PREFACE

Legislators, govermment departments, taxpayers, service recipients, investors, employees and the public in genesajamerthefithen
organizations themselves, all have an interest in both the financial and non-financial performance of government bupiiess

. to assist in the formulation and implementation of policy;

. to assist in the planning of service provision and to monitor the implementation of planned change;
. to monitor standards of service and organizational effectiveness;

. to monitor the extent to which resources are being used effectively;

. to ensure fair distribution and accessibility to potential users; and

. to improve accountability.

At present, there is no agreed conceptual basis or set of generally accepted principles for the reporting of perfompenioraadtereporting
should be integrated with other forms of financial reporting.

The International Public Sector GuidelineFinancial Reporting by Government Business Enterpaskaowledges that financial

statements may in certain crcumstances providiest ififormation to users. In particular, gitses operating in non-competitive or monopolistic

environments, or which have non-financial or social objectives in conflict with commercial objectives, mighfiotage to report on their

performance against other objectives. But the guideline does not consider how or in what from this performance mightibe

Worldwide social and economic changes are increasingly highlighting the need for all enterprises, but particularly gsversssitetprises, to
be accountable for many aspects of performance. The aim of this study is to identify and consider some of the ietipatusae mformation;
the needs of the users; and some of the forms of reporting available.

The projectis concemed primarily with the provision of information provided about an enterprise’s performance (dimasizig) bothnonHinancial

aspects of performance) that is supplementarytddimaation provided in financial statements, in the context of ganpaie financial reports.

Although the study is concemed only with performance reporting by govemment busirisss, estelefined in IFAC Public Sector Gliniel 1, many

of the principles are relevant to public organizations in the wider sense, and in particdangimess activities of govemments. The IFAC Public

Sector Committee intends to carry out further work to consider how these principles might be applied to such other public

As readers will see from the bibliography there is already éteviatare on performancgeeting generally. In drafting the study, the Public Sector
Committee hasalberately not attempted to reinvent the wheel, but to pull together existing thought and to summarize it in e lnapetiatit

be useful to its constituency. In particular, we have drawn heavily on the publitati@iopments in Performance Measurement and
Financial Managemehpublished by the Fédération des Experts Comptables Européens (1991).

Throughout the study the term 'enterprises' is used to refer to government business enterprises.
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CHAPTER 1

INTRODUCTION

Background

.001

.002

.003

.004

Scope

.005

.006

.007

.008

International Public Sector GuidelineFinancial Reporting by Government Business Enterprasidressed the
application of intemational accounting standards to the finandial statements of govemment bpsisesstadines the "minimum level

of reporting necessary to provide adequate information to users". This requires enterprises to prefaterfireatitai conform with
Intemational Accounting Standards and comply with appropriate national accounting standards aeehtwrisamicable to other
business enterprises. However, it specifically acknowledges that there may be circumstances in which it may be@ganbpriate to
additional information" (paragraph 10), and suggests that such circumstances would include:

. when agovemment businessprie is operating in a non-competitve or monopolistimenent, inwhich casisiancial
results alone may be an inadequate measure of performance; thus, it may be appropriate to
provide information on productivity/efficiency as additional performance medsares
. when govemment business gnitges have norHinancial or social objectives which confiict with their commercial objectives,
in which caseit may be appropriate for them to report on the extent to which they have achieved these
other objectives and the impact on financial performance
The guideline does not go on to consider how these other aspects of performance might best be reported, or in w

This study considers how such information about the performance of the enterprise might be reported. It covers:

. the terminology to be adopted and related conceptual issues;

. the framework of performance reporting, with particular reference to the information needs of differentuse
. the qualitative characteristics of performance information;

. the definition and setting of performance standards and targets;

. the reporting of performance information; and

. the audit of performance information.

It concludes with aisrey of current international practice in this areeti@l examples drawn from across the wordamkeeed in the
appendices.

This sidy is concemed with performangring by govemment business enterprises, as defined in Intemational Public Sector Guideline
1. Itincludes such government business enterprises as national railways, energy utilities and communication serv

Itis concemed with theovision ofiformation about an enterprise’s performance (covering botiafiaad non-inancial aspects of
performance) in addition to the information provided in financial statements, in the context of general purpose €ina

Generglurpose financialperts are prepared and presented at least annually and are directed towards the common information needs of a

wide range of users. Some of these users may reguire, and have the authority and ahility to obtain, informatiotiiatadiitiando

in the financial reports. However, the majority of external users have to rely on the information provided in theirepajbesdioece

of information about the entity and, therefore, reports should be prepared and presented with their needs in mind.

The sty isnot concemed with intermal reporting about performance to the management giiee entelated management processes
or philosophies (such as total quality management), or with other fomaibfesests that may be required in certain circumstances.
However, the study does consider how performance measures might be included inialtedrisauch as budgets anotate plans.



2

.009 Although the study is concemed only witfopmance reporting by govemment business enterprises, as defined in IFAC Public Sector
Guideline 1, many of the principles are relevant to publicizatians in the wider sense, and in particulaotebusiness activities of
governments.

The need for performance information

.010 In theoublic sector, financial reporting is on its own afficient to give thase who are interested acetioh of the overall performance
of a particular organization. Public sdotmiies differ from private sector enterprises in both their objectives and finance. The primary goal
of a private sector enterprise is profitand its resources are useddbfhatie sector bodies, on the othatlharovide public services.
Their organization and management wil reflect a variety of political and socio-economic objettivaghgjovemment business
enterprises are normally required toaipaommercially and usually take the same legal form as private sector bugpiEescite
combination of the fact that they often enjoy a monopoly position and the political context in which they operate raeses tiat th
financial reports cannot rely on simplistic measures such as return on capital employed.

011 As aresult, tygoups with an interest in thefpemnance of govemment businesspriges - govemments, legislators, taxpayers and
consumers - all have difficulty in making informed judgements about the economy, efficiency and effecjoepessient business
enterprises.

.012 Recause such enterprises have a variety of goals and objectives, some of vanitiatmagesuring and assessinfppance can be
adificult task. Although a number of private sector performance indicators and ratios can be alspifamsince needs to be assessed
by additional means. Often, however, such performaicatarsbr performanoaeasures are difficult to define. Moreover, evenwhere
performance can be measured, assessing the significance and interrelationships of the various measurements ca

.013 The neelibr all countries toimprove their intemational cetiyeness means that they must stivedatggrefiiciency and effectiveness
in the allocation of economic resources. However, there are a number of practical difficutties in defining efficierimeaadsifebis
context. In the private sector, where measures of performance are dictated by the market mechanism, decisions assisefie onthe b
relative economy, efficiency and effectivenessiadh in practice they may beeed by the degree of competition that actually exists.
However, govemment business enterprises may not always be delivering services in crcumstances that are evelcolopetiteeing a
market. So the test of relative market efficiency and effectiveness cannot always be applied. THeisssiadete formulate
performance measures which will enable judgements about efficiency and effectiveness to be made.

.014  Thissidy considers how sualieasures might be defined and how a govemment business entefprisespein relation to these
measures might best be reported to those with an interest in its performance.

.015 The arramgments for alithg performance measures are also considered. There are no generally accepted principles regarding the audit of
such informatin. Where performance measures are integrated into the general purpose financial statements, for example in the directors'
report, the auditor's opiniorilciude them in situations where the directogertis within the scope of the audit. However, the audit
status of other performance infiation included in the enterprise’'s annual report is iess déere may be a statutory requirement to audit
certain classes of performance measures, while other information included in the enterprise's annual report jeeyoaniaeisibt
all.
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CHAPTER 2

DEFINITION OF TERMS

Introduction

.016

.017

.018

.019

.020

.021

Govemment business mises operate within the public sector usually to meet a social or patiidiobihey amormally required
to operate commercially, that is to make profits or to recoup, through user charges, a substantial proportion oftthe|

Pdormance reporting may be defined as "the communication of quantitative and qualitative information which identifiesf the resul
enterprise against specified benchmarks' (i.e., pre-determined targets). Itincludes performatioa presentedtaidgets, plans or
reports on the performance of individual programmes diieivaddition to the information provided in the financial statements. As
already stated, while the concepts may be relevant to performance information reported in other ways, this study flyaurses primar
performance information published within an enterprise's general purpose financial report.

In rporting performance, a distion needs to be drawn between performance messlpesformance indicators. Affpemance
measure" is a dear quantified and unambiguous expression of performance that can readily be expressed in reltieerfortagetes
measures need o be based upon a careful evaluation of the causes and effects of policy intervention. Howevenssilak itsahizin
such precise measures and in such cases it is usual to refer to "performance indicators".

A pdormance indicator is less precise than a performance measure and usually provides only an intermediate measurelof achievement

is often used if direct measures are difficult or costly to obtain and corresponds less precisely to the objectiveriacespedsure.

An example of a performance measure for improved service for a state-run raitway enterprise would be the percentigeioétrains t

at their destination on time; an example of a performance indicator for the service objective would be fewer custor

Wiatever measures or indicatorpepduced and used, the quiality oftfierination available will be dependent upon the enterprise having
information and management systems which are adequate and fit for the purpose.

For the purposes of this study, the following general set of definitions is also suggested:

. economy: ensuring that the appropriate quality and quantity of financial, human and physical inputs are acquired at the
appropriate time and at the lowest cost, performance measures and/or indicators aneeguiredanomy, such as unit
input costs and comparisons of input volume relative to plan;

. efficiency: the ratio between outputs (volume anidiapfgyoods and saoes) and inputs (resources), i.e., the lowest level of
resources capable of meeting output specifications; performance measures and/or indicators are required, such as measures of
productivity or unit costs;

. effectiveness: the achievement of intended outcomes, i.e., providingdieedglaind services to enable an enterprise to
implementits policies and meet its objectivetyprance measures and/or indicators are required that permit outcomes or
impacts to be compared with objectives;

. inputs: the resources used to produce the goods and services which are the output of the enterprise;
. outputs: the goods and services produced that result from an enterprise's activity;
. outcomes: the impacts on, or consequences for, the community of the outputs produced by the enterprise. Outcomes include both

intended and unintended or indirect effects on Society at large. Using the example of a state-run railway, the outcomes are the
benefits received by those using the service (acquiring the outputs) as well as the effects on those subjected ik example, to
noise, or benefiting from less congestion on the roads.



