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DUTIES OF THE COMMITTEE

The Joint Committee of Public Accounts is a statutory committee
of the Australian Parliament, established by the Public Accounts
Committee Act 1951.

Section 8(1) of the Act describes the Committee's duties as being

to:

examine the accounts of the receipts and expenditure of the
Commonwealth including the financial statements
transmitted to the Auditor-General under sub-section (4) of
section 50 of the Audit Act 1901;

examine the financial affairs of authorities of the
Commonwealth to which this Act applies and of inter-
governmental bodies to which this Act applies;

examine all reports of the Auditor-General (including
reports of the results of efficiency audits) copies of which
have been laid before the Houses of the Parliament:

report to both Houses of the Parliament, with such comment
as it thinks fit, any items or matters in those accounts,
statements and reports, or any circumstances connected
with them, to which the Committee is of the opinion that
the attention of the Parliament should be directed;

report to both Houses of the Parliament any alteration
which the Committee thinks desirable in the form of the
public accounts or in the method of keeping them, or in the
mode of receipt, control, issue or payment of public moneys;
and

inquiry into any question in connexion with the public
accounts which is referred to it by either House of the
Parliament, and to report to that House upon that question.

The Committee is also empowered to undertake such other duties
as are assigned to it by Joint Standing Orders approved by both
Houses of the Parliament.



TERMS OF REFERENCE

On 2 February 1994, the Joint Committee of Public Accounts
resolved to investigate the administration of Commonwealth-
State Agreements for Specific Purpose Payments (SPPs), with
particular reference to:

e the need for improv ts in the ma t of SPPs by the
Commonwealth, including attention to issues of coordination,
value for money, efficiency incentives, non-compliance
sanctions, best practice benchmarking and performance
monitoring measures;

the form, structure and content of SPP agreements;

the appropriateness and relative efficiency of SPPs to the states
and SPPs through the states;

the costs of duplication in the administration of SPPs;

the effectiveness of requirements for accountability to
Parliaments; and

e the need to better define the roles and mandate of
Commonwealth and state Auditors-General to audit SPPs
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CHAIRMAN'S FOREWORD

A central feature of Australia's federal financial system is the
flow of Commonwealth funds to the states and territories,
which is estimated will total over $34 billion in 1995/96. Some
$18 billion of this amount will be provided in the form of
Specific Purpose Payments (SPPs).

SPPs are mainly paid to state governments, but also to local
governments, non government schools and universities to fund
activities on the condition, in the majority of cases, that
certain Commonwealth or joint Commonwealth - state policy
objectives are met.

In the last decade, a number of Commonwealth and state
reviews have highlighted considerable potential for
improvements in SPP structures, administration and service
delivery. For this reason, the JCPA decided to conduct its own
inquiry into the administration of SPPs. The Committee made
an early decision to confine its inquiry to the administration of
SPPs and avoid entering debate on the appropriate balance of
SPP and General Purpose Payments to the states or the
merits of individual SPPs.

The Committee went to considerable lengths to gain
information and comments on the administration of SPPs
which included: conducting a joint survey with the Australian
National Audit Office of SPP administration by the
Commonwealth; sending questionnaires to each state and
territory government and inviting their representatives, and
others, to appear before the Committee at hearings held in
most capital citics. It was unfortunate that not all state
governments availed themselves of the opportunity to talk
directly with the Committee, although all provided the
Committee with written evidence.

The ossential theme of the Committee's report is that there
should be a greater focus on the assessment of performance
towards meeting SPP objectives. The Committee believes that
the Commonwealth needs to have a clearer focus on strategic
planning and articulating SPP objectives in terms of
measurable outcomes in the community.

As the Commonwealth strengthens its focus on strategic
planning and performance assessment, it should progressively
disengage from SPP micro-management, leaving this task to
state governments and the other non-Commonwealth parties
to SPP agreements. Primary accountability to the
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Commonwealth should increasingly be for outcomes achieved
rather than for inputs and processes. In turn, this will require
the state governments and non-Commonwealth parties to
justify expenditure of Commonwealth funds in terms of their
performance towards achieving agreed objectives.

The JCPA's mandate is limited to the Commonwealth sphere.
and thus, the Committee has not commented on the
administrative practices of the non-Commonwealth parties to
SPP agreements. Having said that, the Committee belicves
that many of the comments made in this report about
Commonwealth administrative practices will be pertinent to
state government agencies in particular. In fact, the
Committee has recommended that the Commonwealth and
state Auditors-General conduct more cooperative performance
audits, which will allow independent holistic assessments of
SPP performance in future.

The Committee recognises that the incorporation of many of
its recommendations into SPPs will not be easy, particularly
for the large, ongoing SPPs in the health, cducation and
community services areas. Changes of the magnitude
recommended in this rveport need to be implemented at a
measured pace and in full consultation with the parties to SPP
agreements and those affected by them. It is heartening to
note that reforms of this nature are already being
incorporated, gradually, into some existing SPPs.

Despite these difficulties, it is important that the momentum
for change be strengthened. I believe that the Committee's
recommendations, when adopted will result in more efficient
and effective administration and, most importantly, better
service to individuals and groups within the community who
receive SPP funded services

As a final note, on behalf of the Committee, I wish to thank
those individuals and agencies at the Commonwealth, state,
local government and non-government levels who provided
written and oral evidence and advice to the inquiry.

Les Scott MP
Chairman

RECOMMENDATIONS

Recommendation 1

Commonwealth departments should ensure that all
SPP agreements include an explicit statement of the
roles and responsibilities of each party to the
agreement. (paragraph 2.16)

Recommendation 2

Commonwealth depariments should ensure that each
SPP agreement clearly indicates the arrangements
for consultation between the parties to the agreemendt.
(paragraph 2.19)

Recommendation 3

Commonuwealth departments administering SPPs
involving more than one level of government should
ensure that the SPP agreements do not prescribe the
method of service delivery by another level of
government. However, any such prescriptions should
remain in agreements until arrangements are in
place to ensure that there is accountability to the
Commonuwealth for service delivery performance and
outcomes. (paragraph 2.41)

Recommendation 4

Commonuwealth departments should ensure that all
SPP agreements include arrangements to require that
the Commonuwealth's contribution is recognised in
application documentation, approval
announcements, media releases, official openings,
signs and plaques and other program publicity.
(paragraph 2.46)



xiv

THE ADMINISTRATION OF SPPS

Recommendation §

Commonuwealth departments should ensure that each
SPP agreement contains the following details of the
SPP's national objectives:

(a) a statement of why the parties to the SPP
agreement are entering the agreement; and

(b) concise statements of what the SPP is trying to
achieve, expressed in terms of measurable
outcomes.

Such a statement should be required for new SPP
agreements before funding commences.

If such statements are not included in existing SPP
agreements, then the responsible Commonwealth
departments should draw up a publicly available
timetable for their development and incorporation
into the agreements. (paragraph 3.25)

Recommendation 6

Commonuwealth departments should ensure that input
controls, such as maintenance of effort clauses,
matched funding agreements and caps on the
proportion of funds that can be spent on
administration, are phased out of SPP agreements at
the same time as performance agreements are phased
in. (paragraph 3.49)

Recommendation 7

New SPPs that incorporate performance agreements
should not include input controls, such as
maintenance of effort clauses, matched funding
agreements or caps on the proportion of funds that
can be spent on administration. (paragraph 3.50)

RECOMMENDATIONS

Recommendation 8

Commonwealth departments should ensure that new
SPP agreemenls specify measurable performance
indicators for each SPP objective.

Furthermore, as a priority, performance indicators
should be specified for each objective of existing SPPs,
If this has not occurred already, publicly available
timetables should be drawn up for each SPP
indicating implementation milestones for
development of the performance indicators.

This recommendation should be read in conjunction
with Recommendation 5. (paragraph 4.22)

Recommendation 9

New SPP agreements should outline the basic data
collection requirements for each performance
indicator. The data collection requirements should be
established and agreed to by all parties to the SPPs
before funding commences.

For existing SPPs, the requirement to link data
collection requirements to performance indicators
should be phased in as part of the timetable suggested
in Recommendation 8. (paragraph 4.36)

XU
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RECOMMENDATIONS

Recommendation 10

Commonwealth departments administering SPPs
should ensure that their management information
systems for each SPP:

(a) can collate data to substantiate performance
as required by the performance indicalors
agreed for the SPP;

(b) are designed to ensure that the performance
data collected from the other parties to the
SPP agreement is compatible to the greatest
possible extent;

(c) allow the data collected from each state for
SPPs with the same objectives to be
comparable o the greatest possible extent; and

(d) will allow all parties to an SPP access to the
collated date in a format that is tailorved to
meet their particular requirements.

In addition, responsible Commonwealth departments
should regularly review the performance data being
collected for each SPP to ensure that the data
remains useful and important. If the information is
no longer important or analysed, it should no longer
be collected. Such reviews should be undertaken in
consultation with the non-Commonwealth parties to
SPP agreements. (paragraph 4.37)

Recommendation 11
SPP agreements should:

(a) specify incentives for good program
management and the achievement of agreed
outcomes;

(b) detail graduated sanctions for non-
compliance; and

(c) outline consultative processes to identify the
reasons for failure by any party to achieve
performance targets. These processes should be
gone through before any sanctions are
considered.

Furthermore, where appropriate, Commonwealth
departments administering SPPs should draw up a
timetable for phasing these requirements into existing
SPPs. Such a timetable should be consistent with the
timelable  proposed in  Recommendation 8.
(paragraph 4.56)

Recommendation 12

Each SPP agreement should specify that the
performance of the SPP, or part thereof, be formally
evaluated by the Commonwealth at least every three
to five years.

SPPs with. a Commonwealth contribulion of more
than $1 billion per annum should be evaluated for
performance at least every three years.

Furthermore, Commonuwealth departments
administering SPPs should provide a publicly
available timetable for the planned evaluations of the
SPPs or parts thereof.(paragraph 4.63)

xvii
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Recommendation 13

The Council of Australian Governments should
consider the possibility of harmonising the enabling
legislation of the Commonwealth and state Auditors-
General to allow for joint performance audits of SPP
administration.

In the interim, the Auditor-Generali should investigate
the possibility of conducting coordinated performance
audits of SPPs with state Auditors-General.
(paragraph 4.74)

Recommendation 14

Annual report requirements for departments should
be amended to require the following performance
information to be collated separately for each SPP
and made available to Members of Parliament,
Senators and members of the public, within five
working days from the date of the request after
annual reports have been tabled:

(a) SPP objectives and associated performance
indicators;

(b) performance towards objectives during the
reporting period; and

(c) the use of any sanctions for failure to meet
performance targets or non-compliance with
the terms of SPP agreements.

If objectives or performance indicators have not been
developed for the SPP, then a tlimetable for their
implementation  should be included in the
information available. (paragraph 4.87)

Recommendation 15

The Department of Finance should include basic
performance data in the 'Catalogue of Specific
Purpose Paymenis to the States and Territories’, as
the information becomes available from
Commonuwealth departments. (paragraph 4.92)

RECOMMENDATIONS

Recommendation 16

Commonuwealth departments administering SPPs
should undertake negotiations with the other parties
to SPP agreements to adopt a single form of financial
statement that, when audited, will satisfy:

(a) the annual financial reporting requirements,
as determined by the relevant Australian
accounting  standards and  accounting
concepts, and any other requirements for the
agency or agencies receiving Commonwealth
SPP funds; and

(b) the minimum accountability, reporting and
auditing requirements necessary for the
acquittal of SPP grants by the Commonwealth.

Furthermore, the Department of Finance and the
Commonuwealth and state Auditors-General should be
directly consulted during the negotiation process.
(paragraph 5.28)

Recommendation 17

The requirements outlined in Recommendation 16
should be adopted for all new SPP agreements.
(paragraph 5.29)

Recommendation 18

Commonuwealth departments administering existing
SPP agreements should liaise with the Department of
Finance to determine whether payments are being
made on an optimal schedule and dates to minimise
the Commonwealth's recourse to short term
borrowing. (paragraph 5.41)

Recommendation 19

Commonuwealth departments responsible for the
administration of SPPs through the states should
investigate whether there are any unnecessary delays
in the transfer of SPP funds through the states.
(paragraph 5.49)
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Recommendation 20

Commonuwealth departments should investigate the
possibility of broadbanding existing SPPs within
their portfolios. The broadbanding should be
considered on the basis of retaining the objectives and
performance indicators of the original SPPs but
pooling the Commonwealth funding. Service
providers should have the flexibility to use the pooled
funds as they see fit to meet the new combined
objectives. (paragraph 6.27)

Recommendation 21

When Commonwealth departments negotiate new SPP
agreements, consideration should be given to
inserting 'sunset clauses’, whereby new SPPs are
assessed after a pre-determined period with a view to
broadbanding them with existing allied SPPs. Such
broadbanding should be considered with the
principle of maintaining separate objectives and
performance indicators, but pooling Commonuwealth
funding. (paragraph 6.28)

Recommendation 22

Commonwealth departments administering SPPs
should ensure that they have departmental guidelines
applicable for the negotiation of SPPs, the drafting of
SPP agreements and the development of best practice
administrative arrangements. (paragraph 6.37)

Recommendation 23

The Department of Finance should assess and
compile examples of best practice SPP agreements (or
components thereof) and associated administrative
arrangements. These examples should be distributed
to Commonwealth departments and be available to
other interested parties. (paragraph 6.38)

1

SETTING THE CONTEXT

‘there s a need for overarching vreform of SPP
arrangements...’. (Department of Finance!)

Introduction

L1 This is the report of the inquiry into the
administration of Commonwealth-State agreements for
Specific Purpose Payments (SPPs) held by the Joint
Committee of Public Accounts in 1994 and 1995.2

L2 This chapter begins by placing SPPs in the wider
context of Commonwealth payments to state and territory
governments. After describing the issues that prompted the
inquiry, the chapter describes the conduct of the inquiry itself
and concludes by providing a brief outline of the following
chapters.

Commonwealth Payments to the
States

1.3 A central feature of Australia’s federal fiscal
arrangements is the flow of Commonwealth financial
assistance to state and local governments.? In 1995-96, gross
payments by the Commonwealth to these sectors is estimated
to total $34.2 billion, out of total Commonwealth outlays of
approximately $123.7 billion (28%).4

Department of Finance, Submission, p. $617 (Vol. 2 of Submissions).

1

2 A copy of the terms of reference for the inquiry is at page vi.
3 ‘States' means States and Tervitories unless otherwise stated.
1

Budget Paper No. 1, Budget Statements 1995-96, AGPS, 1995, p. 1.1;
Budget Paper No. 8, Commonwealth Financial Relations with Other
Levels of Governunent 1995-96, p. 14. In 1972-73, gross payments by
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1.4 Commonwealth financial assistance to the states is
divided into two categories called SPPs and 'General Purpose
Payments (GPPs). Within both categories, payments are made
for recurrent and capital spending, Esxpenditure by the
Commonswealth for its own burposes is called Commonwealth
Own Purpose Outlays.

General Purpose Payments

L5 There are only a few GPP bayments, although the
amounts involved ape significant, totalling $15.8 biilion in
1995-96. GPPs are provided to the states as general budget
support and are not subject to conditions on how they can he
spent,

Chart 1.1

COMPOSITION OF PAYMENTS TO THE
STATE/LOCAL SECTOR IN 1995/9¢ (Estimated)

Specific Purpose

f . e General Purpose
through’ - $7.0 bifi
uah’-$ on Capital - $0.1 hillion

Specific Purpose 'to’
$11.0 billion

Direc!}? Local General Revenue Assistance
$0.3 biltion $15.7 billion

Total Grosg Payments $34.2
billion

Source: Budget Paper No 3, 1995-96,p 14

—_—

the Commonwealth to the states and local government were 36% of
total Commonwealth outlays,

SETTING THE CON' TEXT

Specific Purpose Payments

16 All other bayments to the States or {ocal
government that are not GPPs are classified as SPPs and are
worth approximately $18.3 billion in 1995-96. The assistance
is provided under section 96 of the Constitution, which allows
the Commonwealth Parliament to grant financial assistance
to any state on such terms and conditions ag Parliament sees
fit. SPPs aye classified as eithey SPPs fo the states op SPPs
through the states. There is a very small thivd category of
SPPs, worth approximately $270 million, or 1.5% of the total
value of SPPs in 1995-96, which are paid directly to local
governments,s

L7 SPPs through the states are payments which the
states pass directly on to other agencies. SPPs through the
states have a minima] impact on state finances as the states
are simply acting as the Commonwealth's agent or 'post hox'.
In 1995.96, SPPs through the states were worth $7 billion and
consisted of payments to universities, non government schaols
and local governmentst, [t should be noted, however, that
Commonwealth payments to universities have been made
directly to universities since 1993, bi-passing the states
entirely, even though the bayments are still classified as SPPg
through the states.

18 SPP payments to the states make up the residual of
SPP payments and are worth $11 billion in 1995-96, They are
paid divectly to state governments to fund, in whole or part,
state government activities on the condition, in the vast
majority of cases, that Commonwealth policy objectives or
Jjoint Commonwealth-state objectives are met,?

19 There are a smajl number of SPPs paid to the
states, that are not subject to expenditure conditions by the

—

5 For details of SPP funds paid direct to local Bovernment authorities
see Budget Paper No. 3, 1995.96, p. 70.

6 Funds to local governments via SPPs through the states are
distributed in each state through local government grants
commissions,

7 One SPP involves the states paying the Commonwealth - the Higher
Education - Superannuation Recoveries SPP.
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Commonwealth, These were worth approximately $500
million in 1995-968,

110 Appendix IV provides a break down of the estimated
GPP and SPP payments to individual states for 1995-9G.

111 One of the striking features about SPPs is their
diversity. SPPs range in value from programs with a
Commonwealth contribution of less than half a million dollars
per annum to those with Commonwealth contributions of over
$3 billion per annum; from one off grants to 10 year programs:
and from programs that require 0.5 of a full time equivalent
Commonwealth staff member to administer per annum to
those requiring over 50 full time equivalent staff per annum.
Administrative structures and arrangements also vary
greatly, depending on the size and complexity of the program
and the degree of involvement by the Commonwealth
government, other levels of government and non-government
agencies.

112 The disparate nature of SPPs is further
compounded as SPPs are known by different names and there
is a constant turnover as new SPPs are established and old
ones cease.

LI3 The confusion over SPP categorisation has been
addressed to some extent in Finance Circular 1995/10 which
has been issued to all Commonwealth departments by the
Department of Finance and details the different types of
Commonwealth-state payments.?

114 The Committee appreciates that the confusion
partly arises because SPPs are categorised. not by what they
are, but by what they are not (they are not GPPs). Despite this
‘catch all' definition, the Committee belicves that SPPs have
sufficient characteristics in common to allow valid
generalisations to be made about their administration.

8 SPPs without spending conditions are typically revenue shaving
arrangements or compensation, either for the transfer of programs,
or for other Com Ith action. E: les are the Compensation-
Companies Regulation (Foregone Revenue Payments) SPP and the
Payment to the Northern Territory in Liew of Uraniwm Royalties SPP.

9 Department of Finance, Definition of Commonwealth Qwn-Purpose
Outlays and Outlays to the States and Territories (in Particular
Specific Purpose Payments), Finance Cireular 1995/ 10;

SETTING THE CONTEXT

Chart 1.210

Composition of Specific Purpose Payments "T'o'
and 'Through’ the States, 1995-96 (Estimatcs)

FO00 |

6000 OSPP's through'

50010 OSPP's o

4000

Sm

3000
2000

1000

Iy

123
&g
3

Other SPP's

Source, Budget Paper No. 3. 1995-96. p 10

An Historical Perspective

115 Between Federation and 1942, the states raised
sufficient revenue to largely fund their own expenditure,
mainly through their own income taxes. However, the
Commonwealth always provided small grants to the states
during, this period and up to 14% of total state revenue by
1938-39. In fact, the first SPP was introduced as carly as
1928, in the form of matched funding to the states for road
construction. !

116 Funding arrangemoents changed significantly in
1942 when the Commonwealth became the sole collector of
income tax. From that period on, the still current practice of
the Commonwealth collecting the hulk of public sector revenue

10 The SPP breakdown for ‘education' is: SPPs through the states
$5 541 million and SPPs fo the states $1 108 million: SPPs through
the states for the category 'Other SPPs' refers to $330 million for the
{ligher Education: Rescarch SPP.

11 See Denis Jamos, Intergovernmenial Financial Relations in
Australia. Australian Tax Research Foundation, 1993, pp. 10-16.

®
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SETTING THE CONTEXT

and reimbursing the states, in the form of GPPs, for foregone
taxation has existed.

£17 The war years also saw the burgeoning use of SPPs
by the Commonwealth. Originally justified on military
grounds, their use was continued in the post-war period. The
first Commonwealth-state housing agreement SPP was signed
in 1945, Commonwealth assistance to universities began in
1951-52 and funding for secondary schools and Colleges of
Advanced Education started in the mid 1960s.

