative budgets and
those that do not

Trends in Civil Service Running Costs

Admunistratve (or running cost) expenditure 1n civil service departments 1s taken to
includes spending on

® salaries, wages and allowances, including @  office premuses expenses such as routine

overtime and employers’ Pay Related maintenance, heaung, light, fuel and
Social Insurance (PRSI) contributions furniture and fictings
® travel and subsistence expenses e ncidental expenses such as training,

contract cleaning, security services,
® postage and telecommunmnucations services vniforms, purchase of newspapers and
periodicals
® office supplies and purchase, rental and
marntenance of office machinery e ‘other’ miscellaneous items such as
including informauon technology advertising, publicity, stores, specralist

equipment and payment for agency
® consultancy services services

Cuwvil service pensions are not funded on an ongoing bass, so annual pay costs do not
represent the full cost of employing cival servants  In addition, the Office of Public
Works bears the cost of building or renting accommodation for cwvil service
departments and for managing office property owned by the State These are not
currently charged to departments as administration costs

Owerall Running Costs

Between 1988 and 1996, civil service running costs increased from £532m to £850m,
an increase of 60% (see Figure 3 1) Over the same period, general price inflation was
less than 24% 'Thus, total civil service running costs increased by almost 30% 1n real
terms between 1988 and 1996
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Impact on Resource Use

Figure 3.1 Civil Service Running Costs, 1988 to 19%6

First cycle
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Cuvil service running costs increased at a faster rate between 1988 and 1991 (4 1% a
year 1n real terms) than in the period 1991 to 1996 (2 7% a year 1n real terms)

Real increases in the overall level of running costs can occur because of

® an increase 1n the level of government activity

® increases in the unit cost of resources {e g pay rates) 1n excess of general rates of
inflation

e reduced economy and/or efficiency 1n the use of resources

Between 1988 and 1996, running cost expenditure increased by £245m 1n departments
which have adopted administrative budgets - an increase of 53% Expenditure 1n
departments which do not have administratsve budgets 1n place grew by £74m - an
mcrease of 110% However, as Figure 3 2 shows, the trend in the rate of increase in
running costs 1 etther group does not appear to have been affected significantly by
the introduction of admunistrative budgets 1n 1991

Figure 3.2 Index of Running Costs by Type of Department,
1988 to 1996 (1991=100)
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Adminstrative Budgets

Individual Running Cost Elements

Non-pay running costs 1n the civil service increased faster than pay costs over the
period 1988 to 1996  As a result, non-pay costs represent over 29% of total running
costs 1n 1996, compared to less than 24% 1n 1988

Expenditure mcreased for all categories of non-pay costs between 1988 and 1996 (see
Appendix D) There 1s no evidence that the itroduction of administrative budgets
altered significantly the trends in expenditure on any of the spending categories

Accommodation Costs

Spending on office premuses expenses was less than £10m 1n 1988, but increased to
£24m 1 1990 and to £28m 1n 1996

The level of devolved control for office premuses expenditure was reduced 1n the
second cycle of admunustrauve budgets The main reason for making this change was
the significant increase 1n expenditure on maintenance and refurbishment of buildings
by departments operating admunistrative budgets However, expenditure on office
premuses had also mcreased rapidly 1n the period 1988 to 1990 1e prior to the
introduction of adnunistrauve budgets and has been greater i the second
administrauve budget cycle despite the reduction 1n devolved control mn 1994

The Co-ordinating Group of Secretaries have recommended that departments should
have more control over, and be more accountable for, thetr accommodation costs
The establishment of central guidelines on maintenance and refurbishment policies
and systems to attribute accommodation costs (e g tmputed rents for accommodation
owned outright by the State) may be required to facditate this

‘Trends in Staffing Levels

As a result of tight control of civil service recruitment, total civil service staff numbers
declined from just under 27,900 at the beginning of 1988 to just over 25,600 at the
beginning of 1990, a decrease of just over 8% Since 1990, relaxation of recrurtment
policies generally has resulted 1n total civil service numbers increasing each year By
the beginning of 1995, the total number employed was almost 28,400 (see Figure 3 3)
In June 1995, recrmitment for additional posts was halted and the filling of additional
posts was only permitted where the Government decided they were necessary This
policy has since given way to a new approach involving target cetlings in staffing
levels which will involve some reductions in numbers At the beginning of 1996, total
avil service staff numbers had reached almost 29,500 but had fallen back to 29,250 by
October 19%6

10
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Impact on Resonrce Use

Figure 3.3 Civil Service Staff Levels, 1 January 1988 to 1 January 1996
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Impact of Admanistrative Budgets on Staffing Levels

Before admunistrative budgets were stroduced, departments had to seek Finance
approval for all recruitment and promotions Under admunistrative budget
agreements, authority was delegated to departments to recruit or promote staff at all
grades up to and mncluding junior management level, subject to the condition that the
cost could be met without 1ncreasing the overall allocation 1n thetr pay subhead
Finance sanction s still required for recruttment or promotion to middle and senior
management level.