.022  Actualand plannetbiuts and outputs can be compared to give an adiiededeconomy and efficiency. These ratios can be expressed
either in physical terms, i.e., measured in terms of apiu and outputs, or in financial terms, i.e., thetagrvalue of the inputs and
outputs. Both can be useful, depending on the type of information required.

.023  Govemment business garises are frequently exqted o achieve certain non-commercial objectives. These objectives relate to the impacts
on or consequences for the community and affect the outcomes. Examples of such outcqpokbtidrseingee obligations imposed by
govemments, such as obligations on postal senyiresitte a single cost postal service throughout a country or a railwaisertte
provide uneonomic rural and commuter services. The business managers are required to meet the public service obligations but the
responsibility for the setting of these obligations lies outside the business.

.024  Wheretal outputand input are compared over a period of ime, the “average” efficiency is being recorded. An altematicenpasgbe to
only extra output with extra input and, in this way, measure "marginal” efficiency, i.e., to assess whefhsexitradld to output, or
will add as much as the existing outputs do on average.

.025 Each stage of an enterprise's activities - inputs, outputs, outcomes and impacts - has qualitative attributes. €hese

timeliness (speed of delivery of service);

accuracy (delivering the correct service as set by the enterprise's objectives);

equity (delivering an equal service to all or to those who need the service most);
relevance (delivering a service that meets the needs of the customers or consumers); and
. quality (delivering a service that generates a high degree of user satisfaction).

Deciding what is to be measured

.026 The first step in deciding what is to be measured is to identifgétieasiof the enfarise concemed. The second stepis to define the
appropriate standards and tafgetsach of these objectives. These may be setby or agreed with the Govemtmenticiepaemed or
other extemal regulatory body. As a minimum there should be artiefieae of performance for each of the objectives of theste
In practice, however, the objectives may be ranked' to refliect agritied priather @eria, for example the scale of spending or the risk
involved.

.027  Thedefifion of clear and measurable objectives is critical. Howeverpaltiesector this process can be a complex and difficutt one.
Sometimes the political intent may be different from the stated policy dighveason for the policy has been overtaken by changesin
the political environment.

.028  Anyframewrk of performance measurementwill involve thiagef targets. Itwill also be linked with other systems at some point,
especially budgeting systerms. Performance measures need at some point to linkevitlertieleaigions regardingdliesation and use
of resources. Many individual performamessures may be valuable in themselves, but are not capable of providing this linkage. However,
the competing demands for scarce econorigees require that resources and performance must be inked. The exactlevel at which this
linkage occurs will depend upon the circumstances of individual enterprises.

.029  Tameetthe objectives of the enterprise, a balance needs to be struck between having too many indicators/ measuieg,thad thus blur
focus, and having too few, with the result that indicators ddebtinefse asjats of behavior which allow the users to reach an informed
assessment about the performance of the enterprise.

.030  The basic "building blocks" of a framework of performance measures are:
. numbers (quantification);

. comparability (yardsticks); and
. relationships (input to output/outcomes and impacts).
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.031 The mostcommetements of any framework of performance measures and indicators, relating to the economy, efficiency and effectiveness
of an enterprise's performance, are:

. cost indicators (economy);

. productivity indicators (efficiency);

. time targets (efficiency/effectiveness);

. volumes of service (crude measure of efficiency/effectiveness);
. quality of service indicators (effectiveness);

. demand for service indicators (effectiveness);

. availability of services (effectiveness); and

. outcome (or impact) of policy indicators.

.032 itwould usally be necessary to have a number of lepnaitary indicators to provideaemoed view of the enterprise’s performance. For
example, a state-run railway enterprise may consider its performance to have improved fit is increasing the nuneoenieipasiisng
keeping down the cost of a passenger mile. But what abostitiefitie service? How often are tréies? Do passengers have to stand?
Are the trains clean? Are there enough trains at the right times?
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CHAPTER 3

FRAMEWORK OF PERFORMANCE REPORTING

Introduction

.033

.034

The concept atcountability lies at tiieot of any discussion about extemnal reporting by public sector organizations. Accountability
comprises two main elements: accountability for stewardship and accountability for performance.

Inthis context, stewardship may be takeetm the responsibility of the management of the enterprise tofadbaymioper use of the

various resources made available to it and to demonstrate compliance with any statutory obligations. However, aqustontaisitgdo

goes much wider than that and relates to reauasatis responsibility to account for the use of public money and economic resources in the
achieverment of spific policy aims and objectives. As such, it concems the efficiency and effectiveness with which resources have been used
and the quality of output achieved, typically the standard or quality of services provided.

Objectives

.035

.036

.037

.038

Users

.039

Cearly, concepts such as "effectiveness” and "quality of service are not absolute measures of performance and catoaadyrbe unde

the context of the specific policy objectives of the reporting organization. In this senseyee reporting is concemed with relative

performance, for comparison with the enterprise’s planned objectives, its past performance and with othergeniyaiaisieas well

as with the expectations of resource providers, the recipients of goods and services and other members of the col

Within this definition of accountability, the objectives of performance reporting are:

. to assist in the formulation and implementation of policy;

. to assist in the planning of service provision and to monitor the implementation of planned change;
. to monitor standards of service and organizational effectiveness and efficiency;

. to monitor the extent to which resources are being used effectively and efficiently;

. to ensure fair distribution and accessibility to potential users of the enterprise's services; and

. to improve accountability, by increasing the information available to interested third parties.

To meet these objectives, a system of performance reporting should ensure that:

. the reported performance information satisfies certain basic qualitative characteristics;
. the benchmarks against which performance is reported are meaningful and relevant;
. the performance information is reported to users in an appropriate form; and, finally

. the performance information reported is subject to some form of external validation.

Ifgovemment business enterprises’ responsibiity to account for the userat eesmarces is to be discharged properly, the performance
information must be related to the needs of the users; in other words, performance reporting should seek to satisiplatifer as p
information needs of users: the information should be useful. Thus, the objectives, principles and practice of peritingahoeiepo
be designed to meet users' needs. The performance reporting process should seek to link objectives, principledlapdeealstiobs to
users.

Users @iovemment business enterprises' financial reports are diverse and the corollary is that their information needsare also diver
General purpose financial reports cannot hope to meet all of the needs of all users. Therefore, thetyebmbamance information
provided should aim to meet, to the greatest extent practicable, the common needs of external users.
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The main users of government business enterprises' general purpose financial reports are:

. govemment degtanents, and legislative and other goveming bodies: these grant resourcegiigie nteanage particular
services, and subsequently hold taemouniable. They are the primary users of performance reports. Govemments also require
information about performance in order to regulate the activities of enterprises, detationilieies and to act as the basis
for national income and similar statistics;

. the public: the govemment, and legislative and other govermning bodies are accountalie tadteypalide the tex revenues
and resources necessary to finance the enterprise’'s activities, who may receive the services as dlients and conargners, and who
the beneficial owners of the public money and property invested in the enterprise. The public includes taxpayers, electors,
recipients ofjoods and services provided by the enterprise, and special interest groups. These various groups often rely heavily
on reports in the media. Tindoic and media seeiforation on how well the management of an enterprise has managed its
affairs, and on the overall impact of the enterprise's activities;

. investors and creditors: require information that will enable them to evaluate the enterprise’s ability tadidtiesestsd
to meet its liabilities and commitments;

. other govemment and intemational agencies: will ragfoiration about the performance of govermment business enterprises
for comparative purposes;

. economic and financial analysts: review, analyze aathilisieriformation to other users, for example legislators, the public
and other governments. They use information provided to analyze and evaluate financial and economic is

. employees: employees and their representative groups are intanfsstexition about the stability and profitability of their
employers. They are also interested in information which enables them to assess the ability of the enterprise to provide
remuneration, retirement benefits and employment opportunities.

The needs of the different wgetips wil differ. In general, itis possible to distinguish between "first level" aot el nformation

needs. The firstlevel needs are those which relate to key objectivgegatinyent and/or the ldglisre and/or an officially appointed

regulator. These users need to assess the extent to whiseshiave achieved the objectives they were set, and sometimes to be able to
use the information for the allocation of resources in terms of macro-economic management and planning.

Qearty, these "first level" users have the power to obtain whatever information tifetineigaliposes in whatever form they require.
However, the concept of accountability requires a public accounting for performance. In this sense, the "first leafldttaeram
"agents" for the "second level" users, by defining what information they require to be published in general purpose

Inbroad terms, users need informiation to help them evaluate a govemment business enterprise’s use of economic epteresedhey ar
in plans, as well as the results ofimplementing those plans. They need information tdassassgi terms of the economy and
efficiency of the operations and how well goals and objectives have been met. They need such information to assessabiitgnterpri
to maintain the level and quality of its services.

Comparison withudgeted piarmance provides a good basis for evaluating actual perfoneesaessuisers can use it to assess whether
resources were obtained and expended as planned, and whether stated goals and objectives were achieved.
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CHAPTER 4

QUALITATIVE CHARACTERISTICS OF PERFORMANCE INFORMATION

Introduction

.045

Pedormance reporting has been defined as the canatiamrof quantitative and qualitative information which identifies results against
specified benchmarks. To communicate effectively, performance information must reflect certairichaagiiative characteristics

are the attributes that make thesinfion useful to users. As a general principle, reports should coatenperformance information that

is relevant to the decision-making and accountability needs of users. The other prifiipetqiaracteristics are reliiij
understandability and comparability. Comparability in this context is taken to include consistency.

Relevance

.046

.047

To be usefulformation must be relevant to the needs of lermation has the giity of relevance when it helps them evaluate past,
present or future events or confirms or corrects past evaluations.