118 Between 1972-73 and 1975-76, SPP assistance to
the states quadrupled in value, increasing from 26% of total
Commonwealth funding to the states to 48% of funding. There
was another expansion in the use of SPPs under the Hawke
government, and by 1991-92, they comprised 58% of total
gross payments to the states.!? In 199596, SPPs are still
expected to account for 53% of payments to the states.

The Role of Local Government

119 As mentioned, local governments receive their
primary funding via the General Purpose Financial Assistaice
to Local Government SPP through the states.

1.20 In evidence to the Committee, the Australian Local
Government Association argued that the role of local
government should be given greater recognition in appropriate
SPP agrecments and in the Council of Australian Government
(COAG) working parties overseeing SPP reform.13

1.21 The Committee recognises the important role of
local government in the delivery of SPP funded services.
Although, it is beyond the scope of this inquiry, the Committee
believes that the role of local governments in SPP service
delivery and the SPP reform process should receive greater
recognition. The Committee is also aware of debate about the
appropriate ratio of Commonwealth to state funding for local

12 Denis James, Intergovernmental Financial Relations in Australia.
p. 56.

13 See Australian Local Government Association, Submission, p. 8170
(Vol. 1 of Submissions); Australian Local Government Association,
Transcript, pp. 617-19.

government, but this issue too is beyond the scope of this
inquiry.

The Need for Reform of SPP
Administration

122 In the last decade, reviews at the Commonwealth
level have  highlighted considerable potential  for
improvements in the administration and structure of SPPs
and in the effectiveness and efficiency with which SPP funded
services arve delivered to the public.!! As the Commonwealth
Auditor-General noted:

The increased attention the [Australian National Audit
Office] has provided to audits covering Commonwealth-State
agreements. has confirmed that this aspect of public
administration has potential for considerable improvement,
particularly in terms of accountabilily, value for money and
effectiveness of program delivery. !5

123 The states have long expressed concern that the
Commonwealth uses the vehicle of SPPs to become involved in
expenditure areas regarded as constitutionally belonging to
the States. The states also believe that the use of SPPs by the
Commonwealth has led to overlap between Commonwealth
and state functions and to administrative inefficiency.!¢ For
example, in 1990, New South Wales argued that:

Development of a more rational and coherent allocation of
functional responsibilities among Australian governments
coupled with introduction of modern management practices

14 Forexample, see Auditor-General, Audit Report No. 18, 1990-91,

Specific Purpose Payments to and through the States and Northern
erritory, AGPS, 1990: Industry Commission, Public Housing, Report

No. 34, 11 November 1993, AGPS: House of Representatives
Standing Committee on Community Affairs, Home But not Alone:
Report on the Home and Community Care Program, AGPS, 1994, See
also JCPA, Report 296, The Auditor-General: Ally of the People and
Parliament, AGPS, 1989, pp. 121-G,

15  Auditor-General, Audit Report No. 6, 1993-94, An Audit Commentary
on Aspects of Commonwealth-State Agreements. AGPS, 1993, p. vii.

16 These views are well canvassed in all state government submissions
to this inquiry.
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has the potential for generating savings and improving the
efficiency of joint programs.i?

124 Comments of this general nature were reinforced by
several efficiency audits conducted in 1992 and 1993 by the
Australian National Audit Office that were critical of the
administration of individual SPPs.® The weight of this
evidence prompted the Joint Committee of Public Accounts
(JCPA) to establish its own inquiry into the administration of
Commonwealth-State agreements for SPPs in February 1994.

Scope of the Inquiry

125 The JCPA made an early decision to confine its
inquiry to the administration of SPPs and avoid entering
debate on the appropriate balance of SPP and GPP payments
to the states or the merits of individual SPP objectives. These
issues are matters of policy and are well canvassed at the
regular Council of Australian Governments (COAG) and
Commonwealth-state ministerial meetings.

1.26 The Committee chose to include the Higher
Education SPPs within the ambit of its inquiry, even though
they are not strictly payments made in accordance with
Commonwealth-state agreements. The Committee came to
this decision because payments to universities arve still
classified as SPPs and because they place obligations on state
agents, namely the various Auditors-General.

127 The JCPA's mandate is limited to the
Commonwealth sphere. Thus, the Committee does not have
the power to investigate the activities of any state, local
government or non government agencies that may also

17 NSW Cabinet Office, Microeconomic Reform of Commonwealth/State
Relations: Discussion Paper Prepared for Premniers’ Conference, 25
June 1990, p. 10.

18  For example: Auditor-General, Audit Report No. 35, 1991-92,
Efficiency Audit, Department of Primary Industries & Energy,
Australian Quarantine Inspection Service Quarantine Division,
AGPS, 1992; Auditor-General, Audit Report No. 1.4, 1992-93,
Efficiency Audit - Department of Employment & Training - English
as a Second Language, AGPS, 1992; Auditor-General, Audit Report
No. 9, 1993-94, Community Cultural, Reereational and Sporting
Facilities Program, AGPS, 1993; Auditor-General, Audit Report No.
15, The National Iighway ‘Lifeline of the Nation’, AGPS, 1993,

SETTING THE CONTEXT

contribute to the planning, funding, administration and
implementation of SPPs. The report and recommendations
necessarily focus on the Commonwealth component of SPP
administration and make no comments on the efficiency,
effectiveness or economy of the activities of any other parties
to SPP agreements. Observations by these parties are
included in the report to highlight the Commonwealth's
practices and indicate where cooperative approaches are
needed. Having said that, the Committee believes that many
of the comments relevant to the Commonwealth are also
pertinent to the other parties to SPP agreements.

Conduct of the Inquiry

128 To assist it develop terms of reference for the
inquiry, the Committee held private briefings with officials
from the ANAO and the Commonwecalth-State Relations
Secretariat of the Department of the Prime Minister &
Cabinet in early April 1994,

1.29 Terms of reference for the inquiry and invitations
for submissions were advertised in the national press on 22
and 23 April 1994, In addition, a discussion paper was
distributed and a number of people and agencies were
individually invited to comment on the issues before the
inquiry.

1.30  The inquiry generated 53 submissions from a range
of Commonwealth departments, all state governments, all
Auditors-General, non-government school groups and a
number of other agencies and interested individuals. A list of
submissions received can be found at Appendix I and a list of
exhibits at Appendix IL.

131 To assist gain an appreciation of the state
government perspective on the administration of SPPs, the
Chairman of the JCPA, Mr Les Scott MP, wrote to all state
premiers in October 1994 inviting them to comment on a
number of questions concerning the administration of SPPs in
general and several SPPs in particular.

132 To further gain evidence, the Committee held 10
public hearings in Canberra and state capitals between
December 1994 and July 1995 and a list of the witnesses who
attended these hearings can be found at Appendix II1. Some
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state governments were slow to cooperate with the inquiry
and not all chose to appear before the Committee at public
hearings. However, on the whole, state governments provided
valuable insights into the Commonwealth's administration of
SPPs.

133 Members of the Committee also received a private
briefing on 29 June 1994 by the Chairman of the Industry
Commission, Mr Bill Scales AO, in his capacity as chair of the
Steering Committee to Review Commonwealth-State Service
Provision.

Questionnaire on SPP Administration

134 It became rapidly evident to the Committee during
the early stages of the inquiry that it lacked, and needed,
basic data on the character and details of the 92 SPPs
operating in 1994.

135  The Committee had copies of a 1990 survey of SPPs
conducted by the Australian National Audit Office (ANAO)
that had gathered information on the structure of the SPP
agreements, their accountability mechanisms, whether they
had objectives that were being monitored by the
Commonwealth and whether the objectives were being met.!¥
By 1994, this information had become dated and the JCPA
decided to conduct a similar survey in conjunction with the
ANAO to provide more contemporary information. A copy of
the questionnaire, the aggregate results and ANAO
conclusions arising from the data were tabled in the
Commonwealth Parliament by the Auditor-General in
February 1995.20

136  The Committee has made extensive use of the
survey data during its inquiry. However, the Committee
thought it unnecessary to duplicate the Auditor-General's
commentary and recommendations. Readers wishing to obtain
such information should refer {o Audit Report 21 of 1994-95,
which, in any case should be considered to complement this
report.

19 Auditor-General, Audit Report No. 18, 1990-91.

20  Auditor-General, Audit Report No. 21, 1994-95, Specific Purpose
Payments to and through the States and Territories, AGPS, 1995.

SETTING THE CONTEXT

Structure of Report

L37  During the inquiry, the Committee focused on three
issues associated with SPP administration:

. the level of coordination between  the
Commonwealth and other parties to SPP
agreements;

. program management; and

. accountability for performance and expenditure.

The Report is divided into 7 chapters. Chapter 2 explores the
first issue, arguing that, for many SPPs, there neecds to be a
clarification of the roles and responsibilities of the various
parties to SPP agreements. Within this chapter, the
Committee discusses the costs of duplication in the
administration of SPPs and recommends that the
Commonwealth disengage itself from the micro-management
of SPPs and concentrate instead on their strategic dirvection.

138 In Chapter 3, the Committee presents evidence that
many SPPs lack clearly defined objectives and that it is often
not possible to determine whether SPPs have achieved these
objectives anyway. The Committee also argues that the
Commonwealth should be more interested in whether the
objectives are met, rather than how they are met.

1.39  Chapters 4 and 5 respectively discuss the two main
types of public scctor program accountability, performance
accountability and financial accountability. In Chapter 4, the
Committee explores the difficulty of measuring SPP
performance and makes vecommendations on how the
Commonwealth could better measure whether SPP objectives
have been met. In Chapter 5, the Committee recommends
more efficient processes to ensure that the Commonwealth can
acquit the expenditure of SPP funds.

140 In Chapter 6, the report looks at the structure of
SPP agreements themselves and argues that many SPPs are
too small to be efficiently managed as separate entities. The
chapter concludes by urging departments to develop
guidelines for the negotiation and administration of SPPs and
that the Department of Finance disseminate cxamples of
administrative best practice.

11
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141 The final chapter acknowledges that reforming SPP
administration is a complex and time consuming process and
that a gradual approach will be required.

Need to Make Generalisations

142 One of the difficulties facing an inquiry into the
administration of SPPs is that their number and variety make
it necessary to generalise about issues. The JCPA is aware of
this limitation and acknowledges that comments made in the
report may not be appropriate for all SPPs or agencies. The
Committee has framed its recommendations so that they will
be applicable to the widest number of SPPs. It will be the

responsibility of Commonwealth departments to assess the
applicability of the recommendations to individual
agreements.

Concurrent Reviews of SPPs

143 As already mentioned, there have been a number of
past reviews of SPP administration at the Commonwealth
level by the ANAO, parliamentary committees and other
agencies. These external reviews have been complemented by
internal evaluations of individual SPPs by responsible
departments at the Commonwealth and state level.

144 There are a number of reviews currently underway
that will have an impact on the administration of SPPs. They
include those of:

. the Steering Committee to Review Commonwealth-
State Service Provision, due to complete its inquiry
in December 1995;

. the Department of Finance's review of performance
information, collected by portfolios that is due to for
completion in February 1998;

B the ANAO audit of the Better Cities Program, due
to be tabled in Parliament in 1996;
. the ANAO audit of performance information

collected by the Department of Employment,
Education & Training, due to be tabled in
Parliament in 1996;

SETTING THE CONTEXT

. the inquiry by the Senate Finance and Public
Administration References Committee into serviee
delivery by the Australian Public Service: and

. the Commonwealth Government's Taskforce on
Payments to Statutory Authorities and the States
which is to report to the Minister for Finance by 31
December 1995.21 )

145 Much of the impetus to reform the administration of
SPPs has been driven by the Premiers' Conferences and the
Council of Australian Governments (COAG) meetings. Of
particular significance for the administration of SPPs are the
agreements that were reached at the April 1995 COAG
meeting in Canberra concerning reforms in the health,
housing and community scrvices areas. One of COAG's
recommendations was that the roles and responsibilities of the
Commonwealth and states of government should be clarified,
and it is to this issue that the Committee turns in the
following chapter.

21 During the course of this inquiry, the Senate Employment,
Education & “'raining Committee tabled the report of its inquiry into
Accountability in Commonwealth-State Funding Arrangements in
Education, AGPS, June 1995,

13
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Generally it (s better, I believe, for the Commonwealth fto
confine its interest to broad policy rather than detailed policy
or administration or program delivery.’ (Hon Paul Keating,
MPYH

Introduction

The Components of SPP Administration

21 Most SPPs are negotiated agreements drawn up
between the Commonwealth and other parties, for the other
partics to provide services that the Commonwealth cannot
undertake on its own or chooses not to. The SPPs may be
designed to supplement state services to ensure that national
priorities are met, such as road building with the Australian
Land Transport Development Program. SPPs may also be
designed to fund the states to meet the Commonwealth's
international responsibilities, such as with the World Heritage
Property Management SPP. Alternatively, the agreements
may be entered into to allow the states to provide a service on
the Commonwealth's behalf. such as the provision of public
beds in state hospitals under the Base Hospital Funding
Grants (Medicare) SPP.

22 Regardless of their function, the administration of
SPPs, as with other government programs, involves most of
the following activities:

@) the establishment of broad policy and objectives:

(b strategic planning;

1 Hon Paul Keating MP, Address to the National Press Club: The
Commomuealth and the States and the November Special Premiers
Conference, Tuesday, 22 October 1991, p. 19.
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(@ service delivery planning;
d) service delivery:
(e} monitoring and assessment of performance; and/or

®  preparation of financial data and other accountability
documents.

2.3 These arve generic categorics of adminisirative
activity, not clear cut divisions and they need to be considered
in the context of individual SPPs. For example, an activity
that might be considered broad policy in one SPP may be
appropriately classified as strategic planning for another SPP.
Similarly, an activity nominally classified as service delivery
planning may, in particular circumstances, take on strategic
significance. However, despite the sometimes amorphous
nature of the categories, their distinction does allow useful
generalisations to be made about the stages of SPP
administration.

24 The importance, extent and complexity of each
activity listed in paragraph 2.2 for each SPP will also vary
according to the natuve of the SPP. Not all SPPs involve
service delivery, for example, but each should require at least
some consideration of activities (a)-(b) and (e)-() to be
undertaken.?

25 It is with recognition of these qualifications that the
Committee discusses the appropriate division of roles and
responsibilities between the parties to SPP agreements

26 Note also, that even when the components of SPP
administration are undertaken, they will not all be
undertaken by the Commonwealth. Some of the activities will
be carried out by the Commonwealth alone, some will be
undertaken by the non-Commonwealth parties to the SPP
agreements, or those acting on their behalf, and some of the
activities will involve all parties.

27 The 'non-Commonwealth parties’ that carry out. the
administrative activities associated with SPP programs

2 Typical SPPs that do not involve service delivery are those providing.
compensation to the states, such as the Payment to the Northern
Territory in Lieu of Uranium Royalties SPP.
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include state governments, local governments, and a range of
non-government agencies, alone or in any combination.’

Criticism by State Governments

28 There has been continuing eriticism by state
governments, in the context of roles and responsibilities, that
many SPPs fo the states do not clearly specify which parties to
the agreements are responsible for carrying out or overseeing
the activities detailed in paragraph 2.2, As a result, the states
argue. administrative inefficiencies and duplication arises
where more than one level of government becomes involved in
the same activity, in particular service delivery and sewvice
delivery planning. Thesc concerns have been acknowledged at
the Commonwealth level, and in recognition of the problem
COAG cstablished a Working Group on Commonwealth-State
Roles and Responsibilities in June 1993, The Working Group
was charged with identifying where there was scope for
‘clarifying roles and responsibilities' in inter-governmental
arrangements, with particular attention, inder alia, to
problems of duplication and overlap.t

2. The purpese of this chapter is to highlight the
importance of having a clear allocation of roles and
responsibilities in SPP agreements if efficiency is to be
maximised. To this end, the Committee considers a generic
model of appropriate roles and responsibilities for SPP
management. The Committee also examines the nature and
extent of duplication in SPP administration and recommends
strategies for its veduction.

Roles and Responsibilities in Context

240 The comments in this chapter ave primarily
concerned with the administration of SPPs fo the states. This
is because the states have a far .greater role in the
administration of these SPPs than they do in SPPs through

3 Non-government agencies include the Catholic Education
Commissions, Associations of Independent Schools, universities and
amyriad of community, religious and charitable agencies providing
services funded by various SPPs.

4 Council of Australian Governments, Communique, Melbourne, 8-9
June 1993, Attachment C.
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the states. Nonetheless, the comments are relevant to the
administration of SPPs through the states because the debate
about roles and responsibilities also concerns issues of
administrative cfficiency, which are applicable for all SPPs,

211 In an attempt to use inclusive terminology, the
chapter often refers to the ‘other parties' to SPP agreements.
In the case of SPPs to the states, other parties to SPP
agreements refer {o state government agencies. It should be
remembered, however, that state governments may contract
other agencies to undertake their SPP responsibilities, For
example, state departments may mix their own appropriations
with Commonwealth provided SPP funds to partly cover the
costs of a charitable institution which may be undertaking an
activity that is going towards meeting an SPP objective.

212 In the case of SPPs through the states, the 'other
parties' refer to universities and non-government schools.t

Clarification of Roles and
Responsibilities

Roles and Responsibilities lo be Clearly Stated.

213 The Committee has approached the issue of who
should be undertaking what aspect of SPP administration
solely on consideration of administrative efficiency. On this
basis, the Committee's first recommendations are founded on
the premise that the roles and responsibilities of each party,
or level of government to an SPP agreement should be clearly
established and unambiguous, regardless of who undertakes
the activity.

214 The need for such a clarification is particularly
relevant where more than one party to an SPP agreement is
involved in the same activity.

An example of service delivery under the Home & Community Care

@

6 ‘Technically, 'other parties' should also refer to local governments,
which receive funds via the General Purpose Financial Assistance to
Local Governmenit SPP. However this money is distributed to local
governments via local government grants commissions in each state.

17
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215 An cxaminalion of SPP agreements by the
Committee indieates that many do not contain a short, elear
in-principle  statement setting out the roles and
responsibilities of the parties to the agreement. The
statements of roles and responsibilities contained in the
Supported Accommodation Assistance Act 1989, which is the
enabling legislation for the Supported Accommodation
Assistance Program SPP, contains the type of statement the
Committee believes should be explicit in all SPP agrcements.
Extracts from the schedule to the Act are contained in Table
2.1,

ROLES AND RESPONSIBILITIES

Table 2.1
Extracts from the Schedule to the

Supported Accommodation Assistance Act 1989
'‘State Role
(9) The State shall be responsible for the management and

administration of the program at the State level in

accordance with the provisions of this Agreement...
Commonwealth Role
(10) The Commonwealth shall be responsible for:

the setting of national priorities and objectives;

monitoring and evaluating program performance at
a national level; ...

involvement in evaluation and review...;
facilitating information sharing between States ...;
national program financial management;

provision of information to States, services and peak

bodies...".

216 Recommendation 1

Commonuwealth departments should ensure that all
SPP agreements include an explicit statement of the
roles and responsibilities of each party to the
agreemenlt.

217 Furthermore, the Committee believes that SPP
agreements  should also clearly set out consultative
arvangements to ensure close cooperation and coordination
between the parties to agreements and assist in the resolution
of disputes.

218 This is particularly important as the returns from
the joint ANAO/JCPA survey of SPP administration indicate
that 33 of the 92 SPP agreements in existence in 1994 did not
identify the communication and consultation arrangements to
operate between the parties to the agreements.

219 Recommendation 2

Commonuwealth departments should ensure that each
SPP agreement clearly indicates the arrangements
for consultation between the parties to the agreement.

220 The following section of the chapter details an ideal
division of roles and responsibilities for the administration of
SPPs, based on the components of program administration
outlined in paragraph 2.2. Of course, given the variety of
SPPs, this can only be a generic framework and the extent of
its applicability to individual SPPs will depend on their
nature.

Setting Broad Policy and Objectives

221 The Committec believes that SPPs are primarily a
vehicle for cnsuring that Commonweaith policies and
prioritics are implemented, even if this is donc by
complementing or 'topping up' existing state government
activities. As such, the Commonwealth should be primarily
responsible for developing the broad policy and objectives for
SPPs. As a Commonwealth officer described,  the
Commonwealth initiates SPP because:

the Commonuwealth government has decided that thus and
thus is a priority and it might not be a state government
priorily, bul that is the point. If it were a state government

19
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priority, presumably that sercvice would be provided already
and the Commonwealth would not feel inclined to create o
special purpose payment to enter into that area.”

One Commonwealth motivation for establishing an
SPP is to bring together disparate state programs under an
umbrella Commonwealth agreement that ensures that the
state programs are funded to reach a national standard of
service. The Committee believes that it is appropriate for the
Commonwealth to set such standards if the Commonwealth is
going to fund states to meet them, a point acknowledged by
the New South Wales government, which is:

realistically aware that there will be cases where we will
have to negotiate with the Commonwealth government on
national standards. The Commonwealth has the legitimate
role in. determining those national standards.”