Figure 3 4 shows indices for the years 1988 to 1996 of the number of staff working 1n
posts now controlled by admuinistrative budget departments, and 1 posts which are
still controlled centrally by Finance There has been very little difference 1n the rate
of change 1 the numbers employed 1n the two kinds of posts since 1991, when
control was devolved

Figure 3.4 Index of Changes in Staffing Levels by Type of Post,
1988 to 1996 (1991=100)
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Administrative Budgers

Grade Drift

A sigmificant change 1n the civil service grading structure has occurred since 1989
The proporuon of civil servants who work 1n the Clerical Assistant grade decreased
from almost 25% of the total at the beginning of 1989 to just over 17% at the start of
1996 The corresponding increase occurred mainly in the higher-paid Clerical Officer
grade which mcreased from 10% to yust under 15% of all civil service staff 1n the same
pertod (see Figure 35) The balance of the upward dnft in grade structure 1s
accounted for by smaller increases 1n the proportions of other higher-paid grades

Figure 3.5 Percentage of Staff in Clerical Assistant
and Clerical Officer Grades, 1988 to 1996
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Grade dnft at the Clerical Assistant grade 15 significantly more pronounced in
admimstrative budget departments than in departments which do not operate
adnunistrative budget agreement However, the trend clearly commenced prior to
the introduction of administrative budgets

Grade drift from lower paid grades to higher paid grades has implications for pay
costs It has been suggested that drift occurs because the type of work being done by
civil servants 1s changing following the extensive adoption of new information
technology-based systems However, there 1s a risk that, in some cases, staff may
stmply have been regraded without any increase 1n work responsibilities

The Co-ordinating Group of Secretaries has recommended that Finance should
examune grade structures and staffing levels where the phenomenon of grade drift 1s
most acute and give urgent considerauon to possible options for controlling the
tendency

In August 1996, Finance informed all departments, in the context of new
arrangements to control staffing levels, that every effort must be made to avoid grade
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drift. Finance does not authorise increases in expenditure levels contracted under
administrative budget agreements to meet extra expenditure related to grade dnft

Efficiency of Civil Service Staff

Between 1988 and 1996, total civil service pay costs (salaries, overtime, employers'
PRSI, etc) increased from £407m to £604m — an increase of 48% Allowing for
mnflation and the mncrease 1n civil service numbers, the average pay cost for civil
servants increased by 13 5% 1n real terms between 1988 and 1996 This occurred

because
® there was significant upward grade drift

® pay rates of all grades increased faster than the rate of inflation as a result of a
combination of national pay agreement mcreases, special increases for indrvidual
grades and productivity agreements

Measuring Efficiency

For most schemes or programmes, measures of output are readily avaiable e g
number of cases processed, trasung days provided, etc. Relating these to staff inputs
provides a measure which can be monitored over time to indicate the trend n
efficiency of staff It should be noted, however, that discernable changes 1n efficrency
(both improvements and deterioration) may be the result of a variety of factors, many
of which are outside the control of the staff themselves e g fluctuations in level of
demand for the service offered, changes 1n technology or organsation of the work

In complex organisations which run a variety of schemes, monitoring general
efficiency levels 1s much more difficult. Typically, there are many different kinds of
outputs which cannot be aggregated in a meaningful way Even if an overall
efficiency measure can be produced, 1t may be difficult to understand which factors
contribute most to changes m efficiency

Running Costs as a Percentage of Overall Government Expenditure

The overall level of government activity 1s a strong determinant of the level of
admunistrative resources required However, since ctvil service outputs are very
diverse, 1t 1s difficult to monitor changes 1n the level of acuvity One rough measure
of the output of crvil servants generally 1s aggregate gross expenditure (the ‘value’ of
all civ1l service output)
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Figure 3.6 Civil Service Running Costs
as a Percentage of Gross Expenditure, 1988 to 1996
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Figure 3 6 shows civil service running costs expressed as a percentage of gross
expenditure each year from 1988 to 1996 The percentage increased from 7 6% to
8 6% between 1988 and 1990 but had fallen back to 7 2% by 19%6

Trend in Civil Service Efficiency

The real increase 1n average pay costs per head of staff 15 a summary measure of the
extent of grade dnft and of pay increases in excess of inflaton Comparing
movements in average pay costs with movement 1n output levels gives an indication
of what 1s happening to staff efficiency

The only readily available indicator of aggregate civil service output 1s total gross
expenditure However, 1n using gross expenditure per head as a proxy measure of
civil service output, 1t should be borne 1 mind that, in many situations, civil servants
can deal with significant increases 1n expenditure without necessarily having to do
more work For example, total expenditure under a scheme may increase because
rates of payment go up while the number of clatms being processed remains constant
or declines

A crude indication of civil service efficiency can be derived by plotting changes 1n
average civil service pay costs against changes in average output (using gross

expenditure per head as a proxy measure) Figure 3 7 presents data for the period
1988 to 1996
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Figure 3.7 Trend in Civil Service Efficiency, 1988 to 1996
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If all the points on the graph moved along the diagonal line, 1t would suggest that
average pay costs changed smoothly in line with changes in average output and that
there was no change 1n the level of administrative efficiency relative to 1988 levels
Movements away from the diagonal in esther direction suggest, 1n the short term, that
average pay 1s not responding smoothly to changes in volume of output e g because
staff numbers cannot be cut as quickly as programme expenditure In the longer
term, the pattern of movement away from the diagonal may suggest efficiency levels
have changed.

The pattern 1n Figure 3 7 mmplies a substantial loss of efficiency between 1989 and
1990. Thus 1s consistent with what happened to average pay cost and output —
average civil service pay cost rose rapidly while average output changed very little
After 1990, average output grew faster than average pay cost, suggestng that, by 1993,
efficiency was greater than 1t had been 1n 1988 and that 1t has continued to tmprove
since then

The apparent improvement 1n efficienicy cannot be attributed solely to extra effort on
the part of civil servants In this regard, the major investment by departments in
information technology in the period should have allowed staff vo deal with greater
work loads This should have the effect of improving output per head as shown 1n
Figure 37 Other factors which could have contributed to the apparent improvement
are

e improved management orgamsation (including administratve budgets)
o staff tramning leading to hugher ability levels

® improved working environment
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® increases 1n real rates of payment under schemes, as opposed to expansion of
schemes e g where social welfare rates increase faster than inflation, but the
number of claimants remain fixed

Conclusion

In general, spending and staffing levels have not been reduced by the introduction of
the admunistrative budget system Civil service running costs have increased very
substanually over recent years which suggests that a primary objective of the
administrative budgets system — a reduction 1n ctvil service running costs 1n real
terms — was not achieved