Relevance encompasses othitetiuacharacteriiss: for example, if the information is not reliable or not imely, it cannot be relevant.
But information can meet all of the other characteristics and still not be relevant. To be relevant, there mustiaioashijobbieen
the information provided and users' information needs.

Reliability

.048

.049

.050

To be usefuhiormation must be reliablaformation has the quality of reliability when itis freen material error and bias and can be
depended upon by users to represent faithfully that which it either purports to represent or could reasonably beygrgedted to re
Inaccurate, or incomplete information will inhibit accountability and decision-making.

Reliabiity does notimply precision or certainty. There may be uncertainties inherent inwhat is being measured. Reghwiskesaihae
the underlying assumptions and uncertainties.

To be reliablesformetion must be neutral, that is free from bias. Reports are not neutral if, by the selection or presentation of performance
information, they influence the making of a judgement in order to achieve a predetermined result or outcome.

Understandability

.051

.052

.053

An essdial quiality of performance information provided in reports is that it is readily understandable by usegoldsersefit business
enterprises financial reports tend to have different lel@lsvaiedge about their accounting and financing amrangements. Excessive detall,
vague or overly technical descriptions and unnecessarily complex presentation formats will cauise confusion and misistgonetatb
information to be presentggarly and simply. Information shouild also include explanations and interpretations that helritierstzend

the information provided.

Howeverriformation about complesatters that should be induded because of its relevance should not be excluded merely on the grounds
that it may be too difficult for certain users to understand.

This chacteristic is not synonymous with simplicity, but it does imply the nepdriaiismaterial matters without confusing the user with
too much detail. The level atdil should be the minimum that is consistent with the proper understandimgjtitiseand performance
of the enterprise.

Comparability
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.054 Users must be able to compare tfapance of govemment enterprises through time in order to identify trendamitepee. Users
should also be able to compare performance of different enterprises in order to evaluate their relative performanc

.055 Users are interestediiowing whether measured performance is good or bad or getting better or worse. They can only make those

judgements if there are reference comparators. Those comparators may be other simiiar enterprises the same @eatipatinal) diff
or international comparators.

.056 Unless there is alid basis for comparison or yardstick, performance meadlUibesirually meaningless. The sources available for
comparison include:

. standard targets or norms;

. inter-service comparators;

. alternative suppliers;

. inter-organization comparators; and
. time.

.057 In all of these comparisons there is a need to match like with like, otherwise the comparison will lack credibility.

.058 Comparisons relating to the effectiveness of services can be elusive. Oftendttisanhdywailable to test effectiveness istp oat a
survey to colect opinions on the outcome aatchpf a service from the users themselves. The use of comparitiorsaarebe helpful
where it is difficult to find conventional comparisons.

.059 Aninportantimplication of the alitative characteristic of comparability is thalgmenance must be measured in a consistentway. In
particular, it requires that the organization itself should apply consistent accountjpytamgipelicies over time and that any changes
in such policies should be disclosed fully, together with the financial effects of the changes.

.060 Because users will wish to compare the performance of an enterprise over tipeeiétis fhat the general purpose financial reports show
corresponding information for preceding periods.

Constraints on relevant and reliable information
Timeliness

.061 Ingeneral, the usefulness dhneance information in armving at judgements, and in serving accountability, lessens as time elapses.
Timeliness does not of itself make theiinfation useful, but the passagie usually diminishes the usefulness it might otherwise have
had. If there is undue delay in the reporting of performance information it may lose its relevance.

Balance between benefit and cost

.062  Indefining the giactives of performance reporting a costhenefit analysis of providing the information sinwldatbken. Clearty, the
total benefits tall users that are expected to arise from providing the information must exceed the cost of providing it. Cost indudes the cos
of recording, summaiy, reporting and auditing the infonmatiThe costbenefit exercise should recognize that the costs do not necessarily
fall on those users who enjoy the benefits.

.063 Acountabiity and costbenefit considerations may conflict. Some maly suggest that accountability is almost without imitsd-Howeve
much information and excessetaillmay confuse rather than darify and performance information taraimtto some users may not
be important to others. Thus, in assessing costs and benefits, consideration should be given to:

. whether specific users can obtain the information by special request;
. the intensity of the needs of various users; and
. the risks associated with not reporting certain types of information.
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.065
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10

The Blance between benefitand cost is a pervasive constraint, ratheetitalive doaracteristic, and the evaluation of benefits and cost
is essentially a matter of judgement.

Materiality

A conceptin financialperting that is interrelated with these qualitative characteristics is materiality. Materiality is a term used to describe
the significance of particular items of financial information to users. Materiality is a matter of professional judgeticalatin pa
cireumstances. It should be judged in relation to the reasonable prospect of an item baamobsagaifused as the basis for assessments
and judgements. A material item would be expected to affect assessments, and judgengavisiomtna business enterprise's
performance.

In general, users are interested irdeanformation that has direct bearing on their assessmesaisisinaziReporting immaterial items
might simply impair the clarity and understandability of the financial report.
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CHAPTER 5

THE DEFINITION AND SETTING OF PERFORMANCE
STANDARDS AND TARGETS

Targets and standards

.067

.068

.069

Targets represent a quantified step towards achieving an objective, aligl speafied as a planned output or level of performance to
be achieved within a set time. They will normally be luasdsilit not necessarily directly related to, standafolsssptrticular activity.
They should take account of past performance measurement results and, as withetaiddirdisaiengingalistic and measurable.

Targetdwuld be precise enough to avoid argument as to whether they have been achievedebiseriostngy state thelmoetby
which the target s to be achieved. At the highest level, targets should be few in nueldtedamihe key jglatives of the organization.
Frequent monitoring of performance against targets is important to check progress and where necessary to take c

Targetdwuld include not only finaial targets but also targets for other aspects of performance. By themselves financial targets may not
stimubte management to further efficiency, since to the extent that theragpalysituation some targets could be achieved by price rises
or changes in the level of service.

Types of target

.070

Targets usually fall under one or another of the following headings:

financial performance;
output and quality of service;
outcome and impact; and
efficiency.

Although to some extent they can be considered independently they all link together. In particular quality of setieoeyasiobefiit

always be considered together and an explicit choice made on the balance between them. Likekedly digosastationship between

the quality of service and the outcomes aratitsipf the service. This needs to be considered when targets are being set. Some of the targets
are likely to be ongoing, with the targets reassessed every year. Others will relate more to the development oidradyiseesguaired

for one year only.

Target decisions

.071

.072

The legislative mandates of gamises are often broad anetilve difficult to measure concepts. Neverthelessitessary for senior
management of enterprises and boards of directors to develop clear comporate objectives that are consistititeithdnelegiand

to develop appropriate strategies for accomplishing them. As in the priggtitisedifficult to manage without specific targets against
which the achieverment of objectives can be measured. Enterprises must identify those iveaningiokio them, the govemment, the
legislature and other users.

The dcisions about which targets to choose are nommally made as part of the corporate planning cycle. A govemment esiness enterpr
should producanaually a plan for its corporate strategy over the following few yearsilliaigew past performance against agreed

targets, analyze prospects, include a discussion of the options open to the business, and propose a broad stratelyeiqiadsi.

ofthe planis to enable the responsible sponsoring department to agree with the govemment business enterpristidngestsdtigy an

the forthcoming periods. The corporate plan in most instances should be supplemented by a business plan for onesetaramitly which

the implications, with detailed figures (See Figure 1).
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The benefits of the corporate plan are that:

. managers have a dear view of the long term direction of the enterprise and what
is expected from them to achieve the objectives through measurable tar
. the sponsoring ministry and the legislature can assess and review the level of
performance that will be/is achieved in exchange for public funds;
. there is wwitten confimmation that govemment policies aredaupon, e.g.
social responsibilities; and
. investments/diversification which carry risks to the public sector are
highlighted.

Setting the targets

.073

.074

.075

.076

Itis inportant to avoid theoretical or arbitrary targetsadsmore objective methods of target setting should be used. Three main methods
may be used.

Historical pdormance - This may be the best or the only relevant yardstick that is available. At its simplest past performance could be
averaged. The main shortcoming of each is that historical performance will include all its inefficiencies atiehefes and the
circumstances pertaining to when thase performanaesedoddonally, if the standard performance is expressed in monetary rather than
physical form, an allowance must be nfiadeture costs being higher or lower than in the past. lefasatymay use its subjective opinion
and knowledge to adapt the historical performance to reflect expected conditions and efficiencies.

Inter uitfirm or valid intemational comparisons - If an enterprise consists of several comparable businessianitsatiesw the best
may give an indication of what may be achievable by the others. If the enterprsiegsiopazompetive environment then targets could
be related to the performance of firms within that sector.

Consuttancy, inspection and review including the Supreme Alitdiiinés (SAI's) performance audiioes may provide an independent
examination of the level of performance that may be achieved by the enterprise and may thestireesriadi influencingdsions
on targets.

Financial targets

.077  Alentgorises should be operating withingoate financial framework which itself can be regarded as a target for findomizpee.

.078  Finanialtargets are central to the guidelines which industrieet sgm Govemment, and they are essential to their short and medium term
planning. A finaial target must olviously be tailored to the circumstances of the particular industry. it must be in a form veiégiigan be
understiod and which wil provide an effective discipline on the enterprise. The main form for profitable industries will e petent
before interest, on the average net assets employed by the enterprise.

079  Aematively, a profitable industry might be setatarget in terms of a percentage retum on tumover. Industries giaciifiegie,
or are running at break even, may be set targets in terms of the amount of deficit or grant.

.080  Thelevel agach financial target needs todadkd from business to business. Itwill take account of a wide range of factors. These wil
include the expected retum from effective, cast-conscious management of existing and new apsetpentside scope forimproved
productivity and efficiency; the opportLinity cost oltelatihe implications for the govermmeatisowing reguirement; and social or sectoral
objectives for the industry.

Targets/output

.081 Output is what anganization produces. Some outputs are intiatenedtputs, a step towards producing something else. On the whole it
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is preferable to measure output in physical terms, but there may be occasions when for the goregstiEsdhe target may be related
to the value of output.