2,23 The South Australian Government also accepts:

the Commonwealtl’s legitimate need to ensure that broader
oulcomes and outputs are achieved. The state would be more
than happy to commit itself to those sorts of agreed outcomes
and outputs.?

224 This is not to suggest that the other partios to SPP
agreements should be excluded from the development of SPP
objectives and broad policy. As the primary service deliverers.
the other parties have a role in assisting the Commonwealth
refine objectives and ensure that they are attainable. The
need for such assistance, is acknowledged by many
Commonwealth departments. including the Department of
Primary Industries & Energy:

there is a genuine intent not to be apologists for national
interests, but, at the same time, find the commonalily of
purpose between slate and Commonwealth priorities and
have those fixed in the agreement... in administering these

7 Department of Human Services & Health - Tasmanian Regional
Office, Transeript. p. 534 (Hobart, 21 April 1995).

8 NSW Government, Transeript. p. 570 (Sydney. 14 June 1995). See
also Victorian Government, Submission. p. $829 (Vol. 3 of
Submissions).

9 South Australian Government, Transcript. p. 392 (Adelaide, 6 April
1995). Outputs and outcomes are discussed in greater detail in
chapter 3.
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SPPs our view would be to attempt to find that common
ground because that is really the basis of good
administration. ¢

225  Thus, while the Commonwealth may set the
broadest policy goals, which is usually done at Cabinet level.
Commonwealth departments charged with developing SPPs to
implement such policies should ensure that the othey parties
to the agreements and other relevant stakcholders are
consulted and objectives jointly agreed to.

Strategic Planning

226 The Commonwealth should also have primary
responsibility for strategic planning associated with the
attainment of SPP objectives. This will be particularly
relevant where SPPs are ongoing and complex.

227  Strategic planning refers to the financial
management, resource allocation, information distribution
and coordination necessary to achieve SPP objectives at the
national level. Strategic planning includes such tasks as the
development of national strategic plans; the specification and
maintenance of national data collection systems, and the
commissioning and funding of vresearch for policy
development. In some SPPs, strategic planning may also
include development of appropriate service delivery
structures to ensure basic national consistency.

228  As with development of program objectives, the
other parties to SPP agreements and relevant stakeholders
should also be consulted for what is likely to be an ongoing
process.

10 Department of Primary Industries & Energy. Transcript. p 609
(Canberra, 28 July 1995).
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Table 2.2

Roles and Responsibilities in SPP Administration

‘Admin " . Angther ~ Both -
Chvith.  party tothe . ‘1&2
I Dept (1) agreement. R

3

1. Estabhshment *
of broad pohicy  *
_and objectives

2. Stratege 1 18 10 B
planning ' '

3. Planning for 5 ‘ 45 oo
service delivery ;

4. Actual service . 5 68 i 8
delrvery ' ‘

5 ;\I()ni!&x'il\g w7 T i 58 '
and review of

performance

Sourec dont ANAGICE surver of SPP adannistration See Swditor Generad Sudd Baort N 21
1990835 p ot

This table, which is based on the joint ANAO/JCPA
survey results, describes the various stages of SPP
administration and notes how many SPP agreements
specify  that the activity is a Commonwealth
responsibility, how many specify that it is the
responsibility of another party to the agreement, and
how many specify that it is a joint responsibility.

Nate #1 The row~ do not add up ta the total number of SPPs 1n existence m 1991
23 a8 roles and responslihities are not speeified for all agreements and beeause

not all admmstrative activities are carried out fur all SPP~.

Note #2 Respondunts were nit askeit |0 speafy whether 8PP agreements
mdieate winch parts to the i Tesp ble for proy af finanesal
data and other aecountabiliey documents

Service Delivery Planning

229 In the context of this report, 'service delivery' refers
to any product or services that are funded by an SPP. In this
sense, service delivery encompasses such diverse activities as:
schools teaching students; Meals on Wheels organisations
delivering meals to invalids: road building: the conduct of
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public health awareness campaigns; and the provision of
temporary mortgage relief to those on low incomes. Some
service delivery is carried out by state governments and some
by non-government agencies on behalf of state or
Commonwealth governments. The key feature of service
delivery, however, is that it is provided to individuals or
groups in the community.

230  Service delivery planning, which precedes service
delivery in the stages of SPP administration, includes all the
design, resource and financial management and coordination
necessary for efficient service delivery. Service delivery
planning includes such tasks as cnsuring that service
deliverers comply with scrvice standards; ensuring that
service deliverers remain financially accountable, and
identifying where new or different service delivery strategics
are needed and developing them.

231 In principle, the Commonwealth has agreed,
through a COAG communique, that states should have
primary responsibility for service delivery planning. The
communique, issued by the Commonwealth and states in
February 1994, concludes that the states 'generally would
have primary responsibility for program implementation and
management'.t!

232  The contentious issue, however, is the extent to
which the Commonwealth should have any involvement in
SPP service delivery planning. The states argue strongly that
the Commonwealth should have no involvement at all, while
current practice indicates that Commonwealth departments
believe they should have considerable input.

2.33 In a representative comment reflecting the state
position, the Victorian Government argued that:

one of the major issues requiring atlention is the need o
recognise the States' capacity to manage the provision of
quality services and to limit the involvemeni of the
Commonwealth in program implementation.?

11 (OAG, Communique, Hobart, 25 February 1994, p. 13.

12 Victorian Government, Submission, p. 8112 (Vol. 2 of %hm
See also New South Wales Government, Submi
of Submussions); Tasmaman Government, Submi
(Vol. 2 of Submissions): Northern Territory Government,
Submission. p. 8 38 (Vol. 1 of Submissions): Queensland
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231 As a consequential result of the package of reforms
to SPP administration advanced in this report, the Committee
agrees that the Commonwealth should shift its focus from the
micro-management of SPPs and concentrate instead on
strafegic planning and ensuring that national objectives are
met.

235 The trade off for granting the states greater
autonomy in service delivery planning is that the
Commonwealth will place a correspondingly greater emphasis
on measuring service delivery performance. This means that
states will be accountable for what they achieve, rather than
how they achieve it, a matter that is discussed more fully in
the next chapter. Service deliverers will also find the
Commonwealth introducing more sophisticated measures to
check that the services being delivered are actually
contributing to SPP objectives.

2.36 Similarly, SPPs will need a framework of sanctions
in place for non-compliance with the terms of SPP agreements
before the Commonwealth gives full responsibility for service
delivery planning to states. Such sanctions could include a
temporary return to Commonwealth involvement in service
delivery planning and oversight. The issues of performance
measurement and sanctions are explored in greater detail in
Chapter 4.

237 The principle that the states should be given sole
responsibility  for service delivery planning has been
introduced in several recently negotiated, or renegotiated.
SPP agreements. For example, the Department of Transport
explained that the Australian Land Transport Development
Program (National Highway Funding) SPP is now structured
on the following basis:

To avoid wasteful Commonwealth duplication of what is
properly State functions, or the imposition of unnecessary
administrative costs, the Commonivealth defines the project
paramelers for each [National Highway] project and allows
the State flexibility to deliver the project as cost effectively as
it can. 14

Government, Submission. p. §150 (Vol. 1 of Submissions); Western
Austrahan Government, Submission. p. $298 (Vol. 2 of Submissions),

13 Department of Transport, Submission. p. $430 (Vol. 2'of
Subnussions).
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238 In another example, the Commonwealth-State
Housing Agreement SPP is being renegotiated to:

bring about a fundamental shift in roles and responsibilities
w. The Commonwealth will rely more on monitoring
oulcomes to pursue agreed objectives, thereby giving the
States and Territories more flexibility in delivering housing
assistance.’

239  Similarly, reforms to health services delivery, which
is funded, inter alia, by SPPs will be based on the principle of
‘planning and managing services as close as possible to the
service delivery level'.1s

240  These reforms give state governments the flexibility
to deliver or arrange delivery of SPP funded services as
efficiently as possible, consistent with agreed performance
targets being met. Accordingly, the Committee makes the
following recommendation.

241 Recommendation 3

Commonwealth departments administering SPPs
involving more than one level of government should
ensure that the SPP agreements do not prescribe the
method of service delivery by another level of
government. However, any such prescriptions should
remain in agreemenis unlil arrangements are in
place to ensure that there is accountability to the
Commonuwealth. for service delivery performance and
outcomes.

Service Delivery

242 The Committee believes that it is appropriate for
state governments alone to provide, or arrange for the
provision of any service delivery associated with an SPP o the
states. By definition, the Commonwealth is not involved in
actual SPP service delivery for either SPPs fo or through the
states. This is because Commonwealth service delivery is

14 COAG. Comnuniquee, 11 April 1995, Canberra, p. 5.
15 COAG. Communique, 11 April 1995, Canberva, Attachment B,
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funded via Commonwealth Own Purpose Qutlays rather than
SPPs.16

Recognition of Commonwealth Contribution

243  Given the joint nature of SPP agreements, the
Committee believes it important that both the public and
service deliverers are aware of the Commonwealth's financial
contribution to the delivery of SPP funded services. In the
Committee's experience, it is all too easy for the
Commonwealth's contribution to joint Commonwealth - state
programs to be ignored.

244 Appropriate recognition of the Commonwealth's
contribution to SPPs should be ensured by identifying the
Commonwealth's role in application documentation, approval
announcements, media releases, official openings, signs,
plaques and other program publicity.

245 The joint ANAOMCPA survey of SPP
administration indicates that 29 of the 92 agrecements in
existence in 1994 required joint recognition arrangements,
while 54 did not (for 9 SPPs the issue was not considered
applicable).!” The Committee belicves that all SPP
agreements should require and specify joint recognition
arrangements and, accordingly, makes the following
recommendation.

246 Recommendation 4

Commonwealth departments should ensure that all
SPP agreements include arrangements to require that
the Commonwealth's contribution is recognised in
application documentation, approval
announcements, media releases, official openings,
signs and plaques and other program publicity.

247  The Committee also believes it important that
Commonwealth departments consider a range of potential
sanctions for non-compliance with this recommendation. The
issue of sanctions is discussed in more detail in Chapter 4.

16 For example, service delivery by the Australian Federal Police or the
Commonwealth Employment Service,

17 See Auditor-General, Audit Report, No. 21, 1994-95, pp. 30 & 93.
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Monitoring and Assessment of Performance

248  Although the report goes into more detail about
measuring performance in Chapter 4, such monitoring shoutd
be undertaken by all agencios involved in SPP administration
and for all the activitics described in paragraph 2.2 above. At
the very least, all agencies involved, including the
Commonwealth, should be monitoring and assessing their own
performance.

249  However, in terms of external performance
monitoring, the Committee believes that the Commonwealth
should have primary responsibility for assessing the
performance of SPPs towards meeting national objectives, The
Commonwealth and the other parties to SPP agreements
should agree on data collection requirements and it should
then become the responsibility of the other parties to provide
the data to the Commonwealth.

2560 In the case of SPPs through the states, non
government schools and universities are accountable for
performance  towards SPP  objectives directly to the
Commonwealth. 18

251 Bqually, state agencies should be responsible for
ensuring the performance of non-government agencies
contracted to undertake SPP funded service delivery, although
that is an issue beyond the scope of this report.

252  The issue of performance measurement and how to
hold the parties to SPP agreements accountable for their
performance is the subject of Chapter 4.

Preparation of Financial Data and Other Accountability
Documents

253 The purpose of preparving financial data, in this
context, is to reassure the Commonwealth that SPPs funds
were spent as per terms of the SPP agreement.

254 In Chapter 6, the Committee argues that the
Commonwealth should accept the audited annual financial

18 The General Purpose Financial Assistance to Local Government SPP
is technically classed as an SPP through the states but, for all intents
and purposes, is an untied GPP to local government.
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statements of grant recipients, with appropriate annotations,
as adequate for ensuring financial accountability for SPPs,
Some service deliverers are required to provide additional
financial information to the Commonwealth, although the
purpose of this data is to enable the Commonwealth to
determine future levels of funding, rather than to ensure
financial accountability.!9

The Clarification of Roles and Responsibilities

255  The Committee acknowledges that the debate about
the appropriate roles and responsibilities of parties to SPP
agreements reflects a wider tension between the states and
the Commonwealth over their respective roles in the
federation. However, the Committee believes that, in terms of
SPP administration, a refocus by the Commonwealth on
strategic planning and on monitoring and assessing
performance, instead of on the micro-management of service
delivery, will allow the most efficient use of scarce public
resources - both Commonwealth and state. The caveat, which
is addressed in the following chapters, is that service
deliverers will need to become more accountable to the
Commonwealth for their performance.

256  Before discussing these issues in more detail,
however, this chapter will conclude by examining in greater
detail the implications of the overlap of roles and
responsibilities in the administration of SPPs.

The Costs of Duplication

257  One of the Committee's terms of reference is to
investigate the costs of duplication in the administration of
SPPs, which is one of the more contentious issues associated
with their administration. The contention arises, primarily,
because of the difficulty of defining and quantifying
duplication.

19 Such as non-government schools through the Non-government
Schools Financial Questionnaire.
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What is Administrative Duplication?

258  State governments argue that administrative
duplication avises out of an overlap of roles and
responsibilities by Commonwealth and state officials. In the
view of the states, this occurs when Commonwealth officials
undertake activities already being done by state officials,
usually in the areas of service delivery planning and
monitoring. In a representative comment, the Queensland
government explained:

In its most basic form, duplication occurs because SPP
arrangements require Commonwealth bureaucrats to
monitor and oversight the activities of State bureaucrats
who themselves are monitoring and oversighting delivery of
particular programs in their own jurisdictions.>0

259 The Western Australian government advances the
more radical argument that duplication is, by definition, any
Commonwealth activity within an area of state jurisdiction.
Under this definition, administrative duplication begins if the
Commonwealth simply examines the need for SPPs in an area
of state activity.2!

260  As indicated when discussing the Commonwealth's
role in the establishment of broad policy and objectives for
SPPs, the Committee believes that the Commonwealth has a
legitimate role in implementing national policies, even in
areas of existing state activity. via SPPs. Thus the Committee
has not accepted the broader definition of duplication as
advanced by Western Australia.

261 In a 1990 review, the Commonwealth Grants
Commission estimated the extra costs associated with the
administration of SPPs.22 In coming to a figure, the states

20  Queensland Government, Submission, p. S153 (Vol 1 of
Submissions). See also Northern Territory Government, Submission,
p. 8630 (Vol. 3 of Submissions); Queensland Government,
Submission, p. 8686, (Vol. 3 of Submissions).

21 Western Australian Government, Submission, pp. S768 & S798-99,
(Vol. 3 of Submissions).

]
[

Commonwealth Grants Commission, Report on Issues in Fiscal
Equalisation, AGPS, 1990, Vol. [, Main Report, pp. 94-5 & Vol. 11,
Appendixes and C ltant's Report, Appendix K.
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evaluation and reporting procedures consequent upon the
Commonwealth's involvement in a sample of SPPs. The
Commonwealth was also asked for details of the costs to it of
the same activities for the same programs. The activities for
which the information was requested were considered to he
the activities undertaken in addition to the ‘'mormal'
administration of each program.

2.61 One can argue that these identified activities are
administrative duplication simply because more than one level
of government is undertaking them. However, if these are
duplicated activities, it begs the question as to whether they
are r ry or unr ry duplication. For example, is
negotiation between the Commonwealth and states on SPP
objectives unnecessary duplication, or important consultation?
In a similar vein, external auditors review the same accounts
as internal auditors, but is that unnecessary duplication or
prudence?

262  Furthermore, the price of SPP duplication may be
less than the total cost to the nation of each state undertaking
the same activity separately. For example, the Department of
Human Services & Health believes that if all states had to run
their own Pharmaceutical Benefits Schemes, the overall
resources required would be 'significantly' higher and more
expensive, if only because of the economies of scale.28 Thus a
single large program, less efficient with duplication when scen
in isolation, may still be ultimately more cost cffective than
running several more efficient, but parallel programs.

2.68 The difficulties associated with trying to define
administrative duplication have given rise to widely differing
assessments of the extent of the problem. On one hand, the
Western Australian government sees the problem as ‘endemic
in the system', while the Secretary of the Commonwealth
Department of Human Services & Health considers
administrative duplication as 'trivially small, relative to the
size of the grants'.2!

2.6+  The Committee has concluded- that trying to give a
precise definition of administrative duplication is of limited

23  See Department of Human Services & Health, Submission, pp. S467-
68 (Vol 2 of Submissions).

24 Western Australian Government, Submission, p. $306 (Vol. 2 of
Submissions); Department of Human Services & Health, Transcript,
p. 93 (Canberra, 23 January 1995).
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value because any definition needs to be qualified and is likely
to be disputed. Unfortunately, the same problem is true for
attempts to quantify the costs of duplicated administration.

The Cost of Administrative Duplication

265  As a first step in calculating the costs of duplication,
one has to establish the costs to each party of the activity that
is being duplicated.

2.66 In jts 1990 exercise, the Commonwealth Grants
Commission estimated that the total cost to the states for the
identified activities for the sample of SPPs was $27 million
and for the Commonwealth $21 million. The Commission
noted, however, that there were ‘'substantial reservations'
attaching to the figures, which needed to be 'treated with
considerable caution'.25

267  The Committee went through a similar exercise,
asking each State to calculate an estimate of the total number
and cost of staff required by the state agencies to meet the
reporting and accountability requirements imposed by the
Commonwealth for a sample of SPPs.*® These figures were to
be compared with the costs to the Commonwealth for these
activities that were nominated in the joint ANAO/JCPA
survey of SPP administration. Unfortunately, the Committee
faced similar problems to the Grants Commission as there was
an incomplete data return from the states and calculations
were made on different assumptions and with differing
degrees of accuracy.

268  Calculating administrative costs needs to be done
with great care. For example, the cost of any duplicated

25 Commonwealth Grants Commission, Volume II, p. 168. Note that the
figures refer to the costs of administration for the sample of SPPs -
they are not extrapolated across all SPPs.

26  Correspondence, chairman of JCPA, Les Scott MP, to Premiers and
Chief Ministers, 13 October 1994. For responses see Northern
Territory Government, Submission, pp. $627-52 (Vol. 3 of
Submissi Q land Gover: Submission, pp. $653- S729
(Vol. 3 of Submissions); Australian Capital Territory Government,
Submission, pp. 5730-64 (Vol. 3 of Submissions); Western Australian
Government, Submission, pp. S765-71(Vol. 3 of Submissions);
Tasmanian Government, Submission, pp. 8§775-8 (Vol. 3 of
Submissions).
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activity will vary on the basis of the seniority of the staff
duplicating each others effort, simply because salary costs will
vary between jurisdictions. Furthermore, the total cost of an
activity, and hence any duplication, will be affected by
whether the costs of internal supervision are included in the
calculation. The Northern Territory government also argued
that any departmental calculations on staff costs should be
inflated by 15% to cover the corporate support costs incurred
by central agencies.??

2.69 Moreover, the costs of program administration per
annum and, hence, of potential duplication will vary according
to the age of SPPs. It is likely that the costs per annum of
administrating an SPP will be higher when the program is
first negotiated and as it is established than when all parties
are familiar with its operation. As one Commonwealth
department explained, ‘once the grant has become stable, the
costs of administration go down'.28

270 Nonetheless, attempts to cost the administration of
SPPs continue to be made. In a 1990 Economic Planning
Advisory Council paper, the Commonwealth Department of
Finance estimated that the total annual cost to the
Commonwealth for administering SPPs was $30 million.20
However, when giving evidence to the Committee, the
Department of Finance admitted that the figure had been
‘guesstimated’ and that 'the estimate needs to be treated with
great care'.30

2.71 In summayy, the Committee notes the difficulties
and uncertainly associated with trying to caleulate the costs of
administrative duplication. The Committee believes that
attempts to put a figure on the costs of duplication in the
administration of SPPs arve largely academic, given the
qualifications needed, both in terms of definition and cost.

27  Northern Territory Government. Submission, p. $635 (Vol. 3 of
Submissions).

28 Department of Human Services & Health, Transeript, p. 97
(Canberra, 23 January 1995).

29  Economic Planning Advisory Council , Towards a more Cooperative
Federalism?, Discussion Paper 90/0-4, July 1990, AGPS, Canberra, p.
12,

30  Department of Finance, Transeript, p. 53, (Canberra, 13 December
1994),
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What Can be Said About Administrative Duplication?

272 The Committee believes that it will be a more
fruitfol exercise to adopt administrative best practice to
minimise duplication ‘in principle', rather than try and
precisely define and cost it.

278 A review of data collected by the Committee
indicates that impressions of duplication are most likely to be
associated with SPPs having disputed or unclear objectives
and complex service delivery and service delivery planning
arrangements.

274  SPPs that are perceived to include a high degree of
duplication include the Home & Community Care SPP; the
Medicare SPPs; the Supported Accommodation Assistaiice
Program SPP and the Commonwealth State Housing
Agreement SPP in its current form.