There are, however, some indications that the mntroduction of administrative budgets
helped to contain increases 1n running cost expenditure Running costs increased
faster 1n the years before the devolved budget system was introduced. In addition,
spending on administration increased faster 1n departments where adminstrative
budgets have not been introduced

There are also indications of improvements 1n overall efficiency levels 1 the civil
service in the period 1990 to 1995 However, this apparent improvement needs to be
validated by extensive monitoring of efficiency levels on individual schemes and
programmes, as envisaged under adminstrative budget agreements and the SMI
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The Department of Finance 1s responsible for ensuring that adequate systems are 1n
place for managing and controlling public expenditure Since the admumstrative
budget system 1nvolved major changes to existing management and control systems,
Finance has been centrally involved 1n 1ts development and implementation

System Implementation

The organisational changes introduced under the admunistrative budgets system were
designed to have an 1mpact at two levels — the relationship between Finance and
other departments, and management systems within admunistrative budget
departments This chapter focuses on how the relationship between Finance and
other departments was affected by implementation of the admnistrative budget
system Chapter 5 deals with the admunistrative budget changes within departments

Negotiation of Allocations

Prior to the introduction of administrative budgets, several secttons of Finance were
involved 1n setting budgets for admunistrative expenditure 1n individual departments

The admmustrative budget system reduced the work load on Finance officials with the
result that the esttmates negotiation process over the first two cycles was handled by
one section within Finance

Setting Expenditure Levels

‘The 1991 estimates were settled mn the traditional manner and were then used as the
base for the new administrative budgets. The sustainability of the startng 1991
baseline estimates 1s a key element 1n  determining the true scale of savings
attributable to the admunistrative budget system For instance, departments which
may have had high pre-1991 admunsstration expenditure as a result of poor efficiency
would have benefitted from an mnflated initial baseline estimate At this remove, 1t 1s
very difficult to quantfy this factor

Finance considers that the introduction of the concept of baseline administrative
budget entitlements has enabled them to withstand pressure from departments, 1n the
context of the annual estimates campaign, for increased adminustrative resources and
that 1t has been more successful and enduring them earlier mitiatives such as the
Expenditure Review Commuttees of the late 1980s  Previously, departments
submutted spending estimates which almost invariably sought increases 1n allocations
each year Although lacking detailed knowledge of activities n departments, Finance
then had to find ways 1n which these bids could be cut back, preferably with the
agreement of the department concerned Under adnunistrative budgets, the baseline
estimate 1s the agreed starting point  Thereafter, the onus 1s on departments to make
a case for any increases sought, particularly where new services are being introduced

17



46

47

48

49

4 10

411

412

Admunistrative Budgets

Control over Staffing

In cases where departments seek additional staff resources, they are required to carry
out reviews of existing staff deployment to establish whether under-utilised staff are
avaiable elsewhere There 1s little evidence that reviews of this kind were carried out
during the first and second admunustrattve budget cycle when proposals for extra staff
were made

Staffing surpluses arose in a number of departments during the period of the
admunmistrauve budgets, due to decentralisation and other factors In February 1996,
the Government decided to establish a redeployment pool to meet requests for
additional staff The Government directed that 1dentified surplus staff in three
departments would make up the imitial redeployment pool - 6C staff from the
Revenue Comnussioners, 40 staff from Education and 91 staff from Social Welfare

Over the course of the first two cycles of administrative budgets, some departments
resorted to appeals to Government when they failed to persuade Finance of the need
for proposed increases 1n resources

In August 1996, Finance noufied departments about new procedures to deal with
requests for increased resources, as recommended by the Co-ordinating Group of
Secretaries Admunustrative audits by Finance will be used more extensively In cases
where agreement cannot be reached between Finance and the department concerned,
requests for additional resources are to be considered by a commuttee of departmental
secretartes The proposal will be submuitted to Government for consideration and
decision, accompanted by the commuttee's report and recommendations

While staff levels increased sigmuficantly between 1991 and 1996, Finance did not carry
out post-umplementation reviews of the programmes where additional resources were
granted to ensure that staffing was at the optimum level. Finance considers that the
responsibility to carry out such reviews rests with individual departments 1n the first
instance and did not itself have dedicated resources to carry out reviews on an on-
going basis

Setting the Effictency Dividend

The admunsstrative budgets system 1s based on the assumption that devolved decision
making results in improved efficiency. The new system mtroduced the concept of an
‘efficiency dividend’ whereby part (if not all} of the increased efficiency would be
converted mto a saving on running costs

The efficiency dividend targeted during the first admunsstrative budgets cycle was a
reduction 1n baseline budget allocation of 2% 1n real terms 1n each of the years 1992
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and 1993 In almost all of the first eycle contracts, 1t was agreed that the full dividend
would apply 1n 1992 and 1993

Finance proposed that a 2% effictency dividend would also apply 1n each year of the
second cycle but this was strenuously resisted by many of the larger departments
Thirteen departments agreed to the annual 2% reduction, while one agreed to a
reduction of 1% a year The remaming ten departments would only agree their
second cycle contracts on the basis that no efficiency dividend would apply

Setting the efficiency dividend for the first two admunistrative budget cycles was
essentially an arbitrary exercise whereby departments agreed to limit their level of
spending to a prescribed level, except for agreed increases.