.082 In targting output it is necessary to consider quality as well as volume. Thus itwould not normally be right to increasetitemsmber
produced if this involved a reduction in accuracy or in some other aspect of quality of service. In all cases, whaadeoiterites,
it is necessary for a decision to be reached on the desired balance between volume and quality.

.083 Itis smetimes assumed that output targets are indgipro service which is §ietii to varying levels of demand. This is not necessarily
s0. The managers of such orgaiinizs may have the opportunities to increase their output by, for example, increasiiaeiaks bptter
marketing or better information. Altematively they may taicegircumstances be expected to reduce their datample if demand
for their services is falling. Targets for varying output will be appropriate where this is in line with objectives.

.084  od output measures are eiss@ntall enterprises, even|ifitis decided not to set output targets, for the whole coligepbgfdfipends
upon comparing the output with the resources employed to achieve that output.

Targets/quality

.085  Quiity should be of prime concem to any commercial organization. The aspects of quality can be classified as thoseliglating to q
the output (e.g. accuracy, fitrespurpose) and those aspects relatingpiodbess (such as timeliness, tumaround and customer supplier
relationships). Customers magihave an overall perception of the quiality of service based on these elements and help to define the concept
themselves.

.086 Quality of service targets are particulariprtant where the orgagtion is a monopoly supplier, as they act as a surrogate for customer
choice. Providing a quiality service will require the arggion to find out what the customer wants orwould prefer to have. This can be done
through customer commiittees, customer surveys, sampling and analysis of letters received. Customers may be preyameoliogsay diff
for different standards where, for example, they get value for money from a faster service.

Targets/efficiency

.087  Onewaytoipiove efficiency is to reduce the cogtptits wihout detriment to the quiality of the outputs. Management may be able to
obtain lower prices for inputs through competitive tendering or assessing the cost of in house services by mdrieettisstiatdfige
to the quality of the output, then tdgement is more complex. But there may be cases where éreegttginave been overspecified and
inputs have been bought at a corespondingly high price. In such cases the specification and price can bottbatreekioeehivin
other cases the implied detriment to the quality of output may outweigh the implied benefit.

Unit costs

.088  Akeyefbiency measure for aimaost every commercial organization is the unit cost of output. This involves dividing the totilionst of p
that output by the number of units of output. When unit costs of output are selected as targets the figures will depesadtpsiingate
of future volume of output, future costs, and the extent to which the organization can be expected to make improvitraiiotsidLiing
period. Unit cost of output targets can either be in caskaigmms (allowing for ilation where the target applies for a longer period than
one year). The target can be expressed as an amount or as a percentage. In aspessiiglitimts managnent may want compare
the enterprise’'s own unit costs with those of other, ganataters within thpublic or the private sector. This benchmarking process may
lead to a change in the enterprise's efficiency targets.

.089 In compiling aroposal for a target, the organization will start viiieaast volume of output which may depend on a forecast of demand.
The costs side will involve the inputs which will be used, takioount of exgcted productivity improvements, the effects of changesin
the planned quality level which may involve cost and the cdishiiops of planned capital investments. These estimates of future costs
will involve making assumptions about future price changes, including changes in the level of pay.

Productivity
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.090  Acommon measure of efficiencylilgoroductivity, that is the volume of output divided by the number of staff. The output can be
expressed in physical terms or in fiiglterms. The main disadvantage of such productivity measures is that, since theyaiomoat ke
of changes in prices, any extravagance or lack of control of costs by management would not show up. However, provided they are
supplemented by other efficiendafpimation (notably unit costs), measuresafuctivity can highlight the success of managementin

deploying resources.



16

CHAPTER 6

REPORTING OF PERFORMANCE INFORMATION

The reporting entity

.091

.092

.093

.094

The defition of performance standards and targets for inclusion in ek financial reports will nomially be set by an outside bodl,

for example the Govemment or otherlatgry agency, i.e., by "first level" users (see Chapter 3). This reflects the fact that “second level
users, such as consumers, are often notin a pasition effectively to ariculate their information requirements. NasitelEEgeNts”

forthe "second level' users, the first level users should take steps to identify that information will be most relefuiat etebugroups

of users. As ageneral principle, govemment business enterprises should prowilarifieach discrete part of the busioesghich

it is likely that there are users who require the information for decision making and accountability purposes.

Manygovemment business enterprises will carmy on several classes of business. Itis not usually possible for the Lakmafibsayener
financial reports of such enterprises to make judgements about either the natureqafdetselifflereractiviies or their contribution to

its overall performance, unless infiation is provided on sorfaem of segmental basis. The purpose of providing segmental information
is to provide information to assist the users of the information:

. to appreciate more thoroughly the performance of the enterprise; and
. to be aware of the impact that changes in performance in the significant components of the enterprise may have on the overall
performance of the enterprise as a whole.

Such segmental performance information should be disclosed on a consistent basis.

A sepatte dass of business is a disacomponent of an enterprise that provides a separate product or service or a sepagsitegtoup of r
products or sevices. When deciding whether or not an enterpaissspeifererdiasses of business, the following factors should be taken
into account:

the nature of the products or services;

the nature of the production processes;

the markets in which the products or services are sold;

the distribution channels for the products;

the manner in which the enterprise's activities are organized; and
any separate legislative framework relating to parts of the business.

Agovemment business enterprise’s classes of business will neetaiimibed either by the Govemment or other extemal agency or by
the management of the enterprise. The definitions will need to be revieuadit and redefined whepgpeopriate. In doing so, regard
should be had to the fundamental objective, which is to achieve as far as possible consistency and comparability |

Financial plans and budgets

.095

.096

Fopublic sector bodies generally the general purpose fingraittamprises only one link in a chain of accountability. In addition to
publishing their resuits, govemment business enterprises are also normally redlistebidinancial plan which may take the fether
of a budget covering between 1 and 5 years or a more strategic corplarttesylanvelopment of the eptise over the medium term.

If thespraspective financial plans are to be of use to users they should irfcioderz information prepared on time basis as they

are included in retrospective general purpose financial reports and in conformity with the same principles outlilyd s stu
publication of sucimformation caprovide an important benchmark against which to judge future performance. For example, a govemment
business enterprise may be able to demonstrate that performance has improved regularly on a year by year basisahitsleyemthe fi

may not show the full picture; thus, atthough performance has improved it may ngirbeed inthe way the management of the enterprise
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estimated that it would when it published its financial plariauaiggbts for the period. What may appear to the unsuspecting user of the
annual report to be a story of unalloyed success, may in fact be a story of relative failure.

General purpose financial reports

.097

.098

.099

.100

101

102

.103

The ggiitative characteristics offeemance information identified in paragraetd above are essentially technical and concemed with

the quality of information provided to users. Nevertheless, the characteristics of relevance and understandabikyiniplicstindie

for both the form and content of published performafareiation. However, these characteristics doroeide a basis for practical
decisions about either the nature of the information to be provided or, in particular, the way it is presented.

This sidy is concemed primarily with the reporting of performance information in addition to the finamoiianfancluded in general
purpose financial reports. Clearly, concepts such as effectivenestitpnfigunice are not albsolute or objective measures and can only
be understood in the context of the specific policy objectives gidnigenterprise. In this case, therefore, the reportis concermned
primarily to communicate information about relative performance, for comparison both with the enterprise’'s planneathiloigotitesra
comparable enterprises. This means thaidhe as a whole needs to communicate the aims and objectivesyaiaation, any
constraints it acts under, its achievements, and the reasons for any non-achievements.

In preparing anypert it is important to make clear who the report is intdackat what the recipient is expected to do with it. In this
sense, the aim should be to communicate the right amount of information at the level and in the form appropriatel ioshesirtiatde
is "what they need to know in a way they can readily understand".

In terms of the oadistruciure of the report, ‘coherence’ should be the \oattcie coherence of the report may be defined as that quiality
whereby the constituent parts are well integrated in such a way that the links between them are explained clearyraisdropliesity.

the need to relate the nature of the enterprise, its objectives and the context within which it operates to itsriretsiahstatdum to

the performance indicators to be provided, for example:

these are the constraints we face and the objectives we have set;
this is what happened, the problems that arose and what was achieved;
this is how performance compared with:
- previous periods;
- planned performance;
- other similar organization; and
. these are the implications for the future.

In this sense, f@mance information should be fully integrated with the other information included inmepesse: financial reports.
Indeed, it can be seen as the thread which binds the different elements togétiber Hoagster, it may be useful to summarize the key
performance indicators separately within it highlight the enterprise’'s achieverments in the period, for the benefit of tHeouger. It s
also be made clear whether all or part of the performance information within the annual report is to be includedspaiguadidit
assessment. This will depend on how the information isiatbgithin the finatial statements and with any other statutory requirement
regarding the scope of the audit.

In presenting iermance information what is needed is a greater degree of explanationpegtetiiote, rather than gopeoach which
reproduces an overwhelming array of data for its own sake. Thptetiach serves to undermine the objectigeooilicing the
information, because in effect it can mean that information is concealed from those non-specialist users who hanelimegitrecthe i
time nor the necessary knowledge or skills to extract significant information from the data provided.

Readerssuld not be confronted with a mass of statistics and tecitaic@iidphics are often an effective way of presenting atiepar
or relative performance information. Likewise, the textid always be written in a dlear and simple languesgen da officialese’ should
be avoided at all costs. If itis necessary to use technical terms to explain the performance of an enterprise, tqyahediihiae
glossary.

this is who we are and what we are expected to do (it cannot be assumed that the user already knows);



104

18

Above allitis essential to intefgr financial and nonHinaaigperformance information in the report to demonstrate the close and direct link
between finance' as reflected in the results of tiersatand the other activities of the organization. In this sense, however, integration
means more than merely breaking up the financial statements with a table of performaatioaiofmraphics. A native explanation

should be provided to enhance tarés; for example, variations in performance between years may be explicable in terms of new
developments referred to elsewhere in the annual report. Converselgidhetiisanent should support the wiitten commentary, explaining

the impact which changes in performance have had on the financial results.

