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Abstract

This research investigates the application of meamamt accounting practices (MAP) for

achieving public sector outcomes-based performameagement (OBPM) in Queensland
under itsManaging for Outcome@FO) policy. It identifies specific principlesahsupport

a performance-based environment in which outcorassd performance is measured and
for which costs are determined. This research ialgestigates whether there is support for
the proposed MAP and examines the extent to whidhPMs adopted. The research

approach provides a complementary view of what hba happening with that which is

actually happening in relation to MAP in the agegselected for this research.

An insider research approach was undertaken farrdgearch, drawing on a process of
reflexive awareness and careful judgement to refraas theoretical knowledge, the tacit
knowledge that has become deeply segmented in tleer@land public sector. A mixed-
method approach was used to limit the risk of tisidier researcher losing objectivity and to
ensure the standards of academic rigour. The agipragilised a group of critical
practitioners, in a co-operative style of refleetilnquiry, to co-create knowledge in the
development of the theoretical principles. Docutreemalyses and a case study including
interviews with participants from two work units eating within one Queensland
Government agency were conducted for the purpo$egaming knowledge of the
Queensland Government's MFO policy, the intended®™MAnd the MAP-in-use, in
particular performance measurement and cost mareageAn independent interviewer was
employed wherever possible with the aim to limisgible insider researcher bias during the

interview process.

Findings suggest a significant gap exists betweleat the objectives of the MFO policy is
seeking to achieve and the operational level athvhiiis policy operates. Consultations
with the critical group of practitioners and evidenfrom an analysis of documentation
provide support for the theoretical principles. Hwar, evidence from the case study
interviews indicates a limited application of thgsmciples. The “performance story” of the
agency lacks logical links between the serviceklivers and the government outcomes to
which it contributes. The use of measures is nafoum throughout the agency. The
agency’s ability to assess the efficiency and @éffeness to which it delivers services is
limited by the fact that it reports mainly outputiemted cost information. Thus, any
extolments that the agency has improved their obstelivery are largely rhetoric rather
than anything real based on sound costing infoonatVith an apparent compliance focus

by the agency, the implication of these findingshist the costing approach adopted is one
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that is more likely to be based on its needs toargesufficient resource allocations through

budgeting processes of the Government.

Opportunities exist to examine the broader sodaltural and political contexts within
which Queensland government agencies operate.iiitieds of this study suggest that the
technical merits of the proposed MAP that should dmopted by the Queensland
government agencies are not sufficient to motiegencies to adopt them. Future research

that gains a fuller understanding of this aspeetseto be a logical progression.
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CHAPTER 1 INTRODUCTION

1.0 Background

Contemporary management accounting practices (M#@)important toolsets for
Queensland public sector agencies as they implentkat outcomes-based
performance management (OBPM) framework under theemment's Managing
for Outcomes (MFO) policy.

The Queensland public sector, like other publid@eagencies both nationally and
internationally, is continuing with the implementat of a performance management
framework that is outcome-based and which focuseshe services delivered by
public sector agencies and to whom those servieeslelivered. With a focus on
performance, the MFO policy aims to improve thecefhcy, effectiveness and

accountability of government service delivery.

The aim of this research is to investigate theiappbn of management accounting
for achieving public sector OBPM in Queensland unde MFO policy. A
conceptual framework is developed for implementing MFO policy within the
Queensland public sector environment to which MARynbe applied. The
underlying MAP are examined and specific principtegse developed that drive a
performance-based environment in which outcomesébpsrformance is measured
and for which costs are determined. This reseadsth getermines whether there is
support within the Queensland Government agen@ctaal for this research for the
theoretical principles developed. The extent toclhihe MAP proposed in this
research are adopted and applied by the case agehcy in order to achieve the

objectives of théManaging for Outcomes’policy is also investigated.

1.1 The Nature of Public Sector Outcomes-Based Perfoma
Management

The National Commission of Audit Report (Commonwlealf Australia, 1996: p 2)
identified a number of reasons for the public sedto undertake performance

management reforms.
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A number of factors have come together to makerme® burning issue.
Key among these are: ... a perception that pubtitos performance was
inferior to that of the private sector; ... citizeemands for improved
responsiveness, choice and quality of servicePut together, these
pressures have resulted in a ... re-examinationpuwblic sector

management and performance.

The effort to improve the quality of public sectnanagement is not new. As early
as 1910 the New York Bureau of Municipal Researehetbped budgetary systems
based on performance measures. The Hoover Commigitommended a switch to
performance-based budgeting for the national gowent in 1949. In 1952 the term
“alternative budgeting” (Lewis, 1952: p 49) was €e®ped as a means to place a
relative value on each of the alternatives for dpgngovernment funds (Pitsvada &
LoStracco, 2002: p 53). Program outcome measures wegral components of the
analyses required by the planning-programming-btidgesystem (PPB) in the
1960s. During the late 1970s, performance-basedgdiumy techniques were
revisited through the concept of zero-based budgetivhich involved building a
series of alternative budgeting options from ze@af(kis, 2002: p 37). Early
performance measurement practices fulfilled twoeotiyes. First, they served to
communicate information to management about theireadnd status of work
completed and how this contributed to improved wpr&ductivity. Second, they
served to support the budgeting process, by rexgatiformation about needs and

program effectiveness (Williams, 2003: p 649).

Public sector performance management matured duhegl1990s with several

governments, including New Zealand, Australia, EditStates, and Canada
incorporating it into strategic planning and budugt in order to achieve better
alignment among organisational resources, effadtdirection. Osborne & Gaebler
(1992) wrote about the need to transform the pu®ictor through the adoption of
entrepreneurial techniques. These authors suggeélstedgovernment should be
more “market-like” and that citizens should be mrelga as customers. They
suggested solutions to improve the public sectoouih the introduction of

concepts such as competition and cost reductiom aseans of increasing its

efficiency and effectiveness.
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From the early beginnings of public sector perfaroea management the
concentration has been on the efficiency and efieoess of government. Public
administrators have focussed on “linking resourtesintended governmental
objectives (what is now called performance budggtimesults of governmental
efforts (outcomes), objectively chosen expectatiimenchmarks), and fixing the

organisation to do better (productivity improvemgfiVilliams, 2004: p 133).

The current OBPM concept is an extension of theskee ideas and centres around
the terms “managing for performance”, “managing fesults” and “managing for
outcomes”. The key ingredients of an OBPM framewam the relationships of the
costs of government programs to resources, ancgthevement of an approved
plan (Pitsvada & LoStracco, 2002: p 69; William803: p 654). Governments, both
nationally and internationally, are under greatsptge to improve the service they
provide to the community and to ensure that thigise is aligned to achieve their
desired outcomes. Furthermore, public sector agenere being held more
accountable for the differences that their programage to the community. This re-
examination of performance has led to the developmaf a performance
management framework which is outcomes-focused. Tublic sector’s
justification for moving in this direction is basesh the identified shortfalls
associated with the quality of management inforamafiroduced by cash accounting
techniques and in particular the uncertainty atibatfull costs of outputs (Evans,
1995; Mellor, 1996; Commonwealth of Australia, 199%8anagement Advisory

Board (MAB), 1997; Webster, 1998).

Significant contributions to understanding the OBRI¥bcess have come from
studies undertaken in the areas of (i) the adopifean outcomes-focused approach
to improving the accountability of government inlidering services that meet
government goals (Friedman, 1996; Wholey, 1999; di&au2001; Behn, 2003;
Modell, 2005; Moynihan, 2006); (ii) the challeng®sd solutions in implementing
OBPM (Wholey, Hatry & Newcomer, 1994; Poole et @001; Campbell, 2002);
and, (iii) the organisational or contextual factorBuencing the implementation of
the OBPM (Burns, Ezzamel & Scapens, 1999; Chua &yP#&999; Radin, 2000;
Dittenhofer, 2001; Hussain & Gunasekaran, 2002; &lp2004).
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These studies, which are discussed in Chapteezfamportance to this research in
that they provide detail of prior research on pukctor performance management
focusing on the purpose of OBPM. These studies etsdribute to an enhanced
understanding of the objectives of the MFO poliog #éhe relevant issues within the
public sector in Queensland. They assist in idgntf those principles and factors

that contribute to adoption of MAP which suppos thbjectives of the MFO policy.

Several contributions to cost accounting have cbrora studies undertaken in areas
that (i) identify, measure and analyse costs aatatiwith producing products or
services as well as the costs that are generat@doogsses or activities undertaken
in the production of products or the provision efwsces (Goddard & Ooi, 1998;
Greasley, 2001); (ii) the comparisons of the tiadal costing approaches and
contemporary activity-based costing (ABC) methodagglkan, 1984; Cooper &
Kaplan, 1987; Cooper 1988); and, (iii) the potdrienefits and possible reasons for
failure of ABC implementations (Kennedy & Affleckr®ses, 2001; Kiani &
Sangeladji, 2003; Pierce & Brown, 2006).

Much of the research surrounding costing methodesygparticularly ABC, has

been conducted in the private sector and primamilyhe manufacturing industry
(Cooper & Kaplan, 1987; Cooper, 1988; Anderson5)9%hile there are a number
of studies conducted in the service or governmecios (Rotch, 1990; Antos, 1992;
Goddard & Ooi, 1998) there is a limited number tegamine costing approaches

within an OBPM environment.

These studies are examined in Chapter 3. They faimapmrtance to this research
because they provide detail of the models that beagppropriate for calculating the
cost of products and services delivered by puldat@ agencies. Furthermore, they
contribute to an enhanced understanding of howirgpshformation may assist

agencies in assessing the efficiency and effeatis®f their service delivery.
1.2 The Queensland Model — Managing for Outcomes

The Constitution of Queensland 20Qdrovides that Cabinet, consisting of the
Premier and a number of Ministers of Parliamentakectively responsible to the

Parliament of Queensland for the performance ofgitneernment. Administrative
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arrangements allocate portfolio responsibilitiesMmisters of Parliament and by
and large the structure of government agencies orsirthe core portfolio
responsibilities of these Ministers. The ultimagésponsibility for the management
of an agency rests with the Minister who is asgigihe particular portfolio.

The principles of the MFO policy are embedded ireénsland legislation through
provisions of thé=inancial Administration and Audit Act 197FAAA). The FAAA
provides that for each financial year, the TreasofeQueensland must present an
Appropriation Bill to the Queensland Parliament. isThBill provides for
appropriation for a financial year to fund the costdelivering agency outputs in
that year. TheCharter of Social and Fiscal Responsibil{the Charter) sets out the
Government’s social commitments to the Queenslanttliqp and how the
Government will report to the public on the outcenog its activities pursuant to the
provisions of the FAAA. This Charter also sets th& measures against which its
performance in achieving these objectives can beasaored (Queensland
Government, 2004). The Priorities in Progress Reg{iP) is published annually by
the Government in accordance with the Charter. Gmvernment regularly
publishes PIP to support this Charter and to enaaceuntability and transparency
for the outcomes of government decisions. PIP edus inform the community
about the impact of the Government’s policies amtatives towards meeting its
key policy priorities, and outlines the Queenslaadvernment’'s commitment to
delivering improved outcomes for the community. particular, PIP discusses
performance across a range of qualitative and gaaweé performance indicators
relating to outcomes experienced by Queenslandisiamnities.

The contributions of each agency’s outputs to tieevement of these outcomes are
provided for through the development of Minister@brtfolio Statements (MPS).
The MPS, or commonly referred to as Budget Paees prepared on a portfolio
basis by the individual agencies reporting to edatister. These statements set out
the priorities, plans, output details and finang&tements of those agencies. Full
details for each agency’s output performance plares also provided in these
statements, including published output measureshef quantity, quality, cost,

timeliness and, where appropriate, location ofisess
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The Queensland Government performance managenamevvork is described as
an “accountability framework for public sector seevdelivery ... It represents the
whole delivery process - inputs, outputs and outmmt defines community
outcomes to focus effort across the public sectordelivering services and
appropriate results. It identifies the strategicing at which performance is
measured and reported to Government and the conyh@Queensland Treasury,
2002b: p 1). Under the MFO framework, the Governmdantifies key areas for
particular policy focus. These priorities, whiclghiight key areas where improved
outcomes are sought, set the key direction for gowent action, which support a
set of outcomes and which “set the broad framegtmrernment decision making
and funding determinations’Outcomes represent the dimensions of wellbeing
(social, economic and environmental). Outcome @mics and key outcome
measuresare developed which attach to each outcome andeldfie parameters

within which success in achieving the outcomes belldetermined.

Under this framework, Queensland government agerane required to relate their
outputs to a set of agreed government outcomese ‘flapping of outputs to
outcomes results in “clusters of outputs” delivelgdseveral agencies and which
contribute to a particular outcome” (Queenslanda¥vey, 2002a: p 1). Links
between agency inputs to outputs complete the fraomle which assist decision
makers in their assessment of whether governmanices and resources are
aligned with the Government’'s desired outcomes. Teensland MFO model
provides for the specification of outputs for itgeacies such that it (i) describes the
type of service to be delivered; (ii) identifiegtrecipients of the service or activity;
and (iii) states the intended result of the acgti@Queensland Treasury, 2002a).

Output measures are established to assist in thé@oriag of output performance.

In the Queensland model, the cause and effect batwa agency’s output and its
ultimate impact is tracked through performance mess Queensland Treasury
(2002a) has established a hierarchical arrangeofandicators that aim to provide
evidence of the impact of outputs on outcomes.ldb aims to establish how
efficiently and effectively agency outputs are deted.
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1.3 The Research Problem

The aim of this research is firstly to propose ¢batemporary MAP that should be
utilised by agencies to meet the Government's ¢bjes for its MFO policy. A
conceptual framework is developed, along with dpetheoretical principles that
drive a performance-based environment in which muts-based performance is
measured and for which costs are determined. Tpeseiples set out what the
researcher expects the findings of the researbbk.tdhis research seeks support and
possible refinement for the proposed MAP using aeohimethod approach

involving:

= Briefings, consultations and feedback with a caitigroup of practitioners in the
development and refinement of the theoretical pies; and
= Analysis of documents relating to the GovernmelFO policy, guidelines and

legislation.

Secondly, this research gathered evidence of tbptimeh and application of MAP

by one Queensland Government agency. This evideaseollected by conducting:

= An analysis of documents relating to the agenciasming and annual reporting,
MPS, costing and performance reports; and
= A case study of the agency and interviews withigigegnts from two work units

within the agency.

The research approach provides a complementaryafievinat should be happening
with that which is actually happening in relati@anMAP in the agency selected for

this research. The implications of the MAP-in-ugethe agency are also examined.

It has been more than 11 years since the QueenSlanernment first implemented
its MFO policy as the means to adopt OBPM. Thatst)yy adopted to implement
MFO by the Government was to call upon the cemigaincy to persuade rather than
coerce the concerned agencies to adopt MFO. Suchugson focuses on
addressing the question of how OBPM can be a bietterework that could be used
in the assessment of government policies and pmuggragencies are encouraged to

document what they are delivering in terms of paogroutcomes and to document
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the methods they use for determining the cost eir thrograms. The goal to be
achieved from implementing MFO is to enhance thmaotability of government,
as well as to build trust with the Queensland comitguAgencies are persuaded to
demonstrate a strong interest in having informatiornwhich the cost of their
programs and services are clearly linked with tla¢ed results of the agency. The
researcher was recruited by a central agency enmisrole to influence, assist and
advise agencies on their implementation processesimplicit in such a role that
the researcher is to become a driver of change.

As an employee of the Queensland public serviae réisearcher soon recognised
that agencies tend to view the MFO policy as jusé @f continual efforts to
implement government reform in several forms. Asoasequence of these views
some agencies behaved somewhat pessimisticallyt #imworkability of the MFO
policy; while in other agencies various optimistidividuals espoused the positive
results their efforts had achieved to date. Consetty) undertaking a research in
one’s own working environment where there are dieariews concerning the MFO
implementation process requires the researcheraiatain credibility while at the

same time being an astute political player.

From a theoretical perspective, the researchearfasmployee) originally believed
the implementation process to be a reasonably simpk. After all the private
sector has been dealing with these concepts famgtime. Agencies would need to
consider questions such as what is the purpodeeadency; what services does the
agency deliver; and how much do these services? cddow will these services
contribute to the achievement of government outsimé the service disappears,
who in the community is likely to suffer? A broadet of issues facing agencies in

implementing the MFO objectives is best descriltedugh the following scenario.
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Scenario

The safety and wellbeing of children and young [geape of significant importanc

to the Queensland Government. A well managed phdtection service contributgs
significantly to the Government’s desired outconmesprotecting children and

enhancing community safety.

In recent times the Queensland community has esg@desoncerns with the chi

(1%

d

protection system itself in delivering the supgortl the services required to protect

children who are at risk of abuse. In Queenslan2002—-03 there were over 31 0
notified cases of child abuse and neglect. In raspoto these concerns, t

DO
he

Government has focused on increasing the provisfamrsources, the development

of a new culture of service to children within @gency responsible for delivering

services, and the better targeting of existing veses across all relevant agenci
to support and protect children.

With community expectations and a government camenit to delivering

demonstrable community outcomes, the responsibdecggmust ensure that i
services contribute to the Government’'s desirecaues for protecting childre

n
and enhancing community safety. The responsiblexcggés under pressure to
demonstrate efficiency and effectiveness in prioigcthildren from harm and

efficiency in the use of public funds to help aleifdand families.

The difficulty in doing this is founded in the dé@fon of outcomes in deliverin
child protection services. Defining outcomes isiffiatilt endeavour. The range
issues and concerns is immense, including (i) ohefinvhat an outcome is; (ii

identifying the outcomes that are important; (identifying those in the community

for whom the outcomes are achieved; and (iv) agsggresponsibility for particular
outcomes.

Difficulty is exacerbated by the reality that sta&klers often hold different views

fs

about service effectiveness. Stakeholders are mmobgeneous. Children who have

been harmed or who are at risk and their familister carers, and people who

report concerns about children may hold differeetgpectives (Tilbury, 2002:
139)

Child protection services, to be effective, musidpice positive changes for t

community. In achieving this, however, consideratis given to finding new
efficient service delivery arrangements from a mangf options. For example,

services such as screening and monitoring procegse®spect to carers an

specialised investigative services are required doforce child protection
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legislation. Strategies for children experiencinglueational and behavioural

difficulties; therapeutic treatment programs forildnen with severe psychologic
problems associated with harm, abuse and neglent] eesponses requirin

alternative care arrangements for children at rigke required. The range of
services focused on improving outcomes must beritggéanl and resourced
adequately to meet identified needs. Making goodcgedelivery choices requires

identification and evaluations of various approashand how the deliver
approaches impact on efficiencies and effectiveness

The agency responsible for managing the child ptaie system needs to adjust

programs and interventions to reflect the availalfilmding. Agencies operating
within the MFO environment require knowledge oftsax service delivery as well
as knowledge of what each alternative contributesi¢hieving the Government's

outcomes desired for the community, if assessmantalternatives are to b
undertaken.

Quantitatively identifying the service level imgaacn the child protection system

and more precisely identifying the costs and adesnt levels of service optio
enables the agency to advise the Government apiptefy.

The shift in public sector service delivery fronfogus on inputs to outputs and

3\
g

<

its

W

outcomes requires the agency to continually asaedsrefine the processes it uses

to allocate available funds. This shift requiregatwork continually on translatin

O

the Government'’s desired outcomes into measuratikria to assess its business.

Performance measurement is fundamental to knowiny tvell the agency i

achieving its objectives. A coherent set of pertoroe measures for child protection

U

provides the basis for the assessment of effeetsgeim meeting the Government’s

outcomes for Queenslanders. Mechanisms for cossieryices and products

provide the basis for the assessment of efficisnni@roviding child protection.

Source: Department of Child Safety (2004a), AnrRReport 2004-05, Queensland

Government; Department of Child Safety (2004b)at8gic Plan 2006-10
Queensland Government, Tilbury, 2002.

This scenario raises some significant issues eivagice to the research, includi

the following:

ng

= In relation to the government’s aspirations, foample, to enhance community

safety, how do public sector agencies demonsthatietheir services contribute

to this outcome? A number of public sector agenmetly contribute to the

protection of children at risk from harm. For exdeppghe Police Department
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responsible for providing specialised investigatservices to enforce child
protection legislation. The Education Departmemtvtes services for children
experiencing educational and behavioural diffi@dfi while the Health
Department provides therapeutic treatment progreaonghildren with severe
psychological problems associated with harm. Thmplies that the
responsibility for ensuring that children are podéel from harm is shared. On
what basis, therefore, is this shared responsibdistributed amongst these
agencies such that each can demonstrate positevegeb over time for these
children?

On what basis does the government prioritise tisbaeges which are important
to a community who may have varying views of whauld be beneficial to the
community?

On what basis may a public sector agency, whicidentified as one that
provides critical services, demonstrate that thssevices produce positive
changes for children at risk of harm? Do these gbaroccur over time? For
example, it seems reasonable to assume that tobkgegical health of children,
who have suffered harm or abuse, will improve otmere from therapeutic
treatment programs. How will the agency identifggl changes, measure these
impacts and demonstrate that the services it dsliventributes to the
government’s outcomes for protecting children amat fensuring safer
communities?

Where the focus for the agency is on ensuring pesithanges for the
community, how should the agency prioritise ancuese the various service
options that it may have for delivering these clem™g

How should agencies demonstrate efficiency in thlesery of child protection
services, for example, and the effectiveness afdlservices in meeting the goal
for protecting children from harm?

On what basis should the agency find and evalwatace delivery options?

These questions point to the need to find ways liglwthe agency is able to:

Translate the Government's desired outcomes fornoonity safety and its

priorities for protecting children at risk from Imainto measurable criteria;
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= Understand how the agency may produce positivegdsnver time for at-risk
children and decide on how these changes will basored:;

= Develop a coherent set of performance measureshflat protection which will
provide the basis for the assessment of effects®enan meeting the
Government’s desired outcomes for Queenslanders;

= Determine how each alternative contributes to awhge the Government's
desired outcomes; and

= Develop mechanisms for costing services and prsdiacprovide the basis for

the assessment of efficiencies in providing itvises.

The ability to cost government services accuratelgy measure progress towards
achieving objectives requires the application of RIAn this regard the research

problem is stated as:

RP-1 To what extent can contemporary MAP contributeto achieving the
objectives of the Queensland Government’'s“Managing for

Outcomes”policy?

RP-2 In the selected case study, involving one Questand Government
agency, what support can be found for the MAP propsed by this
research? To what extent are these proposed MAP apted and
applied in order to achieve the objectives of théManaging for

Outcomes”policy?

To add clarity to research problem, RP-1, and sisa@ the understanding of the

issues to be resolved, the following research guesivere formulated.
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RQ-1 What contemporary MAP should be applied to an OBPM

environment?

RQ-2 Under the MFO policy, what type of outcomes-bsed performance

information should be reported by public sector agecies?

RQ-3 What approach should public sector agencies agt to establish
linkages between its strategic direction and its pgrams or
interventions so that the agency may explain its odribution to
desired changes in conditions of the community ands residents

and ultimately to the Government’s desired outcomes

RQ-4 What type of costing information is required b be reported under
the MFO policy?

RQ-5 Is activity-based costing an appropriate costig model for agencies ta
use in calculating the cost of its products and seices and in
assessing the efficiency and effectiveness of seevielivery?

1.4 The Motivation for this Research

Traditionally, public sector managers have not bemmcerned with issues such as
costing of services or measuring agency performandelivering services because
information of this type was rarely requested. Tiaglitional public sector financial
management platform gave a vertical view of eaamag a view that focused on
divisional or departmental blocks of expenditurbisTmeant that agencies reported
only on the resources consumed by work units withéagency. For accountability
purposes, managers were held responsible for dmwatbetween actual and
budgeted expenditure. The emphasis therefore wasooitrolling the level of
spending of the various work units. The gatherihgerformance information was
rarely considered. The idea of demonstrating ann@ge contribution to the
achievement of the Government's desired outcomes wat considered.
Consequently, accountability for performance lagbetiind fiscal accountability
(Foltin, 1999: p 45).
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The MFO policy is designed to change this emphéisis.said that “necessity is the
mother of invention” and under the MFO policy there is a sense of wgdry
government in placing a much greater emphasis daingpmanagers accountable
for both the efficiency and effectiveness by whitiey achieve their program
objectives. Indeed, the emphasis of MFO is to gapfeformance information,
including costs, about the services delivered bgnags in order to better inform
resource allocation decisions. The application &Rvis a critical success factor in
meeting these requirements (Geiger, 1998; CunnmgBaHarris, 2000; Fahy,
2001). Such applications, however, should be thbased [Andrews, 2002 in Frank
& D’Souza, 2004: p 206) and as such, plans for @m@nting MFO cannot be fully
developed without due consideration for MAP thatragjes should use to support

this environment.

Theories of management accounting have evolved &iamarrow concentration on
providing accurate measures of costs to a broaxEni@ation that places greater
focus on meeting the information and decision-mgkilemands of management
(Birnberg, 2000; Clarke & Tagoe, 2002). MAP, sushparformance measurement
and costing, has developed to enable the produetimh use of strategy-related
information (Kaplan, 1984; Johnson & Kaplan, 198henhall & Langfield-Smith,
1999). As such MAP may be applied to determinetidrethe agency’s objectives
have and are being met and the extent to whiclopeence accountability has been
achieved, including accountability for the costssefvice delivery. The experience
or otherwise that an organisation may encountediopting contemporary MAP is
dependent on how it identifies and accommodatessues that it faces.

The aim of this research is to determine the copteary MAP that should be
applied to meet the objectives of the Queenslande®mnent’'s MFO policy. The
aim is to develop a conceptual framework for impeatng the MFO policy within
the context of the Queensland public sector enwem to which MAP may be
applied. This research aims to identify specificingples that support a

performance-based environment in which outcomesebpsrformance is measured

! An old adage often attributed to Plafdie RepublicGreek author & philosopher in Athens (427
BC - 347 BC) refer thttp://www.quotationspage.com/quote/33942.html
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and for which costs are determined. This resedszhiavestigates whether there is

support for the proposed MAP and to examine thergxb which MAP is adopted.

In examining this, the connectivity between theuratof public sector OBPM and
the MAP underpinning the objectives of MFO are eixeerd. The organisational or
contextual factors are also identified to determthese factors critical to the
adoption and application of MAP to achieve the otiyes of the MFO policy. How

these concepts are connected provides motivatiothie research, and Figure 1.1

shows how these concepts are conceptually connected

Public
Sector .
Knowledge Knowledge
of what of cost of
programs cervice
E are r
achieving®, ;| 9eveN
VTR ETE
00 Accounting Practices
Mgy
A
N7 S a—
OBPM

Figure 1-1 Conceptual view of the connectedness keten MFO and MAP

The majority of studies in the area of managemeatanting have been conducted
within the private sector. For example, a body a&fsearch focuses on
implementation success of activity based costingiglfs, 1995; McGowan &
Klammer, 1997; Chenhall & Langfield-Smith, 1999thér research focuses on the
perceived benefits for organisations associatech wite use of information
(Swenson, 1995; Franco & Bourne, 2003; Cavalluzzttider, 2004) and the extent

to which systems provide information (Mia & Chenh&p94).

While there is demand in the public sector to adbptbest practices, procedures
and approaches of the private sector to ensure ¢batribute to more effective

performance and service delivery (Osborne & Gaebli992), the implicit
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assumption that these are transferable to the quleictor may be questionable.
There is an apparent lack of fit between privatdmeand the public sector notions
of performance measurement and accountabilityefiti&@ Larcker, 1998; Dixon,

Kouzmin & Korac-Kakabadse, 1998; Barton, 1999; Rebeau, 2000). This research
provides an opportunity to test these theories different organisational context
and investigate the application of principles cimtied by previous studies to

determine their level of usefulness for the Quesspublic sector.

There have been a significant number of studieslutted in the areas of public
sector OBPM (Franklin, 1999; Mwita, 2000; Radin,080 Hoque & Moll, 2001,
Weinstock, 2002; Modell, 2005; Moynihan, 2006) amd&nagement accounting
(Geiger, 1998; Foltin, 1999; Geiger, 1999a & 199Bbpian, 2000; Behn, 2002;
Carlin & Guthrie, 2001; Geiger 2001; Martinson, 20WVilliams, 2004; Pizzarella,
2004). Theories about the nature of the public se@BPM have significant
application to the implementation of MFO within tli@ueensland Government.
Studies identifying issues surrounding the impletaigon of OBPM within several
public sector jurisdictions are of importance te thtudy in that they contribute to
an understanding of factors critical to its sucfidsenplementation. Such public
sector OBPM theories also suggest strong linkagégsMAP through the identified
need for measuring the performance of the publatose Studies of the nature of
cost accounting are also important because of dieatified need for accurate
costing of government services. However, the cativigcof OBPM and MAP has
rarely been addressed. The bridging of this gapiges the motivation for this

research.

This research provides an opportunity to contrikatan enhanced understanding of
these issues within the public sector in Queenstnttidentify those principles of
management accounting necessary to find solutionstife Government in the
implementation of the MFO policy. An enhanced ustierding of the issues is
made possible by virtue of the fact that the redesaris an insider and as such a
member of the organisational systems and commanitighe Queensland public
service. The researcher has insights from her eqpes of implementing MFO. As
the researcher is close to the research topic mod kit well, she has a high stake in

the research outcomes (Brannick & Coghlan, 200§ fesearcher can also follow
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through the work beyond the end of the dissertatttoensure a commitment from

agencies to self-learning from the research (Co&l&mnannick, 2005).

1.5 Contribution of the Research

This research makes the following contributions literature relating to the

application of MAP in the public sector that sugpdhe objectives of OBPM and in

particular, the Queensland Government’'s MFO policy:

Researchers who adopt a more traditional positegiroach to describe and
explain a particular social phenomenon usually @evigh the researcher taking
the role of a detached observer. There are extyefimeited situations where
positivists’ do research from an insider positiofhe contribution that this
research provides stems from the fact that thelénsiesearcher has knowledge
of Queensland public sector’s everyday life; therggay jargon; and is able to
see beyond the objectives that are merely windoesging. This insider
researcher approach contributes to the literatyreaffirming its theoretical
academic value within the different research meghodt contributes to the
literature by recognising the subtlety and critjpatential of a ‘practical’ agenda
in research.

This research provides normative statements of ainatild be happening with a
positivism approach on that which is actually happe in relation to MAP in
the agency selected for this research. The researthbutes to the literature by
its assessment of a complex subject material thitg for creative solutions to
common problemsStudies of such reforms have tended to fall imto tamps:
the pessimistic literature and the more optimisiterature (Moynihan, 2005:
214). Pessimistic literature suggests little or suwcess (Wildavsky, 1984;
Radin, 2000; Downs, & Larkey, 1986; each in Moymh&005). More
optimistic literature cites the possibility of sess from case studies and an
appealing theory of how the public sector can beronore results focused
(Aristigueta, 1999 in Moynihan, 2005). This resdacontributes to the more
optimistic literature by delving into the organisaial issues that might inhibit
success. This research provides opportunities factjioners to adopt sound
theoretical principles in successfully implement@gPM.
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= It contributes towards a general theory of manageéma&ccounting by
investigating its application to the public sectdiuch of the research in
management accounting relates to the private sethis research provides the
opportunity for future research to test the themrya different organisational
context.

= It provides a foundation for public sector agend@sssess the extent to which
the Government's MFO policy is being operationalisaccording to the
identified need to measure public sector perforraaand to accurately cost
services.

= As applied research, it contributes to the furtheaplementation of the
Queensland Government’'s MFO policy by providingaaib by which agencies
may adopt and apply MAP.

1.6 Structure of the Thesis

The researcher employed a structured approacleseipting the thesis.

Chapter 2 provides a comprehensive literature vewé earlier contributions on
OBPM and performance measurement in particulars Thapter also discusses the
technical and methodological aspects of OBPM andmixes performance
management frameworks developed by various pubtitos jurisdictions. Chapter 2
also focuses on principles and practices relatgetfibormance measurement.

Chapter 3 presents the theory underpinning contesmpacosting with specific
focus on principles and practices related to releeast concepts, the bases for cost
allocations and methods of cost measurement. Ghatso considers the technical
issues facing agencies in their efforts to dematestithe efficiency and the
effectiveness of its services. Prior researchithegstigates the context within which

cost management is adopted and applied by theqosdatitor is also explored.

Chapters 2 and 3 identify MAP best suited for puldector agencies operating
within an OBPM environment. Jointly, Chapters 2 d&hdhvestigate the research
guestions relating to the research problem, RPélimfiorm the examination of the
extent to which MAP should contribute to achievitige objectives of the

Queensland Government’'s MFO policy. A conceptuamiework is developed for
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implementing the MFO policy within the Queenslantlic sector environment to
which MAP may be applied. These chapters idenfilgcHic principles that drive a
performance-based environment in which outcomesébpsrformance is measured
and for which costs are determined. These pringiglede the data collected in this

research.

Chapter 4 describes the research methodology atldptéhe first place this chapter
describes the bases on which the researcher seugport and possible refinement
for the proposed MAP developed in Chapters 2 andsiBg a mixed-method
approach involving:

= Constructive feedback relating to the theoreticaingyples developed in
Chapters 2 and 3 from a critical group of praatiéics; and

= Analysis of documents relating to the GovernmelFO policy, guidelines and
legislation.

Secondly, Chapter 4 describes the bases on whicheiearcher gathered evidence
of the adoption and application of MAP by one Qu@md Government agency.
The mixed-method research approach adopted involves

= An analysis of documents relating to the agenciasming and annual reporting,
MPS, costing and performance reports; and
= A case study of the agency and interviews withigigdnts from two work units

within the agency.

Chapter 4 discusses the bases on which the particase study and the participants
were selected. It describes the framework undempinrthe data analysis and
interpretation. It defines the data collection tigs that generate qualitative data
which contributed to the triangulated analysis reetb address research problems
RP-1 and 2 and research questions RQ-1 to RQ-5.

Chapter 5 presents the results of the researctinéoproblems, RP-1 and RP-2 with
focus on the proposed methods and principles of MB&hd, in particular,
performance measurement, developed in Chapter @t€h5 describes a detailed

analysis of the data so as to determine firstlyetlr there is support for the
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theoretical principles, namely PM-1 and PM-2. Isclébes evidence relating to the
legislative nature of the MFO policy, and the guick provided by the Queensland
Government’'s central agencies to line agenciesnidettaking OBPM including
strategic planning and performance measurementpt€h& also describes the
constructive feedback relating to the theoreticahgyples, PM-1 and PM-2,
provided by a critical group of practitioners. Sedly, Chapter 5 describes evidence
of the extent to which the proposed methods amcipies of OBPM are adopted
and practiced by the Queensland Government ageziegted for this research. It
describes evidence relating to the analysis of apency’s planning and annual
reporting documents, MPS, and performance repostswall as analysis of
interviews conducted with participants selectednfrovo work units within the
agency. The perceptions of the OBPM-in-use by d@lgency along with the
implication of these perceptions and the implicagiof the findings of the case

study for the agency are discussed.

Chapter 6 presents the results of the researctinéoproblems, RP-1 and RP-2 with
focus on the proposed methods and principles of aosounting developed in
Chapter 3. Chapter 6, in the first place, describesevidence collected from the
analysis of documentation relating to policy statats, guidelines, and audit reports
for the purposes of seeking support for theorefraiciples, CM-1 and CM-2. It
also describes the constructive feedback relatintipése principles from a critical
group of practitioners. Secondly, Chapter 6 dessrithe evidence collected to
determine the extent to which the proposed metbbdd®sst accounting are adopted
and practiced by the Queensland Government ageziegted for this research. It
describes evidence relating to the analysis ofailpency’s cost reports, as well as
analysis of interviews conducted with participastdected from two work units
within the agency. The perceptions of the cost aeting practices of the agency
along with the implication of these perceptions #mel implications of the findings

of the case study for the agency are discussed.

Finally, Chapter 7 summarises earlier chaptersisfthesis and draws conclusions
to the research problem and associated researstiange Conclusions drawn from
examining the research questions relating to rebearoblem, RP-1, and the

findings from investigating research problem, RR#2 provided. This chapter
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identifies contributions to the research literajuimplications for practice, and
opportunities for further research. The limitation§ this research which are
recognised by the researcher are discussed, ircydart the risks associated with
the research methodology, the process for analygkateyand the practical aspects of
undertaking the study. Based on the research o@so@hapter 7 also provides
recommendations to guide agencies in meeting tfexides of the MFO policy and
in adopting appropriate  MAP, namely performance sueament and cost

accounting, to assist it to meet these objectives.

The structured approach to presenting the thesisaan in Table 1.1.
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Research Problen

Research Question

ResearchMethodology

RP-1

To what extent can contemporary
MAP contribute to achieving the
objectives of the Queensland
Government's  “Managing for
Outcomes”policy?

RP-2

In the selected case study, involving
one Queensland Government agency,
what support can be found for the
MAP proposed by this research? To
what extent are these proposed MAP
adopted and applied in order to
achieve the objectives of the

“Managing for Outcomes”policy?

RQ-1 What is the nature of OBPM? Whg
contemporary MAP can be applied to §
OBPM environment? Are there organisationgl
or contextual factors that might influence th
successful application of MAP within a
OBPM environment?

o 2S5

o

RQ-2 What type of performance information is requirg
to operate within under the MFO policy?

RQ-3 What approach should public sector agencjes

adopt to clearly establish a link between the

Critical Group of
Practitioners

strategic direction of the agency and |it
programs or interventions such that the mpy
explain that it is contributing to thg
Government’s desired outcomes and to the
desired changes in conditions of tHe
community and its residents?
Public Sector Outcomes-based

Performance Managemen{Chapter 2)

RQ-4 What type of costing information is required to I = s'a = 4
reported under the MFO policy?

Document
Analysis

RQ-5 Is activity-based costing an appropriate costihg
model for agencies to use in calculating the
cost of its products and services and [in
assessing the efficiency and effectiveness |of
service delivery?

Cost Accounting Principles

H

and Practices(Chapter 3)

lllllllllllllllllllllllllllllllllllll*

Case Study
Interviews

T EE NN NN NS NN NN N NN NN NN NN NN RN NN NN EEEEEEEEEEEW

Conclusion

Table 1-1 Structure of Thesis
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CHAPTER 2 PUBLIC SECTOR OUTCOMES-BASED
PERFORMANCE MANAGEMENT

2.0 Introduction

The Queensland public sector is adopting managetaehhiques associated with a
performance management culture. A range of intégtihave been implemented
across OECD member countries that aim to improgeatitountability of the public
sector and “as these ... are maturing, the needsis@to go beyond the rhetoric ...

to look at the practicalities of implementing auies focus” (OECD, 2002: p 3).

The connectivity between the nature of public se@8PM and the underlying
MAP is examined in this chapter and in Chapter I3 Theory of the public sector
OBPM is dealt with in detail in this chapter. Issuelating to the adoption of
OBPM are also examined. Such issues as identifi€hapter 1 include how public
sector agencies should:

= demonstrate that the services they deliver produusitive changes for the
community and hence contribute to the Governmet@s@red outcomes; and
= measure the impacts on the community from its sesvas well as measure the

quality of its services.

Challenges facing the public sector in these aaeaslso reviewed.

This chapter, along with Chapter 3, contributesnigestigating research problem,
RP-1 and informs the examination of the extent toctv MAP can contribute to
achieving the objectives of the Queensland Govemi&IFO policy.

As shown in Table 2.1 (which is extracted from Ealill), this chapter reviews
prior research, discusses the technical and mekbgidal aspects of OBPM and
critically examines performance management framksvateveloped by various

public sector jurisdictions.
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Research Problem RP-1

RP-1To what extent can contemporary MAP contributedisieving the objectives of the
Queensland Government®lanaging for Outcomes’policy?

-4 1

=

RQ-1 What contemporary MAP should be applied to an

OBPM environment?

RQ-2 Under the MFO policy, what type of outcomes-
based performance information should be reported

by public sector agencies? Public Sector
P J Outcomes-based
: . Performance
RQ-3 What approach should public sector agencies Management

adopt to establish linkages between its strategi (Chapter 2)
direction and its programs or interventions so that
the agency may explain its contribution to desirgd
changes in conditions of the community and its
residents and ultimately to the Government’s
desired outcomes?

Table 2-1 Purpose of Chapter 2

This research develops a conceptual frameworknmgiementing the MFO policy
within the Queensland public sector environmenvkich MAP may be applied. It
identifies specific principles driving an outcomeased performance environment,
and which guide the data collected in this reseafdte theory detailed in this
chapter contributes to an enhanced understandinghef objectives of the
implementation of the MFO policy in Queensland gmavides guidance in

researching the application of these practiceberagency selected for this study.

2.1 Related Literature - Outcomes-Focused ApprodchPublic
Sector Performance Management

The Queensland public sector has been very cleantathe importance of an
outcomes-focused approach to the management andrdability of government.
This section examines prior research and guidagiaéing to the outcomes-focussed

approach to public sector performance management.

An outcomes-focussed approach to public sector opednce management
represents a significant change to the way govembpr@grams are managed. More

attention is paid to the way government progranescantributing to outcomes and
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less on simply delivering outputs, carrying out ihattes and implementing

processes. In this context, outcomes are definetthe®ften long-term effects of
public sector service delivery on citizens or tlogisty at large in terms of well-
being and economic, environmental and social welf@utputs are commonly
described as the goods and services deliveredetmfgpgroups of citizens or areas
of society; while activities and processes refeth®e steps involved in delivering

outputs.

A concentration on outcomes is a central elememuinlic sector OBPM (Wholey
& Hatry, 1992; Friedman, 1996; Wholey, 1999; Caud@01). The public sector,
nationally and internationally, has become incraglyi interested in a performance
management framework as a systematic way of repiageand communicating
strategy, and as a means of providing a way of conicating their priorities to
important stakeholder groups, such as the commuanity clients (Atkinson &
Epstein, 2000: p 27). It is well recognised that ttaditional approaches of simply
increasing the level of resources for public seeafpencies have been unsuccessful
in finding better ways of achieving more effectieea from their service delivery
(Willoughby & Melkers, 2000; Andrews, 2004). It ssiggested that an increased
focus on outcomes enables agencies to determineffinetiveness of government
programs in meeting community needs and to findsmayimprove public sector
service delivery. Such a focus improves communatyfidence in the capability of
the government (Caudle, 2001: p 77).

The OBPM process is commonly described as a corapsife and integrative
planning, budgeting and performance managementoappr that includes the

following key elements (Queensland Treasury, 1998):

identifying outcomes that the Government desires if® communities and

citizens;

= setting clear strategic direction and objectives;

= resourcing and deciding on appropriate deliveryiomst that support expected
performance including an integrated budgeting psce

= monitoring operations and measuring results; and

= analysing, reporting, and obtaining feedback orcaues.
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Figure 2.1 illustrates this typical OBPM processtfe public sector.