275  The Committee concludes that SPP duplication,
however defined, will be minimised if:

. the roles and responsibilities of each party to SPP
agreements ave clear;

. consultation arrangements for any shared roles and
responsibilities are established and simple; and

. the Commonwealth focuses on strategic planning

and performance assessment and shifts its focus
from service delivery planning, conditional on
adoption of appropriate performance agrecments
and arrangements to recognise Commonwealth
funding contributions.

276 These principles are based on the Committee's belief
that some involvement by all parties in establishment of broad
policy and objectives and strategic planning is desirable and
not unnecessary duplication.

End Note: The Community Comes
First

277 The Committee believes that it is important that
parties negotiating appropriate roles and responsibilities
remember that the objective of most SPPs is te provide a
service to individuals or groups within the community. As

33
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aptly put by the Association of Independent Schools of
Victoria:

The important issue is ensuring that the balance of
responsibilities between the two flevels of government] is
most effectively aligned to the benefit of the citizens.?

278 It is to this topic of ensuring that SPPs focus on
achieving their objectives and serve the community, that the
Committee turns in the next chapter.

31 Association of Independent Schools of Victoria, Submission, p. $372
(Vol. 2 of Submissions).

INPUTS, OUTPUTS, OBJECTIVES
AND OUTCOMES

‘certainly there is a major shift now from focusing on what goes
in to focusing on what comes out. That in itself will largely
remove one of the bones of contention between the
Commonwealth and the states’. (Department of Human
Services & Health!)

Introduction

a1 The previous chapter discussed who should conduct
the activities necessary for SPPs to meet their objectives. The
chapter concluded by noting that the real reason for
optimising these administrative arrangements is to ensure
that SPP services are effectively delivered to the public at
minimal cost.

3.2 A true test of administrative efficiency is whether
an SPP is meeting its objectives. This chapter focuses on what
is measured and what should be measured to determine
whether SPPs are meeting their objectives. The next chapter,
on performance accountability, discusses how to measure
whether SPPs are meeting their objectives,

1 Department of Human Services & Health, Transcript, p. 585
(Canberra, 28 July 1995),
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Management Terminology

3.3 The complexity of assessing whether programs,
including SPPs, meet their objectives is made easier if the
program activities are broken down into the generic
classification of function described in Table 8.1.2 The table
also introduces some of the terminology used through the rest
of the report.

3 Most importantly, all SPP agreements should
contain explicit 'objectives' that are concise, measurable and
realistic statements of what the SPP, is trying to achieve.
Some SPPs will have a single objective, while others will have
multiple objectives.

3.5 Objectives should be described in terms of desived
‘outcomes’. Outcomes are the consequences of the program,
beyvond the administrative activity associated with the SPP.
For many SPPs that means that objectives should be
described in terms that reflect the anticipated benefits of the
program to the community. Outcomes may take time to
become evident, may be intended or unexpected, but are
beyond the direct control of the SPP.

2 See also Department of Finance, Doing Evaluations: A practical

Guide, AGPS. 1994, pp. 19-23; Department of Finance, Performance
Information, Practical Guides, Leaflet 1, April 1995; Department of
Finance. Setting and Changing Objectives, Leaflet 4, June 1995.

INPUTS, OUTPUTS OBJECTIVES AND OUTCOMES

Table 3.1

The Performance Management Framework

Community needs

Govt priorities/ policy

SPP objectives/
desired outcomes

¢ The resources provided for the program.

Processes The activities that produce or support the
outputs.

What the SPP is trying to achieve
(linked to the Community needs).

I|

Qutputs The . pru(.i\u:cs or ser\.'ices \\'hi(,:h are
. provided in order to achieve the objective.

Actual outcomes The effect of the SPP.

Source. Department of Finance, Domg Ealuations, p. &, and Office of the Auditor-General of

Western Australia, Public Sector Performance Indicators, 1993-91, Speenl Report. Report

Na. 7, December 1994, p.i

3.6 The following table provides examples of these
terms used in the context of SPP agreements.
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INPUTS, OUTPUTS OBJECTIVES AND OUTCOMES

Table 8.2

Examples of the Relationship between Inputs,
Processes, Outputs and Qutcomes

Outcomes should not be confused with ‘outputs' which are the
products or services which are delivered by a program in order
to achieve program outcomes. Outputs ave activity, while
outcomes are results.

An SPP might have the objective of reducing urban road
congestion. The input may be $100 million, the process may be
laying bitumen, the output may be a new freeway and the
outcome shorter transit times. An unintended outcome may be
fewer traffic accidents.

Similarly, an education SPP may have the objective of]
increasing the number of bi-lingual students. The input may
be more language teachers, the process more language classes
included in school timetables, and the output more students
attending language classes. The outcome may be more

students who can speak two languages.

Outcomes Hierarchies

3.7 The examples given in Table 3.2 are straight-
forward. In reality, most SPPs have multiple processes and
potential outcomes. This may make demonstrating a link
between outputs and outcomes difficult, particularly if
outcomes are unclear or potentially influenced by other factors
outside the SPP.

a8 In an attempt to clarify the causal links between
outputs and outcomes, outcomes are often expressed in terms
of ‘outcomes hierarchies'. These re-arrange the outcomes of a
program in a hierarchy with lower level outcomes being those
most directly related to outputs and which must be achieved
in order to generate the higher level outcomes. Higher level

outcomes describe the ultimate outcomes desired as a result of
the program.?

3.9 Given the complexity of most SPP programs, it is
probable that outcomes hierarchies will have to be established
for each SPP if achievement of objectives is to be measured. It
is likely that the attainment of objectives will first be
measured by establishing a link between SPP outputs and
lower order outcomes which are the most easily measured.
When experience has been gained with measuring lower level
outcomes, then attempts can be made to link SPP outputs to
higher level outcomes.

A Lack of Focus on Objectives

310 As a matter of principle, the Committee believes
that SPPs should be structured and administered in such a
way as to focus on their objectives,

311 The Committee has received evidence from many
witnesses indicating that, in general, SPP agreements and the
administrative efforts of Commonwealth departments, focus
attention on measuring SPP processes and outputs at the
expense of measuring outcomes and the extent to which
objectives have been met.

312 The Committee is particularly concerned that the
focus on processes and outputs is having an adverse impact on
the achievement of SPP objectives (where articulated).

313  The evidence giving rise to the Committee's concern
has come from agencies involved in all levels of SPP activity,
including the Commonwealth.

314 As a representative comment from state
governments, the Tasmanian government stated that:

SPP agreements rarely clearly articulate the objectives of the
program, and the desired outcomes from the payments.!

3 See: Sue Funnell & Bryan Lenne, Clarifying Program Objectives for
Program Evaluaiion, Program Evaluation Bulletin, 171990, NSW
Government Office of Public Management, 1950,

4 Premier of Tasmania, Submission, p. S832 (Vol 4. of Submissions).
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315 Similarly, the Australian Local Government
Association told the Committee that:

our main concern about SPPs is that many of them operate
in a vacuum of planning - not planning in the sense of
planning for specific program areas, but planning in the
sense of looking at outcomes for whole communities.s

216 A major service provider funded by the Home &
Community Care (HACC) SPP described HACC funding as:

not based on a clear, longer term strategic view of needs
based outcomes and targets... basically there is not a bigger
picture in which we all sit and we therefore know where we
are going.§

317 Finally, from a Commonwealth wide perspective,
the Department of Prime Minister & Cabinet acknowledged
that:

there is scope to shift the arrangements for SPPs further
towards an outcome focus...”

318 In the previous chapter, the Committee argued that
the Commonwealth should be responsible for the
establishment of the broad policy and objectives of SPPs. Part
of this responsibility involves the Commonwealth identifying
the desired outcomes that SPPs are funded to bring about. As
such, the Committee was concerned to hear an admission from
the Department of Human Services & Health that:

Although the name ‘'specific purpose payments' actually
suggests that the Commonwealth has been very specific
about what it has wanted to do, that has not always been the
case and to some extent that has led to some of the
acrimony.®

5 Australian Local Government Association, Transcript, p. 615
{Canberra, 28 July 1995).

6 Home Care Service of NSW, Transcript, p. 272 (Sydney, 21 February
1995).

7 Department of the Prime Minister & Cabinet, Submission, p, 8525
(Vol. 2 of Submissions).

8 Department of Human Services & Health, Transcript, p. 577
{Canberra, 28 July 1995),

INPUTS, QUTPUTS OBJECTIVES AND OUTCOMES

319 This evidence suggests that there is a need for all
SPPs to have objectives that are expressed in terms of clear,
achievable and measurable outcomes before funding
commences.?

Reform Qccurring

220  The Committee notes that increasing effort is being
made to describe SPP objectives in terms of outcomes. An area
where developing measurable outcomes is particularly
difficult is the health and community services sector. It is,
therefore, heartening to see that health ministers have
recently agreed to reform:

which better focuses on the outputs of the public health
system and which provides a clear framework for ensuring
that  funding  from  both  Commonwealth  and
States/Territories is applied to improve patient outcomes.!®

321  Likewise, the Commonwealth-State Housing
Agreement SPP is being renegotiated with the intention that
‘the Commonwealth will rely more on monitoring outcomes to
pursue agreed objectives.!!  Similarly, payments to
universities via the recently re-negotiated Higher Education
(Recurrent) SPP now place a far greater cmphasis on
achieving outcomes instead of assessing processes.!?

322  Identifying measurable outcomes is easier for some
SPPs than others. For example, the objective of the Bovine
Brucellosis & Tuberculosis Eradication SPP is implied in its
title and it is comparatively easy to express this objective in
terms of measurable outcomes,

323  TFor other SPPs it is not so easy and the process of
defining measurable outcomes will take time and wide

9 A Working Party of the Australian Health Ministers' Advisory
Coungil is examining the specification of outcomes for existing health
related SPPs.

10 Australian Health Ministers' Conference, Media Release, 15 June
1995, Alice Springs, Agenda ltem 11, p. 1.

11 COAG, Comimunique, 11 April 1995, p. 5. For background on this
issue see Industry Commission, Report No. 34, Public Housing,

Vol. I, November 1993, pp. 37-43,

12 University of Tasmania, Transcript, p, 512 (Hobart, 21 April 1995).
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consultation. However, the Committee believes that it is a
necessary and achievable process, a message reinforced by the
Victorian Government:

It is true that the development of meaningful output and
outcome can be complex. However, they place an additional
administrative burden on States only if they are simply
added to existing requirements, rather than there being a
move away from inputs. If applied properly, there is no
reason to believe that outcome measures should pose a
significantly greater administrative burden than inputs.'s

3.24 The Committee believes it desirable and possible for
all SPPs to have clearly measurable objectives. In his report
on the results of the joint ANAO/JCPA survey of the SPP
administration, the Auditor-General recommended that future
SPP agreements set out, inter alia, the purpose of the
programs' existence and the objectives to be pursued. The
Committee believes that this recommendation is sufficiently
important to be a requirement for existing SPPs as well as for
future ones. Accordingly, the Committee makes the following
recommendation.

325 Recommendation 5

Commonuwealth departments should ensure that each
SPP agreement contains the following details of the
SPP's national objectives:

(a) a statement of why the parties to the SPP
agreement are entering the agreement; and

(b) concise statements of what the SPP is trying to
achieve, expressed in terms of measurable
outcomes.

Such a statement should be required for new SPP
agreements before funding commences.

If such statements are not included in existing SPP
agreements, then the responsible Commonwealth
departments should draw up a publicly available
timetable for their development and incorporation
into the agreements.

13 Victorian Government, Submission, p. 823 (Vol. 8 of Submissions).
14 Auditor-General, Audit Report, No, 21, 1994-95, p. 30.

INPUTS, OUTPUTS OBJECTIVES AND OUTCOMES

A Continuing Focus on Inputs

3.26  However, despite the reforms occurring for some
SPPs, an outcomes focus remains a theoretical ideal for many
others. The reality is often a continuing Commonwealth
preoccupation with the activity associated with SPPs rather
than with the results of the activity

327 In fact, the states claim, and Commonwealth
departments concede, that for many SPPs, the Commonwealth
continues to control SPP activities - the processes and outputs
- through attaching conditions to the use of SPP inputs.

3.28  In brief, the Committee belicves that input controls
will become inappropriate as Commonwealth attention shifts
towards accountability for what is achieved (outcomes) rather
than how it is achieved (processes and outputs). The
Committee develops this argument in greater detail after
reviewing the impact of input controls.

3.29 The Commonwealth uses input controls for two
main reasons:

. first, in the absence of outcome measurement, input
controls may be the only way for the
Commonwealth to keep other parties to an SPP
accountable for their use of Commonwealth funds;
and

. second, to ensure that the states do not respond to
an infusion of Commonwealth funds via an SPP by
withdrawing their own funding.

3.30  This later concern is part of the wider practice
known as ‘cost shifting’, which describes the phenomenon of
states endeavouring to use Commonwealth funded programs
instead of state funded programs to deliver services.

The Problem of Cost Shifting

3.31  Cost shifting is both an inter and intra program
problem. It is not confined to SPP administration alone and
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also includes cost shifting between state funded programs and
Commonwealth Own Purpose Outlays.1s

332 In terms of SPP administration, many
Commonwealth departments are convinced that state
governments withdraw their own funding for services when
the Commonwealth contributes funding to the same area via
SPPs, thus shifting the cost of programs from the states to the
Commonwealth. As the Department of Finance explained:

a major concern in areas of shared responsibility... is the
shifting of program costs, particularly the shifting of costs
orilo a program which is run by another level of government.
This is endemic in the health system for example... There are
no estimates of the financial impact, but it is thought to be a
significant one. Programs need to be designed to minimise
the scape for activity of this kind.?¢

and furthermore, that:

When we design a system we need to be conscious of the
incentives which we may, wittingly or wnwittingly, build
into it to encourage stales to withdraw from an area of
activity... with no improvement in overall ouicomes, or
maybe a small one, but certainly a large change in who
bears the bill. It is a danger that is ever present...!”

3.33 The states respond that, as their own priorities
change, so will their levels of funding. Western Australia also
counters the Commonwealth argument by stating that it
'ignores the very significant level of Commonwealth cost
shifting to the States in the health area and in respect of
general revenue funding'.1®

15 Anexample of cost shifting between state services and a
Commonwealth Own Purpose Qutlay is the state practice of
requiring discharged hospital patients to purchase prescription
drugs from community pharmacies via the Pharmaceutical Benefits
Scheme (funded by the Commonwealth) rather than through hospital
pharmacies (funded by the states).

16  Department of Finance, Transeript. p. 50 (Canberra, 13 December
1994).

17 Department of Finance, Transeript, pp. 68-9 (Canberra, 13 December
1994),

18  Western Australian Government, Submission, p. S793 (Vol. 3 of
Submissions).

INPUTS, OUTPUTS OBJECTIVES AND OUTCOMES

The Commonwealth Response: Input Controls

334  The Committee recognises that cost shifting is a
significant problem for the Commonwealth under existing SPP
arrangements. In an attempt to contain the practice of cost
shifting, the Commonwealth has introduced a number of input
controls into SPP agreements.

3.35 Input controls are wusually in the form of
‘maintenance of effort’ clauses, 'matching' requirements or
administrative ‘caps’. Maintenance of effort clauses rvequire
state governments to maintain existing levels of expenditure
as a condition for veceiving SPP funds for the same program.
Matching clauses in SPPs require states to provide their own
funds for a program, before the Commonwealth will
contribute. Administrative caps limit the percentage of
funding that can be used for administrative purposes.

236 The use of these types of input controls are quite
extensive. The joint ANAO/JCPA survey indicated that 42 of
the 92 SPPs current in 1994 contained either maintenance of
effort and/or matching requirements. Furthermore, some 32 of
the SPPs placed caps on the percentage of grants that could be
spent on administration

Maintenance of Effort Clauses

237  State governments ave critical of maintenance of
effort clauses in SPP agreements, arguing that these clauses
lock a state into expenditure levels in particular areas, even if
state budget priorities. or local requirements change.' As the
Victorian Government explained with the example of the
Commonuwealth Dental Health Program SPP:

As the states have got a program running, it would be silly
for the Commonwealth to set up ils own program... Why not
co-ordinate the two? It was just that in that coordination the
Commonwealth went that extra step and, rather than just
seehing from the states the commitment that money would be
spent appropriately, there was an extra step lo tie in a whole

19 Victorian Government, Submission, p. S825 (Vol. 3 of Submissions).
See also: Tasmanian Government, Submission. p. S507 (Vol. 2 of
Submissions); Western Australian Government, Submission. pp. 795-
6 (Vol. 3 of Submissions): and South Australian Government
Submission, p. $602 (Vol. 2 of Submissions).
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state program, which had already been running, through
maintenance of expenditure requirements. 2

3.38  Maintenance of effort clauses also have the
unintended consequence of reducing incentives for
productivity improvements to be made because they do not
allow any efficiency savings to be diverted to other areas. As
the ACT government colourfully described, these clauses are
‘anathema to improved efficiency'.2!

Matched Funding Arrangements

3.39 Similarly, state governments are concerned that
‘matching arrangements are detrimental to efficiency and
budget flexibility'.2? The South Australian Government gave
an example of the perverse incentives that matching funding
arrangements can promote;

[the state is] faced with a decision between does the state
spend ils own resources on areas that it judges are the
highest priority... or does it spend resources on particular
individuals simply because we atiract $1.50 for every dollar
we spend of our own? Those are the kind of constraiidts,
inflexibilities and inefficiencies that tend to be created.??

340  In its submission, the South Australia Government
also gave examples of funds that had to be returned to the
Commonwealth because the necessary state expenditure could
not be justified.2

20  Victorian Government, Transeript, p. 450 (Melbowrne, 11 April 1995)

21 Australian Capital Territory Government, Submission, p. S732
(Submission Vol, 3).

22 Victorian Government, Submission, p. S810 (Vol. 3 of Submissions).
See also Tasmanian Government, Submission, p. $506 (Vol. 2 of
Submissions) & p. 5835 (Vol 1. of Submissions): New South Wales
Government, Submission, p. $226 (Vol. 1 of Submissions),

23 South Australian Government, Transcript, p. 395 (Adelaide, 6 April
1995).

24 South Australian Government, Submission. p. 5604 (Vol. 2 of
Submissions), For the Commonwealth response see: Department of
Housing & Regional Development, Transcript, p. 118 (Canberra,

23 January 1995).

INPUTS, OUTPUTS OBJECTIVES AND OUTCOMES

The Committee's Response to Input Controls

341 The Committee believes that input controls such as
maintenance of effort and matching requirements have
several disadvantages, even though they do restrict cost
shifting under existing SPP agreements.

3.42  Most importantly, a focus on input controls does not
put clients first, particularly for those SPPs that are providing
services directly to individuals and groups within the
community. It seems inequitable, in the case of matched
requirements, for programs to suffer the double blow of losing
Commonwealth funding simply because they have already lost.
state funding.

343  Second, the Committee agrees that such input
controls inappropriately limit the incentive for service
providers (in this case, state governments) to improve their
efficiency.

344 Third, input controls do not allow service providers
the flexibility to move funds between program eclements
within SPPs to ensure that overall objectives are achicved.

345  Fourth, the imposition of these controls by the
Commonwealth and the subsequent attempts by states to
minimise their impact seem to be the greatest cause of
Commonwealth-state rancour in SPP administration. Such
rancour is counter productive when the Commonwealth and
states should be cooperating on the development of shared
SPP objectives.

346 Finally, a focus on inputs distracts attention from
what should be the primary objective of achieving SPP
objectives, as the Victorian Government explained:

the fact of the matter is that [a focus on inputs does] not
actually provide you with a good indication of what you are
achieving. It is our view that... you actually need to have an
idea of your objectives, which are outcomes, or what your
outputs in the program are, and then measure against those
rather than simply focusing on the dollars put in, dollars
spent.?s

25 Victorian Government, Transcript, p. 441 (Melbourne, 11 April
1995).
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2.7 However, the Commonwealth will continue to rely
on input controls in SPP agrecements while the potential for
cost shifting exists. The Committee believes that cost shifting
practices will continue as long as SPP objectives remain
unclear and as long as parties to agreements are not assessed
on their performance towards meeting objectives.

348  Accordingly, the Committee makes the following
recommendations.

3.49 Recommendation 6

Commonuwealith departments should ensure that input
controls, such as maintenance of effort clauses,
maitched funding agreements and caps on the
proportion of funds that can be spent on
administration, are phased out of SPP agreements at
the same time as performance agreements are phased
in.

350 Recommendation 7

New SPPs that incorporate performance agreements
should not include input controls, such as
maintenance of effort clauses, matched funding
agreements or caps on the proportion of funds that
can be spent on administration.

3.51 Both these recommendations have the caveat that
input controls should not be removed until performance
agreements are in place with the parties to SPP agrecments
that are responsible for service delivery. The adoption of such
agreements implies, not only concurrence on SPP objectives
themselves, but also on how to measure progress towards
achieving them. The need for performance assessment and the
difficulties of measuring SPP performance are topics of the
following chapter.

PERFORMANCE ACCOUNTABILITY

‘The mere fact that resources are directed fo a particular
area means nothing in terms of achieving the stated aim of a
particular program.’ (Tasmanian Government!)