Other forms of reporting

.105

.106

107

.108

it can bergued that all public bodies by their very nature have a specialatgparitability both to their resource providers and those
whomthey serve. This implies a need to disseminate the information contained in the annual report as widely aagtiossiumvieer,

there are two obstades to achieving such awider readershyingisital” problem of accessibility and, secondly, the technical complexity
of some of the informiation contained in the report. One way inwhich thiadesisay be removed is for govemment business enterprises
to produce simplified reports aimed at "second level" users.

Itis widely reognized that the level of detail and technical complexity of thediion contained in the tradiiionataal report, including
performance information, is such that only a few lay readers are able to understand or interpretidmetinitspresented to them, and
that the majority of potential readers are thus effectively inhibited from ugiigrtinedion. To the extent that this is true, the value of the
annual reports of public bodies in terms of accountability is diminished.

In pectice, therefore, it may be necessary to produce a simpliied form of report for the norn-specialist user, ioialiaicil fraformance
information is presented in a more readily understariozhleSuch a report might include a summary of key performance measures,
including comparisons with previous years, plans and other similar organizations. However, itis important to ensopiifiedifoma s
of report does not distort the finandial position or performance information of the enterprise but remains a fairgibecittieneral
purpose financial report.

One particular major audiefaewhich it may be appropriate to produce a simplified report is the employees of the enterprise. In
communicating information to employees, itis important to bear in mind their specific concems and interests. Engaitseesy ibier
confined to a particular operating division and to the effect of past or planned performance on their future job prostetipldyes

report should encourage staff to feel that thepaperty informediaout the objectives and problems of the organization, and to feel involved
in meeting corporate aims.
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CHAPTER 7

AUDIT OF PERFORMANCE INFORMATION

Introduction

.109  This chapter deals with the approach to the audit of performance information systems, measures and indicators.

110  Thelastchaptertined the responsibility of "first level” usdis;, example the Govemment or other regryiaigency, to define the
performance standards and targets for inclusion in general purpose financial reports. Both "first level" and "seasndlilesesticise
rely on these reports to judge the success of the govemment busipess, éatethe extent to whichfpemance standards and targets
are met.

Audit of performance

111 Theboamhembers or the dtor of finance of govermment business enterprises will sign the general purpose financial statements and thereby
express their agreement with the information contained therein, includingriimepee standards and targets. As itis the chief executive's
responsibility to satisfy "firstlevel” users that the standards and targets have been met and that value for morrisnles; et
executive wil need to establish a properly managed intemal system of data notidsgtiasiable and coraient staff, validated where
appropriate by the enteprise's own internal audit, or by work commissioned from an outside source.

112 There may becasions where itis necessary for tiadsess of the relevant systems or the achieverment of parfioiaapee standards
and targets to be validated by a body extemal to the govemment business enterprise, foitixatgisadthces may be sought by "first
level" users where the achievement of targets affects the pay of enterprise staff or where non-financial targetscare

Audit coverage

113 Theextent of thelidation will depend on the level of assurance required by users. Generally, howegendiigities of theublic
sector auditor in validating performance information extend beyond those of the private sector auditor.

Audit objectives

114 The pmary aim of the auditis to provide users with independent assurance on the perfiiomagtizeiand sgsns. In meeting this aim
the main audit objectives are:

. to establish whether and to what extent the audited organization has sound systems and controls;
. to examine how far these systems and controls operate satisfactmigerviih effective management informatiotesyis

to monitor performance;

. to identify appropriate ways of improving performance information systems and value for money and recommending the audited
organizations to take action where improvements are shown to be necessary, possible and cost effective;

. to examine the extent to which performance information is relevant, reliable, understandable and compare

. to examine evidence and examples of unsatisfactory performance so as to establish causes and necessa

The precise objectives of the audit will vary and should be set in consultation with the first level users andhesfiegiedamtent letter
or 'audit mandate', accordingly.

Audit reporting

115 Thdom of reporting the results of the audit may need to be agreed with the first level users of the performance inforpetiony The
may be for the benefit of all users or for one or some of the users, e.g., management. Reporting may take the forra of thige or mo
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following:

. a formal audit opinion;

. a published report setting out the results of a performance audit;

. a management letter to the organization;

. an unpublished report to a first level user or users; and

. exception reporting, only reporting when the results of the audit need to be brought to users attention.
Audit Standards

116

Many of the basic principlesderlying the auditing standards that govem the auditing of financial statements are generally applicable also

to the auditing of performance information. However, those auditing standards do not deal with all circumstances feitefl inthe a

performance information. For example, there are no generally accepted perfoaasmes of indicators, analogous toggrasoepted

accounting principles, which places a responsibility on hte auditor to assess the suitabififpftiegeemeasures or indicators used

by the enterprise. In a number of countriesifigstandards on the auditing efgrenance information have been developed; an example

is the Statement of Auditing Practice AUP33 on 'Performance Auditing' issued by the Australian Accounting Rese:
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CHAPTER 8

SOME EXAMPLES OF CURRENT INTERNATIONAL PRACTICE

Background

A17

Govemment business gaises are involved in awide range of activities and have played a key role in the developnaenmntinéthe ¢
examined. The size of the sector in each country in relation to GDP varies consideratag Saisting enterprises are statutory
authorities, although some are established under general comaionldgisome countries (notably the United Kingdom and Canada)
the sector has declined in size as enterprises have latisechalthough this has not beerethesn all countries. There may be numerous
objectives for pristizing enterprises (raising revenue, encouraging wider share ownership) but one ennariadmitnprove commercial
performance by subjecting the companies to the disciplines of the market place.

Commercial performance

118

119

The financial piermance of some of the enterprises that remain in the public sector has been perceived as infedoténiheis

the private sector. A major concem of the executive and legislative has been how toimprove the financial perfomesatesoottgse
while maintaining their accountakility. One of the comerstones of these policies has been to remove tradiionabiatstri oy
managers the freedom to make decisions on hoprtvieand market siees. Managers are also expected to improve the eficency with
which these services are delivered.

For veryisilar reasons a recent trend in severatities has been the increase in the number of govemment owned businesses. These
companies have been createdrahanism to seppii the executive functions of govemment from policy making. In some cases these
companies are trading organizations selling goods and services to a number of customers and relying almast exdiusively famthei

these sources.

Social obligations

120

121

122

Social obligations may be imposed by law, contraatiodeetaken voluntarily. In practice there may be litfle difference between the
behavior expected from the private sector and tiprisete However, there is usually an expectation that tharieasawill act in
accordance with the highest standards.

One way in which such exations can be assessed is to provide comparative information between similar govemment business enterprises,
for example where the water supply within a country is provided by a series of regional state-owned compaaties i@amigiion

can be prepared on both commerdial issues and obiectiaéssstirer social objectives, such as environmental concems. It may also be

of benefit to provide international comparative measures, where appropriate.

The chllenge which faces countries is how to gateeptable balance between commercial concems anigitiesponsibilites of
enterprises. The general worldwide trend of improving the finaricahagnce of government businessianites is likely toimpose limits
onthe extent to which these organizations can undertake unprofitablejgocibiiies. This emphasis on the rate of retum from the
govemment's investment in these organizationieaatipem to give a lower priority to their social obligatioriatavhen there is
growing public concern over organizations' responsibilities to the environment, clients and employees.

The new model

123

Itisdlear from the case stuidies that countries have recognized these challenges and met them head on. Countries heatespistiingolace m
to address the new environment within which enterprises are expected to operate. Thesans lagareought about revised corporate

and financial structures and have emphasized the need for better information on the financial position and perforpniseseifienter
the progress inimplementing these changes within and between countries has been patsityraihahhized success. The challenge

for the future is how to build on fgress already made so that all enterprisetthe standards required for meaningful performance
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reporting. If progress is to be made, itis imperativelhpbst is obtained from all the partiegived, particularty the managers of
enterprises supported by the govemment. In addition, scrutiny from the legislature anitipretseprablic and media will encourage
co-operation. The following paragraphs examine how countries have generally responded to these new challenge

Planning

124 The planning Sgens adopted by enéses in the case study countries all bear striking similarities. Generally, the key features of these
planning systems includes the specification of business objectives, service and social goals, financial targetsrisecativeditatp
sofar as practicable by néggioin with that enterprise and the responsible minister. All aflbasants are covered in the form of a contract
between the enterprise and the sponsoring ministry. These platanmeysgside the benchmark against which thipiesas performance
can then be monitored and assessed by the sponsoring department.

Type of performance indicators and measures

125  Thetypes of germance indicators and measures used by enterprises vary consideatuydimgito their type of business and the
environmentwithin which they operate. Tradlitionaliygigr emphasis has been placed on financial targets &mitsesther than other
indicators. A recent trend in the countries examined has been teatargogbminence to non-inancial indicators, with particular emphasis
in recent years on the volume and quality of service provided by enterprises.

126  The Commoreelth Joint Comitiee of Public Accounts in Australia has renaended that enterprises should 'be required to report on non-
financial information performance in their annyeaits, providing as a minimum an outine of programme objectives and of desired results
together with a description of key performance indicators. Comparative data over successive years should be preseatid ®here rel
of the central tenets of The Citizen's Charter in the UK is the provision of performance targets on the standaridefisiveiceddy
public services. Similar initiatives are being undertaken in Canada with the Public Service 2000 programme.

Reporting

127  Theincreasedanbmy and the associated degree of reeme) flexitily provided to the management of enterprises has created a greater
need for detailed and proper reporting to fulfil the accountability requirements to the legislaturecirdiidisssxamined attention has
focussed on the annual report as one of the npastamt vehicles for the effective scrutiny of thenaiiges activities by the legislature.
The general view in most countries is that the type of information published in the past will not be adequiate fortusgui@uneets.
Extemnal reports have generally concentrated on financial results rather than overall performance. More informatioraisdisirgrde
how funds are spent, hoettibr use can be made of resources, what is being achieved and how accountability mechanisms can be improved.