Community Neads

-

| Outcames &

__ Proribies
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" Evaluation &
Continuous )
Improvemnent &

External Influences
saIusanyu| [ewapg

£
X

Delivering Servicas

:

Community Needs

Figure 2-1 Typical OBPM Process
(Source: Adapted from Auditor General of Canad®®@0

The planning process of an agency, which involes dathering of information
about the "big picture”, establishes a long-termection for the agency. That
direction is then translated into specific goalggeotives and actions. While the need
to draw strong links between performance measurerard strategic direction
setting is paramount, the performance managemenesgs is incomplete without its
integration with resourcing, monitoring and evaiomat processes. Evaluation is
important because it provides feedback on the ieffay, effectiveness and
performance of public sector agencies and the im@fation of public policy. It
completes the performance management cycle. Feledbaeived from evaluation
leads to improvements, expansions or replaceméng®wernment programs. “In

essence, it contributes to accountable governgi@eCD, 1999: p 413).

In essence, therefore, the adoption of an outcdyased approach to managing
government services requires public sector agenoieefine “what they intend to
accomplish, measure performance for, and reportand, use the information for
decision making and strengthening accountabilitYadle, 2001: p 77). The core
idea of OBPM is “to use performance information it@rease performance by
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holding [agencies] accountable for clearly spedifimals and providing them with

adequate authority to achieve these goals” (MoyniBa06: p 78).

Njoh (1994 in Hernadez, 2000: p 32) suggests thrathie “outcome-based approach
to be useful, the strategic objectives of an ageanagt be identifiable and clearly
definable”. While it has been argued that ratiagroaches to strategy formulation
in the public sector is difficult, if not impossé(Boyne, et al, 2004: p 330), efforts
should be made to improve the clarity of identifeatand definable strategic
objectives throughout the agency. The developmérabgectives by planners in
isolation from the rest of the agency is inadequataot confusing to service
delivery units of the agency. Consequently, follogvithe identification of the
relevant government outcomes to which the agencst adign itself, the next step is

to set clear goals which are measurable againse thigtcomes.

To do this, government decisions and controls rfagis on outputs and outcomes
rather than on inputs and procedures (Wholey & Wat992; Schick, 1999;
Wholey, 1999; Mwita, 2000; Behn, 2003; Modell, 2DOkach of these elements
depends on one another and they are not simply &mumof independent
prescriptions” (Moynihan, 2006: p 79). It is thesdbsure of outcome data that
enhances public accountability — “the end we ssekotbetter servicebut better
results” (Friedman, 1996: p 5). This distinction enhancée tperformance
management process because it contributes to aeclé¢ainking about what
government is to achieve and assists in the setecti appropriate strategies to get
there. To assist and guide the performance manademegime in public
organisations, a number of questions must be cereidBolton, 2003: p 22). Such

questions include the following:

= How well does the agency fulfill its mission? Howes the agency know that its
mission is fulfilled?

= How effective is the agency in supporting that mois3

= How does its performance compare to that of otgeneies/jurisdictions? How

does it compare to that of the best organisation?

While these questions may guide public sector dagendn establishing a
performance management regime, Bolton suggestshbdirst of these questions is
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the most difficult for public sector agencies teapr. It requires an assessment of
the nature of the agency’s goals: are the goalkstiea challenging, and clearly
aligned with the mission and are targets appraggiatset, achievable and
measurable? As Stinchcomb (2001) notes, if theiamnigs not well articulated and
the pathway to achieving it not clearly outlinedisi impossible to determine why
the agency’s program produced certain outcomesmmgr the outcomes were not
achieved. “Accountability is unattainable withodear specification of how the
program’s activities or intervention are expectedachieve the program goals”
(Solomon, 2002: p 392).

The implication, therefore, is that strategic plagnis the initial component of
performance management and it requires “a dis@glireffort to produce
fundamental decisions and actions that shape amt guhat an organisation is,
what it does, and why it does it” (Bryson 1995:)p Strategic planning by agencies
is the main linking mechanism between the agenagt®mns and the statewide goals
(Moynihan, 2005: p 218).

Practical guidance for implementing the OBPM praces well documented in

several jurisdictions (OMB, 1995; GAO, 1996; Qudand Treasury, 1997; SSC,
2002; Campbell Public Affairs Institute, 2002; DBMNP02; Treasury Board of

Canada, 2006). For example, the key steps whichceggein the United States are
advised to follow in implementing OBPM are iderddi by the Campbell Public

Affairs Institute (Campbell Institute) (2002). Treekey steps are depicted in Figure
2.2.
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Steps in Implementing Managing for Outcomes
Step 1
Define Mission and
Desired Outcomes
Align core
activities,
processes and
resources
Step 3 - Step 2
Reinforce the Process
Use performance Measure
information Devolve decision-making Performance
Identify Create incentives =  Produce
performance Build expertise measures at
gaps Integrate with management each
Report and use processes organisational
information level
Collect data

Figure 2-2 Steps in Implementing Managing for Outomes
(Source: Adapted from Campbell Institute of Pubiftairs, 2002)

In implementing the process, agencies are advibad the starting point is to
identify the key Government outcomes to which they best aligned. Second the
agency must clearly define its strategic objectivEsese determine what is to be
measured. Agencies are then guided to use perfa@enaformation to identify and
act upon performance gaps. This is then to beamiatl by a culture which devolves
decision making, builds expertise and creates incE1 The New Zealand
Government through its Pathfinder Project has eftablished key steps to guide its
agencies through the implementation of key elemehits OBPM process. In this
jurisdiction agencies are required to measure owso with precision and to
identify the relationships between different measuof their core outcomes.
Agencies are then required to use performance &skdibo drive continuous

improvement in major services and business pros€ssC, 2002).

While various jurisdictions publish their own guidt@ material for agencies (OMB,
1995; GAO, 1996; Queensland Treasury, 1997; SSQ2;20ampbell Public Affairs
Institute, 2002; DBM, 2002; Treasury Board of Camad006), a review of these
suggests that the fundamental steps they recomraemdsimilar. These steps
encourage agencies to focus on the use of evatudtta to assess the degree to
which they have achieved objectives establishesutiir strategic planning.
However, despite this guidance, difficulties emerge example reports of child
protection scandals or health services crises, twldad to questions as to whether

the agency’s mission is achieved. Andrews, Boyn&yd&lker (2006: p 52) suggests
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that such crises arise from a lack of attentioth&issue of performance and from a
lack of relevant data. Problems in agencies oftggirbwith their missions: in many

cases, agencies are assigned multiple missionsnigdalkem confused (Laurent,

2001: p 10; Henrich, 2002: p 714). This begs thestjan as to why the adoption of
an outcomes-based approach to public sector mamseocontinues to present

challenges for the public sector (Modell, 2005; Mibyan, 2006).

Outcomes relate to the impact that public sectovises have in meeting the
perceived need of individuals and communities (\WWhd Hatry, 1992; Boland &
Fowler, 2000; Campbell, 2002; Modell, 2005). Thegffect the more indirect and
often long-term effects of operations on specifioups of citizens or beneficiaries
of public services or society at large in termsbheheficiary well-being and social
welfare” (Modell, 2005: p 57). While it is arguetat the relationship between
agencies’ activities, outputs and the Governmedg&red outcomes can be complex
and challenging, the achievement of outcomes shbelthe primary purpose for
which an output is delivered and an activity is emiaken. At a broad conceptual
level it does not appear difficult to select outeomategories. Most people, for
example, want children to grow up in stable ana $afmily homes and be able to
function as productive members of the community.il&/agreement is more easily
reached at the general level of the desires ofcitieens of a community, as the
process of defining outcomes becomes more spetifec,concerns of particular

audiences differ.

It is suggested that since agencies have multipleebolders with multiple goals,
hence multiple accountabilities, a considerablenel®@ of judgment or implicit

bargaining between conflicting interests inhibhe &bility to identify and measure
outcomes adequately (Smith, 1995: p 14-15). Thasethemains uncertainty as to
what outcomes the agency is trying to contributeatals in the first place (Gianakis,
1996). The long range nature of many governmergraras and the time-lag before
outcomes become observable often means that agea@eless inclined to shift
their focus away from activities and towards outesniBoland & Fowler, 2000;

Greiner, 1996). The fact also that the task of ijgng and measuring outcomes is
time-consuming (Campbell, 2002) is further exactthdy the apparent difficulty

in isolating the effects of operations when serwiaee produced jointly with other
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organisations (Bolton, 2003). The influence of mmdfactors, such as unexpected
natural disasters or unexpected challenges witlianamunity that impinge on the
timely achievement of outcomes also adds to thé$eulties. The existence of
these difficulties may make it easy for managenemtentify a number of possible
reasons for not fulfilling its goals (Pitsvada & &wacco, 2002). These issues often
render the very meaning of outcomes and effects®mpotentially changeable and
elusive (Smith, 1995; Wang & Berman, 2001) and &htl is argued that the
adoption and use of outcome indicators can be &luspproach for realising
publicly-valued goals, the specification of thesepractice is often rare rather than
routine (Campbell, 2002).

These commentaries are also supported by empewdence which suggests that
significant instabilities exist in the way OBPM hasen adopted in the public sector
(Carlin & Guthrie, 2001; Laurent, 2001; Sample &jle, 2001; Campbell, 2002;
Gianakis, 2002 Moynihan & Ingraham, 2003; Moynihan, 2006). For myde,
Carlin & Guthrie (2001) highlight problems in theporting of non-financial
performance indicators in the Victorian budget pap€ampbell (2002) questions
the practical utility of outcomes assessment ared dbgree to which it is taken
seriously in the decisions of funders; while Ra(#000) suggests that the OBPM
rhetoric has caused it to collide with institutibnand political constraints.
Additionally, these findings are supported by rép@ubmitted by various public
sector authorities. For example, in reviewing thketus of OBPM practices, it is
reported that the outcome statements used by gmeegrtnare often “too broad and
far reaching” (Commonwealth of Australia, 2002: 3);4while “most of the stated
objectives that were reported by agencies wereesspd in such vague terms as to
be of little use managerially and of little use raport actual outcomes against”
(State of Victoria, 1999: p 49).

It is also suggested that even where public segencies have the capacity to apply
OBPM, the merits of OBPM are not powerful enouglrdplace political support
(Public Policy Forum, 1999; State of Victoria, 199®r Bogt, 2000; Radin, 2000;
Pitsvada & LoStracco, 2002). The suggestion is thlaén an agency produces
results with which politicians agree, those paiitits will support OBPM. However,

when the agency produces results with which pditis disagree, then the results
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are likely to be ignored. In the end, there is tis& that OBPM becomes more
rhetoric than a reality (Gianakis, 1996; Carlin &t@Gris, 2001; Moynihan, 2005).

“Elected officials have often given lip servicettee rhetoric of [OBPM] but have

continued to support decision processes and psltbig provide them with political

support and a sense of control that allows thegldion credit for whatever change
seems to match their political agenda or to supfgweir re-election campaigns”
(Radin, 2000: p 132). This observation is not ngvitldavsky (1966: p 303) notes
that “political realities lie behind the failure tdevise principles for defining

programs”. Hence, given the reported technical lerab associated with specifying
outcomes and objectives, along with the claimeésrief dysfunctional effects

associated with reporting on outcome achievemepésformance comparisons
solely or predominately based on such measureardilely to facilitate the quest

for managerial accountability (Henrich, 2002). Gamsently, the result is likely to

be agencies measuring the wrong things and/ongaith measure what is important
(Friedman, 2001).

Despite these difficulties there remains a continuterest for the public sector to
move beyond the provision of services to the deprakent of programs that target
specific outcomes that benefit the community (ElBsaff & Hutchinson, 2001).
Justification for government programs has beconserdggl for credibility and
depends on a sound programming process that cleatplishes a link between
theory, the program model and subsequent changeartitipating target groups
(McKensie & Smeltzer, 1997). When agencies aredaséh societal issues or
problems that require some public sector intergentoften the issues or problems
faced require an approach that centres on makiaggds to the conditions of the
community and/or behaviour of targeted residentsfaure to articulate how
programs contribute to these changes means that pragrams are dominated by
short-term, unstructured activities that do nouon behavioural changes. In this
context an outcomes-based approach to public setdmiagement should involve
answering three basic questions: what to changet w¢hchange to, and how to
cause the change (Goldratt, 1990).

The question begs, therefore, “What approach shuouitdic sector agencies adopt to

clearly establish a link between the strategic diioe of the agency and the
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programs or interventions such that it can explaat it is contributing to the
Government’s desired outcomes and to the desiradiges in conditions of the

community and its residents?”

Section 2.2 proposes an approach that enablesiagdoarticulate a plausible and
logical explanation of how the activities and ougpaf its program aim to produce
desired outcomes for the community and its resgleRbtential challenges and

issues relating to this approach are also examined.

2.2 Conceptual Foundation for Outcomes-Based Penfance
Management Framework

OBPM is focused on tying resources to intended gowent objectives and the
outcomes of government efforts (Wholey, 1999; Wiiis, 2003). As various
jurisdictions advise, agencies are typically regdito demonstrate that the outputs
they deliver contribute to a set of long-term outes defined by the Government.
Agencies are then required to link the activitieeyt undertake and the resources

required to deliver these outputs (Queensland Trga2002a).

The typical linking process by which this is doagresented in Figure 2.3:

Outcomes

| Agency Outputs |

| Agency Activities |

Resources

Figure 2-3 Typical OBPM Linking Process
(Adapted Queensland Treasury, 1997)

The way in which agencies might apply this linkprgcess is demonstrated through

an example. The public sector agency responsibietife provision of public
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housing is funded to provide urban developmentisesvto identified areas of the
community. A key activity undertaken in providinigese services is to redevelop
ageing public housing stocks. In doing this, thermy identifies that its urban
design strategies contribute toward enhancing thketys of residential areas.
Consequently, it links this output to the Governtieedesired outcome of creating
safe communities. The above linking process maydesl as a template by which
the agency can demonstrate how its urban develdpmgput and its housing
construction activity are linked to the Governmentlesired outcome, Safe

Communities. Figure 2.4 shows how this template beysed.

The Linking Process The Linking Example

Template - Applying the Template

ove e
template as shown t¢

the left, the agency
may demonstrate ho

Agency the links between it Urban
Outputs funding and its Development
housing construction

I activity are linked to

the output “Urban
Agency Development”, which Construct

Activities contributes  towards Housing

the government’s
desired outcome of
“Safe Communities” ]
Figure 2-4 Example of Typical Linking Process usig a Template
(Developed for this research)

The linking process is designed to communicatdakeholders how the work of the
agency contributes to the government’s desiredomugs. However, as discussed
earlier in this chapter, an apparent weaknesssrypical linking process is that the
link between the government outcomes and the ageuatput appears “broad and
far reaching” (Commonwealth of Australia, 2002:w. iln other words, it takes a
great leap of faith to see how the output, urbareldpment, enhances community

safety. Consequently, doubts are raised as toréu#hdlity of this communication.

It is necessary, therefore, to make this link megsparent. This may be achieved by
not only documenting the long term outcome thatgbeernment wants to achieve,
such as ‘safe communities’, but importantly howsth@utcomes change over time
and how the agency’'s outputs and activities couateilto these changes (Hatry,
1999). Agencies will then be able to documentrtipeogressive achievements in
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contributing to these changes. “In the absence déar mapping between outputs
and government outcomes, it is difficult to detarenthe cause and effect between
actions and impacts” (Queensland Treasury, 2003: phe linking process should
involve describing the performance “story” (BehB02) that leads to achievement
of desired government outcomes and establishiragiadl hierarchy of the means
by which the agency’s strategic objectives willreached and outcomes achieved
(Wholey, 1987; Behn, 2003).

An enhanced linking process involves:

I. cascading government desired outcomes throughniinthe agency’s strategic
objectives to a series of shorter term and interatederm outcomes expected as
a result of delivering the agency’s outputs;
ii. linking the agency’s outputs to this set of shotemm outcomes through the
development of strategies; and
iii. linking the agency’s outputs to activities and reses through statements of

purpose.

Figure 2.5 depicts this enhanced linking process.

QOutcomes

Outcomes to be achieved from
the delivery of Agency Outputs

Linked through
Strategic
Objectives

Linked through
Strategies

Target Groups

Agency
Outputs

Agency
Activities

Resources

Linked through
Statements of
Purpose

Figure 2-5 Enhanced OBPM Linking Process

How this enhanced linking process is applied mayl@monstrated using the same

example as that used in Figure 2.4. This enhanoeckgs requires the agency to
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develop a series of outcomes that link its outputban Development” to the

Government outcome, “Safe Communities”. This liaksirengthened by describing

the changes expected over time from its urban dpwent output. An example of

this linking process is shown in Figure 2.6.

The Linking Process

(Template-,

QOutcomes

Outcomes to be achieved from
the delivery of Agency Outputs

Linked through
Strategies

} Agency Outputs {

Linked through
Statements of
Purpose

’ Agency Activities (

v

’ Resources (

———
-
B
—_—
-
—

» The Linking Example
Applying the Template

Similar to the proces
adopted to develo
Figure 2.4, the templa
as shown to the left may
be applied by th
agency. The agendy
ideally should develo
statements of purpose
for linking its housing
construction activities t

the output, Urbal
Development.
Following  this, the|

agency may then link it
output to a series
shorter-term  outcomes
through its statements of
strategies.

It is through using thi
enhanced linkin
process that an agency
communicates how it
resources, activities and
outputs contribut
toward outcomes

QOutcomes

There are limited opportunities to
engage in criminal activities in
residential areas

Urban Design reflects safety

Promote greater
security in
residential areas

Urban Development

Provide public housing
to communities in neegd

’ Construct Housing (

¥

} Funding {

Figure 2-6 Example of Enhanced Linking Process

The “performance story” (McLaughlin & Jordan, 1998sented in Figure 2.6 is

enhanced by articulating the strategic objectivésth®e agency, developing

strategies for achieving this and identifying clparposes for undertaking activities

such that they are aligned with strategies.

In the first place, developing statements of sgiatebjectives involves describing

the strategic direction of the agency. It providdsp-level overview of the agency.

Through planning processes, agencies should be aleaut the nature of the

desired changes in the community and target groups which it has most direct

influence as a result of their service delivery dmv this direction statement

contributes toward the achievement of governmeaé¢sired outcomes. Working

from these strategic objectives, the agency detesnstrategies that are designed to

drive these strategic objectives. These stratatpéineate the changes that need to

occur, and also point toward the accompanying #éietsvand the necessary inputs

of human and financial resources that make a pnogrere effective. Reaching
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the agency’s strategic objectives is dependentnsireng a focus on strategy and

the rationale behind government programs.

This approach is in stark contrast to an approaelh $tarts with the inputs and
outputs. Focusing on inputs and activities may |tk agency into preordained
actions that may no longer have relevance in sglpmoblems. Thus, this process of
relating outputs to the government’s desired outmmfollowed by relating
resources and activities to outputs, assists aecisiakers to test the alignment of
government services and resources with desiredbmds. In fact, the process relies
on following a logical sequence that clarifies hthe agency’s strategic objectives
and its strategies should drive its interventionsl @rograms. Specific activities
should fit together such that they are likely toguce the desired outcomes (Chen
& Rossi, 1983; Hernandez, 2000; Rossi & Freemar®3L9This represents the
whole delivery process — resources, activitiespoitstand outcomes — and assists in
communicating the agency’s “performance story” (Mabghlin & Jordan, 1999).
Linking these elements logically assists in esshiig a common ground for
discussion and understanding, thereby forming #wstfor assigning responsibility
for achieving government's desired outcomes. Thiscgss reduces the risks
associated with programs lacking specificity in sedection of possible outcomes. It
also reduces the risks to the agency in using beyatl vague objectives for its
interventions and programs, which make it diffictit assess whether specific

program objectives have been achieved (BaldwinQ20.9).

This enhanced linking process improves the ahilftthe agency to demonstrate the
effectiveness of its service delivery and givesderee to the documentation and
communication of the agency’s progressive achiewsn@aldwin, 2000: p 19-33).
In addition, this enhanced linking process provitieparadigm to systematically
explain the relationship between theoretical premigprogram intervention,
immediate and long-term outcomes, and providegiedb explanation of the logic
flow from program activities to the anticipated ghand long-term impact of the
intervention” (Cato, 2006, p 18).

Developing a logically linked OBPM model is beshi@ved by adopting elements
of what is referred to as program theory (Patt@®@90) and grounded in theories of
change (Weiss, 1998; Connell & Kubisch, 1998; WKEllogg, 2001; Anderson,

49



2005). A theory of change approach assists in @xdpta how an agency’s
intervention or program aims to produce changethénconditions of its targeted
population group (Hernandez, Hodges, & Cascardd81dcLaughlin & Jordan,
1999). Weiss (1998) defines a theory of changenaxplanation of the causal links

that tie a program activity to expected outcomes.

This research proposes that two integrated tecksigwe useful in developing an
OBPM model:

= Change mapstranslate the agency’s strategic objectives insetaof sequential
outcomes that lead to the government’'s desired-feng outcomes. Change
maps enable the clear articulation of intermedsaté short-term outcomes that
support the achievement of higher level desiredaaes. In developing change
maps it is the agency’s strategies that producet simal intermediate outcomes
which are considered to contribute to longer-temmmunity change. In this
sense, it is the strategies of the programs thatbeathought of as short term
outcomes that are related by evidence (theoreticakmpirical) to desired
community-level change. This concept is referreédoa “chain” of outcomes
(Julian, 2005: p 162). Change maps are considerdzk tthe front end of the
theory of change process.

= Logic models map the agency’s resources and activities to utgputs and
ultimately to the set of sequential outcomeRkis is done by clearly identifying
the purposes for undertaking activities.

The use of these two techniques creates a pictuvéeseal presentation of how an
intervention works. Together they depict an intetign in terms of its basic
components and represents how and why an inteorens theorised to work
(W.K.Kellogg Foundation, 2001: p III).

These two techniques operate at various levelseoftteory of change approach: the
change map operates at the macro level; whiledtie model operates at the level
of the particular program or service. While thgyerate at various levels it is

important that they are linked hierarchically, &swsn in Figure 2.7, to ensure that

consistency of purpose and strategy across leael®e achieved.
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Macro Level
Change Maps

S

Micro Level
Logic Models

Figure 2-7 Hierarchical Relationship between

(Adapted from Hernandez, 2000: p 31)

Change Maps & Logic Models

As discussed earlier in this chapter, both techescassociated with the development
of theory of change are linked. This linkage anelway in which these techniques

are integrated in order to establish an OBPM amtrdar an agency is summarised

in Figure 2-8.
Strategic Planning:
Environmental Scans/
- SWOQT Analysis/
Stakeholder A_n_alisis
Long Term Strategic .
Outcomes ) Objectives of | °
(Set by an Agency
Government)
_ A 1
Change.Maps I
Short Term Intermediate
Outcomes Outcomes |
Logic Model
’ Strategigs
1 l—
Rebs’ou__rces Activities (Target Outputs
(inputs)--.. | Groups)

External Influences and Relatsd™™
Programs

Figure 2-8 OBPM Model
(Adapted from Montague: 2000)

As shown in Figure 2-8 key elements are linked sot@ communicate the
“performance story” (McLaughlin & Jordan, 1999)tbe agency. The key elements

are as follows:
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The key element of change maps is (Wholey, 198égdRran, 2001):

= Qutcomes — characterised as changes and bensfiting from outputs. These
reflect sequential outcomes across the full ranfegavernment program

performance including:

0 Short-term outcomes
o Intermediate outcomes

0 Long-term outcomes.

The key elements of the logic model, which are rgadaentirely by individual
agencies are (Wholey, 1987; Montague, 2000; Fried2@01):

= Resources — including human and financial resoureqaired to support the
program;

= Activities — including all steps necessary to prgluthe program outputs
(including cross-agency activities);

= Qutputs — including all the goods and services Wwiaie delivered by agencies
to achieve the outcomes being sought; and

= Beneficiaries and target groups as recipients eimqabeneficiaries and target
groups explicitly in the middle of the model help®gram stakeholders better
think through and explain what programs/interveamicontribute toward what
outcomes and further to explain which community gogulation groups are

expected to benefit from the program or intervemt{®ontague, 1998).

Together these techniques assist in explainingpgagormance story” (McLaughlin
& Jordan, 1999) of the agency and are useful tceptualise the actions of the
agency. The process, however, is not without i@llehges. Ellermann, Kataoka-
Yahiro & Wong, (2006: p 220) suggests that the pssaequires dialogue, context,
time and reflection. This process, along with itsltenges, is detailed in sections
2.2.1and 2.2.2.

2.2.1 Change Maps — Developing Outcomes and Indicas

When agencies are faced with societal issuesaiigms that require some public

sector intervention, discussion often moves quictdy an approach involving
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activities or projects. Often the issues or proldeiaced by the agency require a
different approach. Discussion concerning actigitier projects may often be
regarded as “putting the cart before the horse’is T particularly so where the
traditional methods and solutions no longer matble txpectations of the
community or target group expected to benefit ftbmintervention strategy (Baum,
2001). This research proposes that the approagttediby the agency should firstly
be to establish the expectations of the commumitar@et group that should benefit
from the intervention strategy. It should describe intent of the intervention, and
then translate these intents into strategies. (ylehis approach tends to take the
form of a dialogue which typically involves a thing process (Hernandez, 2000;
Friedman, 2001, Ellermann, Kataoka-Yahiro & Won@0®). It begins with a
description of the intermediate outcomes expeatat the agency’s intervention or
program and it will move across a series of shagen outcomes, and strategies to

create a map of the intervention (Brown, 1995 imrtddez, 2000: p 32).

As agencies struggle to show that what they doréalsvalue and impact, creating
this change map enables them to plan activities ewaluate their impact on
residents and communities and subsequently denat@dgtreir contribution to the

government outcomes (Connell & Kubisch, 1998).

A [change mapjoffers a picture of important destinations and gsid
you on what to look for on the journey to ensure ywe on the right
pathway (Annie E. Casey Foundation, 2004: p 1).

Creating a change map involves the following stépsnnell & Kubisch, 1998;
Auditor General of Canada, 2000):

= Clarify outcomes expected from delivery of outputs.

= Describe the intervention(s) in general terms.

= Link outcomes with the intervention by outlining chain of outcomes that
connects them. Chains of outcomes are based oarceser the experience of
the agency’s employees. The process seeks to geaeteries of commonly is
referred to as “So That” statements. These statemereak the proposed
sequence of events leading to the outcomes expeatied series of steps of
cause-and-effect.
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= Identify assumptions made with respect to eachesgepl step in the pathway.
Understanding the assumptions helps clarify theisece of change behind the
intervention. Highlighting assumptions that may ioeorrect assist in the
identification of additional steps to be taken.

Developing outcomes involves describing, in thstfinstance, the outcomes desired
for a population. Such descriptions often inclutkgesnents such as “all residents
are safe, all communities are strong and self-@efit”. They can also include such

statements as: “our community has affordable hgudior everyone”; “our
community has a clean environment” and so on. Satements are designed to
communicate the basic purpose of the Governmerdlgi@gs. The process then
involves describing how one would recognise thestexice of these conditions,
firstly in terms of experience and then in termglafa. To understand what the end
outcome would look like on the ground and in order develop meaningful
indicators, it is necessary to ask (Friedman, 200/hat would we see, hear, feel,
observe?” For example, if the desired outcome ade"communities”, the various
elements of what this means to the community reguurther clarification such as
“citizens are safe in their homes”, “the commungysafe from criminal activity”,
and so on. It is what stakeholders think andttest is the direct measure of success
(Bolton, 2003: p 23). By following this line of thking, agencies will have much
clearer understandings of how short- and longenteutcomes work towards

achievement of the ultimate government outcome.

While the outcomes orientation is an important dgwaent in government
agencies, there is little doubt that the implemigonais a difficult endeavour. The
range of issues and concerns is immense inclutimguestions, what is an outcome
and what outcomes are important? Managers and gagdowithin an agency who
have the expertise to move from outcome definitmmutcome measurement need
to negotiate with broader stakeholders on whiclocamues are the most important for
the agency. It is the final statements of importamicomes (including short term
and intermediate outcomes) that the agency is ésgeo contribute toward. This
engagement and negotiation process is not alwawysfoctable: differences in
opinion are likely to emerge (Blamey & Mackenzi®02: p 9). Often discussions

become difficult as the agency, through engagenweith the community in
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particular, may expose itself to negative feedb@ertner, McDonald, & Murray,
2000: p 804). It is often the case that the corxeplanners, researchers and
practitioners are quite different. For examplecah be argued that in many cases,
practitioners are not overly concerned with attiiitgi cause to a particular activity,
at least in a theoretical sense. On the other hagohg to rule out alternative
explanations for observed effects is a preoccupatd researchers. It is not
surprising, therefore, that the dialogue carriethwithe passion of its participants.
It is suggested, however, that behind the specibtsthese discussions are
fundamental questions about the desired outcomeshioh the agency should
contribute (Julian, 1997: p 251-257). These spexififten indicate a continuum of
issues ranging from pure program theory to practiEerough this dialogue,
however, it may be argued that theory and praci&cebe complementary (Price &
Behrens, 2003 in Wandersman (2003: p 227-42).

The above process appears to involve quite chatigndialogue between key
stakeholders. However, failing to include thesé&edtalders in the process is likely
to lead to misunderstandings of the agency’s missind the methods used to
achieve that mission (Hernandez, 2000: p 32-33ngaBing in dialogue with

stakeholders is critical in reaching agreement ow o produce change and
improvements in the community (Chen 1990, Lipse93)9

There may be various situations where the model nwyfit or be inappropriate

(Fischer, 2001). For example, in many cases, noemgoent organisations (NGO)
are provided with funding grants from governmergrages to deliver crisis focused
interventions to targeted client groups. In sut¢hasgions there may be limited data
on how the services provided led to the resolutibra client’s problem or other

positive outcomes. Frequently, in these instanaesieasure of output is the only
plausible measure of outcome. Consequently thesgrggns may be forced to rely

on the things that are measurable such as the mwhbkents served.

While the above challenges appear intrinsic todénelopment of change maps, and
therefore potentially political, success is morkely if the process can achieve
consensus among key stakeholders about the impertainclarifying the assumed

links between the agency’s strategic objectives #meir expected outcomes,
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including the evidence base for these ‘cause-éffimdiages (English & Kaleveld,
2003: p 40).

While change maps are often depicted as linearrélaé process of change is
dynamic and complex. Presenting change maps ax limépotentially constraining
as it may impede thinking in a synergistic and panghip manner” (Blamey &
Mackenzie, 2002: p 6). By using an example from 8tarting Well project (a
Scottish health project focusing particularly oncthealth), these authors argue that
whilst, from a child health perspective, improveshlth outcomes might be viewed
as the ultimate goal with improved family functingias an intermediate objective,
the converse might be true for those operatingiwifiocial services. Hence the
patterns of the maps may take any shape or fortc#tars for the inter-relatedness
of the theory (Granger, 1998: p 7). Furthermoreerneloping change maps, causal
judgments are made in which the agency estimateseffects of its actions.
Complete predictability is not to be expected (C&oampbell, 1986 in Granger,
1998: p 2). Evaluation processes ideally shouldtifiethese instances and provide
important feedback that should be acted upon. Seedback should trigger

revisions to future change maps.

As Connell & Kubisch (1995) suggest, a useful cleantap should be plausible,
actionable and testable. Plausible refers to thenexo which the links between the
interventions and the expected chain of outcomes lmsed on an existing
theoretical or empirical evidence base or at lanshherent logic. Actionable relates
to the degree to which the outcomes may be achieithih the timescales, context
and resources available to the agency. Testaldeeseto the extent that the change
map is well enough specified to allow verificatiaof progress through the
measurement of the expected outcomes. Howeverayt aften be that in practice,
while a completed change map might appear inhgrémgical, there is evidence to
suggest that they are not always actionable. Famele, in the case of the Scottish
Health Project, Blamey & Mackenzie (2002) idensfighat, partly due to the early
political imperative to commence activity as soapassible, some of the health
projects were initially poorly planned. Under thesaditions, the authors argue that
agencies would find it difficult to articulate wheould be achieved in a way that

would be both acceptable to stakeholders and derigiberms of what intermediate
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outcomes would lead to long-term outcomes. In soases, as these authors report,
project teams were, for example, still employingffstip to and after the point that

they were articulating their change maps. In sucbumstances the process of
developing change maps is likely to be far from ptate.

Findings from empirical research also raise issu@gerning the degree to which
many change maps are testable. This is particutadycase in terms of efforts to
identify possible quantifiable measures and inti@hato specifying the magnitude
of change expected (Blamey & Mackenzie, 2002). Hawe it is generally
considered that outcome measurement makes no stibstelaims about the impact
of services (Hatry et al, 1996: p 21-22). It makes attempt to measure the
difference between what happened and what would happened in the absence of
services. Consequently, most data simply documkat thanges, positive or
negative, occurred in the conditions of the commyuai the lives of residents. Such
changes are commonly determined, at the highest tdwthe change map, in terms
of movement in key social, economic or environmemaicators representing
specific problems. These indicators can be defamed statistic that reflects social,
economic or environmental conditions relative tepacific geographic area (Land,
1996 in Julian 2005: p 163).

Analysis of such indicators involves examining tationships between indicators.
For example, an agency’s focus on addressing contyngafety may be concerned
with problems associated with incidences of vasdaland graffiti by youth. Social
indicators representing these problems includesrate crime associated with
vandalism and graffiti and rates of youth offenddfsboth the rates of youth
offenders and the rates of crime associated witld&issm and graffiti decrease at a
community level, it can be concluded that condgioglating to community safety at
the community level have changed in a desirable Whys the analysis of outcome
indicators, particularly trends in these over tipgvides a means of documenting
conditions in the community. With this in mind, hewver, the reality is generally
that when these results are reported to budgetuthosaties, it is commonly
suggested that the agency’s programs caused thegehahat occurred. These
claims may often be made regardless of the rigbtineodesign and the causal links
that have been proven (Julian, 2005). This is grypahy Moynihan (2005: p 215)

suggests that OBPM is more symbolic than real.

57



Further to this, the collection of indicator datatlae higher level only does not
enable measurement of how short term or intermediatcomes are achieved by the
agency. Unless “there is a clear conceptual mod#éieabeginning for short-term
results and long-term outcomes, then baseline atalis cannot be selected and
measured, and measurement in general will be prome and ineffective” (Alter &
Murty, 1997: p 104). Thus a hierarchical arrangein@nndicators and measures
should enable an assessment of the intended outcexpected from the delivery of
agency outputs, and the linkage between these mekoand the long-term
outcomes desired by Government. At the lower kweélkhe indicator hierarchy this
requires the development of measures of effectsendeasuring effect is critical in
providing a clear linkage to the outcomes of thegpam on the community and how
the agency’s services and programs contribute tweese outcomes. Effectiveness
is concerned with the extent to which outputs nseetetal needs (Boland & Fowler,
2000: p 417-446).

Measures of effect show whether the agency’s diarg better off as a consequence
of receiving the services and gauge the effechefservice on the lives of citizens.
Measures of effect focus on changes in skills,tuati, behaviour and/or

circumstance (Friedman, 2001) and require condidaraf questions such as:

= Is the community better off as a result of the ag&nprograms?

= What is the extent of change for the better thatatency’s outputs produced?

These questions may then become more specificrnrstef:

= Did the skills of clients within particular targgtoups improve?
= Did the attitude of clients within particular tatggoups change for the better?
= Did the client’s behaviour change for the better?

= Has the client’s life circumstance improved in saeenonstrable way?

The common complaint of performance measuremetiterpublic sector, however,
is that efforts to measure performance have larfmdysed on process rather than
outcome. Boland & Fowler (2000) suggests, howethat, these are limited because
they do not inform whether objectives have beeairsgtd. What should matter to
government is the end focus which should be what@unent has achieved, that is
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the outcome. Measuring how Government goes abduiewdng it, that is, the
process should not be the focus (Pitsvada & Lo8t,a2002: p 65).

Hence, the evaluation of the government progranmuireg quantification of
outcomes. In essence, outcome indicators seekstwwearf\Was the community and
its residents better off as a result of the dejivarthe government program?” Once
a set of indicators are defined, the collectiondafa is necessary from which to
report and monitor the agency’s progress towardstinge the agreed outcomes. It
may often be the case that there are problems thiéh availability of data
(Campbell, 2002: p 244). The Office of Economic &tdtistical Research (OESR),
a portfolio office within Queensland Treasury, iket principal economic,
demographic and social research agency for the ri3leeel Government. OESR
provides access to economic, demographic and sdatal relating to Queensland
and coordinates a broad range of economic andstitati information services to
enhance the evidence base for policy evaluatiorpandrmance measurement, with
specific support to MFO reporting (Queensland Tuegs 2004). In many
jurisdictions, the major Statistics Office (for emple, Australian Bureau of

Statistics, Eurostats, UK National Statistics Gdjiserves to provide a similar role.

The information delivered through these steps plewi valuable input into
developing the logic model which shows clear lirdgdpetween activities that the

agency undertakes to deliver outputs and the aksircomes.

In summary, agencies wishing to demonstrate thay tprovide value to the
community, should create change maps to assist ith@hanning their activities and
demonstrating their contribution to the governmentcomes. By clarifying the
Government outcome/s they contribute towards, d@sgrthe interventions and
linking these interventions to outcomes througlerges of steps of cause-and-effect,
agencies will be better able to demonstrate thenéxo which their outputs meet
societal needs. Change maps should be plausililenalle and testable enabling
verification of progress through the measurementtled expected outcomes.
Measurement of expected outcomes involves detemgnimeasures of effect that
show whether the agencies’ clients are better ®f @onsequence of receiving the

services
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2.2.2 The Logic Model — Developing Outputs and Pesfmance Measures and
Linking with Outcomes
Logic models provide a mechanism to create visuapsnof agency’s resources,
activities, and outputs delivered to its clientsctsuhat the desired outcomes
specified in the change map are achieved. Produtiege visual maps requires
focused decision making in order to define acclydtew resources, activities, and
outputs are connected at any given level, as welh@awv these levels relate to
outcomes. Using a logic model strengthens the OBRIvhework since it better
defines “what actions [agencies] are going to haviake to bring all of this change
about” (Anderson, 2005: p 9).

Outputs are the direct products of activities aredusually measured in terms of the
volume of work accomplished, such as the numberdasfses taught, counselling
sessions held, people served, parks improved, hadlike. Outputs and their

measures, in simple terms, describe “what” and “howeh” came out of an activity.

Activities could include (i) developing productsi¢h as promotional materials and
educational curricula); or (ii) developing infrastture (such as new governance

structures, relationships and capacity) (W.K. Kgdid-oundation, 2001: p 8).

There is general agreement that performance measurg@ble for measuring the
success of outputs and activities generally fib ihfferent categories, each of which
is important in order to conduct an effective andamngful evaluation (Wholey,
1999; Mason, 2000; Bowland & Fowler, 2000; MwitaQ0R; Behn, 2003). A
balance of these indicators reflects the changoegantabilities among stakeholders
(Mason, 2000: p 76). The different categories ferfgrmance measures include the

following.

[ Quantity of Activities and Outputslow much service was delivered? How
many people received the service? How much of a&gs® or activity
associated with the delivery of outputs was undteria

I Quality of Activities and Output$éiow well was the service delivered? This
may be measured through resident or client satisfasurveys. Quality of
processes or activities may also be measured or@exece with adherence to

standards.
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iii Cost How much did the service cost in terms of tha<os undertake the

activities?

In essence performance measures seek to answetltmeng questions:

= How much was invested?

=  What was delivered?

= To whom were activities delivered? Which targetugravas reached through
delivery of the program?

= How well was it delivered?

Attempts to measure outputs have typically centtedmeasuring the volume of
products and services delivered to individuals tandthe community. However, with
the increasing importance being placed on the pudector to find ways to improve
the efficiency and effectiveness in the provisidnpablic services measures of
quality are also important. Ways in which efficigrand effectiveness may improve
is generally considered to either increase the murnboutputs for a given level of
resources or to improve the quality of those sesiicWithout both types of
measures formal evaluations would not be possiBéeral other issues surface
when attempts are made to define and measure suigeitBruijn, 2000; Atkinson,
2005: ab lorweth, 2006). Such issues include deualpmeasures of output that
cover the full range of the agency’s activities amldich accommodate complex

service delivery options.

In some cases the use of measures of activitiesbmaysed as proxies for measures
of output (State of Victoria, 1999; CommonwealthAafstralia, 2002). Focusing on
activities such as police patrols and measuringthiities according to the number
of patrols performed by police, may reflect what #gency is actually doing. While
this tends to be closer to the definition of anpottthan the traditional input-
approach, the use of activity measures can be adislg. For example, where the
output of police services is defined as ‘policergiat and if new and improved
urban design decreases the number of patrols peetbiby the police, does this

imply a decrease in output? It may be argued‘pudice patrols’ is a description of
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an activity undertaken by the agency responsibtedgivering police servicés
Outputs are not always easy to define let alonatifyea suitable measure of the
output. For example, what is the output measure¢hi@mprovision of police patrols?
Is it the number of patrol hours or the number ofiging hours consumed by
community? Ideally, an output is defined as thaicWlis delivered to the consumer.
It may be easier to identify those outputs diredijivered to individuals. However
where services are delivered to the community\ala@e, such as police services, it
becomes more difficult to measure (Atkinson, 2Gilbjorweth, 2006).

Despite the extensive use of performance measaorései public sector, concerns
continue to be raised, however, over the “lack offormance of performance
measurement practices to the rational, goal didecteanagement model
underpinning [OBPM]” and the observation that perfance measurement practice
“rarely appears to be guided by formally stateceotiyes” (Modell, 2005: p 58). As
discussed earlier in this chapter, problems exisierw the linkage between
performance measurement and strategic objectivesgsing as well as a lack of
alignment of the organisation’s planning activitesd performance measurement
activities (Mintzberg, 1994; Kloot & Martin, 2000).

Despite agencies receiving advice on developinfppeance measures (Friedman,
1996; Queensland Treasury, 1997; SSC, 2002; Camphbelic Affairs Institute,
2002; DBM, 2002; Treasury Board of Canada, 2008)esl empirical studies have
reported findings that demonstrate that in gen@@lernment continues to remain
focussed on resource expenditures and the quanttityervices that have been
delivered. The majority of studies find that fewvgmments focus on the quality
and outcomes of their programs (Wholey & Hatry, 2;9Gianakis, 1996; Atkinson,
Waterhouse & Wells, 1997; Foltin, 1999; Rochet, £20@QAO, 2005b). The
continued focus on resource expenditures is furigfenced by reports (Gianakis,
1996; Greiner, 1996; Carlin & Guthrie, 2001; Melkkeet al, 2002; Auditor-General
of South Australia, 2002) that the growth in thevelepment and use of
performance measures has not meant an improvegratiten with budgeting and
planning. While performance measures may be repontebudgets, the evidence

suggests that they are yet to play a significant iparesource allocation decisions.

2 It is beyond the scope of this research to delte@ $pecific identification of agency outputs
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Melkers, et al, (2002: p 16) notes, for examplat tess than 40% of state agencies
across the United States use output and outcomeumesaas part of their budget
development process, with less than 30% using thesasures as part of their
assessment of budget results. Needless to saye teilfocus remains at this level,

performance information remains in the background.