Introduction

41 In the previous chapter, the Committee argued that
administrators should focus on meeting SPP objectives and
outcomes. Program managers, SPP clients, elected
representatives and the public at large all have an interest in
knowing the extent to which these objectives have been met
and whether they have been meet in the most efficient
manner possible. The focus of this chapter is on the
measurement of performance and on how to hold the parties to
SPP agreements accountable for their performance.

What is performance?

4.2 In terms of public sector programs, including SPPs,
‘performance’ is a combined measure of:

. the extent to which objectives or targets have been
achieved ;

. the efficiency with which resources allocated to
meeting those objectives were used; and

. the probity, equity and fairness with which the

outcomes were achieved.2

1 Tasmanian Government, Submission, p. S838 (Vol. 4 of
Submissions).

2 Department of Finance, Doing Evaluations, p. 120,
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Performance Information

143 The data gathered to measure performance is called
‘performance information'. There ave different types of
performance information, depending on which aspect of
performance is being measured, such as efficiency,
effectiveness or service quality. Performance information can
be quantitative (numerical) or qualitative (descriptive), again
depending on which aspect of performance is being measured.3
The information is expressed in terms of 'performance
indicators', which are the units used to measure performance.
Examples of performance indicators include the percentage of
graduates in employment or further study: the percentage of a
target group reached by a health campaign; or the proportion
of those sceking public housing that can be allocated suitable
accommodation within a reasonable time. The key
requirement of all performance indicators, however, is that
they must be measurable and verifiable. The terms used in
performance measurement are described in Table 4.1.

Table 4.1
Performance Measurement Terminology
Benchmarking: A systematic and ongoing process to search

for and introduce best practice standards. Benchmarks may
become performance targets.

Cost Effectiveness: the relationship between inputs, described

in dollars, and outcomes.

Effectiveness: the extent to which outcomes are achieving SPP
objectives.

Efficiency: the extent to which inputs ave minimised for a
given level of outputs.

Performance Indicators: units to measure performance.

Performance Targets: Objectives or benchmarks to measure

progress against. Also called 'milestones'.

3 See Department of Finance, Practical Guides, Performance
Information for Policy Analysis, Leaflet 1, April 1995,

dd As with outcomes, performance information can be
explained in terms of a hierarchy. At the lower level,
performance information is at its most detailed and
voluminous, The information is of most use to the agencies
collecting it and will allow agency staff to assess the
performance of individual tasks they are responsible for. At
the higher level, performance information will be aggrogated
and provide overview information, of interest to senior
management and those outside the agency including
parlinments, the public and organisations carrying out similar
tasks.

45 In terms of SPPs, agencies charged with service
delivery will have most interest in the lower level performance
information, while the Commonwealth will use the higher
level aggregated data to assess the performance of the
performance of SPPs as a whole, and to assist with strategic
planning. It is the aggregated higher level performance
information of use to the Commonwealth that is of most
relevance to this report.

4.6 For performance to be measured, appropriate data
has to be collected, and then the data has to be analysed. In
this chapter, the Committee suggests that in many cases, the
right sort of data to allow valid assessments of SPP
performance to be made is not being collected or analysed.

Data Collection

Inadequate Performance data collected

4.7 The Commonwealth has conceded that SPP data
collection is often not adequate to monitor performance or
undertake strategic planning. Instead, data collection by the
Commonwealth tends to measure inputs, processes and
outputs, that give the Commonwealth a good indication of the
level of activity being undertaken by other parties to
agreements, but not an indication of the outcomes. As the
Department of Prime Minister & Cabinet explained:

In general, performance information which allows for
assessment of outcomes and the development of agreed
national goals is insufficient... the conditions on SPPs are

51
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often concerned with input controls rather than output
monitoring,!

4.8 The Tasmanian Government agrees, commenting
that:

Accountability in intergovernmental relations, as reflected in.
the terms and conditions of SPPs, has... tended to resulf in
reliance on detailed. controls over inputs and programs as a
means of assessing the relative effort made...

49 One non-government service provider funded
through the Home & Comumunity Care Program (HACC) SPP
sets its own organisational targets because HACC's:

Assessment systems are nol adequate as they are not based
on true performance measures which are based on
outeomes.t

410 The Victorian Auditor-General commented in a
similar vein:

you get the impression that [the Commonwealth] is just
throwing the money out at the states and not being
particularly interested in the outcomes.”

411 One reason why the Commonwealth collects data on
expenditure of funds (inputs), processes and outcomes, instead
of on outcomes is that it is casier to measure and compare.
This point was well made by the Victorian Government:

Too often, that sort of inputs based report, such as
expenditure in particular, has been used as a de facto

- Department of the Prime Minister & Cabinet, Submission, p. S524
(Vol. 2 of Submissions). For an example. see comments on the
Commonuwealth-State Disabilities Agreement SPP, Department of
Human Services & Health, Submission, p. S488 (Vol 2 of
Submissions).

5 Tasmantan Government Submission. p. $518 (Vol. 2 of Submissions).

[ Correspondence from General Manager, Home Care Service of NSW
to Secretary, Joint Committee of Public Accounts, 22 March 1995,
p 6.

Victorian Auditor-General, Transeript, p. 467 (Melbourne, 11 April
1995).

-~

measure for determining program achievement because it
has been simpler.®

Table 4.2
Data Collection by the Commonwealth

The joint ANAO/JCPA survey of SPP administration indicated
that of the 92 SPPs in existence in 1994:

. 7 had no specified objectives
. 25 had no specified performance indicators; and
. 31 had no specified performance targets.

Of the 92 SPPs, 71 required program data to be provided to
the Commonwealth. For these 71 SPPs, Commonwealth

departments clnimed:

. to collect data on outcomes for 41 SPPs (58%),- ‘
although the data collected was not subject to routine
analysis for 12 of these SPPs! (see below);

not to collect data that allows assessment of]
performance towards objectives for 9 SPPs (13%);

. not to collect data that allows strategic planning for 12
SPPs (17%);

not to routinely subject data from the states to
analysis for 16 SPPs (23%); and

have experienced problems with data returns from the

states for 34 of the SPPs (48%).

Data Collection on Qutcomes

412 The measurement of performance for SPPs, as with
other pubic sector programs can be a complex task,
particularly when the SPPs have multiple and hard to

8 Victorian Government, Transcript, p. 441 (Melbourne, ll'z\pril }
1995). See also Northern Territory Government, Transeript, p. 350
(Perth, 5 April 1995).
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quantify objectives based on outcomes that may take time to
emerge. Furthermore, it can be very difficult to establish
causal links between outcomes and particular SPPs,
particularly, in the education, health or community services
area.?

413  The Committee is particularly sensitive to the
impact that collecting performance information may have on
smaller non-government agencies delivering SPP funded
services, The Committee acknowledges that smaller
organisations simply may not have the resources to collate
anything more complex than process and output data. In the
case of non-government schools, the Queensland Catholic
Education Commission pointed out that collection of some
forms of outcomes information may ‘'introduce a degree of
complexity which schools are unable to meet at present'.10

414  Because of the complexity of developing
performance indicators it may be necessary for parties to SPPs
to initially develop indicators for lower order outcomes in
outcomes hierarchies. Equally it may be easier to focus on
trends and whether improvements in outcomes are occurring,
rather than trying to measure absolutes, Once SPP
administrators have gained experience with applying
indicators to lower order outcomes and developed realistic
performance targets, then targets and indicators can be
developed for the higher order objectives. The need for this
type of approach was indicated by the Department of Human
Services & Health:

Outcomes are hard... Nevertheless, I think that we can get a
much better perspective on outcomes, but in the first instance
we will be talking more about outputs than outcomes.!!

4.15  Asimilar point was made by the Northern Territory
government:

we just have to keep on working towards better program
measures of outputs and outcomes. Ouicomes are pretty hard

9 For additional' comment, see Tasmanian Government, Submission,
p. 8519 (Vol. 2 of Submissions).

10 National Catholic Education Commission, Subimission, p. $288 (Vol.
1 of Submissions). See also Department of Employment, Education &
Training, Transcript, p. 168 (Canberra, 23 January 1995).

11 Department of Human Services & Health, Transeript, p. 595
(Canberra, 28 July 1995),

T ax e 2 T

to measure in some of these cases, so a lot of it is going to be
outpuis.i?

416 The Committee welcomes the early efforts being
made to define performance indicators for SPPs and believes
that the quality of such data and the uses made of it, will be
refined over time as experience is gained.!?

External Developments

417  There are a number of public sector developments
with applications beyond SPPs administration that will make
SPP performance assessment easier.

4,18 For example, the Review of Commonwealth-State
Service Provision, chaired by the Chairman of the Industry
Commission, is due to publish an agreed set of national
performance indicators for service provision programs for,
inter alia, schools, hospitals, community services and public
housing - all funded via SPPs.!! The Review, established by
COAG in July 1993, is a cooperative endeavour between the
states and the Commonwealth and both levels of government
will use the performance indicators for assessing the
performance of their own programs. However, the results will
be of obvious benefit for those measuring SPP performance,
particularly if the same indicators are being used by all states.

419 Increasing attention is also being placed on
benchmarking exercises, where best practice can be assessed
and used to develop performance targets and compare

12 Northern Territory Government, Transcript, p. 361 (Perth, 5 April
1995).

13 Anexample of the increasing refinement in performance data
collection is the Annual National Report on educational performance
prepared by the Department of Employment, Education & Traming
(DEET). For comments on its evelving nature, see. Queensland
Catholic Education Comnussion, Transeript, p. 262 (Brisbane, 20
February 1995); DEET, Transcript, pp. 162 & 166 (Canberra, 23
January 1995). The ANAQ is currently reviewing the collection of
performance information by DEET and a report is due to be tabled in
the 1996 autumn sitting of Parliament.

14 The review is due to be completed in December 1995, However, there
has been criticism that the working party has not been consulting
widely enough. See, Senate Employment, Education & Training
References Committee, Accountabilily in Commoniealth-State
Funding Arrangements in Education, AGPS, June 1995, pp. 102- 08.
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performance between states.!s, The Department of Finance is
also conducting a Performance Information Review which will
examine the quality and clarity of program objectives and
associated performance information of Commonwealth
programs. The Review will also be identifying best practices,
which will be of use to all SPP managens.

L2520 Furthermore, the progressive adoption of accrual
reporting by governments will make it casier to identify the
true costs of program delivery and facilitate inter-state
comparisons.!6

421 Despite these external initiatives, the Committee
believes that Commonwealth departments responsible for SPP
administration need to take the initiative in determining the
type of data collection that will be necessary to allow SPP
performance to be assessed. Accordingly, the Committee
makes the following recommendation.

422 Recommendation 8

Commonwealth departments should ensure that new
SPP agreements specify measurable performance
indicators for each SPP objective.

Furthermore, as a priority, performance indicators
should be specified for each objective of existing SPPs.
If this has nol occurred already, publicly available
timetables should be drawn up for each SPP
indicating implementation milestones for
development of the performance indicators.

This recommendation should be read in conjunction
with Recommendation 5.

428  The Committee assumes that complementary
performance indicators and targets will be developed, where
appropriate, for state and regional service delivery

15 For example, the Australian Health Ministers' Council established a
Commonwealth/state working group to develop nationally consistent
benchmarks for the health sector. It is due to report in December
1995,

16 See JCPA, Report 338, Acerual Accounting - A Cultural Change,
AGPS, August 1995,

Data Collected Not Always Analysed

424  Several witnesses have complained that they see
little use for some of the data currently collected by the
Commonwealth  for SPPs and  question whether
Commonwealth departments use the information anyway. As
the Australian National Audit Office observed:

Performance data often suffers from being incomplete or
inaccurate and is at times collected without subsequent
analysis. So there is absolutely no point in collecting it at all
except to make people believe that there is some potential for
review. 17

125  Providing the perspective of a non-government
service deliverer, the Queensland Catholic Education
Cominission commented:

Every year there is additional finetuning and another bright
idea saying, 'It would be nice to know this." Schools say,
"Yes, it might be nice to know it, but is it of any use to
anybody? Is anybody actually using the information?'!s

426 In a specific example, concerning the Home and
Community Care SPP, an official from the Department of
Human Services & Health stated that:

1 think most people would agree that the data we get in home
and comimunity care is not all that useful.’¥

427 At the very least, these comments reflect the need
for better feedback by Commonwealth departments to
providers of SPP funded services on what collected data is
used for.

17 Australian National Audit Office, Transcript. p. 26 (Canberra, 13
December 1994),

18  Queensland Catholic Education Commission, Transeript, p. 258
{Brisbane, 20 February 1995). See also Silver Chain Nursing
Association, Transcript, pp. 336-7 (Perth, 5 April 1995).

19 Department of Human Services & Health - Tasmanian Regional
Office. Transcript, p. 538 (Hobart, 21 April 1995),

a7
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The Cost of Data Collection

428  The Committee is sensitive to the costs in time and
resources required to collate performance data. The problem is
particularly acute for smaller non-government agencies that
may be delivering SPP funded services. As a service group
funded by the Home & Community Care SPP warned:

Given that you can spend an awful lot of money on collecting
data, the balance has got to be between collecting the right
sort of data, making sure that you are geiting value for your
money and making sure providers like mine have got the
systems... 20,

429  The impost is even greater when the data collection
requirements are changed, as a schools group complained:

once you set up a system to capture your information, next
year somebody changes the requirements, you have got to
change the system of capturing the data...”!

430  The lesson to be drawn is that Commonwealth
departments should be sensitive to the costs of data collection
and training people to collect the data and use information
management systems. This is particularly important as
outcomes data often needs a greater degree of qualitative
interpretation if it is to be useful.

431  The Committee believes that Commonwealth
departments should assess their SPP data collection
requirements to ensure that data they require others to
submit is important, useful to know and analysed by the
Commonwealth. If the Commonwealth does not analyse the
information it collects or the information is not important,
then it should not be collected.

20 Home Care Service of New South Wales, Transeript, p. 284 (Sydney,
21 February).

21  Queensland Catholic Education Commission, Transcript, p. 257
(Brisbane, 20 February 1995). See also Australian Association of
Christina Schools & National Council of Ind dent Schools
Association, Transcript, p. 649 (Canberra, 28 July 1995).
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Data Collection Systems

£.32 Furthermore, the data collected has to be in a
consistent format so that the Commonwealth can make valid
performance comparisons across all parties to an SPP and
accurately determine whether national ohjectives are being
met.

433 The Committee believes that it is the responsibility
of the Commonwealth to ensure that all parties to SPP
agreements are providing compatible and comparable data
that will allow valid assessments of an SPP's performance.
Ideally, the parties to SPP agreements should use common
data collection systems that will allow the casy transfer of
data and obviate the nced for each party to design and use
separate systems.

4.34 Furthermore, the data collection system should
ideally allow the parties to the agreement feedback on their
own performance. Such feedback allows service deliverers to
better plan their own activities and compare their
performance with that of other service delivers.

4.35 Accordingly, the Committec makes the following
recommendations.

4.36 Recommendation 9

New. SPP agreements should outline the basic data
collection requirements for each performance
indicator. The data collection requirements should be
established and agreed to by all parties Lo the SPPs
before funding commences.

For existing SPPs, the requirement to link data
collection requirements lto performance indicators
should be phased in as part of the timetable suggested
in Recommendation 8.
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487 Recommendation 10

Commonuwealth departments administering SPPs
should ensure that their management information
systems for each SPP:

(a) can collate data to substantiate performance
as required by the performance indicators
agreed for the SPP;

(6) are designed to ensure thal the performance
data collected from the other parties lo the
SPP agreement is compalible to the greatest
possible extent;

(c) allow the data collected from each state for
SPPs with the same objectives to be
comparable io the greatest possible extent; and

(d) will allow all parties to an SPP access lo the
collated data in a format that is tailored to
meet their particular requirements,

In addition, responsible Commonwealth departments
should regularly review the performance data being
collected for each SPP to ensure lhat the data
remains useful and important. If the information is
no longer important or analysed, it should no longer
be collected. Such reviews should be undertaken in
consultation with the non-Commonwealth parties to
SPP agreements.

Sanctions for Non-Compliance

438  Thus far, the Committee has commented on the
processes and types of data nceded to measure performance
and assess whether SPP objectives have been met.

4.39 However, the processes cannot guarantee that the
parties to an SPP agreement will provide the necessary
performance data. meet the performance targets or comply
with other requirements of the agreement. SPP agrecments
therefore need incentives or sanctions to encourage
compliance with the terms of the agreement and to meet
objectives.

PERFORMANCE ACCOUNTABILITY

Failure to Meet Performance Targets

440 The Committee draws a distinction between non-
compliance with particular terms of the SPP agreement, such
as not providing performance data as required, and failure to
achieve performance targets, despite the best efforts of service
deliverers,

441 As a general principle, the Committee is reluctant
to encourage the use of sanctions, particularly for when
performance targets are not met. The use of sanctions in such
situations is a blunt management tool for achieving objectives
and it places the Commonwealth in the role of enforcer. which
is likely to give rise to hostility between the parties involved.

442 The Committee believes that it is more appropriate
to structure SPPs to focus on incentives for achicving
performance targets. rather than sanctions for non-
compliance.

443 Incentives could include allowing service deliverers
to carry forward funds to the following program year or
accelerate implementation of future activities.

444 However, if performance targets have not been met,
then the Commonwealth and the interested parties should be
reviewing why the targets were not met and considering
appropriate remedial strategies.

445 It should be remembered that other parties to SPP
agreements will have an equal interest in ensuring that SPPs
objectives are met within budget as these parties arve also
accountable for their performance to client groups - whether
the clients be electors or potential customers of the SPP
funded service.

Other Forms of Non-Compliance

446 The other form of non-compliance for which
sanctions may be more applicable usually relates to the
provision of data to the Commonwealth, including lack of
progress reports, delays with data returns and statements or
certifications of expenditure,

447  The difficulties that Commonwealth departments
can face is illustrated by comments the Victorian Auditor-
General made when reviewing the Victorian Government's
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provision of data returns required under the then National
Campaign Against Drug Abuse SPP:

The reports are required to be submitted by a specified date,
contain required information and be accurate. However,
audit found that the State consistently failed to meet the
deadlines... despite numerous requests for the required data.
Commeonwealth Department of Human Services & Health
personnel advised audit that the late lodgement of the
material had resulted in the information being useless for
timely management decision-making at the Federal level 22

£48  In another example that indicates the strength of
feeling associated with some SPP disagreements, a
Commonwealth department requested data from state service
providers funded via an SPP and was denied the information:

The reasons [why] were caught up in the nature of federal-
state relations rather than any apparent or possible
impropriety... I do not know what to make of that other than
to suggest that they be hopefully more mature next time an
approach is made.®?

449  The joint ANAOJCPA swvey of SPP
administration assessed the range of sanctions that the
Commonwealth has available and has used to ensure
compliance with SPP agreements. These have been described
in the Auditor-General's report of the survey results.t The
survey indicated that of the 87 SPPs where the use of
sanctions was applicable, 25 did not specify the sanctions that
could be used in either the SPP agreement or supporting
documents.

£50 In summary, the quantitative and qualitative data
gathered by the survey, and other evidence provided to the
Committee suggests that Commonwealth departments ave
reluctant to apply sanctions because the available sanctions
are often inappropriate and because their application would

o
&3

Victorian Auditor-General, Report on Ministerial Portfolios: May
1994, p. 261. See also Alcohol & Other Drugs Council of Australia,
Transeript, p. 655 (Canberra, 28 July 1995).

23 Department of Employment, Education & Training, Trenscript, p.
171 (Canberra, 23 January 1995),

24 Auditor-General, Report No. 21, 1994-95, pp. 27-9.
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threaten service delivery to the public.?5 An example, of the
type of sanction currently available to the Commonwealth
includes those contained in the Capital Grants Program SPP
agreements administered by the Department of Employment,
Education & Training, which provide that the Commonwealth
minister ‘may determine that funds be repaid and may delay
any further payments'26

451  The need for the Commonwealth to adopt an
enforcement role should decrease as the parties to SPP
agreements responsible for service delivery are allowed more
flexibility in return for meeting performance targets. As input
controls, such as matching and maintenance of expenditure
requirements and the Commonwealth's oversight of service
delivery are phased out, any potential incentives to
circumvent what the states have always considered onerous
requirements will reduce.

4.52 However, the Committee acknowledges that, from
time to time, sanctions will be needed, and for this reason,
they should be detailed in SPP agreements.

453  Sanctions should be graduated and could include a
requirement for more frequent reporting on performance, a
temporary return to input and process controls, or greater
Commonwealth oversight of service delivery. As a last resort,
payments by the Commonwealth could be delayed or reviewed
in such a way as to ensure that those receiving SPP funded
services are not affected.

4.54 Furthermore, the use of any sanctions and the
reasons why could be highlighted in departmental annual
reports, an issue discussed more fully below.