.128  The Auditor General of Canada, in a chapter on Croquor@lions in his 1990 report to Pariament, supports the view that the current
reporting arrangements are not always satisfactory. Weaknesses found included:

. in reporting performance, annual reports did not always state what the objectives for the period had been;
. performance was not always stated in precise or measurable terms; and
. where performance was reported against objectives, not all objectives or elements of a corporation's man

129 Gengtlly organizations needed to be encouraged to improve narrative reporting throughentdiag ission and analysis of the year's
activities. This should indudetter inkage betweerrfmemance figures and descriptive text, for more frank, honest discussion of strategic
choices and issues, and more meaningful and complete comparison bases for performance data.

New forms of reporting

.130 Iniatives have been taken by several countries to improve the reporting arrangements of public sector entiies indiing RBES.
arrangements are still in the early stages leiingptation and in some cases can be terméachexitairapproaches which are still subject
to development in the field.
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131 For example, a neppeoach to reporting and auditing the performance of organizations has been pioneered by the Canadian Comprehensive
Auditing Foundation (CCAF). The gelile ‘Effectiveness Rerting and Auditing in the Public Sector’ proposes that managers provide
information in the form of representations to help goveming bodies form judgements about effectiveness. The CCAFgabhaynthesiz
concept of effectiveness into a framework of twelve attribatespf which is useful for forming judgemebis effectiveness. The
attributes are intended to provide a basis for reporting information at a level that is meaningful to managers arahiart@ndost
audited. The CCAF recognizes that its proposals iest e present considerablalehges to implement. Also further development and
adaptations to the approach need to be based on experience that is gained in practice.

132 In Canada, 1884 amendments to the Financial Administratiocalr & "'spcial examination” to be conducted by an extermal examiner
atleast once every five years. The special examination represents an opinalaricastith specific criteria, that there are reasonable
assurances that there are no significant deficiencies in the corporation’s systems and practices examined re: safargjraideng and
assets, managing resources economically and efficiently and canying out operations effectively. While special exarfinatiohs are
value for money audit, requiring an overall opinion on these aspects is unique.

Auditing arrangements
133 Audiing arrangements vary but the extemnal audit of the general purpose financial statementsidestalaiy by the Auditor General,

although there are instances where commercial auditors may be used (hote in particular the Untissminere the Audit Office
has traditionally audited the accounts of these bodies there are examples of where the Auditor General has beeeraplditad by oth

However, in such instances the Auditor General has raised concerns with the legislature over the accountability in

134 Alhough the auditprovides an opinion on the general purpose financial statements this does not encompass other perfaatiasnce infor
induded in the enterprisasial report. The Office of the Auditor General of Canada has identified thisrtesering in the existing
amangements. On the other hand the Committee of Public Accounts (Australia) notes that "While it is the Auditor Cevides sdroer
comfort about the accuracy of financial data, it is thiepild, for commercial enterprises, the relevant indiusligs, that are the best
judges of the accuracy of an entity's non-financial activities."

135  Mostountries have arangements whereby an extemal babithesAuditor General (but note the Monopoies and MergesniSsion
inthe UK), can undertake in-depth examinations on the econoiengyind efictiveness with which the enterprise has used its resources.
Such examinations are ad hoc, highly selective and focussed on an aspect of an organization's activiies. Thearrinditiaitharex
usually published and put before the legislature. It is interesting to consider whether these types of exaretetkananeder the
Canadian Comprehensive Auditing Foundation approach to effectiveness. In this case audit's role would be to gieeeissurance int
an opinion as to the faimess of the information that management has repoppabadhis/eould also be consistent with the auditor's role
respecting financial statements.

Accountability

136  Theincreasing aobmy of enterprises can lead to a decline in the influendianf@aty as the Auditor General in Ngeeland has pointed
out "one of the features of company ownership is the transference of authority from Pariiament to the Executive. Adismving tioe e
determine the resources to be entrusted to a State owned Enterprise and the nature of activities that will be uheentetmesatis a
very real reduction in the authority of Pariiament. As Pariament's authority is eroded and its constitutional role dintitstide:
effectiveness with which it can impose proper accountability. This will continue to occur until adequate mechanismsatigist which
Pariiament to examine and challenge actions, both taken and proposed, of the Executiverisethibentselves.” It is worth comparing
this position with that in the UK where the National Audit Office does not directig@uaibment business eptises but Pariamentary
control is exercised through the Select Committee system of scrutiny.
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CHAPTER 9

CONCLUSION

In theoublic sector, financial reporting on its own is not sufficient to give thase who are interested an indication oféniemveratigof

a particular organization. Although govermment businegsisateare normally required to operate commercially and usually take the same
legal form as private sector business enterprises, theatiambirthe fact that they often enjoy a monopoly position andiioeljpnd
socio-economic context inwhich they operate means that the user of financial reports cannot rely on simplistic misatue szl
employed.

Furthermore, the ndell countries to improve their intemational competitiveness has leatéw gfficiency and effectiveness in the
allocation of economic resources. In the private sector, where measures of performance are dictated by the marketisiedsamsm, de
made on the basis of relative economy, efficiency aatilefhess, although in practice they may be affected by the degree of competition that
actually exists. However, govemment business enterprises may not alefsssgesnices in crcumstances that are even dose to being
acompetitive market. Hence, thereisaneed to formulate performance measures whichudbenadieg about efficiency and
effectiveness to be made.

This sidy has shown that the first step in deciding what is to be measured is to identify the objectivepriftheomaemed. The second
stepis to define the appropriate standards and targets for each of these objectives. These may be set by or agreedsmitioligagonent
concemed or ather external regulatory body. As a minimum there should be a defined ndiasugroiier each of the objectives of the
enterprise.

The defition of clear and measurable objectives is critical. Howeverpatthesector this process can be a complex and difficutt one.
Sometimes the fiioal intent may be different from the stated policy or the initial reason for the policy has been overtaken by éhangesinth
political environment.

Furthermore, concepts such axciseness” and "quiality of service are not absolute measures of performance and can only be understood
by users in the context of the specific policy objectives of the reporting organization. In thisfsemseesreporting is concemed with
relative performance, for comparison with the enterprise’s planned objectives, its past performance and with othergamizpéoaise o
as well as with the expectations of resource providers, the recipients of goods and services and other membens of 1

Users ajovemment business enterprisestdisapports are diverse and the corollary is that thelr information needs are also diverse. General

purpase financial reports cannaot hopaeet all of the needs of all users. Therefore, the typeamat afperformance informeation provided
should aim to meet, to the greatest extent practicable, the common needs of external users.

Pdormance reporting has been defined as the communication of quantitative and efialitatiien which identifies results against
specified benchmarks. To communicate effectively, performancasiisormust reflect certain characteristics. Quialitative characteristics are
the attributes that make the information useful to users. As a general principle, reports should confonmiaatiigformation that is
relevant to the decision-making anebentzbility needs of users. The other principal quialitative chdiegisreliability, understandability
and comparability.

Users may require the exteralilation of theriformation provided. The primary aim of any audit of performance measures within the
financial report should be to provide users with independent assurance on the performance information and systen

Firally, in all the countries examined attention has focussed on the general purpose financial report as one of the kebstiasgortant

the effective scrutiny of the enterprises' activities by the legislature. The general view in most countries is fiitinadgipe published

in the past will not be adequate for users' current requirements. Ertatsdlage generally concentrated on financial results rather than
overall performance. More information is being demanded on how funds are spent, how better use can be made of iebeimges, what i
achieved and how accountability mechanisms can be improved.
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Background

1

APPENDIX 1A

CASE STUDY: UNITED KINGDOM

The size of the tradiiorgdvernment business epiise sector peaked in the mid 1970s; by this time, all the major public utilies were in
public ownership along with a few key manufacturing industries. However, sioetision of the Conservative govemmentin 1979 the
sector has gone into rapid decline with the privatization of well over 50% of these enterprises notably British ifgtn@gs, British
Petroleum, British Telecom, Water Auiies; Electricity Generators and Suppliers.dibisess is likely to continue, albett at a slower rate,
and will eventually include the last remaining large industries of British Rail and British Coal.

Planning

2

All nationalized industries produce an annual rolingarate plan that is presented to and approved by the minister and sponsoring
department. The plan attributes most attention to the achievement of the govermment imposed Extemal Financing Liotisand the va
financial targets. The minister sets a financial performance target in one of three forms: retum on assets, pridteshipenceer,
ortarget profitability or loss - the most commonly used target s the percamtage rett assets. The plan wil also contain a number of
supplementary objectives both financial and non-inancial - productivity targets, unit cost reductions, improved goealitgohserof

which are published in the annual report. One common measure that the industry itself tends tqaetgtisthiaself financing ratio

which is the proportion of capital expenditure or of total funds over a period that is financed from intemal resonchestribdoste this

as akey indicator of how well they are doing because it reveals how dependent theblareiods. Nonetheless, greatest attention is
given to satisfying the Extemal Financing Limit and achieving the financial targets becauise they are the measusartiadt ibelmin

at most closely.

The Citizen's Charter

3

The Government issued a White Paper in July 1991 called the Citizen's Charter. The four main themes of the Whi

1

2

3

4

QUALITY - A sustained new programme for improving the quality of public services.
CHOICE - Choice, wherever possible between competing providers, is the best spur to quality improveme
STANDARDS The citizen must be told what service standards are and be able to act where service istune

VALUE - The citizen is also a taxpayer; public services must give value for money within the tax bill the n:

The range of mechanisms in the Charter covers more piivatiziater competition, published performance targets, comprehensive
publication of information on standards achieved, meeveficomplaints pradares, and better redress. Where appropriate nationalized
industries such as British Rail and the Post Office are expecipaid tedhis initiative by setting appropriate tangtishing them and

the results achieved in their annual reports as well as at the point of delivery of their services.