In terms of reporting the performance of agencisdit findings of several
jurisdictions have also reported significant acdability gaps in agencies’
performance management practices (Auditor GeneralctoNa, 2001,
Commonwealth of Australia, 2002; Auditor-General $buth Australia, 2002;
QAO, 2005b). For example, the Queensland Auditd®f{iQAO, 2005b: p 4) reports
the need to improve performance measurement incaggent identified inadequate
linkages between agencies output performance nesasamd the government’s
desired outcomes reported annually. Furthermoee QAO reports that despite the
fact that the MFO policy has been in operation ire€nsland for six years, eight of
the eleven agencies that were reviewed during 2008 have better aligned their
output performance expectations contained in theigtrial Portfolio Statements
(MPS) with actual performance reported in the AnrReport. In a number of these
cases, agencies reported on a range of measutiesiiiMPS and a separate set of
measures, often aligned to strategic prioritiegheir Annual Report (QAO, 2005b:

p 4).

It appears clear from these audit reports thaemains imperative for the public
sector to adopt an improved focus on outcomes. rBisisarch proposes that a theory
of change approach to OBPM be adopted in the psgklitor whereby an agency’s
strategic objectives and the delivery of its sessi@re linked (Mintzberg, 1994;
Vinzant & Vinzant, 1996; Poister & Streib, 1999;ndkeick, 2003; Poister & Streib,
2005).

The examination of prior research indicates aneasing adoption of the approach
for articulating the future direction of governmeptograms. The approach
described in this chapter is applied at variouselevio various government

programs, including those relating to:
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= children’s mental health (Bickman, et al, 1992; im#ardez, Hodges & Cascardi,
1998);

= child welfare (Poertner, McDonald & Murray, 200@I&mnon, 2002);

= sport and recreation programs that target youthrigk (Ellis, Braff &
Hutchinson, 2001; Cato, 2006);

= youth development (Julian, 2005);

= health programs (Sullivan, Barnes & Matka, 2002rddanan et al, 2005);

= public education (Millett & Zelman, 2005);

= children’s physical activity (Dwyer, et al, 2003);

= family and community services (RMIT, 2002);

= homeless youth (Ferguson, 2007);

= community development (Connell & Kubisch, 1998; fedfy & Mahoney;
2003)

= economic development (Shapira & Youtie 1998; YaquBezeman & Shapira,
1999; Shapira, Youtie & Mohapatra, 2003)

= science and technology (Teather & Montague 1997%té&kg Lellock & Schmit,
20049.

This evidence suggests that the approach desanliaeg chapter has value as a tool
for Queensland Government agencies in aligningr tservices to government

outcomes since it can provide a means for ensuhagresources are used wisely
and that an intervention is based on sound logi@aldo helps communicate the
program more effectively to Government, other agenand community members.

While there may be significant challenges facingragges in adopting this approach,
significant benefits are expected to accrue todfpency from its use, not least an
improved credibility in the government’s communioatof its achievements. These

benefits include:

= stimulating critical thinking as a multidimensioniategrative process;

= enhancing an understanding of the numerous inédectlinfluences on the
community and its residents;

= identifying and clarifying concepts, with suppodiwata, and the situational
influences;

= visualising and logically linking the concepts;
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= building a shared understanding of the workingshefagency’s services in the
community;

= assisting in program design by identifying actastiand programs that are
critical to achieving the strategies of the agerang

= communicating the place of the agency’'s outputshiwitthe Government’s

strategy for achieving desired outcomes for Quesass communities;

The success of this approach depends on how well(iprteases out the overall
assumptions of the program and (ii) identifies theremental steps that move
residents and/or communities toward the long-tenmtcame/s (Alter & Murty,
1997: p 112).

2.3 Key Theoretical Principles

The Queensland MFO policy requires the accuracy aodhparability of
performance and cost data as the fundamental irgrtsdfor OBPM. Principles
underpinning the MFO policy focus agencies on tb#oWwing techniques to

operationalise MFO:

= determining the costs of outputs; and
= enabling measurement, reporting and monitoring @fggmance in terms of

resources, activities, outputs, and contributioddsired outcomes.

A mapping of the convergence of the key princigéshe MFO policy and MAP

was proposed by this research in Chapter 1 (ratprr& 1.1). The convergence of
MFO principles with MAP considered in this chaptelates to that which informs
an agency of what its programs are achieving. Deigins with the adoption of
program theory which is grounded in a theory ofngea Different approaches by
agencies in applying these practices affect therededo which they meet the

objectives of the MFO policy.

The nature of the convergence of the principles prattices associated with
performance measurement can be expressed as fatlsebi@tical principles. These
principles are used in this research to examineettient to which contemporary

performance management practices, particularly omés-based performance
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measurement, contribute toward achieving the obgxtof the MFO policy. The

following principles were developed to quide thevastigation into research

problem, RP-1They guide the collection and analysis of datatier investigation

of the extent to which MAP can contribute to acimgvthe objectives of the

Queensland Government’'s MF®licy.

Research Problem RP-1

RP-1 To what extent can contemporary MAP contributedisieving the objectives of the
Queensland Government®lanaging for Outcomes’policy?

L

RQ-1 What contemporary MAP should be applied to an OB#Mronment?

RQ-2 Under the MFO policy, what type of outcomes-baserdigpmance information
should be reported by public sector agencies?

RQ-3 What approach should public sector agencies adaggtablish linkages between
its strategic direction and its programs or intati@ns so that the agency may
explain its contribution to desired changes in @os of the community and its
residents and ultimately to the Government’s @elsgutcomes?

J_ L

Principle PM-1:

Public sector agencies should develop change mapsldogic models that link
resources, activities, and outputs to a chain of ecomes so that the agencies may
demonstrate how they contribute to the achievemertdf the Government’s desired
outcomes. This will enable them to meet the objewts of the MFO policy.

Principle PM-2:

Public sector agencies should measure performancg developing measures
suitable for communicating their contribution to the Government’s desired
outcomes and suitable for assessing the succesadfvities and outputs in
contributing toward these desired outcomes.

2.4 Conclusion

This chapter discussed the technical and methombalogspects of the public sector

OBPM and detailed the theory developed in the afgerformance measurement.
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The OBPM process, as a comprehensive and integratanning, budgeting and
performance management approach, begins by focasinggency on its mission,
goals and objectives. The steps of measuring anidtonmg performance provide
valuable information on which to evaluate perfore@rEvaluation of performance
provides valuable feedback to inform the ongoin@nping, resourcing and
delivering of services. From this feedback the ageadapts its planning and service

delivery strategies.

While practical guidance from several jurisdictiagisvell documented and provides
assistance to agencies for implementing the procées adoption of OBPM
continues to present challenges for the publicosetit the absence of a theoretical
and conceptual basis for guiding agencies’ adopio@BPM, there is the risk that
difficulties will be faced by agencies in coming terms with what should be

measured.

In addressing an apparent weakness in the typi@&®PND linking process this
chapter proposed an approach to adopting and ingoliéng OBPM that is based on
program theory and which is grounded in a theorghaznge. Techniques proposed
included the use of change maps and logic model@gnge maps enable the clear
articulation of intermediate and short-term outcerti&t support the achievement of
higher level government desired outcomes. The mtog of these outcomes in
measurable terms requires pieces of data thawtedther these outcomes exist or
not. Logic models are an effective technique foppiag resources and activities to
outputs and ultimately to outcomes. Performancesomes suitable for measuring
the success of activities and outputs fit into etéht categories, each of which is

important in order to conduct an effective and niegful evaluation.

The principles of the Queensland Government’'s Mielicp, which are embedded
in legislation, require the cause and effect betwaa agency’s output and its
ultimate impact to be tracked through performaneasuares. Convergence between
the objectives of the MFO policy, and the practioégerformance measurement
was presented. Theoretical principles based ondbhisergence were developed.
These key principles inform the examination of eesk problem, RP-1. They guide
the collection and analysis of data for the in\gegtion of the extent to which MAP
can contribute to achieving the objectives of thee€hsland Government’s MFO
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policy.

The next chapter presents the theory underpinnmgteenporary costing with

specific focus on relevant cost concepts, the bfsesost allocations and methods
of cost measurement. Chapter 3 also considergtihaital issues facing agencies in
their efforts to demonstrate the efficiency and éfiectiveness of their services.
Prior research that investigates the context witiimich cost management is

adopted and applied by the public sector is algdoeed.
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CHAPTER 3 COST ACCOUNTING PRACTICES

3.0 Introduction

The task of measuring performance in the publidosedraws attention to cost
accounting practices and the need to measure thteofcservices provided. The
application of cost accounting is a critical comesation for achieving a

concentration on outputs and outcomes for the ala@ett Government as it meets

the objectives of its MFO policy.

The previous chapter 2 discussed in detail priseaech that has been undertaken
and discussed the practical guidance provided biraleagencies to line agencies in
implementing performance measurement practices. pt€ha2 developed a
conceptual framework of public sector OBPM in detdey theoretical principles
underpinning OBPM and performance measurement weweloped. These key
principles inform the examination of research peofl RP-1 and guide the
collection and analysis of data for the investigiatof the extent to which MAP can
contribute to achieving the objectives of the Qtsmd Government’'s MFO policy.
These theories relating to the nature of publicacse©BPM have strong linkages
with cost accounting through the identified needdecurate costing of Government

services.

As shown in Table 3.1 (which is extracted from Eabll), this chapter centres on
those theories relevant to connecting cost accogiractices with the information
requirements of the Government’s MFO policy. Tdhspter specifically deals with
prior research relating to the adoption of ABCpibvides a basis for determining
whether ABC, as the recommended costing approatthrwthe Queensland public
sector, is appropriate for calculating the cospafducts and services delivered by
agencies and for assessing the efficiency and teféeess in delivery of these
services. The technical issues for consideratioadiopting and applying ABC are

also presented.
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Research Problem RP-1

RP-1To what extent can contemporary management acecauptactices contribute to
achieving the objectives of the Queensland Goventisanaging for Outcomes”

policy?

4L

RQ-4 What type of costing information is required to be

icy?
reported under the MFO policy?~ Cost Accounting

o . . , Principles
RQ-5 Is activity-based costing an appropriate costiogleh and Practices

for agencies to use in calculating the cost of its
. ; . - (Chapter 3)
products and services and in assessing the efficien
and effectiveness of service delivery?
Table 3-1 Purpose of Chapter 3

The theory detailed in this chapter contributesitoenhanced understanding of the
cost accounting practices that support the objestiof the MFO policy in the
Queensland Government. Different approaches bycagein implementing these
principles affect the degree to which the adopéind application of the MFO policy

is successful.

The convergence of the principles of MFO and MAP,paoposed in Chapter 1

(refer to Figure 1.1) is concerned with the follagi

= measuring the cost of service delivery throughahpplication of contemporary
cost management techniques; and
= monitoring and evaluating government service dejitarough the application

of performance monitoring techniques.

This chapter focuses on the determination of tts abthe agency’s programs. This
convergence is concerned with examining the motl&iBL centering on methods
for allocating indirect costs. Firstly, related griresearch on the development and
implementation of ABC is examined. Relevant issteating to the determination
of cost and the attribution and allocation of adstmative and corporate-wide costs
to products and services are examined. Secondytetthnical aspects of the ABC
model are dealt with, including (i) relevant cosincepts, (ii) bases for cost
allocations and (iii) methods of cost measuremehis chapter identifies MAP that
should be adopted by the Queensland public segemcies. It defines theoretical

principles to guide the examination of ABC in termk its application to the
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Queensland MFO policy. The key principles developethis chapter inform the
examination of the extent to which MAP can contrébto achieving the objectives

of the Queensland Government’s Mpalicy.
3.1 Related Literature - The Nature of Cost Accounting

Cost accounting concentrates on the specifics dfeang, allocating and

controlling the costs associated with producingradpct or service (Hoggett &
Edwards, 1992; Teoh & Funnell, 1993). The goal aftananagement, however, is
to provide relevant and timely information to maeagnt that support the
management of organisational resources in the ptmou of products and the

provision of services.

The analysis of costs associated with producingdyts or providing services
reveals that they include costs and resources owmesun accomplishing a specific
purpose, performing a service, providing a prodectcarrying out a project or
program (Martinson, 2002: p 19). Consequently, @mmorary cost accounting
involves identifying the processes that producgenerate the products or services
and measuring and analysing the costs incurretiaset processes (Cooper, 1988;
Stevenson, et al, 1996; Cooper & Slagmulder, 2@0800b; Martinson, 2002).

Cost represents the value of resources that haea bensumed to achieve a
particular objective of an organisation. The tradial frame of reference for
measuring costs is volume of production where casés known to change in
magnitude in relation to changes in volume of agtiwVhile costs relate to the
consumption of resources, cost behaviour, on therdtand, relates to the way in
which this consumption changes according to voluffleus in attempting to
measure costs it is recognised that costs ardlrtbeassame. Hence, the behaviour of
costs lies at the root of cost measurement angsinal

Analyses of the way in which costs behave usuatiyolve classifying costs
(Moriarty & Allen, 1991; Hoggett & Edwards, 1992pkhgren et al., 1992; Teoh &
Funnell, 1993). Such classifications include thsisewn in Table 3.2.
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Cost Definition
Classification

Fixed costs Costs that do not increase or decrease in totaitdes
changes in the level of service provided or produdt
produced

Variable costs Costs that increase or decrease with changes in the
level of service provided or product produced

Direct costs Costs that can be traced directly to a particubat c
object

Indirect costs Costs incurred for the benefit of the agency as a
whole but which face some level of economic burgen
in tracing them directly to cost objects

Table 3-2 Classification of Costs
(Source: Kelly, 2002)

The traditional classification of costs is one tisabased on behaviour that is either
fixed or variable costs. A variable cost is a canstrate per unit produced and is
directly proportional in total to the activity orquluction level. A fixed cost, on the
other hand, is constant in total. It varies invirseith the activity level on a per-
unit basis. More commonly it would be expected ftt@gts are mixed, containing

both variable and fixed components.

While this traditional two-way classification of £ts appears relatively simple, it has
its limitations. One such limitation is that it itrgs that costs are purely a function
of activity. While this implication is generallyue, it is more likely that there are
more factors which influence costs, such as prodasign or production processes.
The complexity and diversity of products or sersitkat result from differences in

design, maturity, volume or scope of the servic&kesaa product unique and it is
this diversity that gives it a unique cost. Eachdoict or service requires different
activities and hence incurs a different overallt ¢@Ginasekaran, 1999: p 118-126).

There are also complications that stem from théetfeat all cost measurements are
affected by choices of cost allocations. It is th& nature of costs that governs this
classification; it is the “trace-ability” (Martingg 2002: p 20) of costs, relative to the
cost objectd As such, attempts are made to relate costs io phiacipal causal
factor whether it is activity or some other fact®he classifications of direct and
indirect costs have contributed to these attemiptsther to this, it is not the
behavior of costs that determine whether costscissified as direct or indirect.

Both fixed and variable costs can be classifieceiiser direct or indirect costs

% A cost object is defined as a “view of cost tisatiseful to management” (Geiger, 1999a: 47).
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(Martinson, 2002: p 20). Interestingly, costs candirect with respect to one cost
object while being indirect to another. Take foraewle, advertising and marketing
costs. A part of advertising and marketing costsy rba directed toward the

advertising of particular product lines, while tt@mainder of the total advertising

and marketing bill may be more generally focusedaorange of products. It is

important, therefore, to place importance on th& object when classifying costs.
It is the choices of cost objects and cost classifon which affect how costs are
assigned to cost objects. It is also the relatipgnbletween the cost and the cost
object which determines whether a cost is directaar(IFAC, 2000).

Early costing approaches involved a two-step pacé&ke first step concentrated
primarily on the direct labour and materials thauld be directly traced to a
product. The requirement for the clear assignmémlirect labour and materials is
that these costs are caused by the cost objectsddund step involved allocating
indirect costs to these products. Indirect costgointrast, cannot be easily assigned
to a cost object although it may be a significapgtc The traditional approach for
distributing indirect costs to cost objects wasalistbased on working time, that is,
direct labour hours. It was the usual practicestmate these costs annually and
then allocate them across products according texpected level of activity. “Full
cost” is simply the addition of direct costs anldedted indirect costs.

However, the usefulness of this traditional twgséproach in enabling managers
to evaluate performance has been questioned. Opisor@ these traditional
approaches (Kaplan, 1984; Cooper & Kaplan, 198hp€n 1988; Christensen &
Sharp, 1993) argue that they failed to recognisented to more accurately allocate
indirect costs. These authors report that inacoesan traditional costing techniques

are claimed to result from or to be exacerbated by:

= adecrease in direct labour force;

= the high incidence of technological change;

= the general decrease in the costs of informationn@ogy and accounting
systems;

= the growth in product diversity;

= the growth in competition; and

= the extent of de-regulation.
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These factors are the reason why the traditioredtijwe of costing is charged with
being outdated: since it distorts the realitiespefformance (Johnson & Kaplan,
1987; Cooper, 1987; Stevenson, et al, 1996; Colki#g7). The allocation of these
indirect costs on the basis of direct labour is enadthout consideration for the
department or products that give rise to them. Tihbhas been suggested also that
the concentration of traditional cost accounting baen like “trying to drive a car
down a motorway using only the rear-view mirror’chase of its inadequacy in
fully informing managerial decision making (Clar€e Tagoe, 2002: p 10). The
increasing proliferation in the number of productiswhich costs are collected, and
the improvements in production technology increidme complexity of accounting
systems (Dowd, 2001).

Hence, the challenge for organisations is to firmysvto increase the traceability of
indirect costs. To do this and to ensure that therapriate amount of costs is
assigned to relevant cost objects it is increagiogimmon to classify costs in more
detail than simply “indirect”. Further classificatis attempt to base indirect costs on
those factors that drive the costs (that is, the daiveré). “A change in the cost
driver causes the total cost of the cost objeathange” (NSW Treasury, 2002: p
15).

An ABC system achieves improved accuracy in thanegton of costs by using
multiple cost drivers to trace the cost of actastio the products associated with the
resources consumed by those activities. This apprisan contrast to the traditional
costing approach that maintains one large overpeatl with a single activity rate,
based on a cost driver such as direct labour holine basic argument for
superiority of ABC is that, while traditional castj systems are much less expensive
to implement, these systems can introduce conditéerdistortions in product
costing. The product-mix, pricing, cost control,danther decisions made by
managers using these distorted cost numbers carlghé to severe long-run losses.
To avoid such sub-optimal decisions, organisatiares encouraged to use ABC,
since it provides better information to decisionkers. This conclusion is the
commonly held view presented in most managemerdguating textbooks (Kaplan

4 A cost driver is the action that causes coststmburred
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& Atkinson, 1989; Cooper & Kaplan, 1991; Brimso®9l; Hilton, 1991; O’'Guin,
1991; Hoggett & Edwards, 1992).

In general terms, ABC is an approach to the asségmnof product costs that
identifies all the major operating activities, mding “those events and
circumstances that cause and drive these activifiseedles, Anderson, &
Caldwell, 1996: p 1203), and categorises costschyites. Activities are traced and
identified, thereby improving the awareness of \éiéis that drive the overhead
costs. Smaller cost pools are created resultimgumerous cost assignments. Under
this approach, “the cost of a service or produdhe sum of the costs of all the
activities required to manufacture and deliverdbevice or product” (Cooper, 1988:
p 46). As a result, more accurate cost informagtban the traditional approach) is
calculated and an improved information base is ipexi about possible solutions
for controlling costs (Kaplan, 1984; Cooper & Kaplal988; Cooper, 1988;
Christensen & Sharp, 1993). It is considered tHBCAdroduces a better result (than
traditional cost systems) in an environment whéerd is diversity in product line,

customers and services (Ainsworth, 1994: p 28).

The literature is filled with commentaries and s&scdconcerning the implementation
of ABC in various types of organisations: manufacty, professional service, and
financial service. With the exception of health ragjes and universities, there are
limited studies concerning the implementation of G\Bwithin public sector

agencies.

Perhaps the most extensive study examined the ingpiation of ABC at General
Motors from the mid-1980s to the early 1990s (Asder 1995). Anderson used
highly detailed interviews, archival informatiomdadirect observation to chronicle
the history of the decision to implement ABC in sl Motors. Anderson was able
to develop a theory of implementation that sugghets contextual, organisational
and technical factors impact on an organisationt apes through the stages of

implementation.

Several other case studies and surveys have atsonémted the implementation of
ABC indicating that organisations benefit from thgstem. Examples of these

studies are shown in Table 3.3.
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Author/s

Focus of Study

Findings of Study

Haedicke & Feil 1991

Organisation’s experience
with the implementation of
ABC

Assisted management to achieve
world class

Swenson 1995

Operational manager’s
satisfaction with ABC

Improvement in product costing
and cost control

McGowan & Klammer
1997

Employees’ satisfaction
with ABC implementation

The results indicate that overall
satisfaction of employees was
favourable

McGowan 1998

User perceptions of the
benefits of ABC

ABC viewed as superior in
providing more accurate, reliable,
timely and understandable
information

Kennedy & Affleck-
Graves 2001

Impact of ABC on firm
performance

Firms adopting ABC costing
techniques outperformed non AB
firms by approximately 27% over
the 3 years post-implementation

Brewer, Juras &
Brownless 2003

Perceptions of benefits of
ABC

Improvement in product cost
accuracy and cost visibility

Table 3-3 Studies indicating benefits from the imigmentation of ABC

While various studies report significant benefrisni the implementation of ABC a

number of surveys report a low adoption rate amiooigganisations. For example, a

survey of 92 companies in Malaysia conducted byrClikassim, & Minai (1996)

found that ABC is infrequently encountered. Restitsn various surveys report

similar discouraging results. Examples of thesgesustudies are presented in Table

3.4.
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Adopters of ABC | Non-Adopters of
Author/s (%) ABC
(%)

Drury et al 1993 in Drury & Tayles 24% 76%
1994
Ness & Cucuzza 1995 10% 90%
Stevenson, Barnes & Stevenson 1996 29% 71%
Chosh & Chan 1997 12% 88%
Gunasekaran, Marri, & Yusuf 1999 2% 98%
Drury & Tayles 2001 25% 75%
Kiani & Sangeladji 2003 52% 48%
Maelah & Ibrahim 2006 36% 64%

Table 3-4 Survey results of the adoption of ABC

These survey results indicate that, despite thdigiybsurrounding ABC, many
organisations have not made major changes to thleistication of their systems.
Furthermore, while several researchers report enedm the implementation of
ABC, a more extensive analysis of these reporthligigts instances where these
benefits were not sustained. For example, whilae&d Motors commenced the
implementation of ABC in 1986 and soon became knewra leader in ABC, by
1993, only two of the many GM plants that had ihstekABC systems were using
cost data in fundamentally different ways (Krumvegid997: p 239-277). There are
a number of reported dissatisfactions with the ABfproach after implementation
because the organisation either failed to act enrésults, or the proposed users

were slow to access it for decision making (Jayd804: p 27).

A large number of ABC implementations have beerontgl as failing to produce
tangible benefits (Innes & Mitchell, 1990; Shield995; Selto & Jasinski, 1996;
Drury & Tayles, 2001). While reports from researshesuch as Pattison & Arendt
(1994), Ness & Cucuzza (1995), and Player & Key898), advocate for the
superiority of ABC they also claim that failures vearesulted from poor
implementation. Although a number of firms have @dd or explored the
feasibility of adopting ABC, only a few have enjoysignificant benefits from it.
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Goddard & Ooi (1998), in examining the applicat@mABC to library services at a
University, reported that implementation problenisA8C render it less efficient
than the theory suggests. These authors noted tliea¢ are significant costs
associated with developing and maintaining an AB&tesn relative to traditional
methods. Maintenance of such a system is relatiggbensive as cost driver rates
need to be recalculated periodically. Producingstesn for all central overheads is
very expensive. Furthermore, these authors sugglest subjectivity and
interpretation are not entirely removed from thetegn. Decisions concerning the
number and selection of activity cost centres, el &, the selection of cost drivers

are subjective.

While Drury & Tayles (2001: p 39) found from theiurvey of 200 firms within

manufacturing and service businesses, that althapgioximately 25 per cent of
respondents said that they used ABC to generats tmrsdecision making and for
cost-management purposes, most firms used fewdr pmds and drivers than
recommended. This implies that, despite the pupliebout the development and
implementation of ABC, many organisations have maide major changes to the

sophistication of their systems.

Kiani and Sangeladji (2003: p 174) conducted a esumwhich was distributed to
controllers and managers at the 500 largest industsmpanies in the USA. Out of
the 85 responses that proved useful for analysisdid not use ABC in their
operations. These authors report (p 174-179) tiatmajor obstacles identified by

those that did not use the model included:

= inadequate support from top management;
= cross-functional cooperation not achievable;
= the accounting system not supporting ABC;
= perception that ABC was a passing fad;

= unwillingness of people to change;

= shortage of competent personnel; and

= complexity in process design.

This view is also supported by Ho & Kidwell (2000:50). These researchers
conducted a survey in which government administsatzere asked about their use
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of and attitudes toward contemporary tools inclgdiABC. They found that
government executives were more enthusiastic alfoals such as process
reengineering and benchmarking than they wereofmstsuch as ABC. The authors
reported that the primary impediments to the adoptf ABC are a lack of buy-in
from employees, a lack of skills and competencaewveloping or implementing the
system and an aversion to change. These reswdisatijue, point to the importance
of training and education in achieving a successfoplementation of ABC
techniques.

The poor adoption of ABC techniques may not necdgsadicate a failure of the

technique, but *“suggest an incompatibility of thechnique with some

understandings of the way the organisation showdenforward in an environment
of rapid change” (Gurd & Thorne, 2003: p 21). Tle®padoption of ABC and the
reason for its apparent failure is usually assurttedbe a poor implementation
process (Innes & Mitchell, 1990; Pattison & Arent®®94; Shields, 1995; Player &
Keys, 1995; Mishra & Vaysman, 2001). While orgatimns may commence the
process of building an ABC model, there appeaitset@ lack of commitment from
management to continue building and improving tleeleh (Gurd & Thorne, 2003:

p 28).

“Probably the most crucial threat to the successfyblementation of an ABC
system for allocating central overheads is thetipali consequences” (Goddard &
Ooi, 1998: p 38). As the use of an ABC system #&ffectual resource allocation in
an organisation it is likely to be resisted by greudhat perceive that they will lose
out in the short term. The use of ABC in targetiafpour cost reductions in
particular, can lead to its being associated watthundancies and cost cutting. On
the other hand, without the full commitment andmup from all the organisational
groups, it will be difficult to obtain the full befits of an ABC system. Goddard &
Ooi (1998: p 38) suggest that in many cases thétit@ considerations may well
influence the selection of system more than then@eic considerations”. This can
result in its adoption being viewed with some appresion and lead to difficulties
in gathering accurate data about the activitiestaff (Gunasekaran, 1999: p 118-
126).
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Of relevance to this research, these political ictemations suggests, therefore, that
the success with which a public sector agency ad&@C techniques is largely
dependent on how it identifies and accommodateanger of organisational issues
that it faces. Public sector agencies, like othemganisations, become
institutionalised through rules, routines and tlglounquestioned assumptions about
the conduct of the agency. Accounting practicesaareutine feature of business.
For example, the practice of budgeting within poblsector agencies is
institutionalised because they are simply “the wlaings are done”. As such the
assumptions relating to budgeting practices maynbapable of challenge at least
by those people within the agency who share thesenaptions. These assumptions
may include views that contemporary costing techesg will not impact
significantly on the way in which agencies are feddthrough the budgeting
processes of government. As such a change to ABi&hwnay challenge existing
rules and routines and institutions within an agens likely to be a source of
conflict or resistance (Burns, Ezzamel & Scape®991 p 29). As long as support
for established practices is strong within an agetite uptake of new practices is
unlikely. This may be the reason why Wildavsky @9¢ 303) argues that the
definition of government programs, and subsequdnilygets, is inextricably linked
to the political system, thus explaining why traahtl practices of government
remain unchanged despite the introduction of copteary techniques. In
reviewing the USA experiences with implementatiothwABC, Radin (2000: p
134) contends that the history of failures withive tJSA public sector in adopting
contemporary techniques has the potential to breeesknse of cynicism within
government agencies. His comments indicated thatoften these reforms have
evoked a compliance mentality and cynicism amotigsée employees who were
employed with the bureaucracy. It is only when shertcomings of these practices

become clear will new practices become adopted @ic2004: p 40).

Given these studies, the question begs, “Why doessiodies consider ABC to be
the most suitable costing method for an organieatiespite the fact that the
reported arguments against ABC are as many as tho#dC? In particular, why

do governments consider ABC to be the most suitabiting method for public

sector agencies?”
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Much of the research surrounding ABC has been ariedun the private sector, in
particular, the manufacturing sector. However, AB@hcepts also improve cost
measurement and allocation information for serdepartments in manufacturing
organisations. It seems that on this basis, semidastries, including the public
sector, can also utilise ABC to enhance their dpera. While, Cooper (1988)
demonstrates the benefits of ABC against a manuiact background, he argues
that most of them should apply more generally.aet,fthe use of ABC is not to be
limited to manufacturing companies; rather, it $&d in many service, not-for-profit
and governmental organisations (Rotch, 1990; HE®80; Antos, 1992; May &
Sweeney, 1994; Scapens, Ormston, & Arnold, 1994ove€s, Pendlebury, &
Newton, 1994; Goddard & Ooi, 1998; Cox, Downey, &ith, 2000). For example,
Table 3-5 shows a summary of studies that haveaete for this research in terms

of the valuable learnings they bring with them.

Study Author
59 government activities in USA Martinson (2000)
Banking Bamber & Hughes (2001)
Defence Schmidt (1999)
Electric utilities Dowd (2001)
Government contracting Grange (2005)

Health sector industry

Webster & Hoque (2005)

Health services

Arnaboldi & Lapsley (2005)

Hospital care

Eden, lay & Maingot (2006)

Hospital care

Paulus, Van Raak & Kaeizer (2002)

Hospital care

Carr (1993)

Information Technology

Krunweide & Roth (1997)

Information Technology

Neumann, et al (2004)

Library services

Goffard & Ooi (19980)

Library services Heaney (2004)
Local government Kennett, Durler & Downs (2007)
Policing Greasley (2001)

Postal services

Carter, Sedaghat & Williams (1998)

Service industries such as telecommunication8ussey (1993)

Shared Services

Triplett & Schuemann (2000)

Teaching Hospital

Mackie (2006)

Universities Cropper & Cook (2000)
Universities Scapens et al (1994)
Universities Cox, Downey & Smith (2000)

Table 3-5 Studies of ABC in Service & Governmentridustries
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There is little doubt that service industries faantarge and growing proportion of
the Queensland economy. In 28@imost 39% of the workforce was employed in
the service industries, with approximately 58% loése within the government,
education, health and community services sectdhdrservice industries most costs
are categorised as indirect. Allocating indirecstscand costing activities are very
important for satisfying customer expectations, nowjing quality, and reducing

process costs.

ABC is concerned with the allocation of indirectst®o The allocation of indirect
costs has long been the source of discontent withiganisations, with
misallocations being blamed for inaccurate costsiceS indirect costs as a
percentage of total manufacturing costs have beeadi#y increasing (Ruhl &
Bailey, 1994; Agrawal & Siegel, 1998) there mayabgreater chance for distortion.

In summary, while the traditional classificationaufsts appears relatively simple, it
has its limitations. One such limitation is thatnitplies that costs are a function of
activity. However, it is more likely that there armre factors which influence costs,
such as the complexity and diversity of productsservices that result from
differences in design, maturity, volume or scopehef service. Opponents of these
traditional approaches argue that they failed taemaccurately allocate indirect
costs since they used an arbitrarily selected axagér like direct labour hours. The
challenge for organisations is to find ways to @age the “trace-ability” (Martinson,
2002: p 20) of indirect costs. An ABC system achgvmproved accuracy in the
estimation of product costs by using multiple cdevers to assign the cost of
activities to the products consuming the outpuimfithose activities. While several
researchers report benefits from the implementatbrABC, a more extensive
analysis of these reports highlights instances &htirese benefits were not
sustained. Furthermore, a number of studies raperiow adoption rate of ABC
amongst organisations. The poor adoption of ABC thredreason for its apparent
failure is usually assumed to be a poor implemanriaprocess and a lack of

commitment from management to continue building iamgroving the model.

® Australian Bureau of Statistics (2001), 8140.QusiBess Operations and Industry Performance,
Australia, 2000-01
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The next section of the chapter examines more filléy basis on which indirect

costs are distributed using the ABC approach withgovernment agency.

3.2 Measuring Costs — An ABC Model for Public Seccfsgencies

Traditionally, government agencies have collectests associated with their
departments, branches or business units. Howenereasingly agencies seek to
collect costs associated with activities and owptlhe processes used by an agency
for measuring costs for these different viewsnsthe first place, dependent on the
processes used by the agency for gathering costiogmation. Secondly, it is
dependent on the processes it uses for choosirgg titems for which costs are

sought.

The process of measuring costs commences withdlfextion of cost information.
The usual way in which this is achieved is by thairsg raw accounting data
contained in the agency’s general ledger into ilh&hown as cost elements. This
translation reflects the information needs of mamagnt. Cost elements document
costs that are divided into different types incdrigithin a particular accounting
period. They typically correspond to the generdbkr accounts required for profit
and loss determinations. However, additional ceshents may be added to provide
the lower level of detail needed for more accuradst assignment. Figure 3.1

presents a typical accounts structure for collgotiosts.

Chart of Accounts
General Ledger Accounts

v v

Profit & Loss Balance Sheet
Accounts Accounts
Additional
Cost Elements *

‘ Expense
Accounts

Cost Elements

Figure 3-1 Typical accounts structure for collectig and assigning costs

Once cost elements are established and the rawitenss are available to be
collected the agency may then decide on thoseotypstts for which costs are to be
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measured. The definition of a cost object depemdthe attributes that the agency
assigns to it and the purpose for which it ser¥gpically, an agency has “different
views of costs” that it wants to measure (Geig€@9h: p 47). Such views include
costs by organisational function, costs by actjvatiyd costs by output. The level of
detail along with the frequency with which the infation is required for these
views may also vary. Consequently, it is essent@l commence with an
understanding of the needs of management priorracepding with the task of
measuring costs as this will determine the de&jlired to be collected at the cost
element level. The agency may then design howctdiaad indirect costs are

assigned to cost objects.

While direct costs are easily traceable to cosedbj the method by which an
agency assigns indirect costs is problematic. TBE Aodel requires indirect costs
to be aggregated and accumulated into cost poolsufzsequent assignment to cost
objects. Any criticism of the results of cost maasuent is often brought about in
part by the methods of aggregation that an agemseg un the accumulation of
indirect costs. The two assumptions underlying AB€ (Roth & Borthick, 1991: p
39):

= Homogeneous cost drivers (activities) drive thesoseach cost pool.

= The costs in each cost pool are strictly propodida the activity.

Hence, in deciding which indirect costs to aggregdtis necessary to analyse the
degree of homogeneity in these costs. The homogyeagsumption means that the
costs assigned to each cost pool are driven byactieity or a group of highly
correlated activities. When activities are hightyrelated, only one of the activities
needs to be used as a cost driver since a charte iavel of that activity results in
a proportional change in the other activities. Theice of cost driver is important in
that it can have a significant impact on the accyia the cost measurement system

of the agency.

Cost drivers must consider behavioural motivatianeasurement
credibility, and cost of measurement issues. Aulsdfiver that is not

credible or is extremely costly is not fit. A crbl#i driver that is easy to
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measure, but not managerially useful, or is castlyneasure, is not fit
(Geiger, 1999b: p 36).

Given that pools of costs to be assigned usingABE system are reasonably
homogeneous, there are at least three methodsdmnéng indirect costs each with
varying degrees of accuracy: estimation (NSW TrmgasR007); sampling (NSW
Treasury, 2007); and indirect allocation (Geige999a). Estimation involves the
assignment of indirect costs to services basedhenjudgment of management
(NSW Treasury, 2007: p 27). Sampling involves agpnating the amount of time
applied by employees for each service on an ongoasis. The proportion of time
spent on each service by each employee may thersdmkto assign indirect costs
(NSW Treasury, 2007: p 41). The indirect allocatimethod involves grouping
indirect costs into cost pools and uses a cosedtiy apportion these costs to cost
objects (Geiger, 1999a: p 48).

Each method has an appropriate application. Fampbe estimation is appropriate
where management does not require high levels airacy in cost measurement,
while indirect allocation is applied where the gasnent of costs to the particular
cost object is important. The choice of methodrefere, appears to be based on the
degree to which managers need precision in thait iodbormation. Evidence from
Australian jurisdictions (Queensland Treasury, 1998mmonwealth of Australia,
1999; Government of Western Australia, 2001; NSWasury, 2007) suggests that
when costs cannot reasonably be assigned dirélatly,are assigned on a reasonable
cause-and-effect basis or by some other generas.b@ke indirect allocation
method has the ability to “provide ‘good enough’as@rement at reasonable cost”
(Geiger, 1999a: p 49).

Contemporary enterprise resource planning (ERP)esys such as SAP R/3
enables an organisation to measure costs condyrfemn multiple views. Hence,
opportunities exist for the agency to design cgstimodels that satisfy more than
one cost view. Public sector agencies commonlysomeacosts from two views.

These two views are:

6 Developed in Germany, SAP (Systems, Applicatamd Products in Data Processing) is a global
provider of the R/3 system which is built with dljuntegrated, modular structure for business
application solutions.
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0] Cost measurement by organisational function, and

(i) Cost measurement by activities and outputs.
3.3 Cost Efficiency and Cost Effectiveness

Ostroff & Schmitt (1993) suggests that efficieneya&ffectiveness are performance
domains that are clearly distinguishable. Efficienefers to the relationship
between resources consumed and activity undertakeoutputs produced (Van
Peursem & Pratt, 1995: p 40), while effectivenedsrs to the absolute level of goal
attainment (Ostroff & Schmitt: 1993: p 1345). Thellection and reporting of
performance measures has a strong link with theatan of cost data, particularly
when such measures include measures of cost efficiand cost effectiveness
(Rivenbark & Carter, 2000: p 136). Cost per acfivir cost per output is one
measure of efficiency, while cost per outcome isemsure of cost effectiveness and
gives management an indication of “the impact @hedollar spent” (Tishlias, 1992:
p 27).

The distinction between cost efficiency and cos¢aiveness is shown in Figure
3.2.

Government Qutcomes 1\

Agency stratagic objectives that link \
with Outcomes t}

Results to hl; achieved from

deliverv of Qutouts .
i st effectiveness

/ Agency Outputs
Cost efficien /
Acfivities /

\ Inputs e

Figure 3-2 Measuring Cost Efficiency and Cost Effetiveness
(Adapted from NSW Treasury, 2000: p 11)

Many measures commonly used in public sector osgéions adopt an input-
oriented perspective and are usually expresseerinstof cost, budget and staffing

totals. Some of the more generic measures usedebyublic sector include cost per
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case, cost per service type, and numbers and cegegof staff involved. The

outputs from the agency can also be easily measargdantifiable terms such as
patients treated, crimes solved, students gainargpws qualifications at different

grades, children placed in foster care, kilometrfiepad constructed, and so on. An
increase in the number of outputs, for a given ingimply demonstrates how
efficiently an agency is converting its inputs irdatputs but provides very little

information about the effectiveness or value ofstheutputs (Boland & Fowler,

2000: p 417-446).

Cost efficiency techniques of measurement are basethose theories discussed
previously in this chapter. ABC is considered totle most appropriate means of
estimating the costs of activities and outputs (&va& Kaplan, 1992). It includes

mapping the processes involved in service deliveegermining the costs of those
processes and understanding what causes thosd@bst$ncurred. Many statistical

techniques are also available for use to measdreeetcy and the factors that

influence it. Such techniquésclude regression analysis, frontier analysis dath

envelopment analysis

Assessing cost effectiveness, however, involvesosing amongst alternative
courses of actions in terms of their costs and @éféectiveness in the attainment of
government outcomes. These techniques are outcaergeml. As such, cost
effectiveness is monitored from a strategy viewpoather than a functional or
process viewpoint. Cost effectiveness refers toedtiect or impact achieved per
dollar spent. With this measure, an organisatiom campare alternative service
delivery methods on their relative success andci to achieve that success
(Riverbark & Carter, 2000; Pizzarella, 2004).

Cost-effectiveness analysis assumes that a cdxéaiefit or outcome is desired, and
that there are several alternative ways to achievgy definition, therefore, cost-

effectiveness analysis is comparative. Programsstudgied and compared on the
basis of some other common scale for measuringpmes (e.g. number of students

who graduate from high school, infant mortalityeraiest scores that meet a certain

7 The use of statistical techniques is outside thpeof this research. However, reference may beerttad
Banker, R. (1984), Banker, R., Das, S. and Datar,99)] and Charnes, A., Cooper, W. and Rhodes, E8J197
for further examination.
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level, reports of child abuse). They address whethe unit cost is greater for one
program or approach than another, which is ofterchmeasier to do, and more

informative, than assigning a dollar value to thikcome (White, 1988).

Although the best-performing agencies are likelybtih cost effective and cost
efficient, there may often be situations where ¢hare trade-offs between the two
(King, 1970: p 45). Progression along one dimensionld entail regression along
the other. “A change in service delivery may inseethe level of resources per unit
of output (a decrease in measured efficiency) lead|to better outcomes (an
increase in effectiveness) .Rerformance assessment should thus consider both
efficiency and effectiveness indicatdr§SCRCSSP, 2003: p 1.11). Thus, an agency
can be effective, efficient, both or neither (Oft8 Schmitt, 1993; Roy, 1996).

Techniques for building cost and effectivenessti@iahips have been adopted by
several Australian public sector jurisdictions. Esample, the Steering Committee
for the Review of Commonwealth/State Service Pionis(SCRCSSP, 2003)

provides information on the effectiveness and efficy of Commonwealth, State
and Territory government services as a means fohdecing measurement
approaches and techniques in relation to aspegierddrmance such as unit costs
and service quality” (SCRCSSP, 2003: p 1.1).

Governments are continually re-evaluating whetlimer community is
receiving the appropriate service mix and whether services are
reaching those most in need. Moreover, governmeatx to know
whether their policies are effective and whethesthpolicies are being
implemented efficiently (SCRCSSP, 2003: p 1.3).

With a concentration on performance, the MFO polays to improve the

efficiency, effectiveness and accountability of gmment service delivery. This
section along with earlier sections of this chapgxamined cost accounting
practices, specifically those related to ABC, thave application to the Queensland
Government in achieving the objectives of the MFsllgy. While there is merit in

selecting these techniques for assessing publitors@erformance, government
agencies continue with not providing the necessiakages between the cost of

resources used and the output or results they peo@artinson, 2002: p 22-24).
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For example, the 2007-08 budget papers for the Q3leed Government’s provider
of public schooling allocate its corporate and pssional services budget across its
core products and services that are deliveredecQheensland community. In the
department’'s Annual Repdriit is explained that all corporate overheads are
allocated across respective outputs and actividieghe basis of activity drivers.
However, simple calculations of the budget papedicate that this allocation is
unlikely to be based on activity drivers - rathersi more likely based on a fixed
percentage basis. Possible reasons for this situate that there continues to be a
strong focus on budget performance as opposed $b pgrformance within the

public sector environment (Aidemark, 2001: p 557).