The Co-ordinating Group of Secretaries has recommended that, 1n the interests of
equity and transparency, consideration should be given to restoring the requirement
on all departments to yield an efficiency dividend 1n the next three-year cycle of
administrative budgets but that this nught take a new form e g demonstrable
improvements In service

Impacts of Devolved Budgetary Control

In devolving more control of budgets, admunustrative budgets are expected to reduce
the level of correspondence between departments and Finance and allow departmental
managers the flexibility to vary the level of spending within categories and to carry
over savings from year to year In reviews of devolved budgetary systems in other
jurisdictions, performance measures based on these features have been used to assess
the impact of devolved budgeting arrangements *

Reduction in Correspondence

All admunistrative budget departments agree that the amount of correspondence
between departments and Finance has fallen since admunistrative budgets were
introduced However, there 1s no data available as to the extent of the resources freed
up on etther side or the uses made of them

A Canadian study found that with devolved budgetary control, the number of
submussions recerved by the Treasury Board of Canada decreased by 5% over a five
year period

' See Richard Boyle, Managing Devolved Budgets . The Civil Service Experience, Dublin
The Institute for Public Admunistration, 1991
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Increased Within-Year Flexibulity

Departments were granted permussion to alter budgets during the financial year by
moving savings which arise under one adminustrative subhead to another (virement)
without seeking Finance’s permussion The resulung increase in any particular
subhead was limited to 25% of the original amount allocated for that year

All admunistrattve budget departments use the virement facility It 1s used
particular coming up to the end of the year to transfer savings from the pay subhead
into other subheads

Most departments consider that the current virement Limut 1s satisfactory  However,
some feel that there should be greater scope to transfer funds between subheads, even
to the extent of complete freedom to transfer funds as desired Some departments
suggested that a cash limit on the amount that can be moved rather than a percentage
mught be more appropriate, particularly for smaller departments

The Co-ordinatng Group of Secretaries recommended that the virement limut be
abolished completely 1n the case of non-staff subheads and 1 limited circumstances

for staff subheads
Increased Between-Year Flexibility

The adminustrative budget system allows departments to carry over unspent balances
from one year to the next, subject to an overall imut of 5% of the budget These
unspent balances — which are generally called savings — are added on to the following
year's permutted expenditure

Savings become available for carry-over from a number of sources. Expenditure may
be deferred or economues or efficiencies may be achieved 1n certain areas of activity
No distinction 1s made between the different sources of savings when amounts to be
carried over are being agreed.

The number of departments carrying over savings has been consistently high, with
an average of 80% of them using the facility each year during the period 1991 to 1995
The level of savings carry-over varied from year to year In some departments, the
full 5% carry-over has been avaded of In others, savings carry-over from year to year
1s much less The average carry-over for all administrative budget departments has
varied from as little as 1 1% 1n 1992/93 to 2 4% 1n 1991/92

There was no consistent approach to the spending of savings carried over Some
departments utilised the savings in one area e g for salary costs, consultancies or to
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fund the purchase of office machinery while many apportioned the savings across all
subheads

Overruns of Permatted Expendsture

During the first two cycles of admunistrative budgets, only one department exceeded
its permitted expenditure level 1n one year. This occurred 1 1993, in the context of
restructuring of departments with consequent reassignment of staff, duties and
budgets. It brought to light the fact that, under the existing arrangements, there are
no penalties for overruns

The Co-ordinating Group of Secretaries have recommended that overruns should be
regarded as a drawdown (or advance) from the following year's allocation, which
would be adjusted downwards accordingly

Changes in End of Year Spending Patterns

The introduction of savings carryover was expected to remedy a percerved deficiency
of the traditional budgetary system - the end-of-year spending ‘surge”™ Many
departments tended to restrict spending early in the year, thereby creaung a working
surplus which could be used to meet contingencies However, under the traditional
budgetary rules, unspent balances had to be surrendered to the Exchequer at the end
of each year As a result, departments tended to spend any accumulated surplus in the
final weeks of the year, giving rise to the possibility that resources were beng
expended without achieving best value for money

Departments were asked whether the administrative budget system had reduced the
level of end-of-year spending surges The general view was that disproportionate year-
end spending had decreased A review of devolved public sector budgets in Austrahia
also found that the extent of end-of-year spending surges was reduced under the new
budgetary systems

The monthly pattern of spending on office machinery and equipment in 16
departments operating admunsstrative budgets® was examined to establish whether
there was any change 1n the proportion of spending at year-end following the
mtroduction of admunustrative budgets Together, these departments spent £37m 1n
1994 on office machinery and equipment (including information technology) out of
the total of {46m spent by all civil service departments

Half of the spending on office machinery and equipment by the 16 departments in
1988 occurred in the months October to December By 1994, there had been a

2 Data about monthly expenditure was not readily available in the remaning departments
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significant redistribution 1n spending from the fourth quarter to the third quarter,
with the result that spending 1n the months October to December had fallen to 39%
of the total for the year However, the level of spending in December, 28% of the
total, was unchanged between 1988 and 1994

Disproportionate spending at year end, particularly in areas like the purchase of office
machinery, may continue to occur to a certain extent under the administratve
budgets system as currently constituted

® Despite the three year dimension to administrative budgets, the amount actually
available for spending 1s not known with certainty unul the beginning of the
financial year because of adjustments made during the annual estimates campaign
The amount of savings to be brought forward tends also to be unknown untl late
in the previous year

® The uming of spending on 1tems like information technology 1s generally
discretionary  As a result, yearly plans for spending 1n such areas may not be
finalised unul all other allocations are fixed

e If savings emerge during the year in other areas, such as pay, they can be absorbed
most easily in spending areas like the purchase of office equpment and
information technology For instance, most departments have medium-term
information technology plans approved by Finance, which can be readily
accelerated if extra resources become available.

® Departments are still somewhat wary about the provision to carry over savings
being honoured by Finance

® Some departments pointed out that the carry-over limit (5%} 1s too low to avord
an end of year surge

Monitoring Arrangements

Monitortng Groups

Administrative budget agreements provide for their operation to be overseen by
monitoring groups comprising three representatives each from the department
concerned and from Finance The functions of the groups are

® to resolve any difficulties that anise 1n the operation of the agreement

® (o produce a formal report on the operation of the agreement within one month
of the end of each year
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® 1o assess the scope for further delegation of authority from Finance to the relevant
department, and within the department to individual hne managers, 1n the
interests of further increasing efficiency and effectiveness

®  to assess the impact of the agreement on the activities of the relevant department

No schedule for monitoring group meetings was set  There is some confusion about
when meetings of the groups are properly convened and when the same personnel are
meeting 1n other guises  For thus reason, some departments claim their monitoring
groups have never met while Finance consider that meetings are held at least once a
year and 1n many cases, more frequently.