Next Steps Agencies

5 As part of the drive towards more business-ike and decentralized delivery of services, the executive functioneoficestaigdeing

handed over to Next Steps agencies. Theeggamain within govemment, but they are setgjficgly to deliver particular services or
products, such as vehicle testing, passports, and stationery goods. Some of these agencies are trading organizati

6 Each agency has a framework documentwhich states the job to be done, the lines of responsibility, the extent depemaeada] in
and the key performance measures by which the success of the organization will be judged. The document which isytibished sets
semicontractual way the duties and responsibiliies on both sides of the relationship between the minister and cliiefexglaitfive

and the corporate and business plans which support it, ministers lay down targets for efficiency and standards oftersigeneinich
is to deliver, and establish the chief executive's budget. Agencies are also expected to comply with the provisions

Audit arrangements

7 The accounts of the nationalized industries are audited by private sector audit firns who provide an opinion osttierfimemsialit
not the published performance indicators. The accounts of all Next Steps Agencies are audited by the National Au

Case study

8 The case study on British Rail attached illustrates some of the points described above.



APPENDIX 1B
BRITISH RAIL
Introduction

1 British Rail (BR) is orgared into six market focussed businesses (IntercitypiieBoutheast, Regional Railways, Trainload Freight,
Railfreight Distribution and Parcels) managed through 27 profit centres.

Board objectives
2 New objectives are agreed with the Secretary of State for Transport every third year for three years ahead. Alieéé asctmiged

onthe Board's Corporate Plans and represent an agreed vieviobieha schieved on the basis of the Board's underlying assumptions
about the national economy.

3 The objectives require the Board to offer "an efficient railway providing good value for money" and to:
. reduce the Public Service Obligation (the subsidy provided by the Govermment for BR's stioiakololgas to relieve road
congestion);
. achieve x% overall return on assets at current cost before interest; and
. implement vigorous measures to broaden the participation ofleegastor in the provision of services to facilitate a more cost

effective and competitive customer service.
The Passenger's Charter

4 The Passenger's Charter (BR's response to the Citizen's Charter) published by the B8R ddisdut BR's commitmeiirtavide
an improving quality service, including new performance standards, and spells out the compensation available.

5 British Rail standards are to provide:
. a safe, punctual, and reliable train service;
. clean stations and clean trains;
. friendly and efficient service;
. clear and up to date information; and
. a fair and satisfactory response if things go wrong.

BR state that the "Charter is a beginning. We aim to improve standards over time, and to develop and improve setiapsilh a way
clearly show our intent to care for our passengers".

6 Performance standards cover punctuality and reliability of passenger trains. For example, the Intercity standards ¢

PUNCTUALITY - 90% of trains to arrive within ten minutes of scheduled time.
RELIABILITY - 99% of services to run.

Annual report and financial statements

7 British Rail produces an Annual Report and Accounts which includes the Chditasaesizand a profile on each sector of the business.
Thisis followed by the financial statements with the auditors' report on thase statements. Accounting pdiiesianeseiqether section.
Statistics are also included on passengers ( e.g., receipts, joumeys, and miles), freight, operations and railasserdraforsare
provided (54 in total divided between BR's main businesses). For example, for the Intercity these include:

. grant per supported passenger mile;
. grant as a percentage of other receipts;



. profit as a percentage of receipts;

. receipts per train mile;

. receipts per passenger mile;

. passenger miles per loaded train mile;

. total operating expenses per train mile;

. percentage of trains arriving within 10 minutes of scheduled time; and
. percentage of trains run.

The statistics and performance indicators are not covered by the auditor's report.



APPENDIX 2

CASE STUDY: AUSTRALIA

Government Business Enterprises

1

Govemment Business Enterprises (GBES) supply awide range of goods and services directly to industry and thegmuibiipertahylay
roles in Australia's mixed economy. The structure of GBES varies from authorities and statutory corporations estatif Reciasnact
to public companies.

The size of the sector is larger than in tiedLBiates and Britain, but smaller than in most Westispdan nations. Australian GBEs are
concentrated in the area of public utilities. They account for only a very small proportion of the output of mining afuingginufac
contrast to some other countries.

Privatization is yet to have any marked effect on the size of the GBE sector in Australia. The sector actually greeeimithporial

1980s, in contrast to a number of other OECiDiES. While pressures for continued GBE activity remain, a number of developments make
privatization more feasible. Improvements in capital markets and in regulatory arrangements have lessened the neerlipuiblic o
Budget pressures also increase the attractiveness of GBE sales.

Statutory authorities

4

Statutory authorities are commissions, corporations, boamacbedies created by legislation to undertakdaaligovermment tasks.
The enabling legislation nomally specifies the powers, duties, and functions of the autbbetyaisylimitations on the exercise of those
functions by the authority and powers such as the power to invest surplus monelig serabling legislation contains provisions
relating to auditing and reporting, including finangabréng. The organizations cover a diverse rarggvefnment activity including,
for example, communications, banking, transport, superannuation, marketing, construction, broadcasting, enginegiticartiiether
functions or activities. Two particular types of statutory authority are:

. the Government Business Enterprise - a trading or commercially oriented organization, often restructured
. the Statutory Marketing Authority - an organization set up to market Australian primary, agricultural and ot

The 1987 reforms

5

A policy information papgublished in October 1987 established guidelines designed to ensure the efficiecayraakity of GBES.
In particular, these guidelines require GBEs to:

. provide the responsible minister with a strategic corporate plan covering periods of three to five years;
. work towards an overall financial target agreed in advance bpdnsials minister. Generally, the target will takésting of
a specified rate of return on GBESs' assets, funds employed or capital;
. pay a dividend to the Commonwealth if a financial surplus is achieved; and
. give an account in their annual reports of performance against previously established goals.

Arrange of controls on GBEs would be removed, with priority to be given to the removal of those controls that maesttetipret
aGBE's commercial performance. GBES were invited to identify the controls that shouild be atediistierdduce costs and enhance
profitability.

For GBEs established by an Act of Pariament, the enabling legislation provides for the Auditor General to be thessadifor. GBs
which are companies, the boards of the companies are able to recommend to the minister the appointment of an ¢

The 1988 reforms

8

The principle of devolution of responsibility and ensuring proper accountability for results, embotigiigitiidelines, was translated
into a package of reforms, relevant only to GBES in the Transport and CommyaitiasioriEhe reforms were announced by the Minister



for Transport and Communications in the 1988 statement: Reshaping the Transport and Communications Govemment Basiness Enterpri
This reform package consisted of:

. revised corporate and financial structures;

. new planning and accountability mechanisms;
. modification of major strategic controls; and

. removal of day to day controls.

9 The 1988 reforms released eight GBES from many of theneyutis outiined in the 1987 policy guidelines, including thesesegunit for
general application of Part Xl of the Audit Act. That is Transport and Carationi@GBES, with the exceptioni@iecom and Australia
Post, were allowed to recommend the appointment of an auditor ofiteilrchaost cases, the above changes were embodied inthe Act
establishing the GBE.

Effects of the reforms on accountability

10 The reforms were aimed, in part, atimproving public accountability. This was achieved through the preparation erttisseprijeiidn
of better and more usefaldrmation on pomance. Focus was on the development of strategic plans, including clear goals, objectives,
performance targets, and means to measure and assess performangesnhiirvere described as the centre piecoafitatuity
in the 1987 reform package, would be the principal reporting mechanism to extemnal pariesal feeats would give account of
performance against the previously established goals and targets. Ministerial responsibility was emphasized, but mewigiaring and
occurred generally through the portfolio and co-ordinating departments.

11 The policy guidelines have established an effectiaeintability framework, although subsecae@ndments which limited extemal
auditing arrangements have seriously weakened it. However, neither planning nor reporting has been of ligrsisietaliqua
Furthermore, the Parliament is largely dependent on GBEs' self evaluation of performance.

External scrutiny

12 GBEs may be subject to a wide range of external scrutiny, at a variety of levels as follows:
. Members of Parliament and Senators who ask questions in the Houses of Parliament;
. committees of both Houses of Parliament, including the Senate Estimates Committees;
. Ministers;
. external auditors, such as the Australian National Audit Office, and specialist review panels;
. regulatory bodies such as the Australian Broadcasting Tribunal;
. agencies with special responsibility for particular social responsibilities, like the Public Service Commissiol
. consultative and advisory committees and special interest.

The Public Accounts Committee

13 The Joint Committee of Public Accounts has produced a number of sigpifidaniiech affect performance reporting by GBEs. These
reports include:

. Annual Reporting Guidelines for Statutory Authorities (Report 309, May 1991); and
. Sodial Responsihiiies of Commonvwealth SistAuthoriies and Govemnment Businessiiges (Report 315, April 1992).



APPENDIX 3
CASE STUDY: CANADA
GBEs in Canada are called Crown Corporations.
The main users of Crown Corporations' performance reports

1 As setoutin Part X of the Financial Administration Act the bodiesildle to Pariament for Crown Corporations are the appropriate
minister and the Minister of Finance, the Board of Directors and the management of the Crown Corporations them

2 External auditors report to the Board of Directors (and if required Parliament) on the economy, efficiency and efféiimeness o
Corporations as a result afrging out special examinations at least once every five years. The intemal and exteral auditors' roles are
specified in legislation (FAA Chapter X). Each Crovarpration has an audit committee over-seeing and advising on intemal audits.
External auditors draw on the work of internal audit to the extent practicable in both their annual audits and periodi
Figure 1:
CROWN CORPORATIONS —

ACCOUNTABILITY AND REPORTING RELATIONSHIPS

PARLIAMENT
APPROPRIATE CABINET (GIC AND
MINISTER COMMITTEES)
BOARD OF MINISTER OF FINANCE
AUDITORS DIRECTORS
CENTRAL AGENCIES
CORPORATE (PRIVY COUNCIL
MANAGEMENT OFFICE, TREASURY
BOARD, DEPT. OF
FINANCE)




The needs of the user group

3 The responsibiliies of these players in controling Crown Corporations are set outin Part X of the Financial AdiainiSinetierare
currently 56 parent crown corporations listeder the FAA, along with 118 wholly owned sudsidaries (also referred to as Crown
Corporations). There are also 8 other parent Crapar@imns which are exempt from this framework of accountabiitafitinele for
these exemptions is "their need for a degree of independence fratapdibureaucratic control’ (C&AG91). The role of the central
agencies ig6 review challenge and advigBatriquin). The role of ministers and Cabinatiete direct contrél(Patriquin).