While public sector jurisdictions do not make AB@madatory it continues to be the
method that is recommended (Ewer, 1999; Queenslangasury, 1998;
Commonwealth of Australia, 1999; NSW Treasury, 200Zonsequently, it is
apparent that a costing technique, based on th@intapf activities, can achieve a
more focussed operations and customer-oriented geamant approach (Kullven &
Mattsson, 1994: p 23). While agencies might malesldroffs in terms of the
accuracy versus the cost of the system, the ABChadebf calculating costs
provides more accurate costs than traditional agares of using standard rates. As
such factors affecting the adoption and applicaibABC should be considered by
the Queensland Government in its attempts to adpptopriate cost management

practices that support the objectives of the MFGcpo
3.4 Key Theoretical Principles

The convergence of the principles of MFO and MARppsed in Chapter 1 (refer

Figure 1.1), is concerned with the following:

= measuring the cost of service delivery throughapplication of contemporary
cost management techniques; and
= measuring government service delivery through thy@ieation of performance

measurement techniques.

8 Department of Education, Training and the Artspdal Report 2005-06, p141
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This chapter relates to that which informs an agerid¢he cost of its programs. The
nature of the convergence of the practices assatiaith cost management can be
expressed as a set of theoretical principles. Theseiples are used to examine the
extent to which contemporary cost management pexcticontribute toward

achieving the objectives of the MFO policy. Theldwling principles were

developed to guide the investigation into resegnablem, RP-1 Along with the

principles developed in Chapter 2, they guide thieection and analysis of data for
the investigation of the extent to which MAP camtribute to achieving the

objectives of the Queensland Government’'s Mielcy.

Research Problem RP-1

RP-1To what extent can contemporary management accauptactices contribute to
achieving the objectives of the Queensland Goventisi8Managing for Outcomes

policy?

S -
RQ-4 What type of costing information is required torbported under the MFO policy?

RQ-5 Is activity-based costing an appropriate costingleh for agencies to use in
calculating the cost of its products and servicebia assessing the efficiency and
effectiveness of service delivery?

4

Principle CM-1.:

Public sector agencies are able to determine thestmf service delivery when
they apply the following techniques:

= use of methods to assign direct costs to cost olgec

= jdentification of cost pools and cost drivers forhe allocation of indirect costs
to different cost objects, including outputs and ativities;

= employment of contemporary costing methodologiesush as ABC, to

improve the accuracy of cost information.

Principle CM-2:

Public sector agencies are able to choose amongkémative courses of action in
terms of their costs when they employ techniques ssciated with measuring cost
efficiency and cost effectiveness.
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3.5 Conclusion

This chapter examined the theories of cost accegnthat centre on ABC
methodologies. Cost represents the value of ressuftat have been consumed to
achieve a particular objective of the agency. Thality of management information
required by agencies is dependent on the processelsby the agency for gathering
costing information and for choosing those items ¥dhich costs are sought.
Increasingly government agencies seek to collestscassociated with outputs,
programs, and activities within programs and prsjedt is the choices of cost
objects and cost classification which affect howts@re assigned to cost objects.

Typically, an agency has different views of costattit wants to measure. Such
views include costs by output, costs by activitgsts by project, and the like.
Consequently, it is essential to commence with tstdeding of the needs of

management prior to proceeding with the task ofsneag costs.

Assigning direct costs is a relatively simple pscéor agencies since they can be
attributed directly to an output. The process dbcating indirect costs, however,
requires the identification of a measure, or costed that can be used to distribute
proportionately the cost to relevant cost objediee choice of cost driver is
important in that it can have a significant impact the accuracy of the cost

measurement system of the organisation.

Several studies have reported benefits from theofis®BC to an organisation in
terms of improved product costing, and cost contdawever, a number of surveys
report a low adoption rate amongst organisatiorgditfonally, a more extensive
analysis of these reports highlights instances wtike benefits of ABC are not
sustained. While reports from researchers advdbatsuperiority of ABC they also
claim that failures have resulted from poor implemagon and a lack of
commitment from management to continue building angdroving the model. As
the use of an ABC system affects actual resouloeadion in an organisation it is

likely to be resisted by groups that perceive thay will lose out in the short term.

The choice of method for allocating costs (estiorgtsampling; indirect allocation)

depends on the agency's need for accuracy, completeand cost. The cost
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effectiveness of using the indirect allocation noettls the reason why it has become
a popular methodology in ABC. Inaccuracies are nemieent when the basis for

allocating costs is done on a general or estimddiasis.

For cost accounting to serve a useful role in anag this review suggested that its
design should improve the agency’s capability tcasuee resources consumed in
accomplishing a specific purpose, performing a iservproviding a product, or
carrying out a project or program. This requiresneed to understand the
configuration of activities and how they interrelalhe interrelation of activities is
determined upon consideration of the organisati@talcture of the agency and
where joint responsibility for costs is shared witit. The capability to measure
resources consumed is achieved through obtainifigreit views of costs to be

determined including product, function and busin@sgess.

Measuring the cost of outputs is one of the prinfanctions of a cost accounting
system in a government entity. ABC is a methodoldhgt links resource
consumption to the activities performed by an agead then links those activities

to outputs.

The use of such ABC cost information enables mamagé to improve

continuously the efficiency of the activities (thsit delivering the outputs at a lower
cost) and the effectiveness of the activities (ibatelivering quality outputs that
contribute positively to government outcomes). Ass®y cost effectiveness
involves choosing amongst alternative courses tiérax in terms of their costs and

their effectiveness in the attainment of governnoertcomes.

Convergence between the objectives of the MFO ypoldad the cost management
practices were presented. Theoretical principlesedbaon this convergence were
developed. These key principles inform the exanonabf research problem, RP-1.
They guide the collection and analysis of datatl@r investigation of the extent to
which MAP can contribute to achieving the objectivef the Queensland

Government’'s MFO policy.

The next chapter presents the research method@ogjoyed by this research. It
explains the components of the mixed-method designuding feedback from a

92



critical group of practitioners, document analysiéd a case study including
interviews. It defines the data collection actestineeded to address research
problems RP-1 and 2 and research questions RQRIt&. Chapter 4 describes a
structured approach which provides for an acti@n gbr getting from the research
problem to the research conclusions and providdoasis for structuring data

collection and analysis.
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CHAPTER 4 RESEARCH METHODOLOGY

4.0 Introduction

This research, using an insider research appraaghstigates the application of
MAP for achieving public sector OBPM in Queenslantter its MFO policy. A
conceptual framework was developed in Chapters @ Jarfior implementing the
MFO policy within the Queensland public sector eonment to which MAP may
be applied. This research identifies specific pples that drive a performance-
based environment in which outcomes-based perfaenas measured and for
which costs are determined. On developing this émork, and in relation to RP-1,
this research determines whether there is suppothé theoretical principles within
the Queensland Government agency selected fortigagen. In the second place,
in relation to RP-2, it determines the extent toicwhthe MAP proposed in this
research are adopted and applied by the case agahcy in order to achieve the
objectives of the MF@olicy. See Table 4.1.

Research Problems

RP-1 To what extent can contemporary MAP contribute tdeadhg
the objectives of the Queensland GovernmeiManaging for Research Methodology
Outcomes’policy? (Chapter 4)

Critical Group of
Practitioners

RP-2 In the selected case study, involving one Queedslan
Government agency, what support can be found foMhE Document Analysis
proposed by this research? To what extent are firepesed
MAP adopted and applied in order to achieve theabivies of Case Study and Interviews
the“Managing for Outcomes’policy?

Table 4-1 Purpose of Chapter 4 - Research Methoday

There is a fairly direct relationship between reskeand practice (McLeod, 1999).
This research is undertaken as means of improwagptactice of OBPM within the
Queensland public service (Coghlan, 2001; CoghlaBr&nnick, 2001; McNiff &
Whitehead, 2002 in Workman, 2007). This reseambpts an insider research
approach, that is, this research is conducted bgraployee of the Queensland
public service in and on her own organisation. Tifisontrasted to research that is
conducted by researchers who might temporarily jihie organisation for the
purposes and duration of the research (Adler & AdI887). The researcher retains

the choice of remaining an employee when the rekeiarcomplete. As such, this
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research draws on the insights of the researchebtin rich data and through the
process of reflexive awareness and careful judgemerticulates tacit knowledge
that has become deeply segmented because of sat@ili in an organisational
system and reframes it as theoretical knowledgeWwbét really goes on in the
agency selected for this research (Brannick & Cagh?007: 60).

To limit the risk of being criticised of “going na¢” (Morse, 1998) and therefore
losing objectivity (Rooney, 2005; Alvesson, 2008)is research uses a mixed

method approach to ensure the standards of acadigmur.

This chapter provides justification for the chomemixed-method approach to the
research (Jick, 1979, Polit & Hungler, 1995, Flick998. It explains the

components of the mixed-method design, including tbsearch questions that
determine the data collection activities; the bamis which a critical group of

practitioners, documents, the particular case stadyg the participants were
selected; and the framework underpinning the daiayais and interpretation.
Finally, this chapter also deals with the limitasoassociated with the adoption of

this methodology.

4.1 Mixed-Method Study

Based on the literature and the conceptual framesvdeveloped in Chapters 2 and
3, the research questions are translated into af gebpositions. These propositions
set out the expected findings from this researtte data collection and analysis is
then structured in order to support or refute tesearch propositions (Rowley,
2002: p 19). To meet the objectives of this redearanixed-method approach is
adopted. The rationale for this approach is tridgaigen (Jick, 1979) and is deemed
necessary to not only determine support for therdtecal principles developed in
Chapters 2 and 3 but also to determine the extemthich MAP is adopted in the
Queensland Government agency selected for thisngdse The design offers the
prospect of enhancing confidence in the findingsvimch richer data is provided
enabling a more complete and deeper understanditigeoconcepts investigated.
Thus it will enhance the possibility of exposingoimmation that may remain

undiscovered if only one method is used (Polit &niglker, 1995). The use of a
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mixed method approach is therefore likely to adebdth, complexity, and richness
to an inquiry (Flick, 1998).

A combination of briefings, consultations and fesck with a critical group of

practitioners, document analysis, and case studyviews are used. This research
process generates both quantitative and qualitadi&a that contribute to the
triangulated analysis. The way in which each metisadtilised and the method for

data collection is provided in the following secit$o
4.1.1 Critical Group of Practitioners

The critical group of practitioners was used in tloecreation of knowledge in the
development of the theoretical principles. “Proiess are characterised by the
sophistication of their practitioners’ knowledgeyderstanding and skills .... We
also see critical friendship as a potential stnatieg enhancing research” (Golby &
Appleby, 1995: p 149-150).

The strength in utilizing the critical group of pt#éioners lies in the co-operative
style of inquiry that sought to (Heron & ReasonQ20

= Draw on the extant knowledge of practitioners;
= Understand the purposes of the MFO policy and t@ld@ new and creative
ways of seeing how OBPM should work; and

= Learn how to implement OBPM better.

The researcher held briefings, consultations aedlfack sessions with the critical
group of practitioners to develop the theoreticgai@ples. This group’s contribution

to generating these principles achieved a seriéerations through (Reason, 1999):

= A cyclical process of briefings, consultations &aeldback;
= A co-operative peer group; and

= Reflective inquiry by the group.

This provided the researcher with the opporturota¢quire “understanding in use”
rather than “reconstituted understanding” (Meeha@dghlan, 2004: 412)
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The group was also used to refine questions askedgithe interviews.

The formation of the critical group of practitioserequires a definition of what a
critical practitioner would be in the scope of thesearch design. The researcher
determined that a member of the group would neddht® a working knowledge of

OBPM as it applies to the Queensland Government.

In the first place, members were assessed as havimgrking knowledge” if they
are currently employed in the professional areas pefformance reporting,
performance measurement, strategic planning, cat@oreporting, performance
evaluation, or cost accounting within a Queenslgoyernment agency. The
selection and recruitment process was initiated obyaining a listing of all
Queensland Government employees in these areadle #iproximately 26 group
members were recruited from Queensland governngaricies the researcher also
deemed it important that members are representativéhe various types of
government agencies. Hence the process focusseshsuring representation of
agencies with social, economic and environmentai. fdhe recruitment was
accomplished by having the researcher make persuhmale calls explaining the

research and the purpose for the critical groupragtitioners.

In the second place, it was necessary that meniperghthis group include
employees from central agencies that act as custedior the Queensland
Government’'s performance management framework. r@leaggencies provide a
leadership role to the agencies for the implemaemtabf MFO. They also are
responsible for advancing government policy presit For example, the
Queensland Government's financial management frameworms the basis for
decisions on planning, resource allocation and ig@m&nt, monitoring and
reporting within the Queensland public sector. Tiiamework applies to all
government departments and agencies. The Treaspgrinent’s role is to work
with agencies to map agencies' outputs to the méso including the governance
principles, and also to report performance agdimstsovernment’s outcomes in the
annual Priorities in Progress report. The PremiBepartment is the central policy
agency for the Queensland Government which providdicy advice and
coordination services based on the Ministerial fpbas of the Queensland

Government in relation to economic, environmental social issues. It plays a vital
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role in ensuring that the Queensland Governmeimibie to progress its strategic
policies and priorities and to respond effectivdly major issues affecting
Queensland. Hence membership from these centrahcege was considered
essential and 10 employees from central agencies setected for the group.

The group was consulted about their views on thplementation of the MFO

policy, and the processes and methods that agesb@sld follow in order to

implement the policy. The group was briefed on @ocasions on the theoretical
principles developed in the research.. Since mesnbethe group were chosen on
the basis of extant knowledge, their feedback ftbm briefing sessions enabled
more concise development of the theoretical priesip As such, the critical group
of practitioners was an invaluable source of infation on “what should be done”

by agencies in implementing MFO.

The group was also invited to provide feedbackragating the interview questions
that are succinct and acceptable to the agentesslin the interview were refined
following several consultation sessions. It soonabee obvious to the researcher
that a superior interview guide was the by-prodfcthis consultation. It provided
an extra layer of expertise and perspective thatldvotherwise be missing from the

use of only one research method.

4.1.2 Document Analysis

Documentation was analysed for the purposes ofirgaikknowledge of the
Queensland Government’'s MFO policy and the MAPsBe-at the agency selected
for this research. The researcher considered iedulimethod of gathering data
about policy and practice where that is the fodusis research.

The analysis was undertaken examining MFO policywa#i as materials and
resources relevant to its implementation. The psgpof the analysis was also to
examine materials relating to the adoption of MAfence its purpose is to
determine the relationships between MFO policy sliddP.

Document analysis provided an objective and histbsource of data for a research

study (Robson et al., 2001) and was used to corabd@vidence from other sources
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and specify issues in greater detail than availdbteugh other data gathering
methods (Burns, 2000: p 467). While this mighthe ¢ase, the researcher considers
that documents may only partially reflect realignd may tell the researcher only
what should be done, not whether it is actuallyed(®obson et al., 2001: p 71).

Documents selected for analysis included policyestants, guidelines, legislation,
audit reports, agency planning documents, agenc$,MRd agency annual reports.
This document analysis provided a systematic agprda gather data regarding

MFO policy and its implementation.

In addition to policy statements and guidelinesg, tésearcher gathered information
from relevant documentation pertaining to the elge@erformance of the agency
selected for this research (AGENCY). As describedChapter 2, AGENCY is
required by legislation (FAAA, section 95) to ersuthat its Annual Report
communicate performance against the objectives aumguts identified in its
Strategic PlanAGENCY is also required to document its planned astimated
actual output performance in its MPS, which is préed to Parliament as part of the
annual budget process. Full details for AGENCY’ spoiti performance plans are
provided in these MPS, including published outpetsures of the quantity, quality,
cost, timeliness and, where appropriate, locatidn services. Consequently,
documents to be reviewed in the first instanceuithelthe Strategic Plan, MPS, and

the Annual Report.

This review was conducted in the first place toedweine consistency between
Queensland policy statements and guidelines andidhementation of AGENCY.
The review also assisted in determining the degi@ewhich performance
information is consistently communicated throughallitdocuments and the degree
to which gaps exist in performance information andhe “performance story”
(McLaughlin & Jordan, 1999). An examination of AGEN's key strategic
documents was also made in light of the QueensEmernment’s policy for MFO.
The researcher was concerned with the level ofistamey between AGENCY’s

adoption of MFO and the Queensland Government’s MBIRy statements.

Secondly, the researcher examined a copy of cpstteefrom the various business
units of AGENCY in order to determine the typescos$t information collected and
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reported and the levels of disaggregation of cagbrmation communicated
throughout AGENCY. An examination of these costorépwill be compared with

the Queensland Government’s policy for the costihgovernment services.

This documentation review assisted the interviewdraming questions to be posed

to interviewees to gain their opinions on the MARheir agency and/or work unit.

The documents selected for the document analysislawn in Table 4.2 below.
Documents analysed were grouped according to #eareh questions. The specific

content that this analysis is targeting is alsonshm Table 4.2.

Content analysis in relation to documents enalmfssences to be made about data
in relationship to its context which are both vadiod replicable (Bell, 2000: p 111).
The criteria for evaluating the quality of the eamte to be collected through an
analysis of documents included authenticity, criithb representativeness and
importantly the meaning of the document and itstrioution to the issues that the
researcher is investigating (May, 1997). The camatidity of the analysis will be
discussed with the group of critical practitiondss ensure it adequately and
sufficiently represented the MFO policy and MAPdglines. The critical group of
practitioners provided feedback on the adequacyhef analysis to achieve the
objectives of this research (Burns, 2000: p 566}596

100



Research Question

Documents

Targeted Content

The nature of MFO policy
and OBPM in Queensland
public sector

Queensland Government MFO Policy Guidelines
Financial Management Standards (FAAA)

The legislative nature of MFO policy

Key principles of MFO policy

Definition and purpose of MFO policy

Implications of MFO for agencies

The guidance provided to agencies in undertakin@ihcluding strategic planning, performance
measurement and costing

Major elements of the MFO implementation plan

Type of performance
information required

Queensland Government MFO Policy Guidelines
Queensland Audit Office Better Practice Guide: @titp
Performance Measurement and Reporting

Types of performance information required
How performance is be measured.
Guidelines for agencies to follow

Models of OBPM agencies
should adopt

Queensland Government MFO Policy Guidelines
Queensland Government Charter of Social and Fiscal
Responsibility

Queensland Audit Office Better Practice Guide: @titp
Performance Measurement and Reporting

Basis for funding agencies for services delivered

Description of Government outcomes

Guidance on how agencies are to link inputs angiges to outputs
Accountabilities and responsibilities of agenciéthwespect to performance?
Assessment criteria to guide status of implememati

Type of costing information
required

Queensland Government MFO Policy Guidelines
Queensland Audit Office Better Practice Guide: @titp
Performance Measurement and Reporting

Types of cost information are agencies requirgurooide
The role of output costing
The level of detail in costing information to bdatdated

Models of cost management
agencies should use

Queensland Government Costing Guidelines
Queensland Audit Office Better Practice Guide: @Qttp
Performance Measurement and Reporting

Recommended method for calculating full output £ost
Methods for classifying costs, for identifying cpsiols and cost drivers and for assigning cosbsb objects
Guidelines specific for cost management and tectasiq

Extent MAP is adopted and
practiced agency

AGENCY Ministerial Portfolio Statement
Audit Reports

AGENCY Strategic Plan

AGENCY Annual Report

AGENCY Cost Reports

Strategic direction of the agency

Linking process used for mapping agency outputhdcstated government outcomes
Degree of consistency in communication of expeperfbrmance throughout agency
Method for determining how agency’s program producertain outcomes

Types and categories of performance measures ysée lagency

Adoption and application of cost management teakesq

Methods for identifying cost pools and cost drivensl for assigning cost and allocating overheads
Audit findings in relation to Output Performance &4erement and Reporting
Actions taken by agencies to address potentiat @odicerns, if any

Process for monitoring and reporting performance

Techniques for assessing efficiency and effectisené service delivery

Table 4-2

Documents Analysis
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4.1.3 Case Study & Interviews

The research problem, RP-2 examined the level ppat given to the proposed
MAP by the Queensland Government agency selectedhfe research. It also
examined the extent to which the proposed MAP igptetl and applied by the
Queensland Government agency selected for thisndseThe case study was used
to conduct this examination and the case studygdasicorporated the theoretical
principles developed in Chapters 2 and 3 whichrinfdhe nature of MAP that
should be applied. These are shown in Table 4.8&fwk an adaptation of Table 1.1
in Chapter 1).

The researcher established a protocol for the sasgy and interviews, which
detailed the tasks, instruments and procedureswbatd guide the collection and
analysis of data (Perry, 1998). The protocol sjpetithe rules and procedures to be
followed by the researcher and ensured “the sefmrcmformation is uniform and
the data is dealt with in a homogeneous mannet\N& Perez, 2000: p 725). This
structured approach provided an action plan fatirgefrom the research problem to
the research conclusions and provided a basistfoctaring data collection and
analysis (Rowley, 2002: p 17).
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Research Problen

Research Question

ResearchMethodology

RP-1

To what extent can contemporary
MAP contribute to achieving the
objectives of the Queensland
Government's  “Managing for
Outcomes”policy?

RP-2

In the selected case study, involving
one Queensland Government agency,
what support can be found for the
MAP proposed by this research? To
what extent are these proposed MAP
adopted and applied in order to
achieve the objectives of the

“Managing for Outcomes”policy?

RQ-1 What is the nature of OBPM? Whg
contemporary MAP can be applied to §
OBPM environment? Are there organisationgl
or contextual factors that might influence th
successful application of MAP within a
OBPM environment?

o 2S5

o

RQ-2 What type of performance information is requirg
to operate within under the MFO policy?

RQ-3 What approach should public sector agencjes

adopt to clearly establish a link between the

Critical Group of
Practitioners

strategic direction of the agency and |it
programs or interventions such that the mpy
explain that it is contributing to thg
Government’s desired outcomes and to the
desired changes in conditions of tHe
community and its residents?
Public Sector Outcomes-based

Performance Management(Chapter 2)

RQ-4 What type of costing information is required to I = s'a = 4
reported under the MFO policy?

Document
Analysis

RQ-5 Is activity-based costing an appropriate costihg
model for agencies to use in calculating the
cost of its products and services and [in
assessing the efficiency and effectiveness |of
service delivery?

Cost Accounting Principles

H

and Practices(Chapter 3)

.l.l.l.l.l.l.l.l-l-l-l-l.l.l.l.l.l.l.l.l.l.l.l.l.l.l.l.l.l.l.l.l.l.l.l.l.l ’

Case Study
Interviews
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Conclusion

Figure 4-1 Alignment of Research Problem, Research Questionsd Theoretical Principles
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4.1.3.1 Selection of Case Study and Participants

The research involved one Queensland Governmentgd@GENCY) from which
selected participants from two work units (BUNITdaGENTRAL) were invited to

participate.

AGENCY plays a role in supporting the key Queengl&@overnment outcome af
community of well-skilled and knowledgeable peoplee output that it delivers
aims to boost the social and economic capacityndividuals and communities
within the State. AGENCY’s network of service deliy centres (SDC), of which
BUNIT is one, provides approximately 270,000 cleemiach year with publicly-
funded programs. With a budgeted output cost of@pmately $540 million for the
delivery of its services in the financial year 206 AGENCY employs
approximately 7,000 employees to assists indiveluv@ho may face barriers to
social and economical participation in the commyunit

AGENCY has structured its organisation along thecpaser-provider model
CENTRAL, in the role of purchaser, manages the fupadf AGENCY by entering
into contracts with both public and private provaléhat specify the programs that
can be delivered, the maximum level of funding il be paid and the services
that these providers are to provide during the re@htperiod. Funding, which is
received from both Commonwealth and State soursefistributed to providers on
the basis on an established price structure. Thremubase rate paid for programs is
the same regardless of the delivery mode. The ypdalient is to remove delivery
mode as a determinant of payment and thereforeeehmore flexible and
innovative service delivery driven by community dermd rather than price.
However, prices paid attract location loadings enognition of price differentials

associated with delivering services in regional eexdote areas.

CENTRAL negotiates with each of the fifteen SDCs pmvide programs in
geographical locations that are not well servicgdthe private providers. SDCs

9 Purchaser-provider model involves the reorgaisisadf public service activities into different
organisations or business units to create theatsqurchasers and providers of services on affar i
quasi market environment. This reorganisation separ the purchasing, policy making and
regulatory functions of government agencies from pghovision of goods/services producing a clear
delineation between the functions of policy develept and policy implementation.
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operate as semi-autonomous service delivery celuicased throughout the State of
Queensland. Approximately $350 million is distriédtto the SDCs, of which

BUNIT is one, to provide these services.

CENTRAL is also responsible for the monitoring areporting of operational
performance of AGENCY’s network of SDCs. In monimgr and reporting on the
operational performance of each of the centres, THEAL conducts regular
performance reviews, in the context of government policy priorities, with each
SDC Director. CENTRAL also reports to the ExecuttfeAGENCY on a monthly

basis on the total and individual performance ef¢hantres.

BUNIT, one of the largest SDCs in AGENCY'’s netwodelivers approximately 6.5
million hours of service across six locations awedntore than 30,000 clients.
Approximately 12% of funds negotiated with SDCs drstributed to BUNIT to
deliver approximately 15% of total SDC program lsouo clients. With State
government funds of approximately $42 million, BUNbffers a wide range of
client services including programs to assist thost a disability; indigenous
programs; and support for clients from non-EngBgleaking backgrounds. BUNIT
delivers services to its clients via several moafedelivery, namely, full-time, part-
time, on site at one its 6 locations or in the camity. In addition BUNIT tailors
combinations of these modes of delivery to prowvidgibility to suit client needs.
Generally, BUNIT receives approximately 75% offuading from CENTRAL. The
remainder of funding is sourced by BUNIT throughmgetitive tendering
arrangements for the delivery of some of its progras well as for self-generated

commercial activities.

The researcher selected AGENCY on the basis tlgitarge government agency.
In selecting BUNIT the researcher considered varicdaracteristics including the
size of itsclient base and the size of its budget allocattomfCENTRAL. BUNIT

is the largest SDC within AGENCY’s network of prders. For practical reasons,
BUNIT was also selected for its close geographiocahtion to the researcher.
CENTRAL was selected because it is responsibledporting on performance to
AGENCY. CENTRAL possesses particular charactegstaf interest to this
research. It provides a leadership role to BUNIT tfee implementation of MFO.
CENTRAL is responsible for setting policy in retatito OBPM for all SDCs within
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the agency’'s structure. CENTRAL issues guidelines assist BUNIT in
implementing MAP.

Individual employees were purposively selected ifamlusion in this research to
investigate the research questions and to challemgextend the theoretical
principles established for this research. The sele@rocess was guided by the
need for “information rich” cases where maximumiagon would be achieved
(Patton, 1990: p 181). Each individual has diffgrimork requirements depending
on the particular work unit within which they arm@oyed. Patterns of responses
across all individuals were investigated as welpaterns of responses within each

work unit.

Individual employees were purposively selected thasen the following

considerations:

= Different groupings of people within each work uriave important and
distinguishing characteristics, for example, firmnpersonnel, operational
managers, and executives. Each of these groupediases that have important
implications for the application of MAP. For examplemployees who are
responsible for managing AGENCY’s total budget #ss likely to place
importance on disaggregated cost information thrapleyees who manage the
delivery of programs. The latter group of employeesllects detailed
performance information for each program.

= Particular individuals within each work unit who vea management
responsibility with respect to the varying businassivities within the agency
focus on differing aspects of performance. For eamoperational managers
want detailed performance and cost information srdifferent dimensions
such as client groupings and program offerings.

= Particular individuals within the agency and workiits have different
experiences with respect to the implementatiornefMFO policy. For example,
where CENTRAL provides a leadership role within AGEY for the
implementation of the Government’'s MFO policy, kegrsonnel who manage
this responsibility are likely to possess an enkdnanderstanding of the
objectives of MFO. As such particular individualghin the work units have
different experiences with respect to the applwatf MAP for the purposes of
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implementing MFO.

The organisational characteristics of selectedigypaints are broad, “providing
perspectives from different levels in the corpordtierarchy; from different

functional areas, and from different productiortisgs” (Anderson, 1995: p 10-13).
With this being the case, however, this researalelevant to a limited number of
functional areas within CENTRAL, namely, Performamdonitoring and Reporting

Branch, which is responsible for the collation areporting of performance

information, and the Resourcing Branch, which ispomsible for managing the
distribution of funds to the SDCs. Three particitgafrom these Branches were
invited to participate in this research. A broasiglection of employees from BUNIT
was also invited to participate. Directors and nggna from different operational
areas of BUNIT, along with employees from corporated finance sections
permitted differing perspectives from across BUNITorganisational structure.
While the number of participants is small in tothle employees identified for this
research were drawn from different functional araad from different production

settings.

The researcher expected to interview approximai@yemployees in the agency
with participants being drawn from a cross-secttdrmanagers and directors at
CENTRAL and BUNIT. However, 6 declined to be intewed, leaving the total

number of participants at 12. The work units, mamagnt positions and salary
classifications and the number of participantsséu@vn in Table 4.3.

Location Management Salary Number of
Position CLASSIFICATON | Participants

CENTRAL Director S02-S01 2

Manager A07-A08 1

BUNIT Director S02-S01 1

Unit Director A07-A08 4

Operations Manager A07-A08 3
Manager A07-A08 1
Total 12

Table 4-3 Demographics of Participants

Additional demographic data, including the variookes undertaken by participants,
the number of years of employment both within thee€hsland public service

(QPS) and within their respective work unit, thieivel of educational attainment
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and the extent to which each of them undertakeepsidnal development to support

their role, are shown in Appendix C-1.

4.1.3.2 Semi-Structured Interview

Semi-structured interviews were conducted with LBlic sector employees from

BUNIT and CENTRAL. Using an interview guide, paipiants were asked for their

opinions on various aspects of MAP, in particularfprmance measurement and
cost management, so as to determine the suppatherwise for the theoretical

principles developed in this research.

As part of the process of developing the semi-sined interviews, the researcher
established protocols to guide the interview prece¥he interview guide
acknowledges the following issues the intervieweasyniace (Kennedy, 2006:

available at http://ed-web3.educ.msu.edu/):

= Interviewees may try to offer whatever they canulibe topic, even if it means
inventing answers or exaggerating how much theyehénought about the
question. For the researcher, this means thatdhiglénce” gathered may not
accurately reflect real views. Consequently, theeaecher attempted to find
ways to pose questions that did not elicit ovedipful responses.

= There may often be a difference between intended®MAd MAP-in-use. This
has the potential to be a problem for the researdtiee interviewer’s task was
to learn about interviewees’ MAP-in-use even thoughy may offer their
intended ones. To deal with this problem the inearer asked about concrete
examples rather than about general principles.dgxample, instead of asking
interviewees to tell their general philosophy abaost allocation in their
agency, the researcher gave them two or three fEpepiamples of cost
allocation techniques and asked how the interviem@@d respond to each one,
and why.

« Interviews are social occasions, and the intervieaannot avoid the social
interaction that occurs during an interview. On a@ide, the interviewee will
want to put his/her best foot forward. He or sh# want to be perceived as
thoughtful, reasonable or justified. Even if théeiwiewee is willing to discuss

sensitive areas, there is a tendency to put thetieibest light possible. On the
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other side, the interviewer conveys a social messaghe interviewee by way
of mannerisms. Such mannerisms often convey thervietver's attitude

towards certain topics. As such the intervieweé twilto tailor what they say to
be more acceptable to the person they see asatidignce.

The potential for the above issues to surface duiie interview process is further
complicated by the fact that the researcher isnaidér. As such there is the real
possibility that interviewees would want to presd@mselves, and the agency, in a
positive light. In addition, as an employee of atca agency, the researcher faces
the risk of conveying approval or disapproval, bgywof her mannerisms, of what
the interviewee reports. There is also the risk tha researcher may assume too
much and so not probe as much as if they weredmitsor ignorant of the situation
(Brannick & Coghlan, 2007: 69). The researcheriefwee, enlisted the services of
an independent interviewer wherever possible (fimestigator triangulation) with

the aim to limit possible insider researcher bias.

The independent interviewer is employed in a mansg®sition within one of the
largest Queensland Government agencies. Her emplaynmvolves providing
advice across the agency on matters including dpued strategic plans, and
compiling the MPS. She also provides internal ctiasay services to other sections
of the agency who seek assistance in developingpamdproving their performance
reporting. Prior to this role, the researcher draihdependent interviewer worked
together for several years developing performan@asuwrement systems. The
independent interviewer has also worked in thegbeivsector on matters largely
related to corporate performance and corporatéegicaplanning. Consequently the
researcher has significant level of trust in thiitsdof the independent interviewer
to understand the concepts examined by this rdseand to elicit appropriate
responses from participants. Her skill would endi#e to know when and how to

probe interviewees for further information.

Prior to commencing the interviews, a letter wad $e the Chief Executive Officer
(CEO) of AGENCY inviting the agency to participatethis research. On receiving
authorisation, letters were then sent to staff whibssignated role within their work
unit corresponded to the pre-selected organisdtionaracteristics eliciting their
participation. All participants were given assumsithat no names or identifying
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information would be attached to or included initheesponses and that the
interview transcripts would not be made availaldeothers. Participants were
requested to sign a consent form indicating thdlmgness to participate. Copies of
letters of invitation are shown in Appendix A-1, leha copy of the consent form is

shown in Appendix A-2.

After the preliminaries, where the researcher o thdependent interviewer
introduced themselves and described her backgramaddthe research study, the
interviewees were given an interview sheet, whichtained information about the
topics covered by the research. Initial backgrogpoestions were posed in the
interview relating to demographic data such astosiwork unit, number of years
experience in the work unit and the agency, prodess background and

experience.

The interview was designed to seek elaborated nsgso from interviewees.
Although the interviews include semi-structured gjigns, probe questions were
used to ensure that the issues and concerns iddniif the prior theory is covered
in the interviewees’ perceptions. Probes were usedeepen the response to a
guestion, increase the richness of the data beimgired, and give cues to the
informant about the level of response desired @Ratt987). Probe questions were
prepared in case the interviewee does not raise theheir initial descriptions and
start with “How...... ?” to ensure that an answer of “yes” or “no” could be
provided. Words used by the interviewee were usqihtase the probe questions to
ensure understanding by the interviewee. Theseepgabstions formed a major part
of the interview protocol and were used to provadeeliable framework for cross-
analysis of data (Yin, 1994). Probe questions wkieened according to the
theoretical principles established. Because intgrges were likely to be at different
levels of understanding of the topic investigatprhbes also greatly assisted the
interviewer in tailoring the conversation accorditm the interviewee’s “topic
maturity” and clarifying the meaning of the termsque to the research topic. They
were customised to draw out what the intervieweghinknow and were posed with
non-directional wording that described rather tlmaantified to avoiding forcing
responses (Creswell, 1998). Through the use of gxolthe interviewer also

communicated interest in the interviewee’s commentsch built trust and led to
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more complete answers (Glaser, 1978; Patton, 188rson & McCaslin, 2003).
Additionally, the interviewer made annotationshee interview data sheet to capture

the interviewee’s nonverbal responses (Carlson &tin, 2003).

The full copy of the interview guide is found in pgndix B-2 and is divided into
several sections representing self-contained theftes major themes covered in
the interviews are shown in Table 4.4

Part 1 - Performance Measurement

Do you use performance data to evaluate the perforamce of your agency? What types of
performance measures do you use to evaluate the f@mance of your Agency and Work

Unit?

Do you collect performance information about thiékofwing?

Explain what these measures tell you with respectise performance of your area?

What are the most important and relevant measheg¢s/bu use?

How would you define the major outcomes that your wrk unit is contributing toward?

Has the AGENCY and your work unit established cleategic objectives through planning
processes that clearly describe how it will conttébto these major outcomes and what outputs
(products or services) that it will deliver to aehe the desired performance levels?

Does your Institute use some other form of hienamhmeasures that somehow are logically linke
If so, how do you go about categorising these?

Some people think it is important to develop a fohaf results” for developing performance
measures. What do you think about that?

Are there times when you need to search for additimal information or drill down further to
explain the information provided to you through thereporting of these measures?

How well do you rely on the formation?

Do you believe that the information you receivenirthese measures is sufficiently correct

How confident are you that the performance meagemarted in this report reflects the true
performance of your area?

Is the data easily available to you on a regular tss?

How do you access these reports?

Do you get performance measurement information timely basis?

How has performance measurement information impacte# on your work area?

Explain how you think the use of these performameasures improves the quality of management
decisions that you need to make?

o

?

Part 2 — Cost Management

Do you use costing data to evaluate the performanad your agency?

What kind of objects does your agency cost?

Does your agency systematically report on costibated to outputs? Activities? Client group?
Geographic region? Other?

What do you consider the most important and leapbrtant cost object for your purposes?
What do you consider more important? Managing yautget allocation or monitoring the costs o
your deliverables? Line item expenditure itemsasts of objects? Which do you use more often?
Why?

How is data collected on these different dimens?ons

How does your agency distribute costs to the prodtg services or outputs that you are
interested in? Explain the process

Can you identify particular strengths in the wayiyagency allocates indirect costs? What about
weaknesses?

How confident are you that the costs reported are eeflection of the true costs? Why?

With respects to the reports that we are looking gtwhat sort of meaning do you get from
them?

Is the costing data easily available to you ongalia basis?

How well do you rely on the cost information?

How are managers held accountable for performancegainst cost targets?
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Part 3 Impact of MAP
What do you consider to be the major impacts of thee techniques on your role within this
agency?
Explain how you might evaluate the efficiency affe&iveness of service delivery in your area,
including the extent, quality and benefit of seegaelivered as well as the cost of delivery?
How has the use of performance and costing infdomatided your decision-making effectiveness?
Are you held more accountable for blow-outs in betday blow-out in costs of service delivery?
Why do you think this is the case?

Table 4-4 Summary of Questions contained in Internéw Guide

Each section contains a series of general questiothpossible probes to be used in
exploring the theme. The guide did not require dbestions to be addressed in a
particular order. The pre-specification of quessioand probes on each theme
assisted in maintaining a non-directive stanceneéfvased in a different order from
that indicated in the guide.

All interviews were audio taped (Spradley, 1980y arerbatim records of each
interview will be created, which provided a soundsis for later coding and
analysis. The researcher checked each of the tiptsscfor errors and

inconsistencies.
4.1.3.3 Interview Data Analysis and Interpretation

The analysis of data is potentially subject to laast relies on interpretations and
classifications designed by the researcher andiridependent interviewer. A

systematic approach to data analysis is employethig research to limit the

potential of such bias (Miles & Huberman, 1994]i&j11999). Ideas and concepts
which emerged from the theoretical principles depetl in Chapters 2 and 3 are
better understood using a thematic analysis, wfochises on identifiable themes
and patterns of behaviour (Aronson, 1994) and whiamto search for key themes
and patterns (Easterby-Smith, Thorpe & Lowe, 1991).

The steps to be employed for analysis of data aeuslsed below (Lillis, 1999;
Kuehn & Witzel, 2000). Transcripts were coded usthg qualitative analysis
package Ethnograph, v5.08.

1. Firstly, the researcher classified themes in aanefrical index system that can
best be described as “containers” (Richards & Rt$a1995: p 83). The

thematic arrangements were determined by the mdsequestions and the
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theoretical principles developed in Chapters 2 and’hey were designed to
highlight the patterns of responses across thécymts around the conceptual
themes. Initial themes were established, priornterviews being conducted,
with reference to theory, input from the group dfical practitioners, and the
interview guide. Additional branches of the hierarof themes were added after
an initial analysis of some interviews. “One metlafctreating codes is that of
creating a provisional ‘starting list’ for codesigirto the fieldwork. That list
comes from the conceptual framework, list of reseajuestions, hypotheses,
problem areas, and/or key variables that the rekBearbrings to the study”
(Miles & Huberman, 1994: p 58). The initial hieraical index system is divided

into two main branches as shown in Table 4.5.

PM-TECHNIQUES
PM-Confidence
PM-Chain-of-Results

Link-to-Goals

CM-TECHNIQUES
CM-Access To Costs
CM-Other Information

Line-ltems

PM-Types
Choice Of Measures
Important Measures
Preferred Measures
PM-Use-of-Information
PM-Believability

Timeliness-of-Cost
CM-Link-to-Goals
Cost-Allocations

CM-Allocation-Method

Indirect-Costs

PM-Integrity .
PM-Relevance Cost-Objects
PM-Scope Cost-Dimensions
PM-Reliance Cost Object-Types

PM-Understand Important-Cost Object

PM-Access CONFIDENCE-IN-COSTS

PM-Timeliness Cost-Accuracy

PM-Currency Cost-Reliability

PM-Impact Reliance-on-Cost
PM-Target Timeliness-of-Cost
PM-Reporting Cost Impact
PM-DecisionEffect Negative Opinion

MAP-IMPACT Positive Opinion
MAP-Evaluation
MAP-DecisionEffect

MAP-Accountability

Table 4-5 Initial Thematic Concepts for Data Analyss
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This collection of different containers put in orgecording to thematic aspects
assists in the evaluation and theorising sinceab&s the researcher to have an
immediate access to a container’s text passagesoarmmbine them with text

passages from other containers (Miles & Huberm@841p 57).

Realising that the responses from participants haay no meaning unless they
are attached to a question, the researcher alsdedrea hierarchical index
according to questions posed to the intervieweesis€guently, a dual index

system is maintained.

Each interview transcript is assigned a numeriodiecfrom 1 to 12. A text line
in a transcript forms the smallest possible coding. Each sentence in the raw

transcripts is coded using sequential line numigefor example:

Interview 6
Q 4 What are the most important and relevant meashat you Int~6 180
use?
Q 4.1 Why are these important to you? Int~6 181
The most relevant ones are the financial Int~6 187
outputs and the cch outputs Int~6 188
That's what the department judges our performaimce o Int~6 189

Line numbers (i.e. 180, 189) enables the reseatohquickly locate and track

interview information within the original interview

The researcher separately reads all of the tramisgeveral times and codes the
text lines according to the established themehenridex system. Each sentence
in the transcript is matched with one or more themdentified in a hierarchical

coding structure, for example:

Interview 6

-# - PM-TYPE
Q 4What are the most important and relevant meashe¢s/ou Int~6 180 -#
use?
Q 4.1 Why are these important to you? Int~6L81 |
The most relevant ones are the financial Int~6 187 |
outputs and the cch outputs Int~6188 -#
That's what the department judges our performamce o Int~6 189
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In coding the section of text in the above examiple,researcher marks the lines
from 180 to 189 and gives it the code, PM-TYPE @hhis defined as “Type of

Performance Measure”).

The researcher also marks the lines from 187 to &@&8 gives it the code,
QUEST-4, to indicate that the response relates ueson 4 in the interview

guide.