No monitoring group produced all of the required annual reports on the operation
of the agreement Over the period 1991 to 1995, nine groups did not produce a report
for any year

Where reports were produced, departments expressed disappowntment at the lack of
feedback from Finance Many departments believe that reporting serves no useful
purpose because Finance showed little interest 1n the reports Some departments
mustrust Finance's motives 1n gathermg the specified information

Only a small number of departments consider that difficulties are resolved at
monitoring comimuttee meetings (where they occur) They are generally considered
to be a forum for airing difficulties without them being necessarily resolved

In general, the monstoring groups have not assessed the scope for further delegation
or undertaken assessments of the impact of the agreement on the activities of the
relevant department Many departments consider that the monitoring groups are not
effective

Performance Measures

The admumstrative budget system envisages that departments would devise
quantitative indicators to assess the effectiveness of running cost expenditure 1n
meeting programme objectives Such indicators could be used 1n setting targets when
new administrative budget contracts are being agreed In the course of this
examunation, departments were asked about progress on development of these
indicators. They conceded that, to date, little or no progress has been made 1n
devising quantitative mdicators

The focus of the admunistrative budget agreement was on the level of running costs
and on the extent of delegation allowed. The agreements did not specify or mdicate
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what was expected to be delivered by the departments with the budgets allocated to
them under the agreements

Finance concedes that 1t may have been overly ambiuous to expect the admunistrauve
budget system, given 1ts very direct focus on administrative resources, to make
significant early progress in the area of performance indicators and output
measurement It 15 intended that progress will be made 1n the next cycle A focus on
outputs, including outputs of admunistrative spending, 1s at the heart of the SMI and
1s being acuvely and energeucally pursued in that context In this regard,
admunistrative budget arrangements and the SMI mmatve are regarded as
complementing one another

Promotion of the Administrative Budget System

The role of Fiance 1n assisting the development of best practice in departments has
been limited. It imitiated or collaborated in the development of semunars and
information sessions on the implementation and operation of the admunistrative
budgets system and has commussioned a number of studies of devolved budgetary
systems Operational guidelines were provided by Finance but 1t was left up to
indtvidual departments how these were to be implemented No direct traiming for
staff operating admunistrative budgets was provided by Finance 'There have been no
transfers of personnel, expertise or models of operation from Finance to departments

Finance states that the resources available 1n the adminustrative budget section did not
allow for a more extensive role in the promotion and development of best pracuce
It also pointed out that, under the devolved management approach, departments are
expected to manage their own affairs and that the concept that Finance must ‘hand
hold’ other departments 1n pursuing the much needed management reforms implies
a return to the past. Legislation currently being prepared 1s intended to enhance and
strengthen the capacity of local management to implement significant organssational
and management changes and the existing semuor officer networks allow departments
to share problems, seek solutions 1n common etc

In other jurisdictions, devolved budgeting control has resulted 1n resources being freed
up 1n the lead agency which are then used to promote best practice and to carry out
evaluations of the new system For example, the UK Treasury established lists of
contact pounts for practcal advice on particular topics, such as top management
systems, running costs and output measures, 1n order to improve line managers’ access
to spectalist support and consultancy Each list 1s kept up-to-date and 1s made
avatlable to departmental budget-holders The Australian Department of Finance set
up a Management Improvement Advisory Commuttee to promote good pracuice The
Commuttee has investigated the extent to which devolution has occurred within
departments and 1ts impact

24




4 46

4 47

4 48

449

4 50

The Role of the Department of Finance

Evaluation of the Administrative Budget System

The potential impacts of administrative budgets on resource use and organisation of
cwvil service business are considerable. Periodic review of the system would help to
ensure that 1ts effectiveness 1s maximused. Such an effectiveness review depends on
quantified targets being set and appropriate management information being gathered
on an on-going basts

Settaing Objectrves and Targets

The objectives of the admunistrative budget system — improvements 1n economy and
efficiency of admimustration through mcreased delegation and reduction of runmng
costs of departments — have not been developed into explicit measurable targets
While there may be difficulues in idenufying appropriate measures or 1n mterpreting
trends, setting aggregate targets (e g in relation to the level of increase 1n overall
admunistrative spending or to movements 1n adminstrative spending as a percentage
of total spending) could provide some focus for evaluation of effectiveness and may
suggest useful ways to improve or develop the admunistrative budget system

Management Information
Reporting Administrative Expenditure

Before admunistrative budgets were mtroduced, runming cost expenditure was
identified 1n the annuval Estimates and Appropriation Accounts under a variety of
headings. This was rationalised dunng the first adminustrative budget cycle
Expenditure 1s now recorded in each departmental vote under the same subheadings
(subheads A1 to A12) which has made 1t easier to differentiate between
administrative expenditure and programme expenditure

Finance should consider including 1n the book of Estimates a summary table drawing
together running cost expenditure across all votes Thts would factlitate monitoring
of trends 1n admunistrative spending

Monitoring Data

Detals about decisions on admunistrative budget allocations, allowed extra
expenditure, savings carried over, etc are held by Finance However, the data is not
recorded or compiled 1n a manner which would allow for detailed analysis of trends
or patterns For instance

® There 1s no data on the degree and extent of economues and effictencies achieved
by departments
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e Tt 1s difficult to disunguish between extra spending ansing because unit costs
increase or because the volume of activity 1s increasing It 1s also difficult to
disunguish clearly between increases of a recurrent and non-recurrent type

® There 15 msufficient data to allow for the breakdown of savings carryover to
ascertain how much of 1t was achieved by deferred spending or by actual
efficiencies.