4.55  The Committee believes it important that parties to
SPPs are aware of the sanctions that may be applied against
them by the Commonwealth. For this reason, SPPs should

25  See: Department of Human Services & Health, Submission, p. S459
(Vol. 2 of Submissions), Transcript pp. 102-3 (Canberra, 23 January
1995); Department of Housing & Regional Development, Transcript,
pp 120-1 (Canberra, 23 January 1995); Australian National Audit
Office, Transcript, p. 51 (Canberra, 13 December 1994) and Auditor-
General, Audit Repori, No. 6, 1993-94, p. 16.

26  Department of Employment, Education & Training, Ce ith
Programs for Schools: Administrative Guidelines, Appendix L,
clause 5.
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clearly state the range of sanctions that can be used for non-
compliance.

456 Recommendation 11
SPP agreements should:

(a) specify  incentives for good program
management and the achievement of agreed
oulcomes;

(b) detail  graduated sanctions for non-
compliance; and

(c) outline consultative processes to identify the
reasons for failure by any party to achieve
Dperformance targets. These processes should be
gone through before any sanctions are
considered,

Furthermore, where appropriate, Commonwealth
departments administering SPPs should draw up a
timetable for phasing these requirements into existing
SPPs. Such a timetable should be consistent with the
timetable proposed in Recommendation 8.

SPP Evaluation

457  While the continuous collection and assessment of
performance data should be the main way of measuring SPP
performance, much benefit can be gained through conduct of
periodic program evaluations.

458  Program evaluations review all or part of a program
to assess:

. the continuing relevance and priority of objectives;

. whether outcomes have achieved objectives;

. whether there are better ways of achieving the
objectives; and/or

. whether the program should be expanded or

contracted.??

[
3

Department of Finance, Doing Evaluations, pp. 3-4.
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2459 Such evaluations are usually coordinated by the
administering agency and carried out by the agency's own
staff or those on contract to it.

4.60  Since 1988, the Commonwealth has had a service
wide internal evaluation strategy requiring programs, in
whole or part, to be evaluated every 3 to 5 years. To ensure
the evaluations occur, departments are required to prepare
annual Portfolio Evaluation Plans (PEPs), for submission to
the Department of Finance. PEPs detail the major reviews of
departmental programs with significant policy or resource
implications. Departments are also required to develop agency
evaluation: plans for internal use and indicate all evaluation
activities planned or taking place within departments.

461 SPPs, as Commonwealth programs, will be reviewed
through these regular cvaluation processes. The problem is
that smaller SPPs in particular, may not be reviewed in their
own right, but as components of wider programs.

462  The results of the joint ANAO/JCPA survey of SPP
administration indicate that SPPs, or elements of them, are in
fact reviewed regularly. However, the agreements for only 48
of the 92 SPPs in existence in 1994 (52%) specified that the
SPP should be evaluated regularly. The Committee thinks it
important that such a requirement be formalised in all SPP
agreements.

469 Recommendation 12

Each SPP agreement should specify that the
performance of the SPP, or part thereof, be formally
evaluated by the Commonwealth at least every three
to five years.

SPPs with a Commonwealth contribution of more
than $1 billion per annum should be evaluated for
performance at least every three years.

Furthermore, Commonuwealth departments
administering SPPs should provide a publicly
available timetable for the planned evaluations of the
SPPs or parts thereof.

464  Other levels of government are also likely to have
evaluation strategies that may lead to reviews of activities
that are funded, at least in part by SPP funds.
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Auditors-General and Performance
Audits

The Commonwealth Auditor-General

4.65  One feature of the evaluations described above is
that they are usually done by, or on behalf of the
administering department. As such, they are classified as
‘internal evaluations'. In contrast, a number of agencies
undertake ‘external evaluations' of Commonwealth programs.
The most important conductor of external evaluations of
Commonwealth programs is the Auditor-General. However,
similar external reviews are also undertaken on an irregular
basis by parliamentary committees and bodies such as the
Industry Commission.

4.66  The Commonwealth Auditor-General, as the major
reviewer, has a mandate to provide an independent assurance
and evaluation of the economy, efficiency and effectiveness of
administration of Commonwealth public sector entities.?8 The
mandate extends to allowing the Auditor-General to conduct
reviews of the performance of the Commonwealth component
of SPP administration, identifying best practices and
recommending ways of improving the economy, efficiency and
effectiveness of SPP administration.

467  The Commonwealth Auditor-General's mandate is
limited, however, to reviewing the activities of Commonwealth
agencies, since funds passed to or through the states cease, as
a matter of law, to be Commonwealth funds.2® This means
that the Auditor-General cannot conduct performance audits
of the activities of other levels of government or non.
government agencies involved in SPP administration.

State Auditors-General

4.68  The state Auditors-General have varying mandates
to conduct performance evaluations of SPP activity taking
place within their own states. For example, while the

28 Auditor-General, Annual Report 1993-94, AGPS, 1994, p.26.

29 See Department of Finance, Submission, p. $773 (Vol. 3 of
Submissions).
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Commonwealth Auditor-General can review programs for
their economy, efficiency and effectiveness, the South
Australian Auditor-General can only review South Australian
programs for their economy and efficiency, but not their
effectiveness. The Queensland Auditor-General can review the
systems that a Queensland public sector entity has in place to
measure its own performance, but not the entity's actual
performance. The Western Australian Auditor-General,
however, has a similar performance audit mandate to the
Commonwealth Auditor-General, but is also required to audit
the performance indicators that alt Western Australian public
sector agencies are required to use.3

Joint or Cooperative Performance Audits?

4.69  The former Commonwealth Auditor-General has
argued that Commonwealth Auditors-General should be able
to conduct performance audits of SPPs rather than being
limited to just reviewing the Commonwealth component. As
he explained:

My very strong view is that the Commonwealth Auditor-
General should be able to follow the Commoniealth tax
disbursement dollar right through. How we do it I do not
care.?!

The Auditor-General commented that such audits could be
conducted by the Commonwealth and state Auditors-General
conducting the audits with joint teams .32

4.70 The Committee is sympathetic and notes the
benefits that could be gained from holistic external reviews of
SPP administration. However, state auditors-general have
pointed out, that they, as with the Commonwealth Auditor-
General, face legal restraints that make the conduct of joint
audits practically impossible. As the Quecensland Auditor-
General explained, to conduct a joint audit:

30  Sce Office of the Auditor-General, Western Australia, Public Sector,
Performance Indicators 1993-1994, Report No. 7, December 1994,
‘The Auditor-General reports on the standard of the indicators
reported, and not on the standard of performance reported by the
indicators.

31  Auditor-General, Transcript, p. 36 (Canberra, 13 December 1994),

32 Auditor-General, Transcript, p. 36 (Canberra, 13 December 1994).
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would be risking my neck... an Auditor-General is a crealure
of statute, as you would appreciate, and cannol do things
that the statute does not permit ... I see no way that currently
[an inquiry by the Queensland Auditor-General could be]
reported upon, with all the best of grace, in the
Commonuwealth parliament. I do not think the Queensland
Government would like it at all. 3

471 The Committee believes that the ultimate goal
should be uniform audit legislation in all Australian
jurisdictions. A less ambitious, but more achievable goal is the
harmonisation of audit legislation to allow Auditors-General
to conduct joint performance audits of SPPs. The practical
difficultics associated with amending all audit acts suggest
that neither of these objectives is likely to be realised without
a coordinated approach by state governments.

472 In the short term, the Committee sces greater
potential for coordinated audits between the Commonwealth
Auditor-General and those state auditors-general who have a
mandate to conduct performance audits. As the New South
Wales Auditor-General explained:

we have no difficulty on our part... in working together in a
back to back arrangement to audit programs involving
specific purpose payments.s!

478 Coordinated performance audits conducted by
Auditors-General, using complementary terms of reference
would allow final reports, once tabled in the respective
parliaments, to be compared and used to provide holistic
external reviews. Examples of this form of cooperation are
already occurring, most recently with cooperative performance
audits of the Better Cities Program by the Commonwealth and
Victorian Auditors-General.3

33 Queensland Auditor-General, Transcript, p. 231 (Brisbane, 20
February 1995). See also Tasmanian Auditor-General, Transeript.
p.500 (Hobart, 21 April 1995); New South Wales Auditor-General,
Transcript, p. 300 (Sydney, 21 February 1995); Western Australian
Auditor-General, Transcript, p. 320 (Perth, 5 April 1995); Victorian
Auditor-General, Transcript, p. 471 (Melbourne, 11 April 1995).

34 New South Wales Auditor-General, Transeript, p. 296 (Sydney, 21
February 1993).

35  The Better Cities Program is in fact a General Purpose Payment,
although it has many of the attributes of an SPP.
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474 Recommendation 13

The Council of Australian Governments should
consider the possibility of harmonising the enabling
legislation of the Commonuwealth and state Auditors-
General to allow for joint performance audits of SPP
administration.

In the interim, the Auditor-General should investigate
the possibility of conducting coordinated performance
audits of SPPs with state Audilors-General.,

Reporting to Parliament

475  The people who have an ultimate interest in the
performance of SPPs are the individuals or groups who benefit
directly, or indirectly, from SPP services. Indced, the entire
community has an interest in SPP performance as SPPs are
funded in part or whole through general taxes.

476  The community's representatives are  the
Commonwealth and state parliamentarians, who as stewards
of the public purse, have a particular interest in, and
responsibility for, the high performance of SPPs.

477 The Committee strongly believes that, at the
Commonwealth level at least, departments responsible for the
administration of SPPs should ensure that Parliament. and
hence the public, has easy access to accurate information on
SPP performance.

Timeliness of Performance Information to the Commonwealth
Parliament

+75  As doscribed in Audit Report No. 21, 1994-95, the
joint ANAO/JCPA survey of SPP administration indicated
that 7 of the 92 SPPs in existence in 1994 required the tabling
of a separate report on the SPP in the Commonwealth
parliament. The evidence suggests that, on the whole, there
are long delays before such reports are tabled.’®

36  Auditor-General, Audit Report No. 21, 1994-95, pp. 14-17.

69



70

THE ADMINT, STRATION OF SPPs§

478 For example, 4 of the 7 SPPs required reports to be
tabled ‘as soon as practicable’ after the end of the program
year. The first of these reports for the program year ending in
1993 was tableq 12 months Iatey,#7

480 The Committee is concerned at the extent of these
delays and fully Supports the recommendatijon by the Auditor.
General that 4 time limit be specified for the provision of any
separate reports to Parliament,#

481 For thoese SPPs that are not required to table a
separate report in parliament, information s provided on
them in departmental annual reports ang portfolio budget
measures statements, This information, at least, is receiveq in
Parliament on 4 regular and timely basis,

Performance Information on SPPs in Annual Reports

482 Since 1993-94, departments have heen required to
provide program performance information in their annual
reports. As detailed in the Requirements Jor Departmental
Annual Reports, such information is:

to focus on brogram. performance, the acliievemeny of
Progran objectives and results. It should be o balanced and
candid  account of both successes and  shortcom ings,
Information should e sufficient to enable the Parliament to
make informed Judgements on, departmental performance.

483 Departments are advised that ‘deseriptions of
activities and outputs be minimiseq' and that it 'ig their
impact or effectiveness which  requires discussion' 10
Unfortunately, » review conducted in 1995, found that the

—_—

37 Program years for some SPPs gre based on the calendar year, for
others on the finaneiaf year.

38 Auditar—General. Audit Repory No, 21, 1994-95, p. 16,

39 Department of the Prime Minister & Cabinet, Requirements for
Departmental Annual Beports, March 1994, p. 5.

40 Department of the Prime Minister & Cabinet, Requirements for
Deportmenial Annual Reports, March 1994, p. 7.
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quality  of performance information provided in
Commonwealth annual reports wag ‘poor’. A

484 The  Committee thinks it important  that
performance information on individual SPPs should also be
tabulated as part of a department’s wider performance
reporting responsibilities, even if the information ig initially

SPPs may be included in annual reports, the risk is that
information on some of the smalley SPPs may not be
differentiated  from wider program  or sub-program
performance reporting.

485  The Committee believes that the solution is to
include performance data on individual SPPs in the
supplementary annual report papers available on request.

486 As part of the reporting requirements associated
with annual reports, Commonwealth departments are
required to have a range of specified supplementary
information available to Parliament and the public on request,
Departments are required to provide this information within &
working days from the date of the request after annual reports
have been tabled. The Committee believes jt appropriate for
performance data on each SPP to be available under such
arrangements.

487  Recommendation 14
fLecommendation 14

Annual report requirements for departments should
be amended to require the following Derformance
information to be collated separately for each SPP
and made available to Members of Parliament,
Senators and members of the public, within five
working days from the date of the request after
annual reports have been tabled:

(a)  SPP objectives and associated performance
indicators;

(b) performance towards objectives during the
reporting period; and

———— e

41 DGR Consulting, 4 Report to the Commonwealth Department of
Finance Performance: Reporting in. Com montwealth Annnal Reports,
February 1995, p. 1.
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(c) the use of any sanctions for failure to meet
performance targets or non-compliance with
the terms of SPP agreements.

If objectives or performance indicators have not been
developed for the SPP, then a timetable for their
implementation should be included in the
information available.

+4.88 Subsection 25(7) of the Public Service Act 1922
requires the Joint Committee of Public Accounts to approve
the requirements for departmental annual reports, and the
Committee will be pursuing this recommendation with the
Department of the Prime Minister and Cabinet.

Catalogue of SPPs

4389  Between 1990-91 and 1993-94, the Commonwealth-
State Relations Secretariat of the Department of the Prime
Minister & Cabinet (PM&C) compiled a catalogue of SPPs.
The catalogue contained data on the levels of funding,
purpose, authority, conditions of expenditure, reporting
requirements,  enforcement  provisions and  review
arrangements for each SPP.

490  The catalogue's benefit was that it was the only
source providing updated data on an SPP by SPP basis. In
contrast, the only other source of such information is the
Budget Papers No. 8, which sometimes divides data on
individual SPPs by function and provides far less data,

491  The Department of Finance has taken over
responsibility for the continuing publication of the catalogue
and is planning to produce another edition before the end of
1995. The Committee welcomes its re-publication and believes
it appropriate for the catalogue, in time, to include basic
performance data for each SPP.

492 Recommendation 15

The Department of Finance should include basic
performance data in the ’'Catalogue of Specific
Purpose Payments to the States and Territories’, as
the information becomes available from
Commonwealth departments.

.93 In summary, this chapter has discussed the
difficulties of measuring SPP performance and holding
agencies accountable for their performance. The next chapter
examines another vital form of accountability- accountability
for inputs.
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‘we are advocating that the Com montvealth should be able to
ek 7

Introduction

5.1 The previous chapter focused on  measuring
performance ang holding parties to SPP  agreements
accountable for that performance, Another form of
accountability is the demonstration that SPP funds have been
spent as intended and not misappropriated. This form of
accountability is often referred to as 'financial’ accountability,
as distinet from ‘performance' accountability,

5.2 A number of SPPs require the parties to the
agreements to provide financial data to the Commonwealth to

pbrogram management. Sych data should be considered,
primarily, as an aide to planning rather than for the form of
accountability discussed in this chapter.,

53 The Committee wishes to state at the outset that it
has not received any evidence of financia} impropriety in the
administration of SPPs or any evidence of systemje failures in
the processes for accounting for Spp expenditure. The
Committee does believe, however, that some of the processes
may be unnecessarily cumbersome and detailed.

—_—

1 New South Waleg AuditanGeneraI. Transeript, Pp. 297-98 (Sydney,
21 February 1995).
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Requirements for FPinancial
Accountability

54 Not all SPPs require parties receiving SPP funds to
demonstrate how Commonwealth funds were expended.
However, accountability for those that do require such a
demonstration, usually involves the furnishing of 'statements
of expenditure' and/or ‘certifications of expenditure' to the
Commonwealth.

5.5 Statements of expenditure are financial statements
to the Commonwealth detailing how SPP funds have been
Spent, while certifications of expenditure are evidence to the
Commonwealth in an agreed form certifying that the funds
were spent in a manney consistent with the SPP agreecment,
Certifications are usually supplied by a state government
officer or a state Auditor-General.2

Delays in the Provision of Statements and Certifications of
Expenditure

56 The  joint ANAO/JCPA survey of SpPpP
administration indicated that the Commonwealth required
statements of expenditure for approximately 60% of SPPs and
certifications of expenditure for approximately 75% of SPPs,
One of the notable features uncovered by the survey was the
delay in which the statements and certifications are forwarded
to the appropriate Commonwealth departments. The extent of

that statements and certifications of expenditure are provided
when required and late ones followed up.! The Auditor-
General also recommended that, where required, statements

—_—

See Auditor-General, Report No. 21, 199.£.95,p. 101,
SeeAuditor-Geneml, Report No, 21, 1994-95, pp. 9-14.
Auditor-General, Report No. 21, 199.4-95,p.14.

Auditor~Geneml. Report No. 21, 199495, p.13. The JCPA has
previously recommended that certifications be provided by a

G w po
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5.8 The need for such deadlines was backed up by
evidence to the Committee by the Western Australian Auditor-
General who observed that 'because specific time lines are an
exception on these certifications, they tend to be put aside'.6

5.9 However, the Committee has some sympathy with
the states or other agencies that are required to provide
statements and certifications for more than one SPP, as
requirements vary from agreement to agreement. As the
Queensland government commented:

The accounting and accountability requirements of these
agreements are diverse and require considerable effort in the
progressive tracking of revenues and costs and in providing
audit acquittal...”

510  The problems for states are illustrated by the
varying requirements for the submission of certifications of
expenditure for just one department as detailed in Table 5.1.8
Bear in mind that most states will receive funding for most of
these SPPs. This confused situation should not have arisen in
the first place as the department's guidebook on grants,
requires certifications to be forwarded to the department

within 5 months of the completion of each grant year?

specified date or within a specified period. JCPA, Report 296, The
Auditor-General: Ally of the People and Parliament, AGPS, 1989,
p. 126.

6 Western Austrahan Auditor-General, Transeript, p. 322 (Perth,
5 April 1995). For specific examples from another state, see Northern
Territory Auditor-General, Submission, p. $10 (Vol. 1 of
Submissions)

~1

Queensland Government Submission, p. 8155 (Vol. 1 of
Submissions).

8 Comptled from returns to the joint ANAO/JCPA survey of SPP
administration.

9 Department of Human Services & Health, Grant Adminisiration
Processes, December 1989, pp. 25-26.
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Table 5.1
Deadlines for Provision of Certifications of
Expenditure by State Governments to the
Commonwealth Department of Human Services &
Health after the end of each grant year.

3 SPPs required certifications 'as soon as practicable';
1 SPP required certifications within 2 months;

2 SPPs required certifications within 3 months;

2 SPPs required certifications within 4 months;

13 SPPs required certifications within 5 months;

1 SPP required certifications within 6 months; and

2 SPPs did not specify when they should be provided.

511  The Committee believes that inconsistent
requirements within departments make it hardly surprising
that statements and certifications are often overdue.

Certifications of Expenditure and Materiality

512 Current auditing practices and standards take a
risk based approach of only reviewing significant, or ‘material’
amounts detailed in financial statements. This is on the basis
that it is not cost or time effective to check and account for
every cent. Information is deemed to be material under the
Australian accounting standards 'if its omission, non-
disclosure or miss-statement would cause the financial
statements to mislead users of the statements when making
evaluations or decisions'.0

513 One irvitation and cost to state Auditors-General, is
that Commonwealth departments require certifications for
relatively small amounts of money that are not considered
material under the accounting standards. As the Queensland
Auditor-General explained:

You would have to ask the question why the Commontwealth
would want to bother with such (rivial amounts and want
them to be accounted for to the nth degree. ... It is trifling
stuff,. It is less than petly cash in terms of the

10 Australian Accounting Standard No. 5.
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Comnonwealth... they have to start looking at just what it is
they are imposing on everybody. !

514  This point was reinforced by the Victorian Auditor-
General, who recounted:

this silly situation of us doing an audit of a billion dollar
organisation and then having to go back later and give a
certification on five or six thousand dollars.’?

515 These concerns suggest that there is a need for
Commonwealth departments to assess the auditing
requirements inserted in SPP agreements and the obligations
these requirements place on the other parties to SPPs.

Duplication of Auditing Effort

516 It also seems fo Auditors-General, to be a
duplication of effort that Commonwealth departments ask for
separate audit certifications for funds that have already been
audited as components of state agency financial statements,
as the Queensland Auditor-General explained:

The Commonwealth can get a lot of information on the
public accounts of the state which I certify ... I do not know
why they want separate certifications... I do not think
Canberra sometimes looks to very readily available avenues
certified by auditors-general but which are in the public
accounts of the state.!?