Interview 6
-# - PM-TYPE #-QUEST-4
Q 4 What are the most important and relevant meaghat  Int~6 180 -#
you use?

Q 4.1 Why are these important to you? Int~6.81 |
The most relevant ones are the financial Int~6 187 | -$
outputs and the cch outputs Int~6188 | -$
That's what the department judges our performamce o Int~6 189 -#

. The Ethnograph database is then searched by codeldot data relating to
particular themes. The researcher refers quicklyhto database to see what
actually occurred through the interviews. An exaangil combined text is shown
below in Figure 4.1 where the researcher searchedesponses to a question
relating to their level of confidence in performanmeasurement within their

unit.
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Combined Search Results Search Code PM-CONFID

Lines 153 to 155 of File Int~1

Because | mean some of the line items in our report s are
pretty pathetic. | mean what does that actually mea n?

Lines 232 to 273 of File Int~3

Not!

One of the issues that we have is that a lot of our
reports come out a system
Unfortunately, we get sometimes conflicting informa tion

Lines 446 to 450 of File Int~5

Come on! I've covered that one! Not!

It's not an easy job.... for any of us!

Figure 4-2 Example of Combined Search Results

Retrieval of the catalogued and labelled conceptsijis patterns to be seen, and
analytical explanations become clearer as to whethpport or otherwise for the
principles of the research are evident (Rowley,2200he data retrieved for the

agency is analysed across all participants witachevork unit.

Demographic data from each interviewee was colieated coded according to the
following categories: division, role, classificatitevel, length of time employed in
the Queensland Public Service; length of time eggdoin the Agency; length of
time employed in the current role; education attent; whether an accounting
qualification was held and if so what type of gfiedition; whether professional
development was undertaken and the type and freguesf professional
development activities; and whether professionaletigpment activities in cost
management and performance measurement had beeralue.

Such a systematic approach provided an auditftai transcripts to the results of
analysis through successive stages of summarisatiomata reduction; ensured that
all interviews are used in the evaluation of supfmrthe theoretical principles; and

provided an analytical framework within which natlypwould principles be tested,
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but also which allowed the emergence of new idegmeuhded in empirical data”
(Lillis, 1999: p 88).

In analysing and reporting the findings of the cately, the researcher relied on
descriptive data to offer explanations and drawchions from the investigation

(Patton, 1990: p 423). The fair representationhaf data and communication of
what the data reveals, given the purpose of theareh, involved the critical

reflection on the pattern of interrelationships tlesearcher perceives (Ahrens &
Dent, 1998: p 10).

4.2 Evidence Sought

In relation to RP-1, this research sought evidehae demonstrates whether there is
support for the theoretical principles develope€imapters 2 and 3 of this research.
Evidence was gained through discussions with thtecalr group of practitioners
(CGP), document analysis (DA) and the case studgniews (CSI) from
participants at the Queensland Government agenegted for investigation. In
relation to RP-2, evidence was collected througbudtent analysis and the case
study interviews and determines the extent to whieh MAP proposed in this
research are adopted and applied by the case agahcy in order to achieve the
objectives of the MF(olicy. A summary of the evidence sought and th&rces

from which evidence will be sourced in shown in [Ea4.6 and 4.7.

Triangulation in this research, which combines salveesearch methodologies to
study the same phenomenon (Denzin, 1978) is adhitweugh the crosschecking
of data using multiple data sources (data triartgarig using more than one method
of data collection (method triangulation); and gsiwo interviewers to conduct the

interviews (investigator triangulation).

Data triangulation strengthens the research firglihg using multiple ways to

collect and analyse data. Investigator triangufai® achieved through the use of
more than one interviewer in the case study inésvgiand permits a comparison of
the different interviewers’ influences on the issare the results of the research.
This enhanced reliability. Methodological triangida involves the use of case
study interviews to study the issue. The researdbrmines that if the conclusions
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from each of these methods are the same, thentyaticestablished. The emphasis
in the data, investigator and methodological tridagion is clearly on confirming

the data and knowledge about the research situatmmh on enhancing the

trustworthiness of the data.

RP-1 To what extent can contemporary MAP contributeto achieving the objectives of the Queensland
Government's “Managing for Outcomes”policy?
Theoretical Principles Evidence Sought CGP DA (o]
Public sector agencies should - The legislative nature of MFO policy
develop change maps and logic - Key principles of MFO policy
models that link resources, activities,-  Definition and purpose of MFO policy
and outputs to a chain of outcomes| -  Implications of MFO for agencies
so that the agencies may demonstrate  The guidance provided to agencies in
how they contribute to the undertaking OBPM including strategid
achievement of the Government’s planning, performance measurement
desired outcomes. This will enable and costing v v | v
them to meet the objectives of the | -  Basis for funding agencies for services
MFO policy. delivered
- Description of Government outcomes
- Guidance on how agencies are to link
inputs and activities to outputs
- Accountabilities and responsibilities of
agencies with respect to performance?
Public sector agencies should - Types of performance information
measure performance by developing required
measures suitable for communicating  How performance is be measured.
their contribution to the - Guidelines for agencies to follow v v | v
Government’s desired outcomes and
suitable for assessing the success of
activities and outputs in contributing
toward these desired outcomes
Public sector agencies are ableto | -  Types of cost information are agencigs
determine the cost of service required to provide
delivery when they apply the - The role of output costing
following techniques: - The level of detail in costing
= use of methods to assign direct information to be calculated
costs to cost objects; - Recommended method for calculating
= identification of cost pools and full output costs
cost drivers for the allocation of - Methods for classifying costs, for v v |V
indirect costs to different cost identifying cost pools and cost drivers
objects, including outputs and and for assigning cost to cost objects
activities; - Guidelines specific for cost
= employment of contemporary management and techniques
costing methodologies, such as
ABC, to improve the accuracy
of cost information
Public sector agencies are ableto | -  Techniques for assessing efficiency and
choose amongst alternative courses effectiveness of service delivery
of action in terms of their costs when v v v
they employ techniques associated
with measuring cost efficiency and
cost effectiveness

Table 4-6 Methodology & Evidence Sought (RP-1)
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RP-21In the selected case study, involving one Queensth@overnment agency, what support can be
found for the MAP proposed by this research? To whiaextent are these proposed MAP adopted and
applied in order to achieve the objectives of thtManaging for Outcomes”policy?

Theoretical Principles Evidence Sought CGP | DA | cCsI

- Strategic direction of the agency
- Linking process used for mapping
agency outputs to the stated

government outcomes

- Degree of consistency in

OBPM & Performance Measurement communication of expected v v
performance throughout agency

- Method for determining how agency’s
program produced certain outcomes

- Types and categories of performance
measures used by the agency

- Adoption and application of cost
management techniques

- Methods for identifying cost pools and
cost drivers and for assigning cost and
allocating overheads

- Audit findings in relation to Output v v
Performance Measurement and
Reporting

- Actions taken by agencies to address
potential audit concerns, if any

- Process for monitoring and reporting
performance

Cost Accounting

Table 4-7 Methodology & Evidence Sought (RP-2)

4.3 Limitations of the Methodology

Difficulties associated with adopting case studsesech were considered. Firstly, it
was necessary to control for the reactive effedtshe researcher/interviewers
presence or activities on the phenomena being widerThis limitation is
particularly relevant since the researcher is apleyee of the Queensland public
sector and is known to many employees within AGENCNe risk which was the
possibility of distorting effects of selective peption and interpretation on the
researcher's part (McCall & Simmons, 1969: p 78)swainimised through
employing the services of an independent persoootwluct the interviews. The
suitability, experience, and skills of the indepemnidinterviewer were discussed
earlier in this Chapter.

Secondly, limitations of this research also cemnethe time-limited nature of the
research opportunity. Because of time constrathis, research adopted a cross-
sectional methodology rather than a longitudinathod. A longitudinal method
may have been more appropriate in this public semt@ironment where agencies

are largely in the implementation phase of OBPM.

119



Thirdly, machinery of government changes resulithe regular deployment of
senior staff from one agency to another. During tinge period in which this
research was conducted, AGENCY was headed by thilseent Chief Executive
Officers.

Only one agency was selected for the case study.nlimber of participants was
small. This means that the results cannot be gksetaacross the Queensland
Government agencies. Further studies are requireétermine the extent to which

the findings from this research may be found acotiser government agencies.

4.4 Conclusion

This chapter examined the nature and limitationghef mixed-method research
methodology and the types of research questiortiabdeifor applying this method.
This chapter also provided a description of varionsthods, namely briefings,
consultations and feedback with a critical grougiactitioners, document analysis,
and case study including interviews to be performidds chapter also described
how the agency, work units and participants wetdecsed. Details on the data
collection methods were also described, as were rtfeans for analysing,

interpreting and presenting the results.

Participants for this case study interviews weregppsively selected. The findings
from the study were analytic with respect to theotly that emerged from the
literature review and the theoretical principlesy@eped in Chapters 2 and 3. The
collection of data was from multiple forms inclugidocumentation, and semi-
structured interviews. The results of the dataysislare presented in Chapter 5 and
6.
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CHAPTER 5 DATA ANALYSIS AND DISCUSSION -
PRINCIPLES AND METHODS OF OBPM

5.0 Introduction

This research investigates the application of MAR &chieving public sector

OBPM in Queensland under its MFO policy. The prasichapter discussed the
methods used to investigate the extent to whichetisesupport for the theoretical
principles developed in Chapters 2 and 3, as vediha extent to which the proposed
MAP is adopted and practiced by the Queensland Bowent agency selected for
this research. It explained the components of tireedsmethod approach to this

research, including the research questions thdeduhe data collection activities.

This chapter presents the results of a detailedysisaof data collected in the
investigation process. Findings are drawn and icagibbns of these results are
examined. In particular, this chapter focuses am dhalysis of data collected to

investigate:

= RP-1 and the extent to which there is support Fa theoretical principles
developed in Chapter 2 (that is, PM-1 and PM-2) an

= RP-2 and the extent to which the proposed methodgenciples of OBPM are
adopted and practiced by the Queensland Governagaricy selected for this

research.

The research problems, RP-1 and RP-2, are presgniieble 5-1. The theoretical
principles developed in Chapter 2, PM-1 and PMr2 paiesented in Table 5-2.

RP-1 RP-2

To what extent can contemporary MAPIn the selected case study, involving one
contribute to achieving the objectives oQueensland Government agency, what support
the Queensland Government’s can be found for the MAP proposed by this
“Managing for Outcomes’policy? research? To what extent are these proposed
MAP adopted and applied in order to achieve
the objectives of theManaging for
Outcomes’policy?

Table 5-1 Research Problems developed for this earch

As discussed in Chapter 4, this research adoptsixadrmethod approach to
investigate the research problems including theareh questions that guide the
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data collection activities. A combination of brigfs, consultations and feedback
with a critical group of practitioners, documengbsis, and case study interviews

was used and generated qualitative data that bated to a triangulated analysis.

The critical group of practitioners was used tovme constructive feedback relating
to the theoretical principles developed in Chap@rdDocumentation relating to
policy statements, guidelines, legislation, infotima bulletins and seminars, audit
reports, AGENCY planning documents, AGENCY MPS, a®@ENCY annual
reports were analysed for the purposes of gainmpwkedge of the Queensland
Government's MFO policy, the intended-OBPM and @8PM-in-use at the

agency selected for this research.

The case study and interviews also provided eviel@scto the support or otherwise
within the Queensland public sector for the theoattprinciples developed in
Chapters 2. In particular, they were employedcht@stigate the extent to which the
proposed model of OBPM, including techniques forfggenance measurement, is
adopted and applied by the Queensland Governmeemcggselected for this
research. The case study and interviews involveel Qmeensland Government
agency (AGENCY), from which selected participamtst two work units (BUNIT
and CENTRAL) were invited to participate.

5.1 Principles and Methods of OBPM

The theoretical principles developed in Chaptere2pnesented in Table 5-2.
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RESEARCH QUESTIONS THEORETICAL PRINCIPLES

RQ-1 What contemporary MAP can be Public Sector Outcomes-Based Performance
applied to an OBPM environment? Management
(Chapter 2)

RQ-2 Under the MFO policy, what type of
outcomes-based performance
information should be reported by
public sector agencies?

PM-1
Public sector agencies should develop change
maps and logic models that link resources,
activities, and outputs to a chain of outcomes $o
, that the agencies may demonstrate how they
RQ-3  What approach should public sector | contripute to the achievement of the
agencies adopt to establish linkages | Goyernment's desired outcomes. This will

between its strategic direction and its | epaple them to meet the objectives of the MFQ
programs or interventions so that the policy.

agency may explain its contribution to PM-2:
desired changes in conditions of the i
community and its residents and

ultimately to the Government's desired
outcomes?

Public sector agencies should measure
performance by developing measures suitable for
communicating their contribution to the
Government’s desired outcomes and suitable for
assessing the success of activities and outputs in
contributing toward these desired outcomes

Table 5-2 Theoretical Principles: OBPM and Perfornance Measurement Practices

If PM-1 is supported then the researcher would expe find evidence relating to
the following:

= The legislative nature of MFO policy;

= The key principles of MFO policy, including its @afion and purpose;

= The implications of MFO for agencies;

= The guidance provided by the Queensland Governseatitral agencies to line
agencies in undertaking OBPM including strateganping, and performance
measurement;

= The guidance by the Queensland Government cemfeaicées to line agencies
on how agencies are to link inputs and activiteesutputs and ultimately to
Government outcomes;

= A description of Government outcomes; and

= The accountabilities and responsibilities of agesciwith respect to

performance.

In particular, the researcher would expect to f@awitlence for the use of program
theory including techniques such as change maps$ogiimodels in describing the
performance objectives of AGENCY and how its praduend services contribute

toward the achievement of the Government’s desitgdomes.
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For PM-2 to be supported the researcher would éxpied evidence within
AGENCY of the following:

= The scope of performance information requiring exlibn by AGENCY
through its work units, BUNIT and CENTRAL,;

= How AGENCY measures performance in terms of theedyand categories of
performance measures; and

= The guidelines established by the Queensland Gmarhand by AGENCY for

its work units to follow in developing performaneeasurement.

In particular, the researcher would expect to #wtence for the use of multiple
types and categories of performance measures tbatugtable for measuring the
success of activities and outputs in achieving rddsioutcomes. The types of
performance measures expected relate to outpuisijtias and resources; while
outcome indicators and measures of effect shouldidszl to report progressive
achievement of desired outcomes. Categories of unemshould include quantity,

quality, and cost.
5.2 Evidence in Support of Theoretical Principles

Briefings, consultations and feedback with a caitigroup of practitioners as well as
an analysis of documentation from central agensias undertaken to determine
whether there is support for the theoretical pples, PM-1 and PM-2.
Documentation analysed included policy statemergsidelines, legislation,
information bulletin and seminars relating to thedal of OBPM adopted by the
Queensland Government, including specificationgtierdevelopment and reporting

of performance measures.
5.2.1 Evidence in Support of Theoretical Principle PM-1

Analysis of documentation produced by central ageindicates, in the first place,

that the Queensland Government's MFO policy is ioegdd on the principle that
where government agencies relate their outputs to Gowemt outcomes, and
subsequently their inputs to outputs, decision mskeay test the alignment of

government services and resources with desiredoogs. “Through measuring
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success in achieving outcomes, determinations canmade regarding the
appropriate mix of outputs in delivering the degiresults” (Queensland Treasury,
1998: p 12).

The outcomes that the Queensland Government wanechieve are identified
through strategic planning processes, at both th@lexof-Government and agency
level. These outcomes provide the basis for degidin those outputs (that is,
agencies’ products and services) that will be fantleough the State’s budget
process. The key principle underpinning the MFQqyak that agency outputs will
be funded in the budget process to the extentttiet efficiently and effectively
achieve the Government’'s outcomes. It is througloméeng andmonitoring output
performance that the efficiency and effectivenelsaroagency’s service delivery
may be determined. Efficiency and effectivenessenvice delivery includes aspects
of performance such as the quantity of serviceweleld, the quality or standard of
the service provided and cost. These aspects frpgance enable the Government
to assess whether an agency's outputs are appelprigirected towards

achievement of the government outcomes (QueenSlaeasury, 2002b).

The MFO principles are encapsulated in legislationluding the FAAA and the
Public Service Act (1996), and in key Governmerligyodocuments, including the
MFO Policy Guidelines (1998), the Queensland Actalifity Framework (2004),
and Strategic Planning Guidelines (2004).

The theoretical principle, PM-1, relates to the wayvhich an agency describes its
expected performance. Evidence collected in ttisarch determines whether there
Is support for the application of program theorsotigh the use of techniques such
as change maps and logic models to describe pefaen expectations.
Examination of documents relating to the implemeotaof MFO indicates clearly
the need for agencies to map outputs to outcomesdiland Treasury, 2003).
Policy documents highlight that while it is recoggd that the process of linking of
outputs to outcomes is challenging, the cause Hadtdetween an output or action
and its ultimate impact or outcome is difficult iack without a clear mapping
process (p 1). While these key policy documentsndb provide step-by-step
procedures for undertaking this mapping procesgmenendations specify a “need
to illustrate how the hierarchical arrangementnoficators provides evidence of the
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impact of outputs on outcomes, and also the exienwhich outputs are being

delivered efficiently and effectively” (Queenslahteasury, 2003: p 1 - 2).

For instance, guidance is provided to agenciesugirothe distribution of

information bulletins. Information bulletins diditited by Queensland Treasury
Department provide a worked example, as shown gurEi 5-1, for agencies to
follow in applying the government’s OBPM framework.

Queensland Government - Hierarchical Nature of MFQOIndicators
Outcome
Safe and Secure Communities

Outcomé Indicator
Reduction of road transport-relatedg
injuries/fatalities

Output
Road Projects/Network Maintenand

Output Perfor*ance Measures
(results or features of the service
being provided)

v
v v

Quantity Quality (quality, features) Cost Efficiency
Km of road maintained, Roughness indicators Cost per km

enhanced, expanded Congestion Cost Effectiveness
Road transport-related Cost in relation to
injuries/fatalities improvement in economic
prosperity |

Seconéarv Impact::
Impact on:
= Economic prosperity
=  Access for rural
communities
Environmental
preservation

Figure 5-1 Queensland Government - Hierarchical Natre of MFO Indicators
(Source: Adapted from Queensland Treasury, 2002a)

While Figure 5-1 shows the hierarchical naturehaf MFO indicators, the linking
process between Government outcomes and agencut®udpviously does not
illustrate how the delivery of agencies’ outputsllwead to, over time, the
achievement of outcomes. As proposed in Chaptars2linkage should describe a
series of expected changes in behaviour, attitadegills of agencies’ client groups
over time. Without the use of an enhanced linkiracpss, as proposed in Chapter 2,

significant gaps in performance information carekpected.
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While documentation published by the central agetmgs not illustrate the use of
an enhanced linking process, guidance for thisoisdd in seminar papers from
information sessions conducted by Queensland TrgaBor example, the advice
provided at these sessions is to link agency ositfmuthe results expected from the
delivery of these outputs and then ultimately tov€&ament outcomes. This implies
the use of techniques such as change maps. Ageareéieadvised to describe their

performance in terms of the following questions:

Resources

n i ?
What was invested- (Measures of input)

=  What was done? Activities and Outputs:
(Measures of quantity and
= How well was it done? quality)

2
" Was anyone better off Short term and intermediate

outcomes

=  What changes occurred in the (Measures of effect)

community?
= How did this contribute towards Government outcomes
Government outcomes? 4 (Measures of outcomes)

(Source: www.treasury.gld.gov.au/office/knowledge/sl state-
gov/Seminars/).

These questions are logically linked and are ctersisvith the theoretical principle,
PM-1 developed in this research.

Briefings, consultations and feedback with theicalt group of practitionerslso

resulted in support for the theoretical principPM-1 with several members

providing the following comments.
Member 1: Your model/approach makes total sense.

Member 2: Two of my colleagues attended your session toddycame back to
the office quite excited about what you had toadayut performance

indicators.

Member 3: These discussions provided some reinforcement ofrewtihe
Government has been leading our performance agéodenprove

our service delivery processes and outcomes focah@munity.
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Member 4: | was very impressed with the simple yet forthrigipproach to

Performance Management.

Member 5: People have been phoning, visiting and pulling ménuthe hallways
to say they really appreciated the sessions andtvahaonderful
insight it gave them to something that had largedgn a mystery to
them until now. | believe there is now a momentenehkbping in the
Queensland public sector to progress this approtcperformance

management. This is a huge achievement.

Members of this group agreed that the theoreticatple, PM-1, describes well the
conceptual framework underpinning the MFO policyp@ort for this principle is

given because it clearly enables agencies to daterwhy their program produced
certain outcomes or why the Government outcomesg wet achieved. Members of
the critical group of practitioners displayed a gee interest in the public sector
moving beyond the provision of services to the tlgu@ent of programs that target

specific outcomes that benefit the community.
5.2.2 Evidence in Support of Theoretical Principld®M-2

Analysis of documentation published by central @gsindicates specifications for

the development of performance measures by governagencies: “Performance
targets will be specified for each output in tewhsgjuality, quantity, timeliness, cost
and location (where appropriate)” (Queensland Tngasl998: p 1). With respect
to the specification of outcome indicators, thewoentation recognises that since
accountability for outcomes would be shared amosgseral agencies, outcome
indicator information is to be coordinated by cahtxgencies to enable analysis of
outcome trends over time. These indicators are ighdd annually by the
Government in it®riorities in Progress ReporfAgencies, however, are responsible
reporting on the efficiency and effectiveness withich they deliver their particular
outputs. This responsibility is encapsulated in t®ac21(2) of theFinancial
Management Standard 199vhich requires an agency to report on performance
achievement, including details about output perotoe measures. These

requirements suggest that outcomes along with mécmdicators are reserved for
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reporting at a whole-of-Government level, while mut and output indicators are

reported in agencies’ annual budget documents.

While there is no requirement for agencies to reporthe achievement of outcomes
they are required to identify the Government outesntowards which they
contribute and monitor and report on their outputgjuding the agreed output
performance targets, to the Cabinet Budget Reviemmm@ittee (CBRC). This
information along with agencies’ progress in daiivg the agreed output
performance targets are published in annual Budgpers. A template, as shown in

Figure 5-2, is provided for agencies to use in gpi@eg their performance targets.

DEPARTMENT OF .....
Output Statement

Qutput (litle):

Description:

Output class (where applicable):

Outcome:

Supporting Outcome:

Measures: 199809 1998-99 1999-2000
Targets Est. Actual Targets

Quantity:

Quality:

Timeliness:

Location:

Cost:

TOTAL COST (5'000)

Figure 5-2 Template for specifying agency outputéSource:
Queensland Treasury, 1998)

Figure 5-2 shows the types and categories of pednce measures that agencies
must report: the type of performance measure istdanto outputs, while the

categories relate to the quality, quantity, timess, location, and cost.

While documentation published by central agencegelatively silent on the
specification of performance measures relating ttivides, it does however

recommend the internal disaggregation of outputs lmwer level components such
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as sub-outputs, activities or projects so as taavgthe internal management of the
agency. There is no legislative requirement fornages to report on these lower
level components. However, operational planning delines published by
Queensland Treasury do specify that an agency’'satpeal plan should outline
“how the work area will measure its contributionthe achievement of the agency’s
output performance measures for the next 12 mon{laieensland Treasury,

http://www.treasury.gld.gov.au/office/knowledge/dfc

QAO (2006: p 6), in publishing itBetter Practice Checklist: Output Performance
Measurement Framewarksuggests that agencies should ensure that there a
linkages between MPS output performance reportimg) its internal management
reporting: agencies should integrate their perforeainformation with their
internal management processes and accountabikiigthermore, the QAO suggests
that agencies, in improving output performancernmiation reported ideally should
enhance the linkage between output performancennaton in an agency’'s MPS
and the information contained in its Annual Regpri1).

It is clear from the analysis of documentation mi#d by central agencies that their
primary focus is on ensuring agencies develop paidace measures in order to
meet the legislative requirements associated wihState’s budgeting process and
the central reporting on progress in achieving Guowent outcomes. With this
being said, recommendations are provided to agentedevelop appropriate
measures that enable the internal managementiobterations. A greater focus on
the development of a broader range of performaneasores has been emphasised
by the QAO (2006: p 6) which calls for a greatekéige between the legislatively

required measures with measures necessary fonaht@anagement.

Consequently, analysis of documentation providggaeu for theoretical principle,
PM-2. Queensland Government agencies should meaperéormance by
developing measures suitable for communicating r theantribution to the
Government’s desired outcomes and suitable forsassg the success of activities

and outputs in contributing toward these desirddaues.
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5.3 Evidence of Extent of Adoption of Proposed OBPM

To seek evidence of the extent to which AGENCY aslegmd applies the proposed

model of OBPM, the researcher applied the followimged-method approach:

= Analysis of AGENCY documentation; and
= Interviews with case study participants from two rkvaunits, BUNIT and
CENTRAL.

AGENCY documents analysed included the Strategan,Rfhe Annual Report and
the MPS. The analysis was done to assist in deta@rgithe degree to which:

= the *“performance story” (McLaughlin & Jordan, 19993 consistently
communicated throughout all documents of AGENCY] an

= gaps exist in performance information collected.
5.3.1 Adoption of Theoretical Principle, PM-1

The analysis of AGENCY'’s documentatiprnovides evidence of the extent to which

the proposed model of OBPM, including techniquespierformance measurement,
is adopted and applied by AGENCY.

As proposed in Chapter 2, the starting point foe #ritical examination of
AGENCY'’s approach to implementing OBPM is to detgren whether it has
identified the key Government outcome/s to whichEN&EY is contributing. The
examination then identifies whether AGENCY’s stgiteobjectives are clearly
defined as it is these that primarily determine Wh@ENCY should measure. This
information was gathered from AGENCY'’s key strategiocument, namely the
2005 — 2009 Strategic Plan.

In its Strategic Plan, AGENCY identifies itself esntributing toward achievement

of the following Queensland Government outcomes:

= Fair and socially cohesive community
= Skilled community

= Strong, diverse economy
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In addition to these, AGENCY also specifies departtal outcomes it aims to

accomplish. These outcomes include:

= A society in which individuals can achieve persoaatl economic prosperity
through building individual capacity to participaie the community and in
employment; and

= Improved access to and opportunities for achiewibgtter quality of life.
AGENCY'’s Strategic Plan defines its strategic obyeas as to:

= improve the well-being of Queenslanders;

= improve the capability of individuals to participah their communities and
build community capacity; and

= build capacity to respond to community developnoggortunities to ensure

communities and regions maximise economic and sogtaomes.

The statements of outcomes and strategic objectaresconsistent throughout
AGENCYs key documents, namely the Strategic Plamyual Report and MPS.
Table 5-2 below illustrates the matrix of linkagestween the Government
outcomes and identified AGENCY level outcomes. €abl3 also highlights

AGENCY'’s strategic objectives for achieving these.

AGENCY Strategic

Government Outcomes AGENCY outcomes L
Objectives
= Build capacity to respond
A society in which individuals can to opportunities to ensure
. . achieve personal and economic communities and regions
= Fair and socially . - _ .
. .| prosperity through building maximise economic and
cohesive community | .~ - 2. . ;
individual capacity to participate in social outcomes

= Skilled community
= Strong, diverse
economy

the community and in employment | =  Improve the well-being of
Queenslanders

= Improve the capability of

Improved access to and opportunities  individuals to participate in

for achieving a better quality of life their communities and

build community capacity.

Table 5-3 Matrix of Linkages between Outcomes & Sategic Objectives

To test the alignment of AGENCY'’s resources, atigi and outputs with these
desired outcomes the researcher inserted the iatmmcontained in AGENCY’s
Strategic Plan into a simplified OBPM model as dégd in Chapter 2This model

is presented in Figure 5-3.
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Agency Activities Target || Agency Short Intermediate Long
Inputs Groups | Outputs Term Term
Funds Deliver Mature age  Skills & A society in  which Skilled
Programs Capability individuals can achiev community
15-17 yr personal and econom
Provide prosperity througt Strong,
support Priority buildin_g ind_ividua! diverse
population capacity to participate i economy
groups the community and i
employment Fair and
socially
Improved access to ar cohesive
opportunities for achievini community
a better quality of life

Figure 5-3 AGENCY simplified OBPM model (developed for this research)

Following AGENCYSs identification of the Governmeatitcomes to which it is
contributing and as proposed in Chapter 2, AGENGYBPM model should begin
with a description of the intermediate outcomeseexgd from the its interventions
and move across a series of shorter-term outcoamesstrategies to create a map of
the intervention (Brown, 1995 in Hernandez, 200%83.shown in Figure 5-3 this
pathway to achieving long term outcomes is notioed. It takes a great leap of
faith to see how the output of AGENCY, namely Skifind Capabilities, leads to
individuals achieving personal and economic prasper improved opportunities
for achieving a better quality of life. The resglta gap in performance information.
By applying an enhanced linking process as desthb&hapter 2 (refer to Figure

2-5) and as presented in Figure 5-4, this gapformmation is apparent.
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As shown in Figure 5-4 intermediate and short tesaoicomes expected by
AGENCY from the delivery of its output, Skills ari@hpability, are not described.
Furthermore, information relating to the purposedelivering its programs is also
missing. Without greater clarification of how chasgin behaviours, attitudes or
skills of its client group can be expected fromeiieing services from AGENCY, it
will be difficult, if not impossible, for AGENCY todetermine whether its
interventions contribute toward certain outcomeddifionally, clear statements of
purpose would assist AGENCY to ensure its actisitege directed towards the
intended outcomes. Such statements break up thesesg of events leading to the
outcomes expected into a series of cause-and-effedtiustrate this, the researcher
developed an example of a pathway of change exghéctien AGENCYSs delivery of
its output, Skills and Capability. This is showrFigure 5-5.

Although simple in its structure and content, ttethpvay of change depicted in
Figure 5-5 shows that there are preconditionsrthat exist and hence that must be
achieved by AGENCY (such as “individuals know hawdet a job” and “being

motivated to look for a job”) prior to achievingtémmediate outcomes (such as

“individuals have the capacity to participate ie tommunity and in employment”).
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Such intermediate outcomes must be achieved pridhd achievement of longer
term outcomes such as “individuals being employed earning an income”. The
development of this example assisted the researghar greater insight into
objectives of the MFO policy. It also assisted tégearcher in the development and
refinement of case study interviews.

| A society in which individuals can achieve personal and economic prosperity

Long term I I
outcomes Individuals are Individuals are engaged in skill
employed earning a development and have skills
liveable income enabling them to contribute
positively to the community
Isiiselelis Individuals have th ity t ticipate in th ity and i
outcomes ndividuals have the capacity to participate in the community and in
employment
Individuals are — - -
motivated to look for a Individuals ha\li(_a” social and life
Short term job SIS
Outcomes 1 ‘
Individuals know how Individuals participate in social
to get a job and life skill development

Figure 5-5 Example of a Change Map for AGENCY

The success of this approach depends on how weEM@Y can identify the

incremental steps that move individuals toward ltmey-term outcome of personal
and economic prosperity (Alter & Murty, 1997: p 11@nce completed, however,
AGENCY will be better able to communicate clearly &ll employees and
stakeholders its performance objectives.

Interviews with case study participant®m two work units within AGENCY,

namely BUNIT and CENTRAL, sought views from inteawiees as to the
contribution to outcomes of their work. Response®mgst interviewees from the
different levels of management varied. The respoifreen interviewees at the lower
levels of BUNIT management generally centered qreesiture and the number of

client contact hours they delivered. Typical regamincluded:

Meeting our direct grant bids
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Information about cch [client contact hours] and team

performances. | also use feedback from clients

It's about developing new products, about the paogs meeting

community requirements

One response from BUNIT considered that theaih outcomes are those of the
government, their initiatives and their agenda. frony point of view that is cchs
and budget”.The closest that BUNIT managers came to descributgomes came
in the form of very vague comments such assuring programs meet community
requirements” Such responses provide evidence as to the ehesgeof the
meaning of outcomes. Responses suggested thatihganus of BUNIT managers
is generally on outputs with little consideratioor the outcomes expected from
delivering these outputs. This is regardless ofthérethese outputs were planned

initially in line with outcomes.

CENTRAL managers generally described the desirddoowes as providing skills
of relevance to clients and the community so asdadress forms of disadvantage.
Typical responses included the following:

The major ones are within the realm of disadvantizgped by the
client such as social and life skills or circumstas that may
prevent them from gaining employment. We proviademthwith
skills that are relevant to them and to their comityuand we

manage that within our investment strategy.

Our outcome is to address some of those clienddeastages and

barriers.

While managers from CENTRAL recognised the concdmiutcomes more easily,

their descriptions of outcomes that AGENCY is watkioward are fairly vague.

To explore for deeper understandings of the outsoafeAGENCY, interviewees
were asked a number of probing questions. They vesied how they might
identify whether particular clients are “better’adf a result of receiving products or

services from AGENCY. The purpose of this questias to elicit responses that

136



might describe the changes in behaviours, skillatttudes from clients as a result
of receiving services. Hence, interviewees wereaddk describe what “better off”

would look like.

Responses from operational managers at BUNIT piédg as:

| guess we would know if they were better off éfytiwvere happy
with the service and they were a returned custoitgtguess they

would be better off if there was better manageroétite product.

With this being the typical response from the lowevels of management at
BUNIT, the manager from CENTRAL who is at the salaeel as those from
BUNIT responded:

By looking at successful clients as if they attdicempletions in
the program, and in each part of the program. Waklat the level
of their completion and match that with what themeoaunity

requires.

Responses from more senior managers were more guepd-or example, one

senior manager from BUNIT responded:

What | would describe better off for our clientsulb be the
impact that it has on theifcircumstances]Positive impact and
personal impacts on their life. With our individuelients that
would be their individual skills, their jobs, theskills and

knowledge.

This view was generally shared by senior managera LENTRAL who typically
described better off as:

[The] impact on the level of disadvantage; the impaatepbrted
dysfunctions that get reported in different comrhasj the level of
satisfaction of key stakeholders
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At a broad conceptual level, the researcher did expect interviewees to have
difficulty in identifying outcomes. As expected,rfonost managers it appeared
relatively easy for them to describe outcomes geieral level or to explain the
desires of the citizens of a community in broadnter While managers from
CENTRAL appeared more confident in defining outcenia all cases CENTRAL
referred only to the long range nature of outcomieAGENCY’s programs. It is
apparent from these responses that the large tyagfrmanagers from BUNIT are
centered on operational aspects of the agencyscsatelivery with limited concern
for the outcomes to be achieved. Interviews faitedain more detailed descriptions
of shorter term outcomes in terms of descriptiofisth@ behaviours, skills or
attitudes that they would expect to change fordiient as a result of receiving the
agency’s services. With a focus on the long ranggeames the very meaning of
outcomes is rendered elusive. It is expected, therethat such elusiveness would
see managers from both CENTRAL and BUNIT being iestined to shift their
focus away from activities and towards outcomedgBw & Fowler, 2000; Greiner,
1996 in Halachmi & Bouckaert, 1996).

An interesting point from the interviews was raisé@GENCY refers only to the
longer term outcomes to which it contributes. Wittany of the problems of
government being complex, with inter-related sqcialltural, and economic
elements, it is reasonable to argue that the ssicoesndividuals in achieving
personal and economic prosperity (an outcome tahvAIGENCY identifies itself
as contributing to), is likely to be impacted byttars such as family dynamics,
socio-economic conditions, or the health statusclénts. Consequently, the
achievement of personal and economic prosperitynftividuals in the Queensland
community is more than likely to be a shared respmlity of several agencies with
each co-contributing towards these longer term @mu&s. Furthermore, responses
reveal differences in knowledge and understandetg/®en BUNIT and CENTRAL
as to what they believe outputs and activitieseagected to achieve. CENTRAL
appears to have difficulty drawing clearer linksvieen the services and products
delivered by BUNIT and the incremental outcomeseexgpd to be achieved by
delivering these services. BUNIT, on the other hajatherally experiences difficulty
in “seeing” beyond what services they deliveredtheir clients. The concept of

outcomes appears to have little or no relevan@UNIT.

138



The adoption of techniques such as change maptharsiibsequent completion of a
logic model to link AGENCY’s resources and actiedito its outputs should provide
a mechanism for AGENCY to create a visual map efrésources and activities to
its outputs which has the purpose of moving indiald toward the positive

changes.

The researcher introduced this concept to interwéswy Interviewees were asked:
“Some people think it is important to develop a ‘amaf results’ for developing
performance measures. What do you think about tHaThis question also sought
opinions on fwvhether a hierarchy of measures should be used teamehow are
logically linked”. The following comments were typical:

Um... | suppose a chain of results can help you aealhe
business can't it7lt is] much better. Outcomes are really what
you're supposed to do and if you have that chairesdilts you can

do a better analysis

| wouldn't disagree with that. Like if you starttiviwhat they are

going to achieve and then work down

Um that would be meaningful if we had the toolsadlect that
data. It's all very well and good to be able to sag know what
contributes to what but collecting the data is algem

That is a logical approach that we could take and would
measure things quite easily. But whether we captueefull depth

of the activities and the quality would be questige

While these responses indicate some support forthiberetical principles, the
interviewer suspects that, without a clearer dioecand intention from AGENCY
to venture down this path, managers would be uilike take the initiative to

develop such links.

When interviewees were questioned as to whethar waek unit has &stablished
clear strategic objectivesthat clearly describehbw it will contribute to these

major outcomes”and what outputs (products or services) it wilivda to achieve
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the desired performance levels, typical responses BUNIT were vague in that

they:

know whergtheir] business isfjand they]lknow whatthey] have
to achieve[and] they are aligned to the objectives set by the

agency

When asked whether their work unit collects infotiorathat might helginform it
about whether or not it is achieving these outcorhethe general response from

interviewees within BUNIT was:

No we don’t measure ‘better off’. To do that we ldaweed to go
further down to the grass roots level and look adividual

performance of what staff actually does in a pragra

| think maybe we could use other measures to determhether
we’re successful or nofHowever], | don’t believe we know
enough of the client — we don’'t capture all of thkent

information to be able to do that.

While most interviewees generally agreed with thengiple of developing a
logically linked ‘chain of results’, some queriddetdegree to which it should be

done. For example, one interviewee commented that:

you need to look at something like thgdowever] you need to

clarify exactly at what level you go down.

In particular, this response considered issues asdhow far down do you go when
you start delving into resourcesverall interviewees from BUNIT were of the
view that ‘there is not a hierarchy that they actually report at their level.” It
soon became obvious to the interviewer that thelle¥ commitment by BUNIT

was limited to pursuing the notion of developinghain of results.

This view was also supported by one intervieweeleygo within CENTRAL who
indicates that the collection of information thalgs inform the achievement of

outcomes:
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is probably done in an ad hoc way. Program measuaes
developed at an output level and we know how iinised to
government outcomes. It's done at a high level ibus not

unpacked at a lower level.
This view was shared by another who indicated that:

there is a disconne€ladbn] between the MPS level and the
operational level. The Managing for Outcomes at aperational

level becomes somewhat vaguer.

These responses suggest that AGENCY, particuldrlthe operational level of
BUNIT, is less inclined to shift their focus awanprn activities and outputs and
towards outcomes. CENTRAL also appears less coadewnith ensuring links are
developed between activities and outputs and tkemes to which they contribute.
As such, the researcher has some doubt about Hotigad use of assessments of
outcomes achievement by AGENCY. Rather the impbeais that the performance
measurement information collected by AGENCY is éygfor the purposes of
monitoring the agency’'s MPS targets from a budgaspective rather than the

evaluation of service delivery.

PM-1 argues that in order to reduce the gap inidimloutputs to outcomes and to
provide for a more meaningful understanding of ayengy’'s performance,
AGENCY should, in the first instance, unpack thetcomes expected by
government and more clearly document progressiveeaement towards these
outcomes (Hatry, 1999). This requires informationtmw outcomes change over
time and how outputs contribute toward these ouesorecondly, through linking
each of these components in a logical way, AGENGN improve its ability to
establish a common understanding of what BUNIT @&¥NTRAL must do to
achieve expected performance and how performantéevassessed (Patton, 1990;
Williams, 2003). As suggested by Alter & Murty (189 it will also reduce the
likelihood that the performance expectations of th® work groups will be
different. When this theoretical principle was pbse interviewees, their responses

were supportivelnterviewees were quickly able to identify signit benefits to
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them in being able to assess how they would knovatwheir programs were

achieving.

Using a change map and the logic model will stieegt the performance
measurement framework of AGENCY since it will bettefine “what they are
trying to accomplish, the early and intermediatecomes that must be reached to be
successful, how all of the outcomes will be measuend what actions they are
going to have to take to bring all of this changew” (Anderson, 2005: p 9).

5.3.2 Adoption of Theoretical Principle PM-2

In addition to seeking evidence of the extent tacwhAGENCY uses program
theory to describe its performance expectatioresséisearcher also sought evidence
of the extent to which AGENCY uses multiple typesl @ategories of performance
measures that are suitable for measuring the ssiafesutputs and activities in
achieving desired outcomes. The types of performaneasures expected relate to
outcomes, outputs, activities and resources; whikeome indicators and measures
of effect should be used to report progressive esgment of desired outcomes.

Categories of measures should include quantityjtyuand cost.

The researcher analysed information from relevawcuthentation of AGENCYso

as to determine the types of performance measuuses. AGENCY is required by
legislation (FAAA, section 95) to ensure that itsifhial Report communicate
performance against the objectives and outputdifehin its Strategic Plan. The
researcher therefore expected to find a close rakgr between the objectives and
outputs specified in the Strategic Plan and théopmance measures reported in the
Annual ReportAGENCY is also required to document its planned estimated
actual output performance in its MPS, which is présd to Parliament as part of the
annual budget process. The performance measuresteépby AGENCY in its
various documents are transferred into a tempkthawn in Figure 5-6. As shown
in Figure 5-6, it is clear that each of AGENCY’sykéocuments contain different

sets of indicators and measures.
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Agency Activities Target Agency Short Intermediate Long
Inputs Groups Outputs Term Term

Strategic Plan

%

1

v [

population QS_)M : ]
atisfaction !

aged 15 B with services 0
64 years in & products ]
programs :
1

Ministerial Portfolio Statement (MPS)

Quantity:

v

Revenue 4p % of clients

generated rograms gaining
Completed employment/

Total funding # f:llents provided further study
with support

Program
participation
rate

Quality:

- % satisfaction
- % programs
successfully
completed

Location:
% delivered in
regional Qld

Cost:
-Cost per hour
-Cost per program

Annual Report

- Funding # clients in Change in
for # programs Quality employment
clients by program by age % satisfaction status
program commen group
type cements # clients in Program
programs participation
— # Youth rate

i incentives

Figure 5-6 Performance Measures used by AGENCY in various dognents

The researcher argued earlier in this chapter &@ENCY’s Strategic Plan,
considered tde the primary document that describes its keyctioms, has fallel
short on adequately outlining how the agency iswplag to achieve long ter
outcomes (refer to Figure-3). The researcher suggests that a reader waowdtis

~

document to be qui difficult to find a common ground for discussion &
understandingof the agency’s programfor achieving gvernment's desire
outcomes This difficulty is largely because the programsd aactivitie: lack

specificity. The researcher also argued thausedbroad and vague objectives for
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activities and programs which make it difficult assess whether specific program
objectives have been achieved (Baldwin, 2000: p Ellowing this with a review

of Figure 5-6 the researcher finds that AGENCY'satic Plan, is extremely scant
on how it will measure its performance with onlyeajquality measure of output (that
is, satisfaction rates) being specified. A hierar@harrangement of indicators and
measures should enable an assessment of the idtentmmes expected from the
delivery of agency outputs, and the linkage betw&se outcomes and the long-
term outcomes desired by Government. Since thimba®een done measurement
in general will be error prone and ineffective” {& & Murty, 1997: p 104). The

result is a gap in performance information.