Finance should develop and implement a framework for recording relevant
management informaton 1n relation to the operation of the administrative budget
system This would improve 1ts ability to analyse and evaluate the impact of decision-
making about pay and changes in the volume of civil service activity on resource use
in avil service admunistration

Conclusions

There has been extensive devolution of authority for admunistrative spending from
Finance to departments This was a key aim of the administrative budget system
Departments have made considerable use of the new flexibilities introduced such as
the moving of resources from one spending area to another and from year 1o year
The new system appears to have led to a decrease 1n correspondence between Finance
and departments but no data 1s available on the extent of resources freed up by the
decrease The flexibility to carry over savings has not resulted 1n eliminating end of
year spending surges but there are indications that spending by departments 1s more
evenly distributed throughout the year

Finance considers that the system has significantly improved its ability to control
adminsstrative expenditure by putting an onus on departments to justify requests for
increased admunistrative resources

Changes in the procedures adopted by Finance for montoring, evaluaung and
promoting the administrative budget system would help to ensure that 1t contributes
as effectively as possible to ensuring economy and efficiency 1n the use of
adnunistrative resources
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5 Devolved Budgets Within Departments

Admunistrative budget agreements include a commutment on the part of departments
to transfer authority for admunistrative expenditure to their line managers on a
gradual basis This was intended to improve effictency and effectiveness 1n the
admunistration of public expenditure

Degree of Devolution

Target levels of devolution which were to be achieved during each admunistratve
budget agreement were not set for or by departments No performance indicators
were set to measure the degree of devolution achieved nor have evaluations been
carrted out to assess the impact of any devolution instituted However, Finance 1s
aware that, 1n general, little progress has been made 1n the area of devolution within
departments

In order to ascertain the degree to which responsibility for running costs had been
transferred from centralised control within departments to departmental line
managers, the following performance 1ndicators were considered

® the proporuon of departmental expenditure in line managers budgets and the
level within the organisation to which budgets are delegated

e the flexibility which managers have to switch expenditure between budget
headings *

Proportion of Expenditure Devolved

It was found that, in departments generally, most spending areas are sull centrally
controlled by, for example, finance units or personnel units No devolution of
budgets to line managers has occurred 1n most of the smaller offices because
devolution 1s seen as impractical or unnecessary 'Twelve departments have devolved
no more than 10% of their administrative budget amount to line managers Three
departments have devolved between 10% and 20% Only three departments have
devolved more than 20% of their administrative budgets to line managers

Table 5 1 shows the number of departments which have devolved all or part of each
of the seven main expenditure areas to line managers (budget holders} Devolution
of travel and subsistence has occurred in seventeen departments Seven departments
have devolved part of their pay subhead The majority of departments do not have
any plans to increase the level of 1nternal devolution of budgets

7 These performance indicators were used tn a UK review of devolved budgeting
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Table 5.1 Extent of Devolution of Subheads

Subhead Number of Departments
Salaries, wages and allowances 7
Travel and subsistence 17

Incidental expenses

Postal and telecommunications services
Office machinery and office supplies
Office premuses expenses

Consultancy services

T SC TR IS L Y |

Where devolution has occurred, budget holders tend to be at relatively senior levels
— typically Assistant Secretary or Principal Officer grades

The lack of internal devolution of budgets arises from many factors, some of which
are technical and some of which appear to relate to the prevailing management
culture Departmental officials variously attribute a low level of devolution to factors
such as

® budgets being too small to be devolved

e pracucal difficultes 1n devolving subheads other than travel and subsistence and
overtime

® inability of the currently available management information systems to support

devolved budgets
® line managers being unwilling or unable to adequately manage budgets
e little encouragement from top level management
Flexibility in Spending

Line managers have little flextbility to switch expenditure between budget headings
Some degree of virement 1s permitted i eight departments Virement 1s not
permutted 1n the others — often because only one expenditure area 1s controlled by
a line manager

Line managers are rarely permutted to carry savings over from year to year In one
case where 1t 15 allowed, the carry-over must be approved by the central budget
control section and be shown to be as a result of efficiencies insuituted by the line
manager
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Input into Resource Allocation

Most departments continue to adopt a shortterm approach to the internal
preparation of budgets Estimates are still prepared on an annual basis rather than for
the three years of the admimistrative budget cycle

In general, estimates are prepared by line managers only for expenditure areas where
they are budget holders This means, for 1nstance that they do not always provide
estimates of the staffing resources necessary to carry out their acuvities Detailed
justification of requirements are not normally supplied Subhead managers usually
prepare estumates with little or no mput from line managers Budget allocations are
most commonly made centrally in the department following an examination of the
estumates and the previous year's outturn  Changes are sometimes made to line
managers' budgets without prior consultation

An intention of the devolution of budgets was that subhead managers (e g 1n the
information technology area) would change their role from one of authorisation of
expenditure under their control to more of an advisory role, with line managers being
given greater freedom regarding decisions on the application of resources This
intention has not generally been realised

29




513

514

515

516

517

Admanistrative Budgets

Monitoring of Performance

Improvements in economy and efficiency as a result of devolving budgets can only
be assessed in terms of improvements in performance at programme level
Consequently, targets relaung performance to the level of resources allocated need to
be set  Outturns subsequently have to be monitored Factors which may enhance
performance may also need to be assessed

Performance Agreements

Performance agreements have been completed between departments and budget
holders 1n very few cases Expected outputs/performance levels have not generally
been specified for budget holders

Where devolved budgets have been introduced, there have been few efforts made to
discover the impact of this devolution on the running of the department No
measurement systems were introduced to ascertain whether devolution has led to any
improvement 1n efficiency and effectiveness