11 Queensland Auditor-General, Transcript, p. 235 (Brisbane, 20
February 1995).

12 Victorian Auditor-General, Transcript, p. 469 (Melbourne, 11 April
1995).

13 Queensland Auditor-General, Transeript, pp. 241-42 (Brisbane, 20
February 1995). See also: Q land Government, Submission, pp.
S$163- 64 (Vol. 1 of Submissions); Q land Gover: t,
Transcript, p. 225 (Brisbane, 20 February 1995); New South Wales
Auditor-General, Transcript, p. 298 (Sydney, 21 February 1995).
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517  This view was echoed by the South Australian
government:

often the state has its own reporting requirements, which
could be used, but quite often there are parallel reporting
requirements, 4

518 The Commonwealth, in return, justifies the
requirement for separate statements and certifications on the
grounds that state financial statements often do not indicate
the Commonwealth SPP funding component of state programs
and because the levels of materiality relevant to the parties
may differ,15

The Committee's Assessment of Euxisting Financial
Accountability Arrangements

519  As afirst principle, the Committee believes that it is
fundamental for the Commonwealth to be assured SPP funds
are spent on the basis on which they were allocated. It
appears, however, that the financial accountability
arrangements for many SPPs reflect the traditional
Commonwealth focus on input controls and the use of cash
based accounting. The Committee believes that, based on the
comments of Auditors-General and departmental best
practice, it is possible to streamline SPP financial
accountability mechanisms and still allow a full acquittal of
SPP funds.

5.20 In cssence, the Committce believes that the
Commonwealth should be satisfied with the audited and
appropriately annotated annual financial statements of SPP
fund recipients for SPP acquittal purposes. If this were to
occur, then there would be no need for agencies receiving SPP
funds to provide separate statements and certifications of
expenditure for the funds. In developing its recommendations,
the Committee has drawn heavily on the accountability
arrangements for higher education institutions which are

14 South Australian Government, Transcript, p. 402 (Adelaide, 6 April
1995).

15 See Department of Finance, Transcript, p. 65 (Canberra,
13 December 1995).
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funded, in part, via SPPs through the states which are
administrated by the Department of Employment, Education
& Training (DEET). 16

521 Under these arrangements, DEET, state
governments, the Auditors-General and the universities
agreed that the institutions could prepare a single form of
annual financial statement that would satisfy the
accountability requirements of DEET, the state agencies as
well as the applicable Australian accounting concepts and
standards. Particular details required by DEET for acquittal
of SPP grants are detailed in a Note to the annual statements.
The Note is audited as part of the statements.!?

522 The financial statements for universities are
audited by state Auditors-General and the Committee is
reassured that they found the arrangements satisfactory, as
the Queensland Auditor-General expressed:

If you are trying to find some model for this accountability
business of special purpose payments... DEET really did do a
good job... the burden of preparation has gone, and the
additional burden on auditors has gone. There are certainly
additional notes to the financial statements, which have been
put there to satisfy DEET, but the universities do not worry
about it and neither do we.’¥

523  The advantages of applying similar arrangements
across other SPPs are numerous. The agency receiving SPP
funding does not have to prepare separate accounts for the
Commonwealth, the audit task is not duplicated and the
Commonwealth can be assured that the statements will be

16 The Higher Education-Recurrent and the Higher Education-
Research SPPs.

17 Department of Employment, Education & Training, Higher
Education Division, Instructions for the Preparation of Annual
Financial Reports by Australian Higher Education Institutions,
February 1995.

18  Queensland Auditor-General, Transcript, pp. 233-34 (Brisbane,
20 February 1995). Sce also New South Wales Auditor-General,
Transcript, p. 302 (Sydney 21 February 1995); South Australian
Auditor-General, Transeript, pp. 120-21 (Adelaide, 6 April 1995);
‘Pasmanian Auditor-General, Transeript, p. 493 (Hobart, 21 April
19956).
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prepared promptly. There is thus a savings in time, effort and
cost for all parties and one set of documents that satisfy the
financial accountability requirements of all parties.

524  Furthermore, the increasing adoption of accrual
reporting in accordance with nationally prescribed accounting
standards will ensure that the audited financial statements of
grant recipients, with minor adaptations in the form of
additional Notes, will be consistent enough and sufficient to
acquit the Commonwealth's SPP outlays.

525 Such arrangements, however, require the parties to
agree on the minimum details required in the Notes and on
associated levels of materiality, The Committee believes that
the details in the Notes should be the minimum necessary to
satisfy the Commonwealth's acquittal requirements.

5.26  There arc other initiatives being tried along these
lines, as one non-government agency receiving funding from a
number of state and Commonwealth programs, including the
HACC SPP, explained:

they are all wanting different reporting formats. We would
think that somewhat wasteful and we have raised that with
the [Western Australian] health department which has
agreed... to see if we cannot agree on a common reporling
standard  that meets its requirements and the
Commonwealth requirements, yet is consistent with our
business needs.’?

527  The Committee welcomes such initiatives and,
accordingly, makes the following recommendations.”®

19  Silver Chain Nursing Association, Transcript, p. 336 (Perth. 5 April
1995).

20  The JCPA has previously recommended that Commonwealth
agencies consider whether the audited financial statements of SPP
grant recipients would satisfy the Commonwealth’s financial
accountability requirements. See JCPA, Report 296, The Auditor-
General: Ally of the People and Parliament, p. 126.
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5.28 Recommendation 16

Commonwealth departments administering SPPs
should undertake negotiations with the other parties
to SPP agreements to adopt a single form of financial
statement that, when audited, will satisfy:

(a) the annual financial reporting requirements,
as determined by the relevant Australian
accounting  standards and  accounting
concepts, and any other requirements for the
agency or agencies receiving Commonwealth
SPP funds; and

(b) the minimum accountability, reporting and
auditing requirements necessary for the
acquittal of SPP grants by the Commonwealth.

Furthermore, the Department of Finance and the
Commonwealth and state Auditors-General should be
directly consulted during the negotiation process.

529 Recommendation 17

The requirements outlined in Recommendation 16
should be adopted for all new SPP agreements.

The Role of State Auditors-General

530 As already mentioned, most certifications of
expenditure are provided by state government officers.
However, the results of the joint ANAO/JCPA survey of SPP
administration indicate that, in 1994, state Auditors-General
provided certifications for 18 SPPs. Furthermore, the survey
indicated that the agreements for 11 of these 18 SPPs required
the Auditors-General io provide the certification.2!

531 State Auditors-General were concerned that they
had not been consulted before they were obliged by some SPP
agreements to provide certifications.22 While the Auditors-

21  See Auditor-General. Report No. 21, 1994-95, pp. 100-01.

22 See: Northern Territory Auditor-General, Submission, p. 83 (Vol, 1
of Submissions); Queensland Auditor-General, Submission, p. S17
(Vol. 1 of Submissions); Western Australian Auditor-General,
Submission, p. S21 (Vol. 1 of Submissions); South Australian

General admitted that this was less of a problem now than in
the past, the joint ANAOMJCPA swvey indicates that they
were not consulted about providing certifications for 6 SPPs.23

532  This is despite Finance Direction 13F which states
that Commonwealth departments must not attempt to impose
tasks on state Auditors-General for the audit or acquittal of
program expenditures, unless the state Auditors-General have
first agreed to accept the task.2!

5.33 The worst offender appears to be the Department of
Transport, which with 2 SPPs in 1994, ignored Finance
Direction 13F for both agreements.25

534  The Commonwealth Auditor-General has reinforced
the importance of Direction 13F. In his report on the results of
the joint ANAO/JCPA survey of SPP administration, the
Auditor-General reminded Commonwealth departments to
cnsure that relevant staff are aware of the statutory
independence of state Auditors-General and that adequate
consultation is undertaken before nominating state Auditors-
General in any agreements.26

535  The Committee too is concerned that Finance
Direction 13F is not being applied by some Commonwealth
departments and can only endorse the Auditor-General's
recommendation that departments respect the statutory
independence of state Auditors-General.

Auditor-General, Submission, p. $136 (Vol. 1 of Submissions); New
South Wales Government, Submission, p. §234 (Vol. 1 of
Submissions).

23 For comments by Auditors-General on this issue see: Tasmanian
Auditor-General, Transcript, p. 493 (Hobart, 21 April 1995); South
Australian Auditor-General, Transcript, p. 4156 (Adelaide, 6 April
1995); Queensland Auditor-General, Transeript, p. 238 (Brisbane, 20
February 1995).

24 Department of Finance, Finance Direction, Section: 13, Special
Procedures & Payment Conditions, Audit/Acquittal of Payments
made to or Through State Government Agencies, Direction 1317,

25 Australian Land Transport Development Program (National
Highway Funding) SPP & Funding for Transport Infrasbructure
(Rail) SPP,

26 Auditor-General, Audit Report No. 21, 1994-95, pp. 13-14.
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Cash Management

5.36 One of the basic features of SPPs is that they
involve the transfer of funds from the Commonwealth to other
levels of government or non-government agencies. For some
SPPs the sums involved are comparatively minor, while others
can involve the transfer of hundreds of millions of dollars
several times a year.

.37 Given the sums that are involved, the timing of SPP
payments can affect the Commonwealth's day to day account
balances. Large and badly timed transfers ean place pressure
on the Commonwealth's cash holdings and contribute to the
need for short term borrowings to cover any cash shortfalls,

Impact on the Commonuwealth

5.38 Several reviews have recently been undertaken on
the Commonwealth's cash management practices with a view
to minimising its recourse to short term borrowing.?” By better
managing the timing of 8PP payments, it should be possible to
significantly reduce public debt interest. The Department of
Finance, for example, recommends that SPP payments should,
unless impractical, be on the working day immediately
following a taxation revenue peak (mormally the 7th and 21st
of each month).

539  The Committee believes, therefore, that it is
important that Commonwealth negotiators be aware of the
Commonwealth's flow of receipts and expenditure and choose
appropriate dates for regular SPP payments to be paid on. To
a similar end, the Auditor-General has recommended that, in
future, departments negotiating SPP agreements liaise with
the Department of Finance on appropriate payment schedules
and dates to minimise the requivements for short term
borrowing. 2

3
=3

See: Auditor-General, -ludit Report No. 22, 1993-94, Casle
Management in Com Ith Government Departments, AGPS,
1993; JCPA, Report 340, Cash Matters: Cash Management in the
Commonwealth, AGPS. Qctober 1995,

28 Auditor-General, Audit Report No. 21, 199-4-95, p. 3.

540  Triggered in part by the joint ANAO/JCPA survey of
SPP administration, the Department of Finance has
established a task force on payments to statutory authorities
and the states to examine current practices and advise on a
suitable policy framework for making payments to these
groups.?? The Task Force is due to report to the Minister for
Finance by 31 December 1995.

541 Recommendation 18

Commonwealth departments administering existing
SPP agreements should liaise with the Department of
Finance to determine whether payments are being
made on an. optimal schedule and dates to minimise
the Commonwealth's recourse to short term
borrowing,

Impact on. SPP Recipienis

542  Any improvement in the Commonwealth's cash
management practices from the Commonwealth's perspective
is likely to have an adverse impact on the interest windfall
that SPP recipients, including state governments, can gain by
investing payments before they are needed. The University of
Tasmania explained the impact of the Department of
Employment, Education & Training ‘improving' its cash
management practices, by making more frequent, but smaller
payments to universities:

From oul point of view, as a system, $20 million disappeared
simply because of a change in the pattern in funding... it is
not a eriticism to say institulions have not used the money
for six months. Institutions are very dependent upon
investmend income generated through their operating grant.
It may not be the most desirable system, but it is a current
fact of life.50

543  The joint ANAO/MJCPA  swrvey of SPP
administration indicated that in 1994, SPP payments in
advance were made with a value of at least $4.2 billion and up

29  Task Force on Payments to Statutory Authorities and the States,
Issues Paper, August 1995.
30 University of Tasmania, Transeript, p. 527 (Hobart, 21 April 1995)
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to $9.1 billion.3! There are thus considerable gains or losses to
be made by the parties to SPP agreements, depending on
when payments are made.

5.4 The Committee accepts that there is a potential for
SPP grant recipients to losc interest benefits if the
Commonwealth ‘retains' the interest benefits. However, the
Committee believes that interest windfalls are, in effect, a
hidden subsidy for the fund recipients. If recipients need the
interest gained to reach performance targets then they should
be funded directly via an appropriate increase in the SPP
payments.

5.45  However, the Committee notes that the terms of
reference for the Task Force require it to examine whether
recipients will be adversely affected by any recommended
changes in payment procedures and the impact of any
recommended changes on program delivery.

Paymenis Through the States

5.46  In practice, payments of funds from SPPs through
the States are paid by the Commonwealth into special
accounts operated by state governments. The states then
forward the finances onto the grant recipients as requested by
the Commonwealth. Payments of this form are primarily for
distribution to non government schools' associations and local
governments.

5.47  Several non-government schools' associations
expressed concern that state governments have delayed the
transfer of Commonwealth SPP funds to them.32 The extent of
the problem varied, from being a ‘common’ problem to an
‘oceasional’ problem and "a little unacceptable in this day and
age'.3s

31 Auditor-General, Audit Report No. 21, 1994-95, pp. 33-35.

32 South Australian Commission for Catholic Sehools, Submission,
p. 562 (Vol. 1 of Submissions);Association of Independent Schools of
Victoria, Submission, p. 5374 (Vol. 2 of Submissions); and National
Council of Independent Schools' A iations, Submission, p. S 199
(Vol. 1 of Submissions)

33 Association of Independent Schools of Victoria, Transcript, p. 4174
(Melbourne, 11 April 1995),

5.48  The extent of the problem appears dependent on the
practices of the different state governments and will thus vary
from state to state. Similar delays, and variations between
states, can also potentially occur in the transfer of
Commonwealth funds to local governments via the General
Purpose Financial Assistance to Local Government SPP,
although the Committee has only received informal advice on
this situation. Not all states appear to be withholding funds
through the states to gain interest windfalls. Nevertheless,
given the amounts involved, the Committee believes that the
issue warrants attention from the appropriate Commonwealth
departments. Accordingly, the Committee has made the
following recommendation.

5.19 Recommendation 19

Commonuwealth departments responsible for the
administration of SPPs through the states should
investigate whether there are any unnecessary delays
in the transfer of SPP funds through the states.

550  This chapter has suggested ways of optimising the
processes for ensuring the financial accountability of
Commonwealth funds expended via SPPs. The next chapter
will look at ways to optimise the structure of SPPs to ensure
that services are delivered as efficiently as possible.
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‘No amount of diligent program administration will
overcome the limitations of « poorly designed program.'
(Department of Finance!)

Introduction

6.1 The preceding chapters have focused on who should
carry out SPP activities, what SPPs should be trying to
achieve, and how that should be measured, both in terms of
performance and financial accountability.

6.2 This chapter looks at the structures of the SPP'
agreements themselves, examining the scope and size of SPPs
and whether it is desirable to have core requirements, or
protocols for every SPP.

SPP Size

Small SPPs

6.3 While there are several SPPs with Commonwealth
contributions of over $1 billion per year, just under 40% have
Commonwealth contributions of less than $10 million per year
and some half dozen have Commonwealth contributions of less
than $1 million per year. Many of the SPPs distribute the
Commonwealth contributions to a number of different

1 Department of Finance, Submission, p. $619 (Vol. 2 of Submissions).
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agencies, with the result that individual agencies may receive
relatively small amounts of money.? For example, the
Northern Territory indicated that in 1993-94, almost 50% of
SPP grants it received were for amounts of less than half a
million dollars.3

6.4 The Committee is concerned that the administrative
burden associated with administering small SPPs or the small
components of large SPPs can be unduly onerous and
disproportionate to the size of the grant. This problem is
equally applicable to non-government service providers and
the governments of smaller states.

6.5 As an example of the issue, a schools association
told the Committee that :

It is worth noting,... that administration costs associated
with a §1, 500 program element/component of [the National
Equity Program for Schools SPP] sometimes requires more
administration than a §1 million General Recurrent Grandt..,
for school accountants/bursars.!

6.6 The poor economies of scale associated with small
SPPs are recognised by Commonwealth departments. For
example, an evaluation of the Unaccompanied Refugee Minors:
Supervision & Welfare Support SPP administered by the
Department of Immigration & Ethnic Affairs commented that:

There comes a time in any program.., particularly a
Commonwealth/Siates Cost-Sharing one, when
administrative overlieads relative to program size force even
the most well-intentioned administrators to recommend
cessation.?

2 See Appendix V.

3 Northern Territory Government, Submission, p. S41 (Vol. 1 of
Submissions).

4 Australian Association of Christian Schools, Submission, p. $131
{Vol. 1 of Submissions); Australian Association of Christian Schools
& National council of Independent Schools' Association, Transcript,
p. 646 (Canberra, 28 July 1995). See also Association of Independent
Schools of Victoria, Submission, p. 8374 (Vol. 2 of Submissions)

Department of Immigration & Ethnic Affairs, Review of
Unaccompanied Refugee Minors Program Including
Contmonwealth/State Cost-Sharing Agreement: Findings and
Recommendations, June 1994, p. 35.

o
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6.7 In some ways, the problems for small states are
unavoidable. Data collection requirements and conditions may
be developed by the Commonwealth with large grants to the
bigger states in mind. The same arrangements used for the
financial shares going to the smaller states may seem
unnecessarily complex. The Northern Territory Government,
for example declined to accept Commonwealth grants under
the Social Housing Subsidy Program SPP because of th»
reporting requirements. As a Northern Territory official
explained:

SPPs - most of them - are on an equal per capita basis... so
we end up getting SPPs of §50, 000 or $60, 000. There was
one SPP we actually rejected recently, in which we would
have got $77, 000 when New South Wales got $20 million.
For $77, 000, 14 pages of reporting requirements were just
not worth the effort.s

6.8 As has been discussed in previous chapters,
accountability in the context of SPP administration takes two
principal forms - accountability for performance and
accountability for finances.

6.9 In terms of financial accountability, the Committee
believes that its recommendation that appropriately
annotated annual financial statements be accepted for SPP
acquittals, will reduce the costs of financial compliance, both
in an absolute and proportional sense. This will occur, if only
because the proportion of very small grants (less than $50 000
per annum) absorbed by the fixed costs associated with
preparing separate statements and certifications of
expenditure will no longer need to be spent.

6.10  The main disadvantages of scale with small SPP
grants, however, appear to lie in the costs and efforts of
collecting the performance data required by the
Commonwealth. To the Committee's mind, there are two
approaches to this problem, either ensure that data collection
requirements are proportional to the size of grants and/or
merge small SPPs into larger ones.

6 Northern Territory Government, Transcript, p. 357 (Perth, 5 April
1995). It was in fact 22 pages of reporting requirements:
Correspondence: Senior Director, Programs & Financial Relations,
Northern Territory Government to Secretary, JCPA, 18 April 1995.
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Accountability and Proportionality

611  As a general principle, the Committee believes that
accountability for performance should be proportional to the
size of grants. It is, however, not appropriate to prescribe a
sliding scale of accountability verses payment size for small
SPPs as the circumstances for each grant will vary.

612  The Committee can only reiterate the principle
outlined in chapters 4 and 5 that SPP data collection be
limited to the minimum amount necessary to assess
performance and financial accountability, This places the onus
on Commonwealth departments to tailor data collection
requirements to the situation. As an official from the
Department of Human Services & Health conceded:

We have to try and be a bit more flexible when it comes fo
implementing programs in the smaller states and
territories.”

6.13  The ultimate test of course, of whether reporting
details are too onerous, is whether parties enter the SPP
agreement, as the New South Wales Auditor-General pointed
out:

you will soon hear if the specific purpose payment is less
than the administrative costs because they will not take it.%

The Committee would be concerned if situations became so
bad that SPP grants are rejected simply on the basis of
administrative costs.

6.14  As mentioned earlier in the chapter, the other
solution to the problem of excessive administrative costs
associated with smaller SPPs is to merge them into larger
SPPs. This practice is known as ‘broadbanding'.

7 Department of Human Services & Health, Transcript, p. 588
(Canberra, 28 July 1995).

8 New South Wales Auditor-General, Transeript, p. 304 (Sydney, 21
February).
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Broadbanding

6.15 A number of state governments have pressed that
small SPPs be broadbanded, particularly in the health and
community services arcas where there are a plethora of small
SPPs.

6.16  An indication of the number of small SPPs in the
health area is given in Table 6.1 which, in the case of
Queensland, illustrates the typical pattern of a state receiving
funding from a few large SPPs and a multiple of smaller ones.
In a similar example, Tasmania received 81 individual SPP
payments relating to health services in 1993-94, all of which
had their own administrative, reporting and audit
requirements. Thirty of these 31 payments, in total. accounted
for less than 4% of the Tasmanian government's spending on
health in that year.?

617 That the problem is particularly acute in the health
and community services areas, reflects the fact that
approximately a third of all SPPs are concentrated in these
areas. State governments, and not just from the smaller
states, support moves to broadband them, particularly since
they are in within the same portfolio."

9 Secretary, Tasmanian Department of Treasury & Finance,
Commonwealth Financial Relations: A paper presented to the
Commonteealth Treasury Seminar, 2 June 1995, Canberra, p.13. See
also Northern Termtory Government, Submission, p. 343 (Vol. 1 of
Submissions).