Figure 5-6 also shows the measures and indicatgbtisped in the AGENCY’s
Annual Report. The Annual Report identifies a fewrenindicators and measures

than does the Strategic Plan.

AGENCY is required by legislation (FAAA, section )9t ensure that its Annual
Report communicate performance against the obgtiwvid outputs identified in its
Strategic Plan. The researcher, therefore, expedisd a strong alignment between
the objectives, outputs and outcomes shown in Eidi#8 and the performance
measures reported in the Annual Report as showkigare 5-6. This alignment

might be considered by reference to the following:

Guiding Questions Pathway of Change Hierarchy of

Indicators/Measures
(www.treasury.qld.gov.au)

What was invested? Funds Funds by program type

What was done? Deliver Programs #Program commencements

Provide Support

How well was it done? Clients by age group % satisdbn

Was anyone better off? Individuals achieve persongl Change in employment statu
and economic prosperity

n

What changes occurred in
the community? Build individual capacity to
participate in the community
and in employment

Participation rates

Improved access to and
opportunities for achieving a
better quality of life

Table 5-4 Alignment of Pathway of Change & Meases
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As may be seen from Table 5-4 there remains amépei information for a number

of possible reasons, namely:

« The absence of some indicators and measures suzh aslicator to measure
whether clients received improved access to anartypities for achieving a
better quality of life.

= The appropriateness of measures such as satisfacttes as a measure of
whether the programs or support services were eteld/well. It is conceivable
that clients report satisfaction with a program fleasons other than whether it
was well delivered or whether it met their needscduld be argued that a
measure such as “the % of clients who successtaolypleted their programs” is

a better measure of quality than satisfaction rates

At a glance it can be seen that AGENCY’'s MPS ide#iyet another set of

indicators and measures which are used to monirreport against the agency’s
delivery of outputs. While the MPS includes two ubpneasures, namely revenue
generated and total funding, it contains severaasuees of outputs within the
classifications of quantity, quality, location am@st. Two outcome indicators
(percentage of clients gaining employment/ furthieaining and program

participation rates) are specified. Interestinghgasures contained in AGENCY’s
MPS have been included in the Annual Report. Howeabwese are included as an
appendix and do not form part of the body of thgore Measures reported in the
MPS are greater in quantity than in the other danis The reason for this is likely
to be associated with the need to comply with theegpsland Government’'s

budgeting process.

As proposed in Chapter 2, performance measureneehnigues should focus on
different types of measures. These types shoulidecoutcome indicators and
measures of effect as well as measures of outptnjtees and resources. Outcome
indicators should be collected and reported byraéaigencies. Measures of effect
should be collected by AGENCY to provide informati@mn its progressive
achievement toward the Government’'s desired outsonihe inclusion of
indicators, such as “% of clients gaining employthemd “program participation
rates’, relates more to longer-term outcomes. Their inclusn the MPS might
present a risk to AGENCY in being held accountdbleelements that are outside
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the control of it as a single agency (Friedman,120particularly given the absence
of shorter-term measures of effect. The inclusibthese longer-term measures of
outcome in the MPS appears to relate to thoseratdogely not within the control
of AGENCY (Carlin & Guthrie, 2001: p 23). The inslon of such measures is
likely to be unfair when AGENCY is judged on perfance that is also influenced
by others (De Brujin, 2002: p 582).

Although each of AGENCY’s documents detail differéppes of measures, the
most common types (in the case of the MPS) inclogasures of inputs and
measures of outputs. Input measures focus on fgriduels provided to AGENCY.
Output measures focus mainly on quantity and qualgasures, such as the number
of program completions and the percentage of cBatisfaction and the percentage
of clients who have successfully completed progravteasures of activity are non-

existent.

It is also evident that appropriate measures @cefére not reported by AGENCY.

Such measures should be reported to assist insasgeghether the client is better

off as a result of receiving the agency’s servicesch measures should enable
assessment of the performance within the boundseochgency (Pizzarella, 2004: p
635).

The QAO (2005b: p 15) in its audit report, foundttfor approximately half of the
outputs of Queensland government agencies thatditeml, “quantity measures
accounted for more than half of the measures regbrand that “approximately
54% of quality measures related to 3 [of the 1adtments, [and] 65% of cost per
unit measures related to 2 departments”. Similadifigs have been reported in
other Australian states where the suggestion ts“te&ng busy” is no substitute for
achievement (State of Victoria, 1999: p 49). Cistic has been levelled against the
use of predominately output measures at the expehsativity. The fact that
AGENCY does not employ measures of activity suggdastwill experience
difficulties in making a proper assessment of pannce that also requires “insight
in the process” (de Bruijn, 2002: p 592). Withoubbaus on process, AGENCY is
unlikely to answer the question “Was it done rigt{t?alachmi, 2005: p 262).
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Analysis of interview dataonfirms the findings from the review of documéiata,
only in the sense that the performance measurgelyaused by AGENCY are
guantity measures of input and output. The meadhasinterviewees identify as
being used by their respective work unit differstbhmse measures identified in
AGENCY'’s documentation (refer to Figure 5-6). Thpds of measures reported by

interviewees from BUNIT are shown in Table 5-5.

Input Outputs
= Operating results Quantity,
= Full-time equivalent employees Annual hours delivered [ahd]
(ftes) Client contact hours [cch]
= Revenue Output performance, broken
down into total by division, by

funds

= Quality:

= Dollars invested per client
completion

= The total number of program
completions achieved by clients
by ATSI, age groups, and
geographical locations

Table 5-5 Types of measures used as reported by émviewees

Clearly, this finding suggests that AGENCY colleprformance information on
yet another set of measures that may or may nointdaded in its published

documents.

While some interviewees from BUNIT state that perfance information is
collected for activities, these interviewees havticdlty in identifying which
activities are included in the measurement prod@se. interviewee responded that
these are collectedbhly at a certain levelbut was unable to specify the level at
which information is collected. Such responsesgsat) to the researcher that
interviewees feel a sense of disassociation from ghrformance measurement

process.

BUNIT identifies its measures as those limited wcHs and budgét while
CENTRAL generally identifies those measures docugtem the MPS, with little
acknowledgement of the content of the Strategio Blathe Annual Report. It is
apparent that BUNIT, the operational arm of AGENQGY,strongly focused on
expenditures and only on the quantity of serviceimd delivered. This finding is
consistent with that noted by Wholey & Hatry (199BUNIT and CENTRAL, in
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using different sets of performance indicators mmr@dsures, have different meanings
of performance. As suggested by authors, includiigoley (1999) and Behn
(2003), such measurement of performance is of didhitvalue if there is no
consistency in the story behind what is measuf@gportunities exist for AGENCY
to integrate better the managers’ understandiniipeaif operating performance and
the strategic direction of the agency. This is ¢ieat with the views reported by
Burns, Ezzamel & Scapens (1999) and Frank & D’So(2204). The use of
different types of indicators and measures in céffié documents has the potential to
confuse employees and stakeholders as to the penfime standards expected of
them and for what purpose these standards are toebeThis confusion may be

defused by using a common set of measures andatodscthroughout the agency.

Measurement techniques should focus on measure$feuft as well as different
categories of performance measures that are adealaset of quantity, quality, and
cost types of measures. For each service of thecggea mix of workload,

efficiency and effectiveness measures should beeldpgd (Frank & D’Souza,
2004: p 635).

Having identified the types of performance measwssd by BUNIT managers,
interviewees were asketHow do you go about deciding on which measures to

use? Why?"Typical responses from BUNIT are reflected in ¢tbenment:

The way that we've been working and looking at pleeformance
measures are that, whid@ENTRAL] has and by aligning with that.

And we're reporting back on what it wants.

It is clear from this comment that BUNIT's managemeare generally of the
opinion that decisions relating to the type of perfance measures that are used are
decided by CENTRAL. This view is further evidendsdthe following comment:

The type of performance measures we prefer tosusay outside
of [BUNIT’s] scope at the moment anywayWe work on a
system that gives us a certain allocationand [BUNIT] “does

not think management can make decisions to chghge] course
[of action].
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These comments strongly suggest that a top-dowmoapp is employed by
AGENCY in selecting performance measures. Such @mdtovn approach to
developing measures may affect the motivation afiagars of BUNIT since there is
a risk that it is viewed as “a command of centranagement or as a reporting
device to outside agencies” (Pizzarella, 2004: p)6%hese views may potentially
lead to a compliance-based attitude by those wBWINIT. Such potential is also
reported by Poole et al. (2000). There is evideridhis particular risk to AGENCY
by way of the following comment by a CENTRAL inteewee:

In terms of MFO in the actual title I'd say it's vking at the MPS
level, which is reporting upwards at the departmieut below the
level at once a year there’s a mad rush to repayéiast those

performance measures

This research suggests that although performanmemation is collected and
reported by AGENCY, through its work unit CENTRAthe reality for AGENCY

is that the MFO policy is “essentially undertaken of a sense of compliance rather
than a belief in its virtues” (Moynihan, 2005: pR1This is despite comments from
interviewees indicating their need for more dethifnd logical measurement of

their performance achievements.

While recognising the compliance natured process delecting performance
measures, the researcher offered interviewees piperinity to identify those
performance measures that they would prefer towsse they might possess the
choice of selection. Interviewee responses todportunity are shown in Table 5-
6.
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BUNIT | CENTRAL
WHAT MEASURES THAT THEY WOULD PREFER TO USE

= Number of staff sick days = QOperating results

= Professional development targets = FTEs

= Feedback from our clients and our staff | = AHDs

= cchs = The total number of program completiorjs

= Revenue achieved and that could include any
commercial arrangements, government
investment

= Dollars invested per completions
= Efficiency and effectiveness measures
WHICH MEASURES WERE MOST RELEVANT OR MORE IMPORTANT
= The relevant ones are output per FTE, cost Operating results, the FTEs, AHDs
per output — those are the main things. | = Revenue and expenses

There’s also FTE per expense =  Number of successful completions

= cch output — they’re important because i achieved; dollars invested per completed
we don’t achieve it then they have to fing program; efficiency and effectiveness
it from somewhere else and that means measures

someone’s job
= The most relevant ones are the financial
outputs and the cch outputs. That's what
the department judges our performance pn
Table 5-6 Interviewee Responses relating to the maares they prefer to use and relating to the
measures they consider to be most relevant or momaportant

Table 5-6 shows stark differences in preferencgsediormance measures between
BUNIT and CENTRAL. It becomes clear that BUNIT seas for ways to manage
its business unit from an operational perspectna is, managing human resources
and ensuring sufficient client numbers to generatpiired revenue. In relation to
work units’ preferences for and choice of perforsemeasures, one interviewee

from BUNIT commented:

We’d like to know cch [client contact hours] petigity and that

sort of stuff. But we're not even close to that.

CENTRAL, on the other hand, tend to seek measinasenable it to monitor the
performance of the agency as a whole.

These findings suggest that AGENCY’s primary gaalrheasuring performance is
to document what the agency is delivering in teofnsutputs. The suggestion is that
the primary goal is to account for its use of pulflinds. The findings also suggest
that there is a disconnection between the perfocemameasures reported and what
users consider relevant. This is largely attribletato the absence of any real

assessment of the process associated with spep#stlts. Consequently,
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AGENCY'’s performance measures are viewed as “outpeasures” rather than

measures that support an outcomes-based focus.
5.3.3 Perceptions of OBPM-in-Use

The adoption and application of OBPM and perfornream=asurement is a critical
consideration for achieving a focus on outcomegherQueensland government as
they continue to operate under the MFO policy. doging OBPM and applying
performance measurement practices, agencies retheoguality and accuracy of
performance information. As suggested by Ballouale1998), AGENCY would
obviously prefer that their performance informatisnof the highest quality. Put
simply managers must (Bovee, Srivastava & Mak, 2p0RL-74):

= get information that they find useful;

= understand it and find meaning in it;

= find it applicable to their purpose of interesaigiven context; and

= Dbelieve it to be free of defects.

Consequently, the opinions of interviewees weregbbwn aspects of quality.
Questions related to th@egree to which interviewees believe thpérformance
measurement information is sufficiently correctand whether intervieweé'sely

on the information and have confidence in the quigiiof information”.
Responses from BUNIT are typified by the followicgmments:

| don’t rely on that at all. I'd have to go ask fanore accurate
figures than that. We are struggling to get thattad®ecause
[BUNIT] doesn’t have the capability to get that data

We have to drill down fairly significantly to gethat we want
[and] we don’t have the mechanisms to get that data

The teams have issues with the integrity of tha éatry, but at
my level it is alright. | don’t have the resourdesbe going back
and checking on that
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| have to go look at different reports because vidiially they're

not accurate. | have to make a mental calculatiorkiiow where

we are

At the macro level I'm happy with it. At the midewel, is it worth

the effort to drill down?

They are simply basic reports that tell whether doasic
performance is being met and that’s all its doinig.depends on
how much you want to tell about performance. Sonestit takes
a day basically to drill down. | would normally lkat that on a

weekly basis or fortnightly basis

While managers from BUNIT were less than complimentof the quality of
performance information they receive, managers flGENTRAL gave mixed
responses about the quality of information. Fomexa, one CENTRAL response

was:

There are validation levels built into the data unpSo there is a
level of confidence there. It is as correct as pinecess put into

place
While other responses from CENTRAL were:

Every report has disclaimers and notes attacheil 8o there are
general concerns about the quality of our data. Biltink people

believe it because the department produces it

| think traditionally if you ask three different gale the same
guestion using the same data sources, you'd getethlifferent

answers

There is little doubt that AGENCY would obviouslyeper that its information
outputs be of the highest quality. While thereitidel doubt that data accuracy is an
important aspect of quality of information (Ballow/ang, Pazer, et al, 1998), the

quality of information does not exist in the absent its relevance to users and the
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agency. “Information itself does not exist excephew used for a purpose”
(Ballantine, Bonner, Levy, et al, 1996:7). AGENGYprocess for measuring
performance has the potential to not provide enagefgvant information, yet at the
same time are overwhelming to the user. Furthezpguality cannot be measured
in isolation from the usefulness. Information faisbe useful where it is incomplete
(Amir, Sumit & Varghese (2004).

Responses from the interview suggest that perfocmanformation reported by
AGENCY is viewed as less than useful. Indeed sudébrmation is likely to less
than useful where the measurement and reportingeoformance information
simply serves to meet AGENCY'’s legislative requiesnts under its budgeting
process. The researcher argues that such a vievactmpsignificantly on

interviewees’ perception of the quality of performa information.

When asked whether the performance informatioeasily available on a regular

and timely basis'responses are those included in Table 5-7.

BUNIT CENTRAL
= | could honestly say that there could be | = We can grab the data from the central
times when | may not look at that report system. It's exactly the same information

for 5 or 6 weeks and that would have very  that [SDCs] have. It's all the one
little impact on the next figures that would information

come up = We have a web-based system. All [SDCs]
= |t's easily available but it's not that have access to it
accurate (laughs) = We would like it to be a bit quicker than
= The performance reports are put on the when we get it. It all depends on how
internet so everybody can access that if quickly [BUNIT] process their data — they
they want to. That's been like that for 3 are very slowBut generally, monthly is
years now. fine

=  We try to get the information 7 working
days after the end of the month. The cch
report we work on daily, but the report is
available twice a month

Table 5-7 Interviewee Responses to questions relagi to whether performance information is

easily available on a timely and regular basis

Table 5-7 suggests that both BUNIT and CENTRAL hbhttle real concern over
the timeliness of the performance information thegeive. Clearly, receiving
information on a monthly basis is satisfactory fralCENTRAL perspective. This
is to be expected since CENTRAL would be requiredsummarise year-to-date
performance information for the central agencies.tle other hand, some of the
BUNIT managers are unlikely to access the inforarator a period of five to six
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weeks. The researcher is not surprised by thisoresp It might be reasonable to
expect that in cases where the information is camed to be useful or indeed
relevant then BUNIT would be likely to access théormation on a more timely

basis.

Interviewees were finally asked for opinions on tdegree to which they
considered performance information impacted on youork area”. Opinions were
sought in relation to the impact that performandermation has on the decision-
making of the management of BUNIT and CENTRAL, timeprovements in
performance that AGENCY may have experienced asualtrof using information
to evaluate the effectiveness of service delivaryd ultimately the ability of the
work units to improve their accountability for aehing expected performance

levels.

During the interviews, while it was generally exgged by BUNIT that while there
“is not enough informationto inform them of their achievement of the worktisn
objectives, the quality of performance measurenrdotmation has improved their
decision-making to the extent that they are ablddoide on Whether a program
can run or not run, whether we should be in theiress or notpr whether a team
is underachieving.” CENTRAL generally believes their decision-makingsha
improved by virtue of their newly implementedufiding redirection policy.”
CENTRAL report that such information enables themeview what butcomes the
[SDC]is giving in return for that investment.”

Decision making that supports the objectives of Mt&O policy involves choosing
amongst alternative courses of actions in ternte®@effectiveness in the attainment
of Government outcomes. Where performance infoonatloes not include a
balanced set of different types of measures, doisbtful that the level of detail is
sufficient for a cause-and-effect relationship ® drawn. It is probable that the
positive perceptions regarding the decision-makaapability of managers is
typified by what one interview offered:

We evaluate the performance of teams against theigats and

their budgetslt could be the case where it's not worthwhile Igein
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in the business because we can’t operate withinbildget that

part of the business is knocked off.

The implication is that the information used forcd@n making is largely for the
purposes of budget monitoring rather than for figerous evaluations of service
delivery options. A compliance focus by AGENCY whilave implications for
managers’ sense of accountability for results. dms of whether interviewees
consider the consequences or otherwise of non4peaftce, opinions are mixed.
Some interviewees indicated that there are no cuesees for non-performance
and other interviewees indicated the opposite. Marg particularly at the
operational level, regard the OBPM-in-use, inclgdperformance measurement in
their agency, as being incapable of challenge. Bht®nsistent with the comments
reported by Burns, Ezzamel & Scapens, (1999). Tisespme evidence to support
this view in the comment offered by one interviewdmat ‘the performance

measures are dictated PRENTRAL] whichis part of the issue
5.4 Implications of OBPM-in-use for AGENCY

The OBPM-in-use by AGENCY has certain advantageshie agency. At the same
time, however, AGENCY may experience several agdveftects from its OBPM-
in-use that it should be aware of before it atteniptenhance these practices.

Positive effects exist as a result of AGENCY’s OBRivuse. Firstly, it provides an
improved level of transparency to the overall perfance of AGENCY than that
provided by an input-focused approach. Improvemengsiblic sector performance
start as soon as an agency can measure its exatipgit (Osborne & Gaebler,
1992). Such transparency works towards improviregatcountability of AGENCY.

As noted by the QAO (2005b: p 7), measuring andntepy output performance is a
“primary accountability mechanism in the Queenslanglic sector’'s performance

management framework”.

Secondly, the current focus by AGENCY on measumogputs seems to have
resulted in an increase in outputs over recentsyearhat gets measured, gets done
(Peters & Waterman 1982; Osborne & Gaebler, 199hsBn, 2002; O’Keeffe,
2007). This is consistent with the approach of ueeensland Government's MFO
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policy, whereby the shift in focus is away from unp toward a greater focus on

managing for outcomes (Osborne & Plastrik, 1997).

There are, however, several adverse consequerateS@GENCY may experience as
a result of its OBPM-in-use. While the use of parfance measures improves the
accountability of AGENCY, too much of a focus orsessing performance for
accountability purposes tends to distract fromrbed to assess the efficiency and
effectiveness of service delivery. As suggested Halachmi (2005: p 262),
accountability tends to be compliant-focused andnfis assessment of whether
AGENCY is meeting legislative requirements assedawith the MFO policy. The
key objectives of the MFO policy suggest clearlhatthhe focus should be on
enabling assessments to be made of efficiency diedtigeness. As such the
researcher agrees with the views of Halachmi (2p(%62) that such an assessment

of efficiency and effectiveness requires a focupaductivity performance.

In the second place, restricting performance measent to outputs may encourage
game playing. While the focus on measuring outuis products may raise the
outputs in accordance with the performance stasdseti such an increase in the
number of outputs delivered may have either limedhegative social significance
(de Bruijn, 2002: p 579). This risk is identifiegt bne CENTRAL interviewee who
reported that the measures used by CENTR@ive the behaviours withifSDCs]
and if we just focus on completions, do we starcheapen the value of our
programs? Do we focus only on those clients mkshfito be successful?

Delivering complex services requires professiomalignd the task of measuring
performance mainly on the basis of quantity teredgghore the importance of this
aspect. As suggested by de Bruijn (2002), the psid@al does not ignore the
complexity of the task. It is suggested that thisuld be more so where the
interactions between the professional staff and thent is complex. The
professional staffer “builds up ‘tacit’ knowledge handling this complexity. Part of
this knowledge is about specific, local circumstsicof BUNIT (de Bruijn, 2002:
p 582) and performance should help assess thet affethis on the quality of

services delivered.
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Too great a focus on measuring efficiency at thgeage of assessing effectiveness
may inhibit innovation (Behn & Kant, 1999: p 47&fforts to maximise the number
of products delivered necessarily requires BUNITofdimise its resources. Such
optimisations occur at the expense of innovatiorsas such may not maximise the

effectiveness at which services may be delivered.

There is appears to be “an inherent problem” wWitABENCY with the way in
which OBPM is “commonly understood, implemented aiséd” (Halachmi, 2005:
p 256). It may be that given the particularly smalimbers of interviewees who
have undertaken professional development in eiffegformance measurement,
AGENCY is yet to possess the necessary internahaigpto implement OBPM
successfully such that it meets the objectiveshefMFO policy. Furthermore, the
researcher agrees with the view reported by Gianék002), that a continued
compliance focus on performance measurement ikalylieither to secure the
necessary motivation of managers to improve result® enhance the capacity to
provide effective services to the Queensland conitywurinformation about
performance is unlikely to be useful to manager® wh not possess the intrinsic

motivation to use their capacity so as to impraautts (Swiss, 2005: p 593).

5.5 Conclusion

The key principles developed in Chapter 2, namBM-1 and PM-2, guide the

collection of data in this research. A mixed-metteggbroach to investigating the
research problem and associated research quegimesated qualitative data that
contributed to a triangulated analysis of the OBPMgcluding performance

measurement practices, within AGENCY.

A critical group of practitioners was used to pdwviconstructive feedback relating
to the theoretical principles developed in Chap@&rdocumentation relating to
policy statements, guidelines, legislation, infotima bulletins and seminars, audit
reports, AGENCY planning documents, AGENCY MPS, a®@ENCY annual

reports were analysed for the purposes of gainmgmedge of the Queensland
Government's MFO policy, the intended-OBPM and @8PM-in-use at the

agency selected for this research. The case studlynéerviews were employed to
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investigate the extent to which the proposed moti€@BPM, including techniques

for performance measurement, is adopted and appiddsENCY.

The theoretical principle, PM-1, relates to the wayvhich an agency describes its
expected performance. Evidence collected in ttisarch determines whether there
is support for the application of program logicaigh the use of techniques such as
change maps and logic models to describe perforenarpectations. Discussions
with the critical group of practitioners and anaysf documentation determine

whether support is given for the theoretical pitei PM-1.

Several members from the critical group of pramtiéirs provided positive
comments indicating that PM-1 enables agencieseterohine why their program
contributed toward certain outcomes or why cer@@vernment outcomes were not
achieved. Examination of documents indicates thlatlenthe process of linking
agencies’ outputs to Government outcomes is clgilgn agencies should map the
cause and effect between its output and its ulancantribution toward outcomes.
With this being the case, however, there appeatseta lack of clarity of how an
agency would demonstrate this. The means by whichagency's delivery of
outputs would lead to, over time, the achievemémubcomes appears unclear, and
in most cases, is not well described. Support eI however, is found from
analysing information contained in seminar papersvigded to agencies in
information sessions. These papers advise agethaes order to link their outputs
to the results expected from the delivery of theaguts and then ultimately to
Government outcomes, they should describe a sefiexpected changes in the
behaviour, attitudes or skills of their client gpsuover time. This implies the use of

techniques such as change maps.

Analysis of documentation provided support for ftietical principle, PM-2.
Queensland Government agencies should measurermparfoe by developing
measures suitable for communicating their contrtlouto the Government’s desired
outcomes and suitable for assessing the successctofities and outputs in
contributing toward these desired outcomes. lteiognised, however, that, since
accountability for outcomes would be shared amosgseral agencies, outcome
indicator information is coordinated by central ages. Hence, there is no
requirement for agencies to report on the achiemeroé Government outcomes.
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They are, however, required to identify the Govesntoutcomes to which they
contribute toward and monitor and report on theitpats, including the agreed

output performance targets which are publishedhitual Budget Papers.

Findings from this investigation indicate that ttype of performance measure is
limited to outputs, while the categories relatetie quality, quantity, timeliness,
location, and cost. While it is apparent that agesi@o not have a legislative
requirement to report on components below the dutpuel, an analysis of
documentation does recommend the internal disagioegof outputs into lower
level components such as sub-outputs, activitieprojects so as to improve the

internal management of the agency.

Analysis of AGENCY’s documentation and analysisimatierview data provided
evidence of the extent to which the proposed moti€@BPM, including techniques
for performance measurement, is adopted and appiedAGENCY. These
documents show consistency in its statements ofefdovent and the agency’s
outcomes and strategic objectives. The statemenexmected outcomes appear,
however, to be long term in nature. There is nd@vwe that AGENCY describes a
pathway to contributing to these long term outcaniée result is an apparent gap
in performance information. Without greater clamdfiion of the how changes in
behaviours, attitudes or skills of its client groogn be expected from receiving
services from AGENCY, it will be difficult, if notmpossible, for AGENCY to
determine whether its interventions contributedamcertain outcomes.

The researcher did not expect interviewees to défieulty in identifying outcomes
at a very broad conceptual level. As expected, nhmst managers it appeared
relatively easy for them to describe outcomes gemeral level or to explain the
desires of the citizens of a community in broadmter While managers from
CENTRAL appeared more confident in defining outcenmia all cases CENTRAL
referred only to the long range nature of outcomfeBGENCY’s programs. Their
descriptions were fairly vague. Responses from BUMIdicated that the main
focus of BUNIT managers is generally on outputshWlittle consideration for the
outcomes expected from delivering these outputs Jinggests that with a focus on
the long range outcomes, the very meaning of outsors rendered elusive. It is
expected, therefore, that such elusiveness woeldnemagers from both CENTRAL
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and BUNIT being less inclined to shift their focasway from outputs and towards

short term or intermediate outcomes.

Results of the analysis of documentation of AGEN&s' well as the analysis of
interview data indicate that AGENCY’s Strategic Blaconsidered to be the
document that describes its key directions, appealse very scant on how it will

measure its performance with only one activity meagthat is, the percentage of
population aged 15-64 in programs) and one qualggsure of output (that is, client
satisfaction rates) being specified. AGENCY’s AnnR&port contains a broader
range of measures, while the MPS identifies yettlaroset of indicators and

measures, in more detail, which are used to moaitdrreport against the agency’s
delivery of outputs. The reason for there beingeatgr level of detail in the MPS is
likely to be associated with AGENCY’s need to coyplith the Queensland

Government’s budgeting process.

Although each of AGENCY’s documents detail differéppes of measures, the
most common types (in the case of the MPS) inclogeasures of inputs and
measures of outputs. Input measures focus on fgriduels provided to AGENCY.

Cost measures are also utilised. Output measu@ss fmainly on quantity and
quality measures. Measures of activity are extrgrlited and measures of effect
are non-existent. Without a focus on activitiepacesses AGENCY is unlikely to
answer the question “Was it done right?” The majoof interviewees identified

measures contained in the MPS with little acknogtedent of the content of the
Strategic Plan or the Annual Report. It is appateat BUNIT, the operational arm
of AGENCY, concentrates strongly on expenditured anly on the quantity of

services being delivered.

The data analysis also revealed that AGENCY induteits MPS longer-term

measures of Government outcomes. It is argued dyabearcher that the inclusion
of these in the AGENCY’'S MPS would seem to relat¢hiose factors largely not
within the control of AGENCY. The inclusion of sucheasures is likely to be
unfair when AGENCY is judged on performance thatlso influenced by external

factors.
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Data collected from interviewees suggested thatagers from BUNIT were
generally of the opinion that decisions relatingthe types of measures used by
them are determined by CENTRAL, that is, a top-dapproach is used. With such
a top-down approach to developing measures thera isk that performance
reporting is viewed as a command of central managéwr as a reporting device to
outside agencies. These views may potentially teaal compliance-based attitude
by those within BUNIT and suggests that manageagjqularly at the operational
level, regard the OBPM-in-use, including performaneeasurement in their agency,

as being incapable of challenge.

Where performance information does not includelarud set of different types of
measures, it is doubtful that the level of detailsufficient for a cause-and-effect
relationship to be drawn in this case. The impiarats that the information used for
decision making will largely be for the purposesbofdget monitoring rather than

for the purpose of rigorous evaluations of serdekvery options.

Managers from BUNIT appeared to be less than congpitary about the quality of
performance information they receive and reported they generally did not rely
on the information provided to them. Having séiistthey also appeared to accept
the apparent lack of data integrity on the basas tthey did not have the resources
to be going back and checkingsenerally, the opinion was that the informatisas
satisfactory at the macro level. However, at thermlevel it was not considered to

be worth the effort to drill down for further aceiy.

The OBPM-in-use by AGENCY offers certain advantaggethe agency. Firstly, it
provides an improved level of transparency to therall performance of AGENCY
when compared to that provided by an input-focusggatoach. Secondly, because
we know that “what gets measured, gets done” teeotifocus by AGENCY on

measuring outputs seems to have resulted in aeaserin outputs over recent years.

There are, however, several adverse consequersateBEENCY might experience
as a result of its OBPM-in-use. These include thiewing.
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= A greater focus on assessing performance for atability purposes tends to
distract from the need to assess the efficiency eifiectiveness of service
delivery.

» Restricting performance measurement to outputs emapurage game playing.
While the focus on measuring outputs and producy maise the outputs in
accordance with the performance standards set, auchcrease in the number
of outputs delivered may have either limited orate@ social significance.

= Delivering complex services requires professionaliand the task of measuring
performance mainly on the basis of quantity termdgyhore the importance of
this aspect.

= Too great a focus on measuring efficiency at th@eage of assessing
effectiveness may inhibit innovation.

= A continued compliance focus on performance measemntis unlikely either to
secure the necessary motivation of managers toowemesults or to enhance the

capacity to provide effective services to the Qg community.

The following chapter presents the results of aitket analysis of data collected in

the investigation of cost management practiceslifrgs are drawn and implications

of these results are examined. In particular, @ ohapter focuses on the analysis
of data collected to investigate the extent to Whieere is support for the theoretical

principles developed in Chapter 3. It also analyhesdata collected to examine the
extent to which the proposed methods of cost adoayp@are adopted and practiced

by AGENCY.
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CHAPTER 6 DATA ANALYSIS AND DISCUSSION -
PRINCIPLES AND METHODS OF COST
ACCOUNTING

6.0 Introduction

This research investigates the application of MAR &chieving public sector
OBPM in Queensland under its MFO policy. The prasichapter examined the
extent to which there is support for the theorétcanciples developed in Chapter 2
and the extent to which the proposed methods of NDB&#hd performance
measurement are adopted and practiced by the Qaedn&overnment agency

selected for this research.

This chapter presents the results of a detailetysisaof data collected to further
investigate RP-1. In particular, this chapter exssithe extent to which there is
support for the theoretical principles developedCimapter 3, namely, CM-1 and
CM-2. This chapter also presents the results & daalysis to investigate RP-2 and
the extent to which the proposed methods and plexiof cost accounting are
adopted and practiced by the Queensland Governemgericy selected for this
research. Findings are drawn and implications e$é¢tresults are examined.

The research problems, RP-1 and RP-2, developethiorstudy are presented in
Table 6-1. The theoretical principles developedCimapter 3, namely CM-1 and
CM-2 are presented in Table 6-2.

RP-1 RP-2

To what extent can contemporary MAPIn the selected case study, involving one
contribute to achieving the objectives joQueensland Government agency, what support
the Queensland Government’s can be found for the MAP proposed by this
“Managing for Outcomes’policy? research? To what extent are these proposed
MAP adopted and applied in order to achieve
the objectives of theManaging for
Outcomes’policy?

Table 6-1 Research Problems developed for this arch

As discussed in Chapter 4, a mixed-method appraaeldopted to investigate the
research problems including the research questlmatsguided the data collection
activities. A combination of document analysis aade study interviews was used
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to collect data relating to cost accounting prasicThis approach generated

qualitative data that contributed to a triangulaedlysis.

Documentation relating to policy statements, gumds, legislation, audit reports,
and AGENCY cost reports were analysed for the mepmf gaining knowledge of

the Queensland Government’s intended-costing amnddhkting-in-use at AGENCY.

The case study and interviews also provided eviel@scto the support or otherwise
within the Queensland public sector for the theoattprinciples developed in
Chapters 3. The case study and interviews invotuegl Queensland Government
agency (AGENCY), and selected participants from twark units (BUNIT and
CENTRAL) were invited to participate.

6.1 Cost Accounting Practices

The theoretical principles developed in Chaptere3psesented in Table 6-2.

RESEARCH QUESTIONS THEORETICAL PRINCIPLES

Cost Accounting Practices
(Chapter 3)

CM-1
Public sector agencies are able to determine the
cost of service delivery when they apply the
following techniques:

RQ-4 What type of costing information is = use of methods to assign direct costs to cost
required to be reported under the MFO objects;
policy? = identification of cost pools and cost drivers

for the allocation of indirect costs to

RQ-5 Is activity-based costing an appropriate different cost objects, including outputs and
costing model for agencies to use in activities; .
calculating the cost of its products and | * employment of contemporary costing
services and in assessing the efficiency methodologies, such as ABC, to improve the
and effectiveness of service delivery? accuracy of cost information.

CM-2

Public sector agencies are able to choose
amongst alternative courses of action in termg of
their costs when they employ techniques
associated with measuring cost efficiency and
cost effectiveness.

Table 6-2 Theoretical Principles: Cost Accounting Ractices

For CM-1 to be supported the researcher would éxfedind evidence of the

following:
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= The role of costing;

= The guidance by the Queensland Government cemjealcées to line agencies
on how to implement cost accounting;

= The level of detail of cost information requiringllection by AGENCY through
its work units, BUNIT and CENTRAL; and

= How AGENCY determines the cost of a range of olgj@utluding activities and

outputs.

In particular the researcher would also expectimal fevidence that AGENCY
employs costing methodologies that include the afseosting information, cost
pools and cost drivers to allocate costs to diffei@st objects so as to assess the

cost of its service delivery.

CM-2 will be supported where evidence indicatest ttast efficiency and cost
effectiveness techniques are used by AGENCY testssithe detailed analysis of

its service delivery options.
6.2 Evidence in Support of Theoretical Principles

An analysis of documentation from central agenevwes undertaken to determine
whether there is support for the theoretical pples, CM-1 and CM-2.

Documentation analysed included policy statemegtsdelines, and legislation
relating to cost accounting practices adopted by @Queensland Government,
including specifications for the level of detail obst information required to be
collected and reported.

6.2.1 Evidence in Support of Theoretical PrincipleCM-1

Analysis of documentation produced by central amndentified that under the

MFO policy, Queensland Government agencies arernssto collect, monitor and

report on the costs of the outputs delivered.

According to policy documents published by the rdgency the role of costing is
() to increase the knowledge of output costs bgnages; (ii) to assist agencies in
their internal budget allocations; and (iii) to eres appropriate resources are
available to achieve performance targets (Queedslaeasury, 1998: p 20). In

165



implementing MFO agencies should have a cultureishi@cused on delivering cost
efficient and cost effective outputs. Agencies sti@lso have a clear understanding
of the full accrual cost of delivering their sem$cand be actively managing these
costs (Queensland Treasury, 1998: p 34). While @slaed Government budgeting
processes centre primarily on monitoring and repgrof output costs, the central
agency recommends that an agency'’s internal costfognation mirror (at a more
detailed level) the external reporting arrangemedusting information required by
the Government should be consistent with infornmatagency managers need to
assess the effectiveness and efficiency of theuigs and the quality of resource
management (p 29). This can be achieved by thegglisgation of outputs into
lower level components such as activities or ptsjet which accurate costing of

these activities or projects can be achieved.

The Better Practice Guid@ublished by the Queensland Audit Office (QAO, @00
advocates the adoption of a costing methodologyadpncies that identifies cost
drivers of service delivery, allocates agency caape costs to outputs at the macro
level, and identifies the costs associated withviiets and projects. In applying
ABC as the recommended methodology, the QAO alsaisesl agencies to
document the methods they use in apportioning catpocosts to outputs and to
periodically assess the underlying assumptions usezhlculating costs so as to
ensure their continued relevance (p 7). A chetklikey principles (an extract of
which is shown in Figure 6-1) to be considered ggreies in adopting costing

methodology is provided in these guidelines.

Develop and implement v Use suitable activity-based costing to effectively
suital osting methods identify costs for key activities.

that accurate : :
'I'I= “-I'ft of deliverna : v Document the business rules for allocating

) "L.I“{“-'I"--" = indirect costs to projects, programs and outputs.
ULy allil

s that, collectively, v Develop rules for aligning projects to programs
[ tute the totality of and then programs to outputs, enabling costs to
the output. be tracked at the output level.

v Regularly review the underlying assumptions
used for costing fo ensure that they are still
appropriate for decision-making.

¥ Have costing procedures signed off by a senior
executive.

Figure 6-1 Extract of checklist for costing methodtogy
(Source: QAO, 2006: p 17)
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An output costing framework published by the Tregdbepartment (Queensland
Treasury, 1997) specifies that in determining th@ltcost of an output, agencies
should ensure that total costs relating to the yebdn of an output should be
included. In determining total costs of an outpall ‘tosts which cannot be traced
directly to a cost object should be fully attribditéaking into account the costs and
benefits of alternative attribution methods” (Queland Treasury, 1997: p 1).
Whilst the implementation of ABC is not mandatomyder this framework, it is

recommended as the preferred costing method. Ttnisudion should be carried out

“by linking resources to activities and activitiesoutputs” (p 7).

While it is recognised that the complexity of arelagy’s costing system may be
reduced by allocating costs at the broad outpuel|ev “detailed ABC system that
allocates input costs at the activity level shadativer more reliable output costing”
(Queensland Treasury, 1997: p 6). When attributidgect costs between different
cost objects or outputs, an agency may choose ifnany different calculation bases
or techniques. Two bases for calculation inclynl&§-19):

= cause-and-effect or cost driver, in which costd tamnot be directly traced to
specific outputs are attributed to a cost pool Whace then attributed to outputs
based on the factors that cause the costs to beéac

= pro-rata in which indirect costs are allocated daggon a common denominator

such as direct labour hours, direct labour dolarkill time equivalents (FTES).

While it is acknowledged that a cost-benefit analghould drive the decision as to
which allocation method an agency should use, &y documents encourage
agencies to use activity based approaches. Ageantesncouraged to adopt ABC
techniques which look at the underlying cost dsvand allocate costs on the basis

of cause-and-effect rather than simple pro-ratacations (p 26).

A step-by-step procedure for implementing an AB&tem is provided to agencies.
The procedure specifies four steps and each oktkesps are detailed through

worked examples in the policy document:

(1) Define activities.

(i) Collect costs by resource or resource cost pool.
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(i) Allocate resource costs and cost pools to actsitie

(iv)  Allocate activity costs to outputs by activity dzig.

These steps, as illustrated in Figure 6-2 are sterdi with the theoretical principle

CM-1 developed in this research.

GENERAL LEDGER

Figure 6-2 lllustrated steps for adopting ABC
(Source: Queensland Treasury, 1997: p 14)

The Queensland Government’s costing policy docungensiders several costing
techniques, including job costing, standard costing process costing. However,
ABC is considered to be the most accurate costieghod. Hence Queensland
Government agencies are encouraged to adopt ABEnd\gs are advised that in
adopting ABC they should be aware that the costdifidulty of implementation
increase as activities are broken down to loweele\At the highest level Table 6-3
highlights the shift in focus that is available wheutputs are costed on an activity
rather than traditional basis (Queensland Treadi#97: p 30).

Example Budget for Output 1 - User Licensing

Traditional costing $'000 Activity Based Coshg $'000
Wages and salaries 1,335 Issue new licences 580
On-costs 110 Renew licences 800
Direct Materials 350 Licence inspections 355
Occupancy costs 160 Investigate complaints 190
Computer costs 40 Assist in policy 80

Share of admin. development
overheads 120 Assist other departments 110
TOTAL 2,115 2,115

Table 6-3 Distinction between Traditional and ABC Msting
(Source: Queensland Treasury, 1997: p 30)

Through this analysis of central agency documematincluding guidelines and
policy documents, the researcher gained supportheoretical principle, CM-1,
developed in this research. This analysis alsoigeavguidance to the researcher in

the refinement of interview questions posed toigigdnts from the case study.
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6.2.2 Evidence in Support of Theoretical PrincipleCM-2

It is through the Queensland Government’s budggtimogess that consideration is
given to the level of investment to be made in agento ensure they have the
capacity to deliver the specified outputs in a ceféctive manner (Queensland
Treasury, 1998: p 1). In cases where an agencysubdelivery is below standard
or where analysis indicates that improvements mice delivery is warranted the
State’s budgeting process allows for in-depth ougmaluations. These evaluations
would examine those factors that inhibit efficiemd/or effective service delivery
(Queensland Treasury, 1998: p 12).

The MFO policy requires agencies to collect, manisamd report performance
information, including costs that is consistenthwibformation agency managers
need to assess the effectiveness and efficiendlenf services and the quality of
resource management. Such assessments are unddsjakeonitoring end of year
operating statements, statements of financial ijposiand output performance
statements over time. The MFO policy directs aget be “able to assess whether
output efficiency is improving, whether resources laeing effectively managed and
whether an agency's net worth is being maintainedieased or decreased”
(Queensland Treasury, 1998: p 29).