Management Information Systems

Monitoring and control of admunistrative budgets requires the provision of adequate
management information to the appropriate level of management, including the
ability to record outputs and to relate them to resource 1nputs

The survey of departments established that

® Most deparuments had some form of computerised management information
systems {MIS) 1n operattion The system most generally used was the Financial
Management System which 1s a general ledger software package developed as a
common system by Finance

® None of the departments surveyed had a computenised MIS which was capable
of handling information on outputs and performance

® The majority of departments reported that the use of the administrauve budget
system had led to an increase 1n the achievement of economies and efficiencies
However, 1n general, detailed data was not held on the measures introduced and
the extent and degree of the results achieved
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The amount of management information available to budget managers varied greatly
between departments In sotne cases, pertodic reports provided centrally compare
budget allocations against expenditure  In other cases, budget managers compile therr
own management information In some departments, mformation was not provided
routinely to budget managers or was provided only on request

In general, the level of MIS available in admunstrative budget departments was
insufficient to allow for extensive devolution of budgets to line managers In some
cases, managers were hampered i thetr management of the current level of devolved
budgets due to the madequacies of the available MIS

Enhbancing Performance

Incentives

Two-thirds of admunistrative budget departments operate an award scheme for
exceptional performance which could be used i the context of performance
agreements to reward managers who achieve efficiencies  The scheme allows for ex-
gratia payments ot other awards to mndividual staff members or groups of staff by way
of recognition of exceptional performance of duty
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In some departments, there were no perceived rewards for good performance The
only incentives to enhance performance are percerved to be negative ones ¢ g the
possibility of censure by top management as a penalty for overspending

In a few cases, there 15 a percerved disincentive for managing budgets well 1n that 1t
was believed that good budget management would be penalised and that bad budget
management would be rewarded There was a feeling that, if savings were made in
a cost centre, the following year's allocation for the cost centre would be cut by the
amount of the saving while managers who exceeded their allocation would recerve a
greater allocation the following year

Officials operaung admimstrative budgets in departments suggested a number of ways
of enhancing performance including

® greater use of performance-related pay

e greater input 1nto the resource allocation process including having to ‘bid’ for
resources

® greater flexibility 1n the use of resources including the use of virement and the
ability to carry-over savings from year to year

Training and Guidance

In the majority of cases, no formal traming 1n the management of devolved budgets
1s provided by departments to line managers Information sessions/semmars have
been held 1n only a few departments Office notices, guidelines and circulars relating
to the area of devolved budgets were, and continue to be, 1ssued.

In general, training courses and programmes have not been developed to make staff
aware of the practices and procedures of devolved budgeting control This type of
tratung could include such basic elements as budgeting skills, information systems,
interpretation of reports, the investigauon of variances and the means of taking
cotrective action

Conclusions

In general, departments are not meeting thewr commutment to transfer authority for
admunistrative expenditure to line managers To date, a relatively small percentage
of running costs has been transferred to line managers Little flexibility 1s permutted
to managers and their mput mnto the resource allocation process continues to be
limited The majority of departments have no plans to increase the current level of
devolution
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The level of MIS available 1n most departments s insuffictent to allow for extensive
devolution of budgets.

There was an expectation that the introduction of devolved budgets would lead to an
increase 1n efficiency and effectiveness by departments. However, no measurement
system were put in place to ascertain whether this has been achieved

Promotion of the admunistrative budget system within departments has been limited
In general, traming courses and programmies have not been developed to make staff
aware of the practices and procedures of effective devolved budgetary control Few
incentives are 1n place to encourage the enhancement of budget management
performance
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Appendix A

Extract from the Second Report
of the Co-ordinating Group of Secretaries (May 1996)

In light of the experiences to date, the report of the Assistant Secretary Group on
financial management, the SMI process, and the parallel recommendations made
above for the control and management of public finances, the Group recommend that
the following measures be implemented to improve the general effectiveness,
operation and scope of the adminustrative budget system

Any overrun on an overall allocation for which an explanation has not been
agreed 15 to be regarded as a drawdown from the following year's entitlement and
the succeeding year's allocation will be adjusted downwards accordingly Failure
to manage within an allocation so adjusted will be similarly penalised and
formally reported to Government

The commutment 1n admunistrative budget agreements to manage within agreed
allocations to be departed from only in the most exceptional circumstances
involving major expansions in services and, even then, only after a department
has demonstrated, to the Government if necessary, that the extra demands cannot
be met by redeployment of existing resources from withun the department
concerned or from elsewhere 1n the civil service A specific advisory group
comprising the Secretary, Department of Finance (Public Service Management
and Development), the Secretary of the Department of the Taoiseach, and the
secretaries of two other departments to be given authonty to consider unresolved
requests for increases in admunustrative resources  Only on the basis of a report
from that advisory group would the Government consider any request for an
INCrease 10 resources

The full cost of ctvil service admunistrative expenditure to be transparent and
located 1n the subheads of the relevant votes, thus ensuring that all adminstrative
costs are met from within the agreed allocations In this regard, umproved
arrangements are to be put in place for charging recoupable expenditure along the
lines now 1n use for the recoupable element of EU travel

In light of the grade dnft that has occurred since the admunsstrative budget system
was ntroduced, the Department of Finance, in accordance with the formal
agreements with individual departments, to undertake admumstrative audits where
the phenomenon of grade drft 1s most acute The Department of Finance will
also give urgent consideration to other possible options for addressing the
problem
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® Responsibdity for maintenance, fitting out and refurbishment expenses, which
had been delegated to departments i the past, to be restored, subject to adherence
to any necessary guidelines/critersa, these should be drawn up as soon as possible

¢ Departments to have more control over, and be more accountable for, their
accommodation costs Since this raises major and complex issues, 1t requires
further study, which should be set 1n train immediately

® The virement limst on admunistrative budget subheads to be abolished in the case
of non-staff subheads and 1 limited circumstances for staff subheads where
substitution effects apply.