10 Queensland Government, Submission, p. S163 (Vol. 1 of
Submissions); Western Australian Government, Submission. p. S797
(Vol. 3 of Submissions); Tasmanian Government, Submission, p.
$837 (Vol. 4 of Submissions).
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Table 6.1

Specific Purpose Payments Relating to Health Services
in Queensland, 1994-9511

Medicare Base Grant 639,317
Other Medicare 191,993
Medicare Related Payments 21,168
Home and Community Care 16,400 _
Transfer Pathology Labs 15,100
Dental Program 11,440
| High Cost Drugs 10,510
Breast Cancer 6,909
| Blood Transfusion Services 6,582
Funds to Combat AIDS 4,503 X
QOther Health 3,247 0.3
Drug Education Campaigns 3,231 0.3
Magnetic Resonance Imaging 2,663 0.3
National Mental Health 2,140 0.2
Immunisation HIB Disease 1,653 0.2
Aged Care A nt 1,589 0.2
Cervical Cancer Screening 832 0.1
Medical Specialty Centres 394 0.0
Youth Health Services 390 0.0
TOTAL SPPs 940,061 100.0

Justification for Small SPPs

6.18  Despite the potential administrative inefficiencies
associated with small SPPs, particularly for the smaller
states, the Commonwealth sees a continuing justification for
some retaining a separate identity. As the Department of
Human Services & Health described, when explaining the
justification for not broadbanding the National Program for
Early Detection of Breast Cancer SPP with other SPPs:

Public health, as a broad and general umbrella, does not
have quite the same political attractiveness as being able to
say, 'We're doing something about breast cancer.’ While, on
the one hand, I think there are arguments for broadbanding

n Queensland Government, Submission, p. $154 (Vol 1 of
Submissions).
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and we should certainly look at them. and see what the scope
is, we do need to bear in mind that in the real world there
are reasons for there being separate programs.!?

619  The Committee notes that some small grants can
have significant benefits and accepts that several departments
run very disparate programs that would be inappropriate to
merge. For example, broadbanding the Payment to the
Northern Territory in Liew of Uranium Royalties SPP and the
Tasmanian Wheat Freight Subsidy SPP, which are both
administered by the Department of Primary Industries &
Energy, would be unlikely to bring administrative savings.

620  To the Committee, it appears that there are truly
‘specific’ SPPs that should not be broadbanded. That is no
reason though, not to ensure that performance and financial
accountability requirements are consistent, an issuc that is
taken up in greater detail below.

6.21  However, despite the justifications for some small
SPPs to stay separate, there does scem considerable potential
for broadbanding small ongoing SPPs that are complementing
larger SPPs, particularly in the health, community services
and education areas.

Broadbanding Reforms

622  To try and reduce the number of SPPs in the health
area, a joint Commonwealth-state working party had been
examining the potential for broadbanding SPPs, although its
work is being subsumed into the broader COAG induced
reforms, 3

‘Sunset’ Clauses for Small SPPs

623 One compromise option is to include sunset clauses
in small SPPs. Small SPPs could be established to address

12 Department of Human Services & Health, Transcript, p. 589
(Canberra, 28 July 1995),

13 A Commonwealth-state working group established under Clause 9 of
the Medicare Agreement, Fora list of the SPPs under consideration
for broadbanding see Department of Human Services & Health,
Submission, pp. $489-92,

L
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particular issues. After a set period, the SPP could be
reviewed. If there was a demonstrated need for the program to
be continued, then it could be broadbanded into an allicd SPP.
This could be done on the basis that an on going program
would no longer need specific 'start up' funds and could be
financed by recurrent funding associated with a larger SPP.

624  As a witness from the Department of Human
Services & Health described:

There is a real issue about whether something that is a
specific purpose at a particular point in time... needs to be a
specific purpose in perpetuity. Conceivably, with some of
these things, the need for specific attention might pass; with
others, once there is an entrenched acceptance, they could
lose their specific purpose flavour.

6.25 The objectives and performance indicators of the
original SPP could be retained, but its identified funding
bundled with funding for the ongoing and thence larger SPP.
In this way, the service providers would still be accountable
for attainment of the original agreed objectives, but have the
flexibility to allocate the pooled rescurces as they saw fit to
best meet the objectives.

626  Accordingly, the Commitice makes the following
recommendations.

627 Recommendation 20

Commonwealth departments administering SPPs
should investigale the possibility of broadbanding
existing SPPs within their portfolios. The
broadbanding should be considered on the basis of
retaining the objectives and performance indicators
of the original SPPs but pooling the Commonwealth
funding. Service providers should have the flexibility
to use the pooled funds as they see fit to meet the new
combined objectives.

14 Department of Human Services & Health, Transcript, p. 590
(Canberra, 28 July 1995). See also Northern Territory Government,
Transeript, p. 347-48 (Perth, 5 April 1995),
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628 Recommendation 21

When Commonwealth departments negotiate new SPP
agreements, consideration should be given (o
inserting ’'sunset clauses', whereby new SPPs are
assessed after a pre-determined period with a view to
broadbanding them with existing, allied SPPs. Such
broadbanding should be considered with the
principle of maintaining separate objectives and
performance indicators, but pooling Commonwealth
funding,

629  One of the factors that could make broadbanding
SPPs a more simple task is if SPP agreements had certain
core features in common. To achieve this would demand a
generic SPP agreement or a set of protocols. The potential of
generic agreements and protocols is the subject of the next
section.

SPP Protocols

630 The purpose of SPP protocols is to provide
assistance for the negotiation and administration of SPPs,
with the aim of ensuring that there are as few unnecessary
inconsistencies between agreements as possible. In essence,
SPPs would consist of 'standard’ agreements, modified as little
as possible, but where necessary to meet individual
circumstances.

631  State governments have expressed mixed feelings
about the desirability of protocols. The ACT government
strongly supports' their use; the Western Australian
government believes there 'is scope to develop a common set of
principles’; while the Queensland government belicves SPPs
should 'be standardised to the fullest possible extent
consistent with overcoming the diversity of present
agreements'. !5

15  ACT Government, Submission, p. $736 (Vol. 3 of Submissions);
Western Australian Government, Submission, p. S769 (Vol. 3 of
Submissions): Queensland Government, Submission, p. $656 (Vol. 3
of Submissions).
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632  The Northern Territory government is movre
cautious, however, noting that:

The proposals seen to date with regard to common sets of
principles or protocols for SPPs have adopted the highest
common denominator in terms of controls, intrusiveness and
reporting requirements... As protocols which adopt the lowest
common denominator... are unlikely to be acceptable (o the
Comimonwealth, the adoption of common sets of prolocols is
not likely to be an attractive option for the NT.16

6.33  The Commonwealth produced a draft protocol for
SPPs to the states that was scheduled to be presented to the
April 1995 COAG meeting. However, state governments
rejected the protocol on the basis that it was overly
prescriptive.l?

A Commonuwealth Approach

634  The Committee is concerned that a Commonwealth
wide protocol could become a reductive check list, that would
not take into account the diversity of issues addressed by
SPPs.

635  What is needed, in the Committee's opinion, are
guidelines for use by the Commonwealth, at least, that
promote consistency and best practice. It follows that
guidelines should include at least the following:

. a checklist of broad principles applicable to good
SPP design and administration (such as identifying
performance indicators for each objective);

. procedures for the process of SPP negotiation
(mentioning Finance Direction 13F for example):
and

. examples of best practice for all facets of SPP design

and administration,

636 The Committee believes that Commonwealth
departments should design guidelines for use within their own

16 Northern Territory Government, Submission, pp. $631-32 (Vol, 3 of
Submissions).

17 See Department of Prime Minister & Cabinet, Transcript, pp. 19-20
(Canberra, 13 December 1994); Victorian Government, Sibmission,
p. 5826 (Vol. 3 of Submissions); Western Australian Government,
Submission, p. $804 (Vol. 3 of Submissions).
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portfolios that satisfy the first (wo points.’¥  Such
departmental guidelines should draw on the Auditor-General's
best practice guide for the administration of grants.’® The
collation of examples of best practice should reflect the
experience of all Commonwealth departments and be compiled
by a central agency. Accordingly, the Committee makes the
following recommendations.

637 Recommendation 22

Commonwealth departments administering SPPs
should ensure that they have departmental guidelines
applicable for the negotiation of SPPs, the drafting of
SPP agreements and the development of best practice
administrative arrangements,

638 Recommendation 23

The Department of Finance should assess and
compile examples of best practice SPP agreements (or
components thereof) and associated administrative
arrangements. These examples should be distributed
to Commonwealth departments and be available to
other interested parties.

18 A number of departments already have guwidelines for the negotiation
of grants, which could be supplemented with the additional
information suggested by the Committee. Several states have
developed, or are developing, their own guidelines for grant
negotiation and administration.

19 Auditor-General, Best Practice Guide for the Administration of
Grants, AGPS, 1994.

CONCLUSION

‘There is a commitment at all levels of government that there
is room for improvement’. (South Australian Government!)

Introduction

7.1 During the course of its inquiry, the Committee has
noted the first applications of an emerging consensus on the
need for, and direction of, SPP reform. In this regard, the
decisions of the COAG meeting in April 1995 to reform the
health, community services and housing arrangements
between the Commonwealth and the states marks a
watershed.

The 'Ideal' SPP

7.2 The Committee has argued that many SPPs need to
be considerably reformed if they are to be efficient. effoctive
and provide high quality service. Throughout this report, the
Committee has suggested a number of features that it thinks,
when taken together, characterise an 'ideal' SPP agreement.
Such an agreement would incorporate the following features:

. objectives expressed in terms of measurable
outcomes;

. performance indicators linked to each objective:

. clear roles and responsibilities for each party to the
agreement;

. primary accountability to the Commonwealth being
for outcomes achieved rather than inputs and
processes;

. details of performance incentives and graduated
sanctions;

1 South Australian Government. Transeript, p. 405 (Adelaide, 6 April
1995).
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. data collection requirements linked to each
performance indicator; and
. Commonwealth acquittals based on audited annual

financial statements.

7.3 It may be appropriate for these features to be
incorporated into a single agrecement that responds with
flexibility to all regional variations. Alternatively, given the
complexity of some current SPP agreements, it may be
necessary  for multilateral SPP  agreements to be
complemented by Dbilateral agreements between the
Commonwealth and the individual parties to the agreements.
Regardless of the number of agreements, the Committee
believes that these features, when incorporated into SPPs,
should maximise the potential for efficient and economic
administration that meets the needs of the community.

The Pace of Reform

7 The Committee recognises that incorporation of
these ideals into SPPs will not be easy, particularly for the
large, ongoing SPPs in the health, education and community
services areas. Reforms will be gradual, not just because of the
difficulties in measuring outcomes and performance, but also
because of the impossibility of quickly reorganising complex
systems without service delivery suffering. As the Department
of Human Services & Health commented:

[Reform] cannol occur in one abrupt step. You have to
prepare the underpinnings if you are going to have
sustainable change and change that delivers... It is certainly
incremendtal, but it has to be, because the change we are
talking about is too big for it to be achieved in a few sharp
steps.?

7.5 Not only will the changes of the magnitude
recommended in this report nced to be implemented at a
measured pace, but they will need to be done in full
consultation with the parties to the SPPs and those affected
by them. Reforms may need to be introduced gradually, using
pilot studies to gain experience, before larger changes are
contemplated.

2 Department of Human Services & Health, Transeript, p. 580
{Canberra, 28 July 1995).

CONCLUSION

7.6 Despite the practical difficulties, it is important that
the momentum for reform continues, particularly as the
political will to do so exists. The Committee believes that its
recommendations, if adopted, will ensure that the momentum
is not lost and that SPP administration and accountability, as
a whole is improved.

Responses to the ANAO/JCPA Survey

nr In fact, some of the recommendations that have
arisen out of the Committee's inquiry process are already
being implemented. At the time of writing, 8 departments had
responded to the recommendations made by the Auditor-
General in Audit Report 21, 1994-95, which reported on the
results of the joint ANAO/JCPA survey on SPP
administration. The Committee is heartened to sece that the
departments agreed with the recommendations made by the
Auditor-General, where they were applicable to individual
SPPs.

7.8 The Committee is awaiting with interest for the
responses from the departments still to put in returns.,

Endnote

7.9 The Committee would like to end with a reminder
that the ultimate purpose of SPP reform is to ensure that
those individuals or groups in the community who receive SPP
funded services, of whatever form, receive the most efficient
and effective service, delivered in the most economical way
possible.

Les Scott MP
22 November 1995
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Sport Section, Defence and Industry Division

Canberra, Monday 283 January 1995

Department of Human Services and Health
Dr Stephen Duckett Secretary

Mr Warwick Bruen, Assistant Secretary, Community
Care Branch

Mr Brian Corcoran, Acting Deputy Secretary

Mr Mark Johnson, Acting First Assistant Secretary,
Family and Children's Services Division

Mr Ian McNeil, First Assistant Secretary, Health
Benefits Division
Department of Housing and Regional Development

Mr Jeffrey Whalan, First Assistant Secretary, Housing
and social Policy Group

Mr Alexander Blake, Director, Local Government
Finances, Office of the Local Government

Mr Chris Foster, Assistant Secretary, Housing Policy

Dr Mark Johnston First Assistant Secretary,
Local Government and Industry Group
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Mr Lloyd Scholes, Director, CSHA Management Section

Mr Barry Teleford, Acting Assistant Secretary,
Urban Programs Branch

Ms Jennifer Thomas, Assistant Secretary,
Supported Accommodation Branch

Department of Transport

Mr Christopher Thorpe, First Assistant Secretary,
Land Transport Policy Division

Mr Anthony Slatyer; Assistant Secretary, Roads Branch, Land
Transport Policy Division
Aboriginal and Torres Strait Islander Commission

Mr James Menham, Acting Deputy Chief Executive Officer,

Mr John Jones, Manager, Policy Analysis,
Strategic Development Unit

Mr Colin Plowman, Assistant General Manager, Community
Services Branch

Mr Peter Schnierer, General Manager, Corporate Services

Departmment of Employment, Education and Training
Mr Alan Ruby, Deputy Secretary,

Ms Helen Allnutt, Assistant Secretary, Training Development
Branch

Mr Christopher Ansted, Divector, Capital Grants Section

Ms Linda Collings, Acting Assistant Secretary,
Targeted Programs Branch

Mr Kenneth Douglas, Assistant Secretary,
Aboriginal Employment Strategies Branch

Mr Bruce Furze, Director, Aboriginal Education,
Northern Section, Aboriginal Education Branch

WITNESSES AT PUBLIC HEARINGS

Mr Michael Goonrey, Acting Assistant Secretary,
Schools Programs Branch, Schools and Curriculum Division

Ms Mary Lovett, First Assistant Secretary, Student
Aboriginal Education, Youth Division

Mrs Maureen MacLachlan, Dirvector, Finance and Legislation

Mr Roderick Manns, Director, Cross Sectoral Policy
and Review Section Economic and Policy Analysis Division

Mr Stirling Meredith, Acting Assistant
Secretary, Coordination Branch, Higher Education Division

Ms Wendy Whitham, Acting Assistant Secretary, Budget and
Information Branch, School and Curriculum Division

Brisbane, Monday 20 February 1995

Queensland Treasury

Mr Alan Gray, Assistant Under Treasurer, Budget
Ms Susan Fergusson, Manager, Social Portfolios Branch

Mr Lawrence Hannah, Director, Intergovernment
Finance Branch

Queensland Audit Office

Mr Barrie Rollason, Auditor-General

Queensland Catholic Education Commission
Mr Alan Druery, Chairman

Mr Garry Everett, Executive Secretary

Mr Victor Lorenz, Finance Adviser

Mr Kevin Vassarotti, Executive Secretary
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Sydney, Tuesday 21 February 1995

Home Care Service of New South Wales
Ms Marianne Hammerton, General Manager

Mr Simon Corebridge, Manager, Finance and Property

New South Wales Audit Office

Mr Anthony Harris, Auditor-General

Mr Steven Fryer, Senior Audit Manager

Perth, Wednesday 5 April 1995

Western. Australian Audit Office

Mr Desmond Pearson, Auditor-General

Mr Andrija Yukich, Acting Assistant
Auditor-General, Strategy, Policy and Liaison
Silver Chain Nursing Association

Mr Ross Bradshaw, Chief Executive

Treasury Department (Darwin)

Mr Hugh McClelland, Senior Director, Programs

and Financial Relations

Department of Health and Community Services (Darwin)

Mr Graham Symons, Assistant Secretary, Policy and Planning
Services

WITNESSES AT PUBLIC HEARINGS

Adelaide, Thursday 6 April 1995

Department of the Treasury

Mr Robert Schwarz, Assistant Under-Treasurer, Economics
Ms Linda Hart, Manager, Commonwealth-State Relations
Mr Rick Janssan, Chief Budget Analyst

Mr Geoffrey Knight, Principal Budget Analyst

South Australian Auditor-General's Department
Mr Kenneth MacPherson, Auditor-General
Mr Kevin Bockman, Deputy Auditor-General

Mr William Tate, Director of Audits, Field Operations,

Melbourne, Tuesday 11 April 1995

Victorian Government
Mr John Sullivan, Senior Adviser, Cabinet Office

Mr Frank Kiloh, Manager, Priority Programs, Directorate of
School

Mr John Shepherd, Senior Policy Analyst, Intergovernment
Financial Relations

Ms Frances Thorn, General Manager, Strategic Planning and
Rescarch, Office of Training and Further Education

Victorian Audit Office
My Ches Baragwanath, Auditor-General

Mr John Kehoe, Assistant Auditor-General
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Association of Independent Schools of Victoria Inc

Mr David Robertson, Deputy Executive Director

Hobart, Friday 21 April 1995

Tasmanian Audit Office
Dr Arthur McHugh, Auditor-General

Mr Lawrence Collis, Director of Audit

University of Tasmania
Professor Alan Gilbert, Vice-Chancellor and Principal

Mr Christopher Chapman, Deputy Principal and Registrar

Human Services and Health

Mr Stephen Dellar, State Manager

Sydney, Wednesday, 14 June 1995

New South Wales Cabinet Office

Mr Peter Hendy, Policy Manager, Inter-government Relations
Unit

Mr Mark Ronsisvalle, Acting Executive Director

WITNESSES AT PUBLIC HEARINGS

Canberra, 28 July 1995

Department of Human Services and Health
Ms Mary Murnane, Deputy Secretary

Dr John Loy, First Assistant Secretary, Hospitals and Health
Financing Division

Dr Louise Morauta, Principal Adviser, Portfolio
Strategies Group
Department of Primary Industries and Energy

Mr George Zuber, First Assistant Secretary, Corporate Affairs
Division

Mr Anthony Bryne, Assistant Secretary, National Landcare
Policy Branch, Land Resources Division

Mr John Cameron, Director, Sugar and Rice Section,
Crops Division

Mr Ian Cronshaw, Assistant Secretary, Finance
Branch, Corporate Affairs Division

Mr Paul Handscombe, Senior Officer, Strategic
Planning, Section, Land Resources Division

Mrs Jennifer Lopez, Assistant Manager, Regional Initiatives
Section, Community and Regional Landcare Branch

Mr Bruce O'Meagher, Assistant Secretary, RAS Management
Branch

Dr Neil Tweddle, Head, Animal Disease/Incidents Section,
Livestock and Pastoral Division

Australian Local Government Association

Mr Graham Sansom, Chief Executive Officer

Mr Chris Russell, Assistant Secretary-General
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National Council of independent Schools Associations

Mr Fergus Thomson, Executive Director

Mr Nicholas Webb, Director of Research APPENDIX IV

Australian Association of Christian Schools COMMONWEALTH PAYMENTS TO THE
Mr Peter Crimmins, Executive Officer STATES 1995-96 (ESTIMATED)
($ million)
Alcohol and Other Drugs Council of Australia

NSW | VIC{ QLD WA SA| TAS| ACT NT
Mr David Crosbie, Chief Executive Officer i
GPPs 4,666 | 3,335 | 2,970 { 1,688 | 1,646 664 298 897
SPPs to! 3,518 | 2,334 | 1,972 | 1,386 | 1,086 341 174 224
SPPs 2,318 | 1,904 | 1,221 695 572 182 69 74
through?
TOTAL 10,392 | 7,573 | 6,163 | 3,669 | 3,204 | 1,187 541 | 1,196

Source: Budget Paper No. 3, Comumonwealth Financiol Relations with Other Levels of
Government 1995-96, pp. 66.

Commonwealth Payments to the States as a Percentage
of Total State Revenue 1995-96 (Estimated)?

(Percent)
NGW | VIC |QLD |WA |SA |TAS |ACT |NT |
GPPs 20| 20] 26| 25| 27| 28| 25| 47
SPPs to 15 14| 17{ 22| 19f 14| 15| 9
‘ SPPs through 10 11 11 i1{ 10 8 6 3

1 SPPs to the States
2 SPPs through the States

3 The value of GPPs and SPPs detailed by the Commonwealth in
Budget Paper No. 3 as a percentage of total state revenue detailed by
states in state budget papers for 1995-96.
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