It would appear that the assessment of agenciderpemnce is largely from the
viewpoint of financial accounting in that the focofsthe information sought from
agencies is that which is related to the net cbseovices and state of affairs of an
agency for a given period. A financial accountiggtem is designed to provide full-
cost estimates that comply with generally accepaedounting principles. In
contrast, management accounting serves to provifbemation concerning costs
across different dimensions that are useful in erpp internal management
decisions (Bromwich, 1988; Geiger, 1998; Cooperl&8swulder, 1998). There is no
legislative requirement for agencies to providetiogsinformation across any other
dimension other than at the aggregate level ofuatpNhile agencies are urged to
develop cost efficiency and cost effectiveness oreasthe requirement is for these
measures to be established at the output and oattewel only. For example, an
agency which is responsible for the network of sbathy select measures such as

those shown in Figure 6-3.
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Cost Efficiency (cost:quantity) cost of program per capita

Has the cost per capita fallen over time?

Cost Effectiveness (cost:outcome) cost in relation to reduction in road fatalities

Have the results improved as costs have increased!?

Cost Efficiency Cost per km
Cost Effectiveness Cost in relation to improvement in:

Economic prosperity

Figure 6-3 Example of Cost Efficiency and Cost Effgtiveness Measures
(Source: Queensland Treasury, 2003)

Agencies can meet this requirement through themnicial reporting. There is no
imperative for agencies to develop sophisticatesticg systems in order to meet

this legislative requirement.

Having said this, further guidance is found in tlesting guidelines produced by the
central agency. Agencies are advised that theyldhoulerstand the impact on costs
of changes to the mix and specifications of outfngimg purchased. Agencies are
advised to gain an understanding of (Queenslanastiirg, 1997: p 8):

= the cost behaviours of outputs so as to identigfficiencies and take steps to
improve the value or reduce the cost of their ageutputs;

= the factors which drive the costs (i.e. cost dgyém their service production and
identify options for reducing input costs by usimdternative production

processes

The costing guidelines advocate that agenciesbeitiefit from the use of an ABC

system in the following ways (Queensland TreasL®@7: p 31):

= Agencies would have a more detailed understandirteofactors which drive
their product or service costs and hence be beltheed to identify opportunities
for driving efficiencies. For example, the coliget cost of a particular output
may appear to represent value for money, but a ooeg activity may be
overpriced. Implementation of best practice faattbomponent activity may

lower total output costs.
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= Better knowledge of the resources consumed atigctewvel and their relative
cost may alert agency managers to opportunities Hasiness process

re-engineering.

= Activities can be analysed by the cost and effeciess in adding value. Value
adding activities are those that, if excluded, wélgatively affect the quality of
the output. Once identified and costed, non-valdéing activities can be more

carefully managed or eliminated.

Further government efforts to ensure agencies iwgatothe efficiency and
effectiveness of their services is evidenced thinotite commencement of the
Aligning Services and Priorities (ASAP) program wahicommenced in 2001 and
continued throughout 2002-03. ASAP was establisghethe Government to review
its operations and ensure that services provideadgncies are aligned with the
priorities the Government seeks to achieve forammmunity. Through the ASAP
process the Queensland Government committed to redrapsively examine all
Government services and activities, including ciagsncy activities and processes.

Under the ASAP process agencies were required to:

= Segment each output into major activities;

= Map the relationships between agency activitiegputs, agency outcomes, and
whole-of-government outcomes;

= Provide a snapshot of each activity covering issweh as service utilisation
and demand pressures, emerging trends for the meitm, cost drivers and

resource issues and performance management frakeweasures and targets.

The primary objectives of ASAP were to identify opjunities to realign activities
and resources to improve efficiency and to enshia¢ Government outcomes are
effectively achieved (State Budget 2002-03; Budsfeategy and Outlook; Budget
Paper no 2). The major focus of this ASAP programwever, was a review of
cross-agency functions rather than activities dafiviual agencies. This review
instigated a shared services arrangement for agemeiorder to gain leverage in
terms of economies of scale and economies of iskihe processing and delivery of
common corporate functions across Government agené/hile the Government’s

concentration remains on cross-agency activitiebs fanctions it would seem that
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individual agencies are not likely to have inceesito adopt sophisticated costing
systems. Agencies have the option to simply comylly the legislation and collect,

monitor and report costs at the output level only.

While the guidelines and policy documents recommigreduse of ABC to gain a
fuller understanding of costs across a number wiedsions, the uptake of ABC is
not mandatory. The Queensland Government simplyires| the use of costing
method(s) that accurately state the total costutgud. Furthermore these guidelines
acknowledge that agencies must recognise that wifsll ABC implementation
may be an ultimate ideal goal, it requires maj@temyn and cultural changes and is
not something that should be rushed (Queenslandsiing, 1997: p 26). In fact,
agencies are advised not to adopt ABC in casesenpe26):

= the value of costs that cannot be traced direotiyutputs is small; or

= the benefits of understanding activity based perforce would not outweigh the
costs; or

= the internal time and resources are not curreniilable to succeed in its
implementation; or

= senior management is not committed to the process;

= using alternative costing or allocation methods Mooot lead to a material

misstatement of the total cost of each output.

6.3 Evidence of Adoption of Proposed Cost Accougtfractices

To seek evidence of the extent to which AGENCY aslegmd applies the proposed
cost accounting practices, the researcher apphed following mixed-method
approach:

= Analysis of AGENCY documentation; and
= Interviews with case study participants from two rkvaunits, BUNIT and
CENTRAL.

6.3.1 Adoption of Theoretical Principle, CM-1

Prior to conducting interviews with the case stydyticipants from BUNIT and

CENTRAL, the interviewer asked whether they hadpyoof cost reports that could

172



be examined to help focus the interview. Partidipdom CENTRAL indicated that
they do not use cost data to evaluate the perfarenah CENTRAL, but rather to
evaluate the performance of SDCs, such as BUNId tlae AGENCY as a whole.

An analysis of AGENCY cost reportas shown in Figure 6-4, identifies the types of

costing information used by AGENCY and by its warkts.

EFFICIENCY
Variances from
It As at 2006-07
em 30/06/06 2005-06 Target
Target | Actual % # % # %
Labour cost % of n/a
Rewvenue

Gross Cost/AHD

Productivity AHDs/Total
FTE

Productivity AHD/SDC
FTE

Productivity
AHD/Admin FTE

HISTORY AVERAGE ANNUAL FTE

% Variance

2001-02 | 2002-03| 2003-04| 2004-05| 2005-06 | 2006-07 2006-07 of Target (as
EOY EOY EOY EOY EOY Target Actual abowe)

# %

Paid FTEs (excluding leave without pay) averageerolre number of pay fortnights to date.

EFFECTIVENESS

Variances from

ltem soroaos 2006-07 2005-06 Target
Target | Actual % # % # %
% Programs completed
(all funds)
$/client

$/# clients successfully
completed programs

No. Work Cover Claims

Cost of Work Cover
claims

Unscheduled
Absenteeism (updated
quarterly)

Figure 6-4 AGENCY Sample Cost Reports

As shown in Figure 6-4, cost information reportgd@ENTRAL to the executive
management of AGENCY is largely on the basis opouperformance. CENTRAL
includes in these reports cost measures classifsedfficiency and effectiveness.

Cost efficiency measures which are reported ateagde levels include:

= labour cost as a percentage of revenue;

= gross cost per annual hours of delivery;
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= productivity in terms of annual hours of delivergrgotal number of full-time
equivalents; and

= productivity in terms of annual hours of delivesrSDC full-time equivalents.

Measures classified as cost effectiveness measoochsde those such as the
percentage of programs completed across all fundmgces; and cost per the
number of participants who successfully completedgmams. It is obvious,

however, that these measures of cost effectivemssseported by CENTRAL, are
output-oriented rather than outcome-oriented amee@fin Chapter 3. Once again
these measures are reported at the aggregatedolewatput only. Cost measures
associated with the activities undertaken by AGENSZ& not reported.

Annual performance agreements between BUNIT and THENL, as shown in
Figure 6-5, requires BUNIT to report regularly agdiperformance and cost targets.
Targets against which BUNIT must report include sueas of cost efficiency, such

as:

= the gross cost per annual hours of program delivere
= the total annual hours of program delivered pertttal number of full-time
equivalents; and

» asset utilisation rates.

Effectiveness measures against which BUNIT musbrtegoncentrates on the total
cost per the number of successful clients; andsfaation rate. Once again this
information is output-oriented and is reportedhat aggregate level of output. There
IS no evidence to suggest that BUNIT is requiredcédlect or report on costs

associated with key activities it undertakes ineortb deliver outputs or products

and services to its clients.
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2006-07 ‘Owner’ Performance Agreement

BUNIT
Item Revenue $$ AHDs Client Nos Expenses $$
*Total *Total
Revenue general Employee Expenses
Commercial ICT infrastructure
Other W
Efficiency Effectiveness
Target Best Target | BestSDC
9 SDC 9
Labour cost % of revenue Program Completion rate
Gross Cost/AHD $/Unique client
Productivity - AHD/Total FTE $/Successful client
Asset Utilisation - $Invested capital/AHD Satisfaction — community organisation:
Satisfaction - clients
ICT fleet within approved asset life
Staff wellness
- No Work Cover claims
- Cost of Work Cover claims
AVERAGE ANNUAL ETE - Unscheduled Absenteeism FTI>E<X days /'>:(_>F(Edays /

Figure 6-5 Sample Performance Agreement - BUNIT

In addition to the report it submits to CENTRAL oosting information, BUNIT

also compiles its own internal cost report. Thiteinal cost report is produced for

each directorate or business unit of BUNIT. A eswviof BUNIT's internal cost

report, as shown in Figure 6-6, indicates that cdetmation is limited to the output

and product or service level. Once again, it islent that costing information is not

collected at levels of activity or process.
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BUNIT COST REPORT
as at dd/mmlyyyy
DIRECTORATE DIRECTORATE A
COST ELEMENT ANNUAL
BUSINESS UNIT | ACTIVITY REVENUE/ EXPENSE DESCRIPTION BASE PLAN PLAN YTD PLAN ACTUAL [COMMITTED ARIANCE

$ $ $ $ $ $
Business Unit A Program1 [Total Revenue General XXX XXX XXX XXX XXX XXX

aaaa aaaaaaaaaaaa
Total Commercial XXX XXX XXX XXX XXX XXX

aaaa aaaaaaaaaaaa
TOTAL REVENUE XXX XXX XXX XXX XXX XXX
Total Employee Expenses XXX XXX XXX XXX XXX XXX

aaaa aaaaaaaaaaaa
Total Supply and Services XXX XXX XXX XXX XXX XXX

aaaa aaaaaaaaaaaa
Total ICT Infrastructure XXX XXX XXX XXX XXX XXX

aaaa

Total Infrastructure M'tce XXX XXX XXX XXX XXX XXX

aaaa aaaaaaaaaaaa
TOTAL EXPENSES XXX XXX XXX XXX XXX XXX
Program2  |Total Revenue General XXX XXX XXX XXX XXX XXX
Total Commercial XXX XXX XXX XXX XXX XXX
TOTAL REVENUE XXX XXX XXX XXX XXX XXX
Total Employee Expenses XXX XXX XXX XXX XXX XXX
Total Supply and Services XXX XXX XXX XXX XXX XXX
Total ICT Infrastructure XXX XXX XXX XXX XXX XXX
Total Infrastructure M'tce XXX XXX XXX XXX XXX XXX
TOTAL EXPENSES XXX XXX XXX XXX XXX XXX

Figure 6-6 BUNIT Internal Cost Report

The ability of AGENCY to report on costs associavdth activities or projects is
dependent on the processes used by the agencwttoergpng costing information.
The process used by AGENCY should include the itieation of cost objects for
which costs are attributed. The researcher wouskexthat if theoretical principle,
CM-1 is adopted AGENCY would have “different views costs that it wants to
measure” (Geiger, 1999a: p 47). Such views woutthige costs of outputs, costs of
activities, costs of projects, and the like. An mxa@ation of AGENCY’s cost
accounting system reveals that the only view orctvMGENCY collects costs is a
functional or departmental view. The design of AGENs costing system is shown
in Figure 6-7. It is evident to the researcher th@ENCY uses no other approach to
collecting and reporting costs other than a fumaioview. Hence it will have
difficulty in measuring costs associated with itstiaties. With AGENCY
producing only one output, AGENCY is capable ofisfging its legislative

requirement to measure and report the total cdsiatput.
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AGENCY

| 1 1

SDC 1 ] ‘ BUNIT ’ ( SDC 2 ]
\-
]

Total costs only
t Directorate 1 J ‘ Directorate 2 "/

(Cost Centre) (Cost Centre)

Team 1 Team 2
(Cost Centre) (Cost Centre)

Figure 6-7 Cost Ledger Structure of AGENCY
(adapted from AGENCY Finance 2000 project)

As evident from Figure 6-7 it is clear that AGEN®@¥s designed cost elements that
typically correspond to the general ledger accothmds align with its need to report
externally on its financial performance. There © evidence from AGENCY’s
documentation to suggest that AGENCY has develoenbus cost pools for the
purpose of attributing indirect costs.

The interviewer posed a series of interview questito case study participants

seeking their opinions of their currently implemaghtcost accounting practices. If
theoretical principle CM-1 is adopted, the researakould expect interviewees to
report that AGENCY collected costing information different dimensions and at

varying levels of detail.

Interviewees were asked to identify thigges of cost objectsthey use to collect
and measure costs. Most interviewees reported dbsis are not reported for
activities simply because there are too many d@svithat require costing An
interviewee indicated that cost of activities ipaged ‘in a broad sensedfor] the
different programs that they haveProbing this response suggested that costs are
reported for product or service. The reason peitbr a lack of costing on any
other dimension of costs was that CENTRAL was rmé do perform any other
slice of costs. One interviewee from CENTRAL offétbe comment thait’s very

hard to measure the cost of delivery at a prograkel because the systems are not

set up for it.”
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Responses relating to what BUNIT considers the nmpgbrtant and least important
cost objects suggested a lack of understandingosting principles amongst the
managers of this work unit. The typical responseBUNIT provide some evidence

of a strong focus on line item expenditure as fedp

= Qverheads
= Stationary
= Facilities

= Salaries

To probe for greater clarity in responses, interges were asked what they
considered more importantmanaging your budget allocation or monitoring the
costs of your deliverables; line expenditure items costs of objects Responses
from BUNIT were mixed with approximately half ofehnterviewees indicating that
the budget and line expenditure items were moreoitapt, with the remaining
noting that the monitoring of costs of deliveringdathe cost objects were more
important. When queried about their views, onerinésvee offered the following

opinion:

When your budget is stretched to the limit youtdtanking at the
delivery costs. The budget allocation doesn’t akvagver what

is happening.

There has to be a balance. It depends how you weanin your
business — whether you want to run it as a comrakbcisiness or

a community service. You need to know if you'reimga& profit.
While another interviewee commented:

Managing budget allocatiofis more important]because that's
what we’re actually measured on. For example, youaya mid-
year review with the department and the focus belltotally on
the output side and the expenditure. Line item moipa@re [is
important]because that relates to the whole budget.
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When asked for opinions on the dimensions and seaelwhich cost information
should be collected, one CENTRAL interviewee resigohas follows:

It is very difficult. Firstly, there is no accepteelivery model for
our [SDCs]. There are multiple pathways of achieving the same
outcome and they all have different cost implicagioand so
setting a generic price that is reflective of cisshear impossible.
And[the SDC]is further complicated by the fact that all di#et
types of costs are all included in the one modeéré is the cost of
keeping your doors open, there are the administeatiompliance
costs of running 4SDC] and all the inefficiencies that creep in of
being a government agency. There is motivationréak down
those different costing down but it's in 3 separateas of the
agency. They are working d8DC] specific costing models, one
of which is informing hopefully a new purchasingdslo But the
way their financial accounts are it becomes vemryvdifficult.
Every [SDC] has approached their cost accounting slightly
differently. They have apportioned the same castglifferent

ways. So you end up with data that can’'t be conghare

Interviewee responses provide evidence that théingosnformation is largely
gathered from general ledger accounts rather thamslating this raw financial
accounting data into cost elements of differenesypnd of greater detail. Stronger
evidence of this methodology is supported by a CENI interviewees’ comment
that costs are determined by usinthe' operating results’and that costing
information is collected fromlihe items”. Comments such as these are clear
evidence that costing techniques are pushed ietdalckground while the financial

accounting requirements underpinning the legistetaike forefront.

With this being the case, the interviewer soughti@we as to whether the work
units collected costs for their units’ purposesitetviewees were askedhdw the
work units get costing information on different diemsions of costs”.Typical

responses from BUNIT patrticipants include:

The line items
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| would have to think about that — how | would lddibwn to costs.

[long pause] don’t think we can

The only real cost level we go to is the team leVhkere’s not

much more than that

“The costing is done at a high level but it is notpacked at a

lower level.”
The typical response from CENTRAL is representethieyfollowing comment:

We just add up the total budget from the operatigiget and
divide by the number of hours, for example, thadabvered and
cost goes down {@BUNIT] level

Without doubt, evidence suggests a strong focuBUNIT and CENTRAL on
expenditure. This tendency is also reported by rositedies of the public sector
(Wang & Gianakis, 1999; Chenhall & Langfield-Smitt99; O'Toole & Stipak,
2002), which are characterised by highly aggregéiteahcial measures that rely
primarily on information from the financial accoung system. This suggests that
AGENCY will experience difficulty in reporting castt the level of detail required
to make assessments of the most cost efficient whykelivering its products or
services or its activities (Geiger, 1999a: p 48) as such is likely to reduce the
relevance of cost information to users “since rpigtiactivities would be measured
together” (Pizzarella, 2004: p 641).

The interviewer posed a question to interviewedsngsthem to consider whether
measuring the costs of activities are more important than nseang the cost of

outputs”. A senior manager from BUNIT responded:

Cost of outputs — at the end of the day that istvihdmportant

and it is more important than activities

The typical opinion held by interviewees from CEMAIRIs represented by the

comment:
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Probably at the macro level it is a reasonable thito do —
because all the inaccuracies are swallowed up enlbttom line.
Comparing[SDCs]on a cost basis is probably fair. But comparing
some things on a cost basis is unfair because efntimber of

issues that they don’t have control of

Once again, the evidence points to the practicAG¥NCY on using aggregated
financial information to measure the total costaaftputs. Once again, it soon
became obvious that a compliance-focus approaclkcosiing is adopted by
AGENCY.

As the interviewer probed for further informatioancerning costing methods one
senior manager from CENTRAL noted an interestingnpahat is, AGENCY
maintains a database of the various costs of seetivery by the various SDCs.
Referred to as Cost of Efficient Service DelivempjBct (CESD), the interviewer

was advised that

We can go down to a lower level if we have CESD ¢ogt of
service delivery) data. There is the CESD in whBUNIT] puts
in their data and there is a set of definitions floe different kinds

of costs.

This CENTRAL manager revealed that AGENCY emplog®mewhat simple ABC
system. Discussions with this manager noted that $istem, however, is not
integrated with AGENCY’s accounting system. Thesimiewer was advised that
while BUNIT “puts in their data” according to & set of definitions for the different
kinds of costs;” these costs areuSually at a high levelin regard to the defined
activities. Defined activities include those such @elivering support services,
providing infrastructure, corporate governance, aefivery of client programs.
Each of these activities is defined at a high leWhile there was confirmation from
another interviewee from CENTRAL that this systenturrently being used, it was
commented that the accuracy of the costing infamnatntered into the system by
BUNIT is “questionable” given the view thatthe assumptions that are being built
into [this] model are generally being supported as strategrdg’arather than costs

in particular
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While it was pointed out by CENTRAL that this costimodel is:

“based on[BUNIT’s] data[and as such]t is hard for them to

argue”.
CENTRAL is also of the opinion that:

“[BUNIT] is likely to always reserve their opinion until yheee if
they are better or worse off. If they are worse thiéy won't

support it. If they are better off they will.”

The CENTRAL interviewee offered that there were appt low levels of
commitment by BUNIT indicating that:

“it is easy to get agreement for high level topigsdnce it starts

to creep into the operations level that's whenllifalls apart.”

Following discussions with CENTRAL about its CESBaon became apparent that
the costing model was indeed used to allocate tdoests to high level activities
carried out by the agency. For example, salariegslpaBUNIT which are processed
and recorded in the general ledger and allocatedhéo various activities in
accordance with the number and type of employagfgtworking on that activity.
As further probing questions were asked by thenmdwver, it soon became apparent
that the CESD system was a tool by which AGENCYlaqost direct cost only to
these high level activities. As such it soon appedo the researcher that the CESD
was not a simple ABC system.

To be certain that the researcher’s judgementriecowith respects to the purpose
of the CESD, the interviewer returned to CENTRAL &ofollow up interview so as
to seek responses on how AGENCY attributes indicagts. As specified by
Queensland Treasury (1998: p 7), the costs of ¢sitphould include all costs
including direct costs and indirect costs. Intemge responses suggest that
AGENCY does not apply a methodology for attributingirect costs at any level
below the output level of the agency. This is sufggbby typical comments from

CENTRAL indicating that indirect costs incurredttne corporate office are:
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“not distributed out to thESDCs]” and that

“costs of programs are just tH&DCs] base cost — they don't
include the costs ¢CENTRAL]".

The typical response from BUNIT managers was:

We don't really allocate indirect costs. The teamue only
charged for direct delivery costs. Fee for servmegrams are

charged a fixed percentage allocation.

There is no clarification or clear direction howeth allocate these

costs. We get a bucket of money

| don't think so(laughs)| don’t think they have any idea about

indirect costqvery sarcastic)

Clearly, these responses all point to the fact MGENCY does not employ an ABC
system to determine the cost of activities. To esewhether there might be some
potential for the agency to consider this sometimine near future, the interviewer
asked for opinions on whether simple technique$ siscpercentage allocations or
survey-of-time-spent techniques to decide on tloeatiion formulas might be useful

responses from BUNIT managers were:

We have an overhead that is predetermined. Asuliois as it
soundsBUNIT overheads | take for granted and just go well
“that’s not going to change”. They're not going 8D let's just
....... Other people whinge and carry on about the 50%
but...heh

No — you can’t. The delivery of our products and/iees is very

complex

They can be unfair because different programs coste than

other programs — so percentage allocations are unfa
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| don’t believe we actually allocate costs on adebasis. It's not
looking at what the main activity would be and iatiting the
costs to that activity. That's a weakness. | thifs based on a
macro level looking at our budget and what our\atgs are, and
looking at the cost of differefDCs]

Indirect costs such as overheads are very, verylpatiocated by
our agency but particularly by thiSDC]. At this[SDC] it is still

done by percentage basis of outputs. All it doexisally damage
the chances of what services we should be minignisased on

cost.
One operational manager from BUNIT offered thedaihg comment:

in the past we were located in the city and was ipartnership
between [BUNIT] and another[SDC] and we had to inthe cost
of the rent and cleaning which came out of our idgvhich was
kind of fair enough. But on top of that we hadlkso pay BUNIT
$1.5 million in overhead costs. If we had a chaioé to run with
that and we could get it somewhere at a cheaper aad a much
more efficient rate it would be much better. Weewaharged for

services that we didn’t use and would never use.
Another manager from BUNIT commented:

In identifying possible strengths or weaknessethenway AGENCY calculates its
costs, one interviewee from BUNIT explained a passimpact under the current

way in which overheads are attributed:

I’'m certainly aware that there are overhead costattneed to be
covered. That allocation process is what actuallyives
behaviours of oufunit] directors. So if we had incentive based
overheads where they can be a little more innoeativ their
approach and they can reduce their overhead casteuld drive

their behaviour a different way. If you were a shjanit] director
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and knowing our current system you could actualyiver less

outputs pay less overhead and get paid the whole.
Reasons offered by several interviewees for notating indirect costs are that:

“in the past we worked out cost drivers, but theetspent to do
that wasn’t considered worth it. You can never eyafragreement
on how to allocate indirect costs. You spend haléirytime

debating and arguing.”

| would actually be looking at each part of thakar separately
each part of the corporate services area and thisatl cost area
and breaking that cost down into actual expenditame actually
driving them to that budget and then allocatingadbrmula model
where teams are actually purchasing that servitevduld take a
hell of a lot to do that. Because it's not measufeyg the

department how much effort are you going to put itt

Evidence from AGENCY'’s two work units provide a atandication that not only
does the agency not use ABC as a costing methogdtogetermine the costs of
outputs or activities, but the agency has placeghifstant barriers that will

ultimately compromise any efforts to adopt ABC,
6.3.2 Adoption of Theoretical Principle CM-2

Interviewees were asked whether they thought tiatcosting techniques they use
have assisted them fievaluating the efficiency and effectiveness ofelih service

delivery”.

One interviewee from BUNIT reported that in ternfsewaluating their business
that:

[It is] hard to analyse your business if you don’t have right
information. Very difficult..... heh. Um ....I suppdsecause of
those overhead costs .... We tend to be credtaugdhing)
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While others commented:

I’'m constantly discussing that with staff who atié# kve in the old
world where quality is about the number of hours geliver and
that you offer all of these wonderful things. Big just not cost
effective. Programs have closed down for that vegson. You
just don’t make money out of it.

They don’t understand that ... they just think thatrgva public
provider and that a public provider provides goahsces and it
doesn’t matter what it costs.

Particularly if we have projects | like to do a lmt profit and loss
to see how we’re tracking...because in some areastotiontact
hours doesn’t always equate to..... like you can dieeaing fine

in contact hours but the return on the dollars & wery good.

Our efficiency is ... well we might be able to redtimeamount of

delivery we do — clients come in with differentuiegments.

There are times — not a lot- when people takeoinfithe dollars
and cents and not the real value of the outcontes &t those
times when you need to be a bit challenging ofptfaetices. It's
not a one-fit all. | mean sometimes | say “I knowaivyou're

saying, but | need to run my program this way”.

It helps me make decisions about the operatiotissoDirectorate.
If we want to choose between this or this — thede évaluate the

costs of doing it and the effectiveness of it.
CENTRAL reported that

“the performance indicators they use are in two gates:
efficiency and effectiveness. The effectivenesthasoutcomes

achieved, that is, completions.”
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It was reported that CENTRAL

“does not measure cost of effectiveness. Costs aasured on

efficiency basis onlyfthat is] productivity and hours per FTE

In evaluating the efficiency of BUNIT, one interwiee from CENTRAL offered the
following example. Where BUNIT is measured on themployee expenses to

revenue percentage:

[BUNIT] has a target which is the same for ev¢gBDC] and it is

monitored monthly. If they are up around 70% them say there is
something wrong here. We say to them that thegrelthve to increase
their revenue or decrease their employee expernsesine back to

target.

While most interviewees from BUNIT recognised th&és a constant tension they
face” in which they often have to assesghéther they might be able to reduce the
amount of delivery they dath order to ‘achieve quality”,one interviewee indicated

that efficiency is consideredrterms of hours against expendittire

CENTRAL appeared confident in their responses, witle interviewee indicating

that they are

“[We are] constantly measuringBUNIT’s] efficiency” [SDCs]
are ‘placed on a league ladder from the most efficierthe least

efficient.”
Another interviewee from CENTRAL commented:

| use comparisons with last year. Cost reductiorhis result of
maximising the process. Costs haven't increased itmach but

their outputs has improved significantly.

Our agency has dramatically improved our cost oiveey. But
some of that may have to do with so much demanalufoservices

which has actually driven our staff to take on macévity. | mean
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the only way we can gain efficiencies really in ¢8DCs] is
opportunities in our actual hours per FTE. We dopét have

better operational control, but we will have.

Having drawn an earlier conclusion that AGENCY dowg employ a costing
methodology such as ABC, it is difficult to seesea in AGENCY’s argument that
it has dramatically improved their cost of delivety may more be the case that
AGENCY'’s total expenditure as a whole has beencgedwhile at the same time
contact hours of clients has increased, that‘isyae for less” budgetary constraint.
Efforts to delve into the types of services, pradumr outputs that have achieved a
lower cost were not successful. The researcherestiggghat such extolment is

largely rhetoric rather than anything real basedamd costing information.

Data provided by an ABC model should inform AGENGIY the resources used by
the various activities undertaken to deliver ouspuas suggested by Cooper &
Slagmulder (2000a), an ABC system should not osysht AGENCY in identifying
the cost of activities but should also assist identifying efficient ways to perform
them. However, there is some doubt that the emptoyrof any ABC model at such
aggregated level of activities would prove usetulBUNIT. Differences in costs
amongst SDCs are likely to be the result of diffieess in accounting practices rather
than through differences in the process of serd@wery. It is the difference in the
process of service delivery that AGENCY should oders so that informed

judgements may be made about efficiency and elfengss.

BUNIT’s service delivery options involve quite colap interactions with its clients
with each type of interaction likely to have di#at cost implications. Determining
costs at high levels has the advantage of igndhagcomplexities in activities. The
risk to AGENCY, however, is that, as de Bruijn (2D8uggests, it may not motivate
the managers of BUNIT to be innovative in the seafar more efficient and
effective ways of delivering its services. Withdliieing the case it is not surprising
that some doubt exists as to the level of commitribgrBUNIT to developing this
system. Apparent low levels of commitment are iathd by the comment from
CENTRAL that
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“it is easy to get agreement for high level topigs dnce it starts

to creep into the operations level that's whenllifalls apart.”

This was confirmed by the comments from a senioNBUmanager:

| don’t think there is a sense of ownership thérat there should
be.

The small selection of cost measures of effectigeng likely to limit AGENCY’s
ability to choose amongst alternative courses tibas in terms of their costs and
their effectiveness in the attainment of governmeumtcomes. AGENCY should
develop measures that relate cost to departmentabmes. AGENCY should also
develop measures that relate cost to a more détaNel of its activities in order to
make informed judgements about its product mix gnedefficiency with which its
activities and outputs are delivered.

While the budget monitoring techniques are impdrfan overall cost control by
ensuring that costs remain within budget, they @b support many types of
decisionssuch as the most appropriate service delivery nptibhe QAO (2005b: p
3) found from its recent audit of Queensland Gornent agencies’ performance
management systems that “a more detailed costipgoaph at the activity level
would enable departments to better assess theeeffic of their operations and the
cost effectiveness of service delivery”. It is pabke that, as Behn (2002) notes, an
appropriate organisational culture that is necgssaenable the critical assessment
of service cost and quality may not exist. As iragliby Gianakis (2002), public
sector agencies are rarely in a position to repb#t the cost of a particular service
is, largely because they are not required to do so.

It is unlikely that the costing information colleckt by AGENCY’s work units will
reflect the full range of information needs of mgement operating within the
Queensland Government's MFO policy. It is appardrat AGENCY does not
currently determine the cost of service deliveryainvay that enables it to assess
appropriately the most cost efficient or cost difer means of delivery. This is
despite the comments by interviewees, particuldrhse from BUNIT, that such

detail is required if they are to know the costvaich their programs are delivered.

189



For it to improve its cost management techniquesassential for AGENCY to gain
a better understanding of the needs of managemienttp proceeding with the task

of improving the measurement of costs.

The implication of AGENY'’s costing-in-use is thaetbases for decision making is
largely for the purposes of budget monitoring ratttean as a result of rigorous

evaluations of service delivery options.

6.3.3 Perceptions of Costing-in-Use

The adoption and application of cost accounting recessary consideration in the
efficient and effective delivery of an agency’swsegs. In adopting and applying
cost accounting practices agencies rely on thetguald accuracy of their costing
information. As suggested by Kelly (2002 available on
http://home.xnet.com/~jkelley/Publications/Costfldy), any inaccuracies in
costing information will reflect the processes ugadgathering costing information
and for choosing those items for which costs awggsb The IFAC (2000: p 18)
warns that inaccuracies will be evident in casesrelthe basis for allocating costs
is done on a general basis.

The interviewer enquired as tdhe degree to which interviewees believe that
costing information they receive is sufficiently gect”. Interviewees were also
asked“whether they rely on the costing informationand what“their level of

confidence might be”.

Generally, interviewees from BUNIT indicated thataccuracies in costing

information are common. Typical responses from BUNkEre:

Simply because we work on those percentage basgsdibn't
reflect the true costs at all. We don't know thletend of the

financial year whether the percentages are corogatot

It would be nice if it was accurate and not havéeep a separate
set of books.
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| don’t know that we need more than what we've §@é& don't

need anyone to actually verify that it's accurate

CENTRAL, on the other hand, reported that the imfation was sufficiently correct

because theydhly looked at the total"Typical responses were:

It doesn’t make a whole lot of difference becauss] look at the

total. It all ends up in the right place.

The chart of accounts is fairly specific. If you down to the
lowest level you'll find anomalies but it doesndncern me. We

look at the total.

At the momenil] don’t drill down unless there is an issue. | only
rely on it at the high level[We would need tolimprove the

accuracy of data entrfto do otherwise].

When asked whether the costing informationeasily available on a regular and

timely basis typical responses from BUNIT are:

The line expenditure items are available, dependimgwhat
[they] do. Material costs and HR costs are available oregular
basis. Efficiency in costing and whdtkey]re at is clearly not as

available.
It is available, buthe meaningfulness is debatable.
| have access but there’s not much credibility e financial side.

[long pausefosting comes from our payroll reports and HR and

get them from finance. It's collected through finan
Interviewees from CENTRAL considered:

We can grab the data from the central systemeltactly the same
information that[SDCs] have. It's all the one information. We
have a web-based system. [SIDCs]have access to it
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We would like it to be a bit quicker than when vet i It all
depends on how quickfBBUNIT] process their data — they are
very slowBut generally, monthly is fine

The above comments are not surprising, particulgilgn the lack of an appropriate
costing system. The researcher purports that wthere is no effective costing tool
employed by the agency, then one should not bk sur@rised if managers perceive
any information reported at disaggregated formsbéoinaccurate and of poor
quality. Likewise, it is not surprising that CENAR, which is only interested in
the total costs of the agency as a whole, woule mevconcerns for the accuracy or
otherwise of the detail contained since it hasatevance.

This finding was made by the QAO (2005b: p 3) wheretes that “at the majority
of the departments reviewed, costing was limiteth&allocation of direct costs and
corporate overheads across the department's olUtp#scording to the
Government’s costing policy, “the purpose of cogtiutputs is to estimate the
funds required through the State Budget proc¢®aleensland Treasury, 1998: p
25). The implication of this is that the costingpegach adopted by AGENCY is one
that is more likely to be based on its needs targesufficient resource allocations
through budgeting processes of the Government. ilipsication was identified by

one interviewee from CENTRAL who reported that:

“there have been numerous attempts to come up esburce
allocation models but in the end you get resourfresn the
government — we have the model there but we geiutiget and

we have to decide how we’re going to use it.”

Hence it is not surprising to the interviewer théten she queried interviewees as to
whether managers are held accountable more for-blgw/in budget or blow-out in
costs of service delivery, interviewees generaéigponded that BUNIT getsa“
bucket of moneyand as such they arenbre accountable for blow out in budget”.
This implies that the primary focus of AGENCY is tre budget allocation until
and unless further investigations are warranteds ifplication supports that which

is reported by Moynihan (2005).
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6.4 Implications of Costing-in-use for AGENCY

This chapter details the costing accounting prastithat AGENCY currently
adopts. These practices have certain advantageS8G&NCY. At the same time,
however, AGENCY may experience several adversetsffieom its costing-in-use
that it should be aware of before it attempts tioagice these practices.

Positive effects exist as a result of AGENCY’s augin-use. These are addressed
below.

1. The allocation of only direct costs to BUNIT ha® tkignificant advantage of
attributing only those costs directly within BUNBI'managerial control. As
suggested by Bourget (2003: p EST 15-2), this aggiras a down-top approach
where BUNIT must explain their results to CENTRAKho in turn explains
them to the executive management of AGENCY. Thu®NBUs results are best
interpreted and explained by those who are bestrrdd.

2. The totalling of costs by AGENCY removes the comjties associated with
costing for multiple activities. As pointed out Byzzarella (2004), the technique
is simple as it removes the difficulties associa#etth trying to reach agreement
amongst SDCs as to what to include and exclude ftben cost data.
Furthermore, as AGENCY is required to report exdlynon its performance,
some level of managerial control is exercised lyvér the accuracy of the data
since “variations in account classifications aretraised” (Pizzarella, 2004: p
645).

3. In establishing broad high definitions of servic€ENTRAL’s application of
the ABC model eliminates situations where there p@ycomplex interactions
between the provider and the recipient of the seri\s a result it is likely to be
more successful in its efforts to measure cost®sacmmultiple disparate
activities. Mullins and Zorn (1999 in Pizzarella020 p 640 & 648) suggests that
ABC is “most suitable for standardised productschitpossess precisely defined
production processes” and “straightforward processee best suited for
obtaining reliable cost data because these cont@exian cause variations in
reporting”. Furthermore, considerations should bemto the cost—benefits of
adding these complexities (Halachmi, 2005). As ssggl by Frank and
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D’'Souza (2004), the benefits likely to accrue to ABCY from taking this

approach may outweigh the costs from obtaining rmédion across these
complex activities of BUNIT. This particular aspestbeyond the scope of this
research. However, opportunities exist for fut@search to consider the point at

which costs outweigh benefits.

There are, however, several adverse consequerate8@GENCY may experience as
a result of its choices in design of the cost systand the choice of techniques to

determine costs.

1. While the use of costing information improves tlieauntability of AGENCY,
too much of a focus on assessing performance fayuatability purposes tends
to distract from the need to assess the efficieamny effectiveness of service
delivery. As suggested by Halachmi (2005), accduihiya tends to be
compliant-focused and permits assessment of whelliiENCY is meeting
legislative requirements associated with the MFQ@GcpoThe key objectives of
the MFO policy suggest clearly that the focus stidad on enabling assessments
to be made of efficiency and effectiveness. As Elala notes, such an
assessment of efficiency and effectiveness requardscus on productivity
performance.

2. Restricting the measurement of costs to aggregaiesns that the multiple
activities of BUNIT would be measured together. sThifects what Pizarella
(2004: p 645) defines as the “purity of cost infatrman”. While “the
consolidation of costs may provide more accuraselte [for AGENCY] their
usefulness is limited because numerous activitiese eeflected”. The
implications for the accuracy of AGENCY'’s costirgy as noted by Pizzarella
(2004: p 641), that the cost per program wouldb®eequivalent to the cost of
each program delivered by BUNIT divided by the nemtf employee hours per
program but rather the cost of all BUNIT’s servicigded by the total number
of FTEs. Such information is likely to have litielevance to the management of
BUNIT and as such may affect managers’ motivatioruse this information
effectively.

3. At the risk of reporting what several studies hagported previously (Radin,
2000; Poole et al., 2001; Gianakis, 20P#svada & LoStracco, 2002; Modell,
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2004; Frank & D’Souza, 2004; Modell, 2005; Moynih@006), the potential for
AGENCY to develop a compliance-based attitude isentiaely when the focus
on determining cost is limited to aggregate leviedt serve purposes of securing
resources through the State’s budgeting proceBseker & Bradley (2000) note
that the Queensland government is characteriselidby levels of conformity.
As such, there is likely to be significant presspi@aed on AGENCY to adhere
to the rules and procedures associated with meésriggislative requirements
of the budget process rather than enhancing ititiedito meet the key

objectives of the MFO policy.
6.5 Conclusion

Key theoretical principles developed in ChapteroB8uked on pertinent questions
concerning how the agency collects information osts; the types of cost objects
used by the agency; methods for allocating indiregsts; views about cost
management techniques developed by the researahdr;techniques used by

AGENCY for evaluating the efficiency and effectiwss of its service delivery.

A combination of document analysis and case statBrviews with 12 managers
and directors from two work units, BUNIT and CENTRAwithin one Queensland
public sector agency was used to investigate RR€l ia particular, the extent to
which there is support for the theoretical prineglCM-1 and CM-2. This mixed-
method approach was also used to investigate RRd2thee extent to which the
methods and principles of costing accounting predads this research is adopted
and applied by AGENCY. This chapter presented &selts of data collected from

these analyses.

Documentation relating to policy statements, gumnds, legislation, audit reports,
and AGENCY cost reports were analysed for the pepmf gaining knowledge of
the Queensland Government’s intended-costing am@dbkting-in-use at the agency
selected for this research. The analysis of thigud@ntation suggested support for

theoretical principles, CM-1 and CM-2.

Under the MFO policy Queensland Government ageraesequired to collect and

report on the costs of outputs delivered. While ¢becentration is on determining

195



the total costs of outputs, agencies are advisedetelop an internal costing
capability that mirrors their external requirememgencies are also required to
have an understanding of the cost impacts of risc®s. In determining total cost of
outputs, those costs which cannot be directly ttaoea cost object should be fully
attributed by linking resources to activities artivaties to outputs. In establishing
these linkages agencies are encouraged to useé driv@s (that is, cause-and-effect)
to attribute indirect costs to a cost pool for dasdtribution to outputs. The
attribution bases should be the factors that ctheseosts to be incurred. While the
implementation of ABC is not mandatory, it is thecommended costing
methodology. A step-by-step procedure for implenmgntABC is provided to

agencies.

It is apparent from the evidence collected fromaaalysis of documentation that
Queensland Government agencies must choose amaltigstative courses of
action by measuring cost efficiency and cost eiffeciess of their delivery options.
Assessments of agency cost performance are latgkén from the viewpoint of
financial accounting, that is, by monitoring end ydar operating statements,
statements of financial performance, and outpufop@ance statements, over time.
Such assessments, however, simply serve to prdullieost estimates of the
agencies’ performance. There is no legislative irequent for agencies to measure
costs at a level lower than output. Unless theranismperative for agencies to
calculate costs at a greater level of detail thdy likely take the option to report
aggregated cost of services from agency financ@aoanting systems. The
implication is that agencies’ costing methodologyikely to serve the purpose of
securing sufficient funds through the State’s btidge process rather than
improving its ability to understand the cost impaaf its service delivery
alternatives. While agencies are urged to developt efficiency and cost
effectiveness measures the requirement is for timesesures to be established at the

output and outcome level only.

An analysis of AGENCY cost reports identified thges of costing information
used by AGENCY and by its work units, BUNIT and CHRAL. If theoretical
principle, CM-1 is adopted the researcher expeatxponses suggesting that

AGENCY collected costing information on differenimeénsions and at varying
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levels of detail. The analysis of interview datatteought to determine the extent to
which AGENCY has adopted and applied the theoregigaciple, CM-1, suggests
that the cost information reported by CENTRAL te@ tbxecutive management of
AGENCY is largely on the basis of output informatiolt is at the output level that
CENTRAL reports its cost efficiencies and effectiges measures. Measures that
are classified as effectiveness are arguably outpignted rather than outcome
oriented. This same finding is evident in the typésost information contained in
BUNIT’s performance agreement.