® While responsibility for pay rates, conditions and allowances are not to be
devolved to departments, consideration 1s to be given to expansion of the
administrative budget system n the pay area where this would not undermune
public expenditure policy (e.g if the concept of performance pay arrangements
were to be extended to grades other than Assistant Sectetary, departments may
be given greater autonomy 1n operating 1t, or future restructuring discussions
mught afford an opportunity of delegating some form of greater autonomy 1n
relation to pay)

¢ Addiional responsibility for consultancy to be devolved to departments, subject
to strict adherence to an appropriate code of practice; this will include systemauc
monitoring and reporting of the performance of consultants and the outcome of
their recommendations

® The administrauve budget system to be extended to those parts of the civil service
where 1t 1s not applied at present and 1ts potential for use 1n other parts of the
public service should be explored

The Group acknowledge that proposals by Departments for programme savings to
be linked to increased staff and related costs pose serious difficulues for the
Department of Finance. Nevertheless, the Group recommend that such proposals be
considered on their merits on a case-by-case basts.

The Group are of the view that, because of the rising trend 10 admunistrative
expenditure 1n recent years and in the interests of equity and transparency between
departments, consideration be given to restoring the requirement to yield a form of
efficiency dividend 1n the next three-year cycle of admnistrauve budgets through, for
example, demonstrable improvements m service. Allowance would be made where
costs of new programmes or expanded/improved services have been met by the
redeployment of existing resources The Group reiterate the point made earlier 1n the
report that additional resources must be offset by savings
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Appendix B

Changes in Expenditure Rules

under the Administrative Budget System

Cost element

Rules governing expenditure

before administrative

after administrative

budgets budgets
Pay rates Determined centrally by Finance ~ No change
Recruitment/ Finance approval required for all  Delegated authormty to
promotion recrurtment/ promotion recruit/ promote up to and
including HEO grade,
subject to overall budget
not being exceeded
Overtime Delegated sanction to ncur Lim1t on expenditure

Travel expenses of
staff

Traning

Postage
Telecommunications

Information
technology

Photocopy
equipment/office
machinery

Stationery

Premises
mantenance

Energy

Turmiture and
fittings

Consultancy

expenditure up to a specified
limit

Delegated sanction to spend
subject to compliance with
relevant cireular

Delegated sancuon
Delegated sanction

Delegated sanction

Finance sanction required

Delegated sanction for purchases
up to £5,000

Delegated sancuion but purchases
must be made through
Government Supplies Agency

Delegated sanction for tasks
costing up to £50,000 and subject
to compliance with relevant
Finance circulars

Delegated sanction
Delegated sanction subject to
compliance with all relevant

Finance cu’culars

Finance sancuion reqmred

removed

No change

No change

No change

No change

Delegated sanction subject
to a departmental limut and
compliance with all
relevant Finance directives
£5,000 limut replaced by a
higher limit agreed on a

departmental basis

No change

No change

No change

No change

Delegared sanction subject
to a departmental limit and
compliance with all
relevant Finance directives




Appendix C
Budget Development Process

Budget Allocation Process

Figure C 1 (over) shows the process involved in arriving at the level of expenditure on
runmning costs 1n an admiunstrative budget department in any year

e A fixed baseline estimate of expenditure 15 set at the start of the budget cycle

® The agreed efficiency dividend 1s deducted from the baseline to arrive at the
contracted level of expenditure

® The contracted level of expenditure may be reduced by the imposition of spending
cuts e.g. across-the-board cuts decided on by Government.

® If the department had spent less than the amount permutted 1n the previous year,
a sum equvalent to the saving (within certain linuts) can be added to the
contracted expenditure

e Fmance may permit extra expenditure to pay for unit cost mcreases or where the
volume of work to be done 1ncreases

Baseline Estimate

The baseline estimate for an administrative budget cycle represents the bulk of the
spending which occurs 1n any year For that reason, setting the baseline 15 an
impottant process.

The baseline estimate of expenditure does not change from year to year within an
admunistrative budget cycle.

The baseline set for the first cycle was £556m  This was based broadly on the 1990
level of expenditure by the departments concerned but included some expenditure
items artsing 10 1991 which were not expected to recur in subsequent years (e g the
cost of the 1991 census of population)

Adjustment of the baseline estimate between cycles 1s influenced by a number of
factors

® any change 1n the number of departments covered by admunistrative budget
agreements

e carry-over of the efficiency dividend

® carry-over of net allowed add-ons
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Figure C.1

How Annual Spending Levels are set under Administrative Budgets

Baseline estimate of expenditure

Savings brought
forward from
previous year

Permitted extra
expenditure

y

Actual spending 1n year

deduct
p Agreed efficiency
dividend
Y
Contracted expenditure
add
-
deduct
p  Imposed
spending cuts
add
—h
Total permutted expenditure
deduct
Savings carried
- forward to

following year
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Efficiency Dividend

The efficiency dividend accumulates over the budget cycle The aggregate efficiency
dividend 1n the pertod 1991 to 1993 was £35m — equivalent to around 2% of total
expenditure 1n the period The estimated total efficiency dividend in the period 1994
t0 1996 15 £23m — around 1% of total expenditure

Imposed Spending Cuts

On a number of occastons, cuts 1n contract expenditure were imposed on departments
e.g. across-the-board cuts 1n running cost expenditure. Cuts may affect only one year's
expenditure or may be recurrent

Permitted Extra Expenditure

For stated reasons, Finance each year allows increases 1n spending over agreed contract
levels. Allowed additional expenditure can be of two kinds - recurrent (e.g, pay
increases) or one-off (e g. pay arrears) Like the efficiency dividend, recurrent add-ons
accumulate over the budget cycle
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Appendix D

Civil Service Non-Pay Running Costs, 1988 to 1996
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Office premises expenses
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