The elements of performance that should be reported

4 The elements which should be reported annually include:

The profile of the Crown Corporation

Assessments

- Performance of corporations during previous fiscal year
- Business environment

- Strengths and weaknesses of the corporation
Articulation

- Strategy

- Objectives and performance indicators

Detailed Plans

- Capital budgets

- Operating budgets

- Projected financial statements

- Borrowing plan

- Requests for transactions which they do not have the powers to carry out (e.g., creation of a subsidiary

Assessment of existing performance reporting

5 The Auditor General has had a continuing interest in the performance reporting of Crown Corporations. The 199eRepodiidbst
of areas requiring more attention:

Inhow objectives are articulated and in how performance is linked to themejdrtysof Crown Corporations do not disclose

in their annual ports the extent to which they have achieved their objectives by not stating or re-stating what the objectives
were/are, by not showing how performance information relates to those objectives or by not having robust and meaningful
performance information (in some cases no performance indicators) for objectives.

Crown Corporations have beguarting budgetary funding (direct funding for operating and capital expenditures)and
budgetary funding (oans, intreents and advances) in different ways. This is confusing &attasnisleading comparisons
between Crown Corporations. Taking as an example Governmeritragiitg] some corporations have netted such
appropriations against the cost of assets while others reflect such amounts as contributed surplus.

NorHinancial performance information in annual reports is rietdatthough there is provision in the Fagiddministration
Act to permit such audit.

There are no provisions to clarify management's responsibilities or to ensure acosistésibiity to Pariameior those
Crown Corporations exempt from Part X of the Financial Administration Act.

The form of performance reporting

6 Under Part X of the FAA, Crown Corporations must produce a corporate plan, a budget submissinnangfzntalhe cycle of



reporting is set out below (source: Patriquin).

ACCOUNTABILITY AND CONTROL MECHANISMS

AT THE BEGINNING OF EACH YEAR:
- Corporate plan (5 year plan)
- Operating and capital budgets

DURING THE YEAR:

- Modifications to corporate plans, operating and capital budgets

- Continuing discussions with appropriate minister, inetdegpatrofficials and the Crown Corporations Directorate
on strategies, mandate, government policies

- Directives (rarely used)

AT THE END OF THE YEAR:

- Next corporate plan

- Annual report of corporation to minister which is tabled in Parliament
- Auditor's report

- Annual report of the President of the Treasury

EVERY FIVE YEARS:

- Special examination report to the Board by external auditors

Plans for future developments

7

The government and the Crown Corporations are working together:

to improve annual reports and relate these to the business plans;

to establish meaningfulfeemance indicators which relate to objectives and which are @islyreooth their business plans

and annual reports;

to set out performance information in one particular section of the report;

to include additional information to provide context to performance information, for example, year on year comparisons or
comparisons with other Crown Corporations;

to develop a suitable accountability framework setting out statements of management responsibiiies, accontadiity requir
and audit provisions for all Crown Corporations currently excluded from Part X of FAA.

Existing good practice

8

The performance measures developed to assess the efficiersniegnks of Canada Post Catioorhas received acclaim. The public
accounting firm appointed to measure Canada Post's delivery performance system sent over 40,000 pieces of corratly addressed b
anonymous mail through theteys and measured the numbers reaching thegtidiestinvithin the defined service standards. They repeat

and report on this process every quarter.



APPENDIX 4
CASE STUDY: USA

The United States enacted the Govemment Performance and Resl88B(B#RA) which requires federal agencies (including

Govemment Business Enterprises as defined by IFAC) to develop, no later than the end diigZatiraiegic plans covering a period

ofatleast 5 years that include the agency's mission statement, identify the agency's goals, and describe howdsagehisyiten

those goals through its activities and through its human, capital, information, and ather resources. Under GPRA jegians/asteateg

the starting point for agencies to set goals for programs and measure the performance of the programs in achievir

In addition, GPRA reguires agencies to submit, beginning in fiscal year 1999, annual program performance jlares iddmegiment

and Budget (OMB), which is within the Executive Office of the Presideptpgineim performance reports to the President and Congress.
Program performance plans are to describe hoaeagen to meet their program goals thraailyragherations and establish target levels

of performance for program adtis. In these plans, agencies are to define target levels in objective, measurable terms so that actual
achieverment can be compared against the targetsedgraiividual performance plans agrtvide information to OMB for an overall

federal govemment performance plan that OMB is to develop andsabatiy o Congress with the president's budget. iortgriam
performance pxts, agendes are to stiiiyrogram achievements compared to the targets specified in the performance plans; and (2) when

a target has not been met, an explanation of why the target was not met and what actions would be needed to acl

GPRA also allows agencies to propose in thrilaperformance plans that OMB waive certain administrative requirements. These
administrative waivers are intendgaitvide federal managers with more flexibility to structure agency systems to better support program
goals. Under GPRA, the administrative requirements eligible for waiver would be nonstatutory and involve only budgetimgand spe
within agencies. In return, agencies would be held accountable for achieving higher performance.

Finally, GPRA requires a 2 year test of performance budgeting in not less than five agencies, at least three of wésigieherednad
developing performance plans. Under the test, perfortmatigets are to provide Congress with information on the direct relationship
between proposed programme spending and expected programme results and the anticipated effects of varying s

GPRA calls for phased implementation so that selected agencies can develop experience from implementing its regairements befor
implementation is required for all agencies. As of January 25, 1995, OMBdted aver 70 aggies or programs to pilot performance

planning, performance measurement, affaipance reporting. OMB will be selecting ageriidizs among the initial pilots to pilot

managerial flexibility and test performance budgeting in fiscalh@@sand 1998, respectively. Athough GPRA does not call for
govemment-wide implementation of strategic planning énahence planning untll fiscal years 1998 and 1998atesly, OMB and

the administration's National Performance Review have strongly endorsdottinesgthave encouraged all agencies to develop their
strategic and performance plans as soon as possible.

General Purpose Financial Statements

6

Whie GPRA is focused on the development and reporting of perfameeascises at a program level, certain measuresamydeing
reported in the entity's general purpose finandal statements, as part of the Overnviewdaltisefeaents (also known as Managements
Discussion and Analysis). Itis expected that the annual performance report mentioned above to satisfyttie GiPRzined with the
general purpose financial report after 1999.

The accounting concepts and standards recently issued and those being developed for generalipurmosts fravesbeen focused

on providing users withiiormation on the cost of programs and the outputs and outcomes achiguaasértoagsers needs, the display

of information about costs and accomplishments has led to the developriatetfiat sf net costs and a statementfofipance
measures as part of the general purpose fingpoidl Tdese new displays were recently issued in the Statement of Federal Financial
Accounting Concepts, Entity and Display.

The statement of net costs is focused on providing the net cost of operations that must be financed with taxes edotieiesdiam
alsois designed to provide cost information for each pnagpanor which the reporting entity is responsible. Thus the statement of net
costwill provide by program théettcost incurred faroviding goods and services and in carmying out other operating activities less eamed
revenue. The eamed revenue is to be assodiated with the cost incurred in eaming that revenue to the extent pdissitoiimaatiuzke
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11

in the statement of net cesible and timely and based on the full cost of fgmlegims, cost accounting standards have been developed

which are intended to be used for both intemal and exieanige By reporting cost information by program in general purposifinan
staterments and when used with the appropriate performance measures, extemal users have information to assist s making de

about allocated resources and in evaluating program performance, unit cost, and the entity's economy and efficie

The statementjfogram performance measures would inohggesures for each of the reporting entity's major programs. These measures
are expected o be output and outcoeEsures and to be comparative to similar programs or to prior yeanse@iaases are to relate to

the purposes and goals of the program and be important to decisionmakers. The most significant measures are aisd tothehighligh
report's overview section.

In addition, a proposacbounting standard on stewardship reporting calls for reporting as supplemental information certainetiend infor
about costs incurred and the related output and outcome measures achieved. Thisétftesiaiempenditures that represent sidbstan
federal investments and produce long-term benefits for the nation and its economy.

In summary, federal financial reporting in thisdiStates is taking on a greatly expanded role. The reportifigofgece measures and
the redesign of financial statements are significant and important steps in providing accountabiity and stevaatihibout its
resources.



APPENDIX 5

CASE STUDY: ITALY

EXTRACT FROM THE DIRECTIVE OF THE PRESIDENT OF THE ITALIAN COUNCIL OF
MINISTERS: JANUARY 1994

Principles regarding the Provision of Public Services

Standards

1

Within three months, public service providers have to identify the factors on which the qulity of their service depdinelbasid,of
these factors, they have to adopt and publish quality and quantity standards which ensure that they are complied

Public servicproviders are to define general aretipquiality and quantity standards for the senvices they provide. The former of these
standards represent quality objectives that refer to all of the services provietiet. iefers to each of the individual services provided
to users, who can verify directly whether they are being complied with or not.

The standards are accompanied by an explarsgdort which describes, amongst other things, how these standareistertieke

achieved; the principal factors extemal to the public service providers and outside their control, which could Sfguifiteithlality

to comply with the standards; the methods of evaluation used to set and review the standards, with a forecastrelativgtiofigur

In the report, public service providers also determine the indices to be used to measure or evaluate the results acl

They are also a basis of comparison on which to compare the actual results with the objectives set previously; thiegidaseiiis th
to be used in verifying and validating the values that are measured.

The standards are to be submitted to verification with the users at public meetings.
Observation of the standards cannot be subject to conditions. Exceptions can only be made if the results are more

The standards are to be revised periodically, to reflect the cument needs of users. The new ruleddjateel arisfallowed, but
amendments should not require users to make significant changes.

Each year public service providers are to adopt plans designed to improve steadily the standards of the service th
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