It is also apparent through an analysis of BUNIiRternal cost report that BUNIT

focuses on the output and product or service lekels apparent that costing
information is not collected at levels of activity process. The findings of this
investigation suggests that BUNIT has a strong $omu line item expenditure with
costing information largely being gathered from @@h ledger accounts. It is
apparent that indirect costs are not distributecot objects below the output level.
Furthermore, it is apparent that AGENCY does nwitatte indirect costs to BUNIT

— BUNIT is charged for direct costs only. The réswdf analysing interview data
indicate that costs are determined by simply “udimg operating budget results”,

that is, costs are determined at the aggregatedele

A review of AGENCY'’s cost accounting system showattthe only dimensions of
cost that are measured are functional or departhensts. It is apparent that the
accounting system provides no means for measuiffeyeht dimensions of costs.
Further there is no evidence to suggest that AGEN@Y developed various cost
pools for the purpose of attributing indirect coskde indirect costs incurred by
BUNIT are generally distributed to teams by the ofa pre-determined percentage
allocation. The analysis of interview data confirthe findings from the document
analysis: AGENCY collects cost information only #te level of output and

AGENCY'’s systems do not permit collection at anlyastview.

The findings of this investigation suggest thatphienary focus of AGENCY and its
work units, BUNIT and CENTRAL, is on the budgetoattion until and unless
further investigations are warranted. The implmatof this is that costing is likely
to be based on AGENCY'’s needs to secure sufficiesdurce allocations through
budgeting processes of the Government.
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In determining whether AGENCY adopts and appliesttieoretical principle, CM-
2, findings from the data analysis indicate thatEN&Y includes in its cost reports
cost measures classified as cost efficiency anéctfeness. However, cost
efficiency measures are reported at aggregatesleltes arguable that the measures
of effectiveness, as reported by CENTRAL, are outpiented rather than
outcome-oriented. Furthermore, it is probable thatlimited selection of measures
of effectiveness will not enable AGENCY to chooseoagst alternative courses of
actions in terms of their costs and their effecte®s in the attainment of

government outcomes.

Service delivery involves quite complex interactiawmith its clients with each type
of interaction likely to have different cost im@itons. While AGENCY employs an
ABC system to collect costs, these costs are delfleat a high level of activities.
The determination of costs at high levels is likébyignore these complexities.
Furthermore, interview responses indicated that #lceuracy of the costing
information entered into this ABC system by BUNIF questionable. With this
being the case, it is doubtful that the informatmmoduced by this system would
prove useful to AGENCY. As such, it is not surprgsithat some doubt exists as to

the level of commitment by BUNIT to developing tsigstem.

The results suggest that it is unlikely that thestioy information collected by
AGENCY’s work units will reflect the full range ofnformation needs of
management operating within the OBPM environmenteunthe Queensland
Government’'s MFO policy. The adoption and applmatof a more complex cost
accounting system is a necessary consideratioadmieving a focus on delivering

its services both efficiently and effectively.

Furthermore, in adopting and applying cost accognpiractices agencies rely on the
quality and accuracy of their costing informatidn. general, findings from the
analysis of interview data suggest that managersBUNIT consider that
inaccuracies in costing information are common. tBea contrary, analysis of
interview data from CENTRAL suggests that these agans do not give much
consideration to the accuracy or otherwise of tbstiog information since they
simply look at the total. According to managersnmircCENTRAL accuracy or
otherwise of costing information is not of parambimportance since “it all ends
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up in the right place”. While both BUNIT and CENTRAnanagers considered that
the information was accessible to them, BUNIT comtee that although the

information was available, the meaningfulness of fjuestionable”.

The results of this investigation indicate that ABEY has previously attempted to
develop better costing systems. However, despitg, tthe apparent view of
interviewees is that at the end of the day AGENGCatsgresources from the
Government. It is apparent that while the focuAGENCY is to secure the budget

funds from the Government, AGENCY simply needseoide how it will use it.

The cost accounting practices of AGENCY have certdvantages. Firstly, the
allocation of only direct costs to BUNIT has thgrsficant advantage of attributing
only those costs directly within BUNIT’s manageraintrol. Secondly, the totalling
of costs by AGENCY removes any complexities assediawith costing for

multiples activities. Finally, in establishing btbadefinitions of services,
CENTRAL's application of the ABC model eliminatesustions where there may

be complex interactions between the provider ardéhipient of the service.

At the same time, however, AGENCY may experienaeise adverse effects from
its costing-in-use that it should be aware of befdrattempts to enhance these
practices. While the use of costing information ioyes the accountability of
AGENCY, a greater level of focus on assessing perdoce for accountability
purposes tends to distract from the need to assessfficiency and effectiveness of
service delivery. Furthermore, restricting the nueasient of costs to aggregates

will mean that the multiple activities of BUNIT wiilbe measured together.

Finally, there exists the potential for AGENCY tewlop a compliant-based
attitude when the focus on determining cost istlahito aggregate levels that serve

the purpose of securing resources through the’Stategeting processes.

The following chapter draws conclusions from thesearch. Implications for

practice, theory and possible areas of future rebesre also provided.
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CHAPTER 7 CONCLUSION

7.0 Introduction

The aim of this research is firstly to determine tontemporary MAP that should
be considered to meet the Government's objectieesathieving public sector
OBPM in Queensland under its MFO policy. Seconds tlesearch aims to
determine the extent to which these MAP are appliedGENCY, the Queensland
Government agency selected for this research.isirdigard these aims are reflected

in the following statements of the research problem

RP-1 To what extent can contemporary MAP contribute to
achieving the objectives of the Queensland Governmis

“Managing for Outcomes”policy?

RP-2 In the selected case study, involving one Quexand
Government agency, what support can be found for
MAP proposed by this research? To what extent arehese
proposed MAP adopted and applied in order to achie¥ the

objectives of the*Managing for Outcomes”policy?

The Queensland MFO policy, which is embedded inslagion, requires the
accuracy and comparability of performance and ama as the fundamental
ingredients for OBPM. Principles underpinning th&M™ policy focus agencies on
the following techniques to operationalise MFO:

= enabling measurement, reporting and monitoring @fgpmance in terms of
resources, activities, outputs, and contributiodesired outcomes; and
= determining the costs of outputs.

To assist in understanding the theories underpgnam OBPM environment, along
with the technical and methodological aspects of RviAhe following research

guestions were formulated.
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RQ-1 What contemporary MAP should be applied to an OBPM

environment?

RQ-2 Under the MFO policy, what type of outcomes-bsed performance
information should be reported by public sector agecies?

RQ-3 What approach should public sector agencies agt to establish
linkages between its strategic direction and its pgrams or
interventions so that the agency may explain its odribution to
desired changes in conditions of the community ands residents

and ultimately to the Government’s desired outcomes

RQ-4 What type of costing information is required b be reported under
the MFO policy?

RQ-5 Is activity-based costing an appropriate costig model for agencies ta
use in calculating the cost of its products and seices and in

assessing the efficiency and effectiveness of seevielivery?

A conceptual framework is developed for implementine MFO policy within the
Queensland public sector environment to which MA#/ ine applied. Based on this
framework, which is developed in Chapters 2 andh®, research questions are
translated into a set of propositions. In chapteth@ researcher examines the
principles and concepts relating to OBPM and, intipalar, performance
measurement techniques, to develop a frameworkittedQueensland public sector
agencies in meeting the MFO objectives. The theorgerpinning contemporary
cost accounting is presented in Chapter 3. Joi@hapters 2 and 3 identify MAP
best suited for public sector agencies operatinthizvithe OBPM environment
prescribed by the MFO policy. A set of theoretipahciples is developed.

These principles set out what the researcher expketfindings of the research to
be (Rowley, 2002). They guide the investigatiom iresearch problem, RP-1. They

also guide the collection and analysis of data tfa¥ investigation of research
problem RP-2 and the extent to which MAP is adopted applied by AGENCY,

the Queensland Government agency selected forabémrch.
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To meet the objectives of this research a mixediotepproach was adopted (Jick,
1979, Polit & Hungler, 1995;lick, 1998)to find support for and possible revision of
the set of theoretical principles that underpirs tiamework. The data collection
and analysis is then structured in order to suppmortrefute the theoretical

propositions.

Chapter 4 provides a description of the mixed-met#aproach to this investigation.
A combination of briefings and consultations witlerdtical group of practitioners,
document analysis, and case study interviews wasl. uShis research process

generates qualitative data that contribute toriaagulated analysis (Jick, 1979).

The critical group of practitioners is used to pdevconstructive feedback relating
to the theoretical principles developed in Chaptrand 3 (Golby & Appleby,
1995). In the first place, documentation is analy$er the purposes of gaining
knowledge into the Queensland Government's MFOcgadind the intended MAP
and to seek support for the theoretical princigleseloped in this research. Since
documentation may only partially reflect realityydamay only tell the researcher
what should be done, not whether it is actuallyed{Robson et al., 2001), a case
study is used to investigate the extent to whie gloposed MAP is adopted and
practiced by AGENCY. The extent to which the pragmMAP is adopted and
practiced by AGENCY is also analysed through ansilg$ the agency’s planning
and annual reports, and its performance and cpettse

Chapters 5 and 6 present the results from theagtan of mixed-method approach.
They describe the detailed analysis of the datd,imuplications of these results are

examined.

The researcher argues that this research makegndicsint contribution to the
theory of public sector OBPM. First, this reseapcbvides guidance to Queensland
public sector agencies in the ongoing implememabb the MFO policy that is
theory-based (Andrews, 2002 in Frank& D’Souza, 2004rough developing a
framework based on sets of theoretical principles,Queensland Government may
establish realistic expectations for the implemiéotaof MFO. It should assist in
clarifying the steps to take in implementing MFOitiWthese steps being more
clearly linked to theory, the Queensland Governnmaay reasonably expect that
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agencies will adopt and apply appropriate MAP thiahbles the implementation

across its agencies to be successful.

This chapter summarises earlier chapters of tlasishand draws conclusions to the
research problem and associated research quedtiomations of this research as
well as implications for practice, theory and pbksiareas of future research are
also provided. Conclusions drawn from examiningrésearch questions relating to
research problem, RP-1, and the findings from iigasng research problem RP-2

are provided in this chapter.

7.1 [RP-1]] To what extent can contemporary managernne
accounting principles and practices contribute telaeving the
objectives of the Queensland Government'$lanaging for
Outcomes” policy

A focus on outcomes is a central element in thee@siand public sector OBPM.
OBPM is underpinned by the notion that an assessofean agency’s performance
should shift the focus from resources (inputs)n®e tise of resources in delivering
services that contribute to the significant ecorwarid social benefits that accrue to
the community. Agencies operating within the OBPWNManiework should
concentrate on thinking about what government iadoieve and the selection of
appropriate strategies to get there. Thus stratptfioning is the main linking
mechanism between the agency's actions and theome& desired by the
Queensland Government. The approach, thereforgoabkoriented, containing the
goals and performance measures for each phase agemty program’s life cycle.
The objectives of the MFO policy require public teeananagers to make decisions
on the basis of what the agency’s programs areewicly for the community and at
what cost. MAP focuses on supporting strategiovdies and changes in processes
and structures (Chenhall & Langfield-Smith, 199®uch techniques include

performance measurement and cost accounting.

Performance measurement involves the periodic mesmnt of specific program
inputs, activities, outputs, short-term and intedrate outcomes. Outcomes
measurement should be guided by formally stateeatibps of the agency. It should
focus on what government has achieved (outcome)omy on how it goes about

achieving it (process). Furthermore, to provide pleteness in the performance
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assessment of the agency, the design should ineatepa balance of indicators that

reflect the range of accountabilities to stakehalde

For cost accounting to serve a useful role in anay its design should improve the
agency’s capability to measure resources consumealccomplishing a specific
purpose, performing a service, providing a prodactgarrying out a program. This
requires a need to understand the configuratiacwfities and how they interrelate.
The interrelation of activities is determined ummmsideration of the organisational
structure of the agency and where joint respontsildibr costs is shared within it.
The capability to measure resources consumed igewsth through obtaining
different views of costs to be determined includprgduct, function and business
process. With this in mind, the dimensions of ubefss, truthfulness and
affordability associated with collecting costing famrmation influences the

complexity of the cost accounting practices.

In investigating RP-1, the connectivity between theture of the Queensland
Government’'s MFO policy and the MAP required to s the objectives of the
policy were examined. Figure 7.1 depicts how thesmcepts are conceptually

connected.

Public
Sector

Knowledge Knowledge
of what of cost of
programs service
are ; H
achieving % - delivery
Management
Accounting Practices
&
UG o
......... Llpys
............................................ OBPM

Figure 7-1 Conceptual view of the connectedness beten MFO and MAP
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The key ingredients of the MFO policy are knowledgke what government
programs are achieving as well as knowledge ofctist of service delivery. This

convergence of these ingredients and MAP is corecewith the following:

= measuring government service delivery through thy@ieation of performance
measurement techniques; and
= measuring the cost of service delivery throughapplication of contemporary

cost accounting techniques.

The theories of OBPM, performance measurement ast accounting are dealt
with in Chapters 2 and 3. As a result the follows®g of theoretical principles is
developed. These principles identify MAP best sliter public sector agencies
operating within an OBPM environment. These prilespnform the investigation

relating to the research problem, RP-1.

PM-1 Public sector agencies should develop change map$ogic models
that link resources, activities, and outputs tdhairc of outcomes so
that the agencies may demonstrate how they cotgriha the
achievement of the Government's desired outcomlets. Will enable

them to meet the objectives of the MFO policy.

PM-2. Public sector agencies should measure perforendoyc developing
measures suitable for communicating their contibutto the
Government’s desired outcomes and suitable forsasggthe success

of activities and outputs in contributing towaresle desired outcomes.

CM-1: Public sector agencies are able to determinedbkeof service delivery

when they apply the following techniques:

= use of methods to assign direct costs to cost t&)jec

= identification of cost pools and cost drivers fdretallocation of
indirect costs to different cost objects, includmgputs and activities;

= employment of contemporary costing methodologiashsas ABC, to

improve the accuracy of cost information.
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CM-2: Public sector agencies are able to choose amaittgshative courses
of action in terms of their costs when they empl@ghniques

associated with measuring cost efficiency and effettiveness.

7.1.1 PM-1 was developed to answer the research gtiens RQ-1 and RQ-2

The OBPM process, as a comprehensive and integratanning, budgeting and
performance management approach, begins by focasinggency on its mission,
goals and objectives. The steps of measuring andtonmg performance provide
valuable information on which to evaluate perforec@nFrom this feedback the
agency adapts its planning and service deliventesgies.

In implementing OBPM, agencies’ starting point ésfirstly identify the desired
outcomes of the government to which it contribufBise next step is to set clear
strategic goals along with a pathway to achieviresé goals. These determine what
is to be measured. Agencies are then requirechkotlie activities they undertake
and the resources required to the outputs thatribate towards achievement of
these outcomes. This linking process is designedembance an agency’'s
understanding of and use of performance informasitvategically to improve its
performance. It is also designed to communicatakeholders how the work of the
agency contributes to government outcomes. Therehasvever, an apparent
weakness in the typical OBPM linking process. Ting between the government
outcomes and an agency output often appears “braad far reaching”
(Commonwealth of Australia, 2002: p iv) resulting &n apparent gap in

performance information.

In recognising that the relationship between agsicactivities, outputs and
outcomes can be complex and challenging, PM-1 resemds that an enhanced
linking process that makes this link more appastiwuld be adopted. This may be
achieved by not only documenting the long-term onte that the government
wants to achieve, but importantly how these outa@ange over time and how the
agency’s outputs and activities contribute to thesanges (Hatry, 1999; Behn,
2003). Such enhancements to the linking processacigeved through the use of

change maps and logic models.
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Change maps (Brown, 1995 in Hernandez, 2000; Cb&nkKubisch, 1998) enable

the clear articulation of intermediate and shomteoutcomes that support the
achievement of higher level government outcomegid-models (Montague, 2000;
Friedman, 2001; W.K. Kellogg Foundation, 2001) are effective technique for

mapping resources and activities to outputs anuohatlely to outcomes. These
techniques provide a mechanism to create visuakméphe activities and outputs
and ultimately the series of outcomes expecteddlRiag these visual maps
requires focused decision making in order to defaseurately how activities,

outputs and outcomes are connected at any givesi, lag well as how one level
relates to other levels. Jointly the techniquescliinge maps and logic models

describe more fully the performance objectiveshefagency.

The success of using change maps and logic modgends on how well the
agency can identify the incremental steps that nregelents and/or communities
toward the long-term outcome/s (Alter & Murty, 199¥ 112). The recognition of
these conditions in measurable terms requiresttataell whether these conditions
exist or not. Agencies will then be able to docutrtbrir progressive achievements

in contributing to these changes.

At a broad conceptual level it does not appeariadiff for agencies to select
outcome categories. Most people, for example, whiitlren to grow up in stable
and safe family homes and be able to function aglymtive members of the
community. While agreement is more easily reachethia general level, as the
process of defining outcomes becomes more spetifec,concerns of particular
stakeholders differ. A considerable element of henigg between conflicting
interests often inhibits the ability to identify darmeasure outcomes adequately
(Smith, 1995: p 14). Additionally, the long rangature of many government
programs and the time-lag before outcomes becorseradible often means that
agencies are less inclined to shift their focus yadwam activities and towards
outcomes (Boland & Fowler, 2000). These issuesoftam render the very meaning
of outcomes and effectiveness potentially changeaid elusive (Smith, 1995;
Wang & Berman, 2001). Consequently, the specificatof these in practice,
particularly at the intermediate and short-terneleis often rare rather than routine

(Campbell, 2002). Despite these difficulties thezeains a continued interest for
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the public sector to move beyond the provision eviges to the development of
programs that target specific outcomes that betteéitcommunity (Ellis, Braff &
Hutchinson, 2001).

Justification for government programs has beconserdgil for credibility and

depends on a sound programming process that cleatplishes a link between
theory, the program model and subsequent changearticipating target groups
(McKensie & Smeltzer, 1997).

7.1.2 PM-2 was developed to answer the research gtien RQ-3

Under the Queensland Government's MFO policy, agsnoeed performance
information about the achievement levels of the gmms they deliver.
Consequently, agencies should collect informatiwat is increasingly focused on
tying resources to their intended objectives antimakely to the outcomes of
government efforts (Williams, 2003). To do thisfommation is required on the

following aspects of an agency’s performance:

the processes and activities they undertake;

= information which permits them to assess the ostfthat is, services or
products) they deliver;

= the short-term changes in symptoms or severityroblpms targeted by their

services; and

= broad long-term effects after services have ended.

Delivery of this information requires quantificatio Appropriate quantification
requires the use of various types and categoripgrddrmance measures. The types
of performance measures should relate to outcorpafputs, activities and
resources, while categories of measures shoulddecatffect, quantity, quality and

cost.

Measures of effect show whether the agency’s diarg better off as a consequence
of receiving the services and will gauge the effeicthe services on the lives of
citizens. Measures of effect focus on changes itisslattitude, and behaviour

and/or circumstance (Friedman, 2001). Performanceasores suitable for
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measuring the success of activities and outputsintiv different categories.

Categories should include:

I. Quantity of Activities and OutputdHow much service was delivered? How
many people received the service? How much of egs®or activity associated
with the delivery of outputs was undertaken?

ii.  Quality of Activities and Outputslow well was the service delivered? This may
be measured through resident or client satisfadioneys. Quality of processes
or activities may also be measured in accordanteadherence to standards.

iii. Cost How much did the service cost in terms of thetsde undertake the

activities?

In providing this information, agencies can beftenduce reliable and valid data
about performance that is grounded in an appawgit Ibehind what is being
measured (Behn, 2003).

Despite the extensive use of performance measurtb® ipublic sector, the practice
“rarely appears to be guided by formally statedeotiyes” (Modell, 2005: p 58).
Another common complaint of performance measurenenthe public sector,
however, is that efforts to measure performancee Haxgely focused on process
rather than outcome. What should matter to goveminge the end focus which
should be what government has achieved, that isotltieome. Measuring how
government goes about achieving it, that is, tleegss should not be the sole focus
(Pitsvada & LoStracco, 2002: p 65). Audit findings several jurisdictions have
reported significant accountability gaps in agesiciperformance management
practices (Auditor General Victoria, 2001, Commoalile of Australia, 2002;
Auditor-General of South Australia, 2002; QAO, 2bD5

While performance measures may be reported in govent budgets, the evidence
suggests that they are yet to play a significant jparesource allocation decisions
(Melkers, et al, 2002). While practical guidancenir several jurisdictions is well
documented and provides assistance to agenciempbementing the process, the
adoption of OBPM continues to present challengesttie public sector. In the

absence of a theoretical and conceptual basis daling agencies’ adoption of
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OBPM, there is the risk that difficulties will baded by agencies in coming to terms

with what should be measured.

7.1.3 CM-1 was developed to answer the research agtiens RQ-4 and RQ-5

The task of measuring performance in governmenvicerdelivery draws
attention to cost accounting practices and the te@dovide information relating
to the cost of services provided. Cost accountiegtres on those theories
relevant to connecting cost accounting practicegh wihe information
requirements of the Government's MFO policy. Refguvheories relating to the
determination of cost includes those that informa alttribution and allocation of
administrative and corporate-wide costs to prodacid services; the technical
aspects of the ABC model, including (i) relevanstcooncepts, (ii) bases for cost

allocations and (iii) methods of cost measurement.

Cost represents the value of resources that hage bensumed to achieve a
particular objective of the agency. The qualitycosting information required by
agencies is dependent on the processes used lagé¢hey for gathering costing
information and for choosing those items for whidsts are sought. Increasingly
government agencies seek to collect costs assdaiatie outputs, programs, and
activities within programs and projects. It is #ieices of cost objects and cost

classification which affect how costs are assigimecbst objects.

Typically, an agency has different views of cosiattit wants to measure (Geiger,
1999a). Such views include costs by output, cogtadbivity, costs by project, and
the like. The level of detail along with the fregag with which the information is
required for these views may vary. Consequentlis éssential to commence with
gaining an understanding of the needs of manageprantto proceeding with the

task of measuring costs.

Assigning direct costs is a relatively simple pscéor agencies since they can be
attributed directly to an output. The process dfigiteng indirect costs, however,
requires the identification of a measure, or costed that can be used to distribute
proportionately the cost to relevant cost objedise choice of cost driver is
important in that it can have a significant impact the accuracy of the cost
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measurement system of the organisation. However, ciioice of method for
assigning costs (direct tracing; estimation; inclirallocation) depends on the
agency’s need for accuracy, flexibility, completefieand cost (Geiger, 1999b;
IFAC, 2000).

The cost effectiveness of using the indirect aliocamethod is the reason why
ABC has become a popular methodology. It becomesl@matic for corporate

services and support departments where there al@etd measures of consumption
by which to assign the costs. In this case thereftsn no causal relationship
between the measure and the demand for the semaces/ed from the service
department. The process of assigning indirect megoime unmanageable if too
many bases are used (IFAC, 2000: p 17). Howevarcuracies are more evident
when the basis for assigning costs is done on argkar estimation basis. As such

these methods should be avoided.

Measuring the cost of outputs is one of the prinfanctions of a cost accounting
system in a government entity. Attempts should kalento relate costs to their
principal causal factor whether it is activity aynse other factor. This presents a
challenge for public sector agencies to find waysincrease the “trace-ability”
(Martinson, 2002: p 20) of not only direct costsf hlso indirect costs. ABC is a
superior methodology that links resource consumgptiothe activities performed by
an agency and then links those activities to ostgG@halos, 1992; Drury, 1992,
Christensen & Sharp, 1993; Wong, 1996; Cooper &l&apl998; Geiger, 1999a &
1999b). ABC, however, should be undertaken follgvthe attribution of direct
costs either directly to activities or to outputbere these costs are known to be

directly traceable to the output.

7.1.4 CM-2 was developed to answer the research gtien RQ5

The use of ABC cost information enables managenteimprove continuously the
efficiency of the activities (that is, deliveringet outputs at a lower cost) and the
effectiveness of the activities (that is, delivgriguality outputs that contribute

positively to government outcomes) (Cooper & KaplE902).
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Efficiency refers to the relationship between reses consumed and activity
undertaken or outputs produced (Van Peursem, Rrdtawrence, 1995), while
effectiveness refers to the absolute level of gd@inment (Hatry, 2002). Cost per
activity or cost per output is one measure of adficy, while cost per outcome is a
measure of cost effectiveness and gives managesmneindication of the impact of
each dollar spent (Tishlias, 1992).

Cost-effectiveness analysis assumes that a cdxeaiefit or outcome is desired, and
that there are several alternative ways to achievy definition, therefore, cost-
effectiveness analysis is comparative. Programsstudgied and compared on the
basis of some other common scale for measuringpmes (e.g. number of students
who graduate from high school, infant mortalityeraiest scores that meet a certain
level, reports of child abuse). They address whethe unit cost is greater for one
program or approach than another, which is ofterchmeasier to do, and more

informative, than assigning a dollar value to thikcome (White, 1988).

Although the best-performing agencies are likelyoéoboth effective and efficient,
there may often be times when trade-offs betweernvtio is necessary (King, 1970).
“A change in service delivery may increase the ll@feesources per unit of output
(a decrease in measured efficiency) but lead ttebeutcomes (an increase in
effectiveness)” (SCRCSSP, 2003: p 1.11).

In conclusion, the research problem, RP-1, examinhescontemporary MAP that
should be applied in order to achieve the objestivid the Queensland
Government’'s MFO policy. In doing this key theocatiprinciples underpinning the
adoption of OBPM, performance measurement and roastagement practices are
developed. Findings indicate that these MAP shdadhe applied by Queensland

public sector agencies in order to meet these tgsc
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7.2 [RP-2]In the selected case study, involving one Queendlan
Government agency, what support can be found foe tNMAP
proposed by this research? To what extent are thpsmposed
MAP adopted and applied in order to achieve the aattjves of
the “Managing for Outcomes’policy?

This research identifies specific principles thavel an OBPM environment in
which outcomes-based performance is measured andwlich costs are
determined. In relation to RP-2, evidence is cédlddhrough document analysis
and the case study interviews and determines thentexo which the MAP
proposed in this research are adopted and pradbigede case study agency in
order to achieve the objectives of the MHK®Ilicy. The research approach
provides a complementary view of what should bepkapg with what is

actually happening in relation to MAP in the ageselected for this research.
7.2.1 Support for Theoretical Principles

This research investigates whether there is sugpothe theoretical principles
developed in Chapters 2, that is, PM-1 and PM-d8,iarChapter 3, namely CM-1
and CM-2.

If PM-1 is supportedhen the researcher would expect to find evideetaing to

the following:

= The legislative nature of MFO policy;

= The key principles of MFO policy, including its dation and purpose;

= The implications of MFO for agencies;

= The guidance provided by the Queensland Governseatitral agencies to line
agencies in undertaking OBPM including strategi@nping, and performance
measurement;

= The guidance by the Queensland Government cergealcges to line agencies
on how agencies are to link inputs and activiteottputs and ultimately to
Government outcomes;

= A description of Government outcomes; and

= The accountabilities and responsibilities of agesciwith respect to

performance.
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For PM-2 to be supportethe researcher would expect to find evidence withi
AGENCY of the following:

= The scope of performance information requiring exlibn by AGENCY
through its work units, BUNIT and CENTRAL,;

= How AGENCY measures performance in terms of theedyand categories of
performance measures; and

= The guidelines established by the Queensland Gmarhand by AGENCY for

its work units to follow in developing performaneeasurement.

For CM-1 to be supportetthe researcher would expect to find evidence @ftite of

costing; recommended ways in which to implementiegssystems; the level of
detail of cost information requiring collection Bgencies; and the method by which
agencies should determine the cost of a range jefctsbincluding activities and

outputs.

CM-2 is supported where evidendedicates that cost efficiency and cost

effectiveness techniques are used by agenciesist asthe detailed analysis of its

service delivery alternatives.

7.2.1.1 Support for Theoretical Principle, PM-1

The theoretical principle, PM-1, relates to the wayvhich an agency describes its
expected performance. Support for the theoreticakiple, PM-1, is gained from

both discussions with the critical group of practiers and an analysis of
documentation, including policy documents and gugamaterial, from the central
agency of the Queensland GovernmeBuidence collected in this research
determines whether there is support for the apjphicaf program logic through the
use of techniques such as change maps and logielsntmldescribe performance

expectations.

Examination of documents from central agenciestired to the implementation of
MFO indicates clearly the need for agencies to nmabputs to outcomes
(Queensland Treasury, 2003). Policy documents igighthat while it is recognised
that the process of linking of outputs to outcongehallenging, the cause and

effect between an output or action and its ultimatpact or outcome is difficult to
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track without a clear mapping process (p 1). Witiese key policy documents do
not provide step-by-step procedures for undertakthgg mapping process,

recommendations specify a “need to illustrate hbev ltierarchical arrangement of
indicators provides evidence of the impact of otgpon outcomes, and also the
extent to which outputs are being delivered effideand effectively” (Queensland

Treasury, 2003: p 1 - 2).

Practical guidance provided by central agenciesiipe that agencies should use a
linking process to map their outputs to the govesntis desired outcomes to which

they contribute. However, the typical linking presedoes not illustrate how the

delivery of agencies’ outputs will lead to, ované, the achievement of outcomes.
As proposed in Chapter 2 this linkage should dbecai series of expected changes
in behaviour, attitudes or skills of agencies’ wtigroups over time. Without the use

of an enhanced linking process, as proposed in t€hdh significant gaps in

performance information can be expected.

While documentation published by the central agetmgs not illustrate the use of
an enhanced linking process, guidance for thisoisd in seminar papers from
information sessions conducted by the Treasury [eyeamt. For example, the
advice provided at these sessions is to link ageutguts to the results expected
from the delivery of these outputs and then ultethato government outcomes. This

implies the use of techniques such as change maps.

When the principle was presented and discussed théh critical group of
practitioners support was positive. Several membmsysnment Your model/
approach makes total senseihd “Two of my colleagues attended your session
today and came back to the office quite excitedutladat you had to say about
performance indicators”.Members of this group confirm that the theoretical
principle, PM-1, describes well the conceptual femrark underpinning the MFO
policy, becaus€it clearly enables agencies to determine why thpnogram
produced certain outcomes or why the Governmeriooues were not achieved”.

7.2.1.2 Support for Theoretical Principle, PM-2

Support for PM-2 is examined through analysis afuinents from both the central

agencies and from AGENCY.
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In relation to PM-2, the researcher would expecfind evidence for the use of
multiple types and categories of performance measuhat are suitable for
measuring the success of activities and outpugimeving desired outcomes. The
types of performance measures expected relatetputsy activities and resources;
while outcome indicators and measures of effectulshdoe used to report
progressive achievement of desired outcomes. Ca¢sg@f measures should

include quantity, quality, and cost.

Analysis of documents from the central agency shihasthe types of performance
measures that agencies must report is limited tputs, while the categories relate
to the quality, quantity, timeliness, location, atubt. This requirement by agencies
to measure, monitor and report on these measuresnizedded in legislation.
Despite AGENCY having a legislative requirement rteasure and report its
performance measures, findings show that in eadhGENCY’s key documents a
different set of indicators and measures are use@xplain performance. The
implication of using different indicators and megesuis that it can lead to (Wholey,
1999):

= different meanings of performance amongst the woiiks;
= confusion for employees and stakeholders as top#mormance standards
expected of them; and

= for what purpose the standards are to be met.

Findings from the document analysis indicate thatrmost common categories (in
the case of AGENCY’s MPS) include measures of ispanhd outputs. Input
measures focus on funding levels provided to AGENCWYst measures are also
utilised, although these are at aggregate leveldgp@® measures focus mainly on
quantity and quality measures. Measures of actasieynot used. Measures of effect
appear to measure those results or outcomes tleatoatside the control of
AGENCY. The clear mapping of a pathway throughachtglients will gain benefits
from the direct receipt of AGENCY’s services shoelthble AGENCY to develop
measures of effect. These findings are consistetiit those found in the recent
QAO (2005a & 2005b) audit findings.

Analysis of AGENCY’s key documents lead the researdo raise some questions

216



as to the appropriateness of what AGENCY’s MPS duwmus use as measures of
effect. Performance measures should enable ass@sefmie performance within
the bounds of the agency (Pizzarella, 2004). Howelie inclusion of measures that
suggest a shared responsibility might present ka taisAGENCY in being held
accountable for elements that are outside the @owtr it as a single agency
(Friedman, 2001). The fact that budget documentsllyshave a one-to-two year
time horizon (Carlin & Guthrie, 2001; GAO, 2001; Brujin, 2002; Campbell,
2002) provide a warning to AGENCY about measurihgt twhich is beyond its

direct control or significant influence (Montag§00).

Therefore, the legislative requirement for AGENCY measure and report its
performance measures confirm that the theoretigatiple, PM-2, describes well
the conceptual framework underpinning the MFO polidowever, it is apparent
that AGENCY uses different sets of measures toapts performance in each of
its key documents. An analysis of AGENCY’s docuitsesuggests that the most
common categories include measures of inputs atplitsu Measures of activity are
limited. Furthermore, the measures of effect th&ENCY uses in its budget
documents raises questions regarding their ap@tepess as an accountability

mechanism for a single agency.

7.2.1.3 Support for Theoretical Principle, CM-1

For CM-1 to be supported the researcher would éxigeéind evidence from an
analysis of documentation from the Queensland Guwent’s central agencies of
the role of costing; recommended ways in whichntplement costing systems; the
level of detail of cost information requiring cadteon by agencies; and the method
by which agencies should determine the cost of rgeaaof objects including
activities and outputs. The researcher would algmeet to find evidence from an
analysis of AGENCY’s documentation that AGENCY eoyd costing
methodologies that include the use of costing mftion, cost pools and cost
drivers to allocate costs to different cost objetisas to assess the cost of its service

delivery.

According to policy documents published by the rdgency the role of costing is

to (i) increase the knowledge of output costs snages; (ii) assist agencies in their
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internal budget allocations; and (iii) ensure appiaie resources are available to
achieve performance targets (Queensland Treas8®g: b 20). While Queensland
Government budgeting processes centre primarilynonitoring and reporting of
output costs, the central agency recommends thaagamcies’ internal costing
information mirror (at a more detailed level) theeznal reporting arrangements.
This can be determined by the disaggregation ofpudst into lower level
components such as activities or projects at wacdurate costing of these activities
or projects can be achieved. Central agencies atlvdbe adoption of a costing
methodology by agencies that identify cost drivefsservice delivery; allocates
agency corporate costs to outputs at the macrd;|lewel identifies the costs
associated with activities and projects. The recemuied costing methodology for
achieving this is the ABC method. The ABC methaalyéver, is not mandatory.

Agencies are encouraged to adopt ABC techniqueshwbok at the underlying cost
drivers and allocate costs on the basis of caudesiact rather than simple pro-rata
allocations (Queensland Treasury, 1998: p 26). ép-bty-step procedure for
implementing an ABC system is provided to agencidsough this analysis of
documentation, including guidelines and policy duoeats, the researcher gained

support for theoretical principle, CM-1.

7.2.1.4 Support for Theoretical Principle, CM-2

The MFO policy requires agencies to collect, manisamd report performance
information, including costs that are consistenthwnformation agency managers
need to assess the effectiveness and efficiendlenf services and the quality of
resource management. The analysis of documentatanfirmed support for
theoretical principle, CM-2. Queensland Governnagg@ncies must choose amongst
alternative courses of action by measuring costieffcy and cost effectiveness of
their delivery optionsSuch assessments are undertaken by monitoring feyeho
operating statements, statements of financial ijposiand output performance

statements over time.

However, it is apparent that the assessments oicaggeperformance is largely from
the viewpoint of financial accounting in that thectis of the information sought

from agencies is that which is related to the st of services and state of affairs of
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an agency for a given period. A financial accountsystem is designed to provide
full-cost estimates that comply with generally gued accounting principles. In
contrast, management accounting serves to proviftgmation concerning costs
across different dimensions that are useful in eupp internal management
decisions (Bromwich, 1988; Geiger, 1998; Cooperl&gulder, 1998). There is no
legislative requirement for agencies to providetiogsinformation across any other
dimension other than at the aggregate level ofussthe implication of this is that
there is no need for agencies to develop sophisticeosting systems in order to
meet this legislative requirement. While agencée urged to develop cost
efficiency and cost effectiveness measures theinegent is for these measures to

be established at the output and outcome level only

Consequently, unless there is an imperative fomeige to calculate costs at a
greater level of detail they will likely take theptn to report aggregated cost of
services from agency financial accounting systerhs. implication is that agencies
costing-in-use is not likely to serve the purpodeimproving its ability to

understand the cost impacts of its service deliadtigrnatives.

Therefore, while an analysis of documentation lersdgport for theoretical
principle, CM-2, assessments conducted from thepaént of financial accounting
is likely to limit the ability of agencies to assebe efficiency and effectiveness of
their service delivery at levels below outputs. rther limitations are placed on
agencies who elect not to adopt more sophisticatsting methods, such as ABC,

that enable them to conduct more detailed asses$smktineir performance.
7.2.2 Extent of Adoption of Proposed MAP

This research investigates the extent to whictptbposed concepts developed in
Chapters 2, that is, theoretical principles, PMrtl #&M-2 and the theoretical
principles developed in Chapters 3, that is, CMatl £M-2, are adopted and
applied by AGENCY, the Queensland Government ageswlgcted for this

research.
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To seek evidence of the extent to which AGENCY aslegmd applies the proposed
MAP, namely, performance measurement and cost atiogy the researcher

applies the following mixed-method approach:

= Analysis of AGENCY documentation; and
= Interviews with case study participants from two rkvaunits, BUNIT and
CENTRAL.

If PM-1 is adopted and appliedy AGENCY the researcher would expect that
AGENCY’s OBPM model begins with the identificatioof the government’s

desired outcome to which it contributes. It shoiein be followed by a description
of the intermediate outcomes expected from itsrietetions and move across a
series of shorter term outcomes, and strategiesei@te a map of the intervention
(Brown, 1995 in Hernandez, 2000). In other wordie tesearcher would expect
AGENCY to use techniques such as a change mapgiwrhodel in order to better

define “what they are trying to accomplish, thelyeand intermediate outcomes that
must be reached to be successful, how all of theomes will be measured, and
what actions they are going to have to take togoafl of this change about”

(Anderson, 2005: p 9).

If PM-2 is adopted and applidsy AGENCY the researcher would expect to find

AGENCY using multiple types and categories of perfance measures that are
suitable for measuring the success of outputs amditees in achieving desired
outcomes. The types of performance measures expestde to outcomes, outputs,
activities and resources; while outcome indicatord measures of effect should be
used to report progressive achievement of desiuécbmes. Categories of measures
should include quantity, quality, and cost.

In terms of investigating the adoption and appiaabf CM-1 the researcher would

expect to find evidence that AGENCY employs costimgthodologies that include
the use of costing information, cost pools and alrsters to allocate costs to

different cost objects so as to assess the catst eérvice delivery.
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To examine the extent to CM-2 is adopted and appiiee researcher sought

evidence of the extent to which cost efficiency andt effectiveness techniques are

used by AGENCY to assist in the detailed analykissservice delivery options.

7.2.2.1 Extent of Adoption of PM-1

The extent to which the theoretical principle PMsl adopted and applied by
AGENCY is determined from a review of AGENCY'’s docentation and from the
results of interviews conducted with participarmts two work units, BUNIT and

CENTRAL.

A review of AGENCY’s documentation includes its @&agic Plan, Annual Report
and MPS. These documents show consistency in atemsents of outcomes and
strategic objectives. The statements of expectéztbmes are, however, long term in
nature. AGENCY does not describe a pathway to aefieese long term outcomes.
The result is an apparent gap performance information. Without greater
clarification of how changes in behaviours, att@sdr skills of its client group will

result from receiving services from AGENCY, it wide difficult, if not impossible,

for AGENCY to determine whether its interventionsguced certain outcomes.

The extent to which PM-1 is adopted and appliedAIBENCY was considered
during interviews with selected participants fromotwork units of AGENCY,
namely BUNIT and CENTRAL. The researcher did ngtext interviewees to have
difficulty identifying outcomes at a very broad ceptual level. As expected, for
most managers it appeared relatively easy for tteerescribe the desires of the
citizens of a community in broad terms. While maragrom CENTRAL appeared
more confident in defining outcomes, in all cas&ésNTRAL referred only to the
long range nature of outcomes of AGENCY’s prograifiseir descriptions were
fairly vague. Responses from BUNIT indicated thag¢ tmain focus of BUNIT
managers is generally on outputs with little coasation for the outcomes expected
from delivering these outputs. With a focus on liveg range outcomes, the very
meaning of outcomes is rendered elusive. It is etgae therefore, that such
elusiveness would see managers from both CENTRAL BWNIT being less
inclined to shift their focus away from outputs amalwards short term or

intermediate outcomes. However, when the principd-1 was posed to the
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managers from these two work groups, most intereesagenerally agreed with the
principle of developing a logically linked ‘chairi esults’. Some, however, queried

the degree to which it should or could be done.

7.2.2.2 Extent of Adoption of PM-2

A review of AGENCY’s documentation and an analysi6 data collected
interviewing managers from two work units, BUNITACENTRAL, permit an
assessment of the extent to which theoretical piecPM-2 is adopted and applied
by AGENCY.

AGENCY'’s Strategic Plan, considered to be the daminthat describes its key
directions, is very scant on how it will measure jgerformance with only one
activity measure (that is, the percentage of pamiaaged 15-64 in programs) and
one quality measure of output (that is, client $attion rates) being specified.
AGENCY’s Annual Report contains a broader rangenefasures, while the MPS
identifies yet another set of indicators and measun more detail, which are used
to monitor and report against the agency’s delivadrgutputs. The reason for there
being a greater level of detail in the MPS is kki& be associated with AGENCY'’s

need to comply with the Queensland Government'gbtidg process.

Although each of AGENCY’s documents detail diffaréppes of measures, the
most common types, in the case of the MPS (sinseditcument contains the most
number of performance measures), include measuréspots and measures of
outputs. Input measures focus on funding levelsvigenl to AGENCY. Cost

measures are also utilised. Output measures foauslyron quantity and quality

measures. Measures of activity are not used. Wftlaofocus on activities or
processes AGENCY is unlikely to answer the questidias it done right?” This

finding is consistent with that noted by Wholey &ty (1992).

While the MPS of AGENCY contains, as measures fdoef longer-term measures
of outcome they would seem to relate to those fadargely not within the control

of AGENCY. The inclusion of such measures is likidybe unfair when AGENCY

is judged on performance that is also influenceeéxtgrnal factors.
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Analysis of interview data suggests that the pemtorce measures largely used by
AGENCY are quantity measures of input and outputtiermore, the majority of
interviewees identified measures contained in tHiSNMvith little acknowledgement
of the content of the Strategic Plan or the AnRegport. It is clear that BUNIT, the
operational arm of AGENCY, is strongly focused oqpenditures and only on the

quantity of services being delivered.

BUNIT’'s management was generally of the opiniont tthecisions relating to the
types of measures used by them are determined DYTREL, that is, a top-down
approach is used. With such a top-down approadeveloping measures there is a
risk that performance measurement is viewed asrarand of central management
or as a reporting device to outside agencies. Thieses may potentially lead to a
compliance-based attitude by those within BUNIT isltapparent that managers,
particularly at the operational level, regard tHe@RDI-in-use, including performance

measurement in their agency, as being incapahibaifenge.

Where performance information does not includelartzeed set of different types of
measures, it is doubtful that the level of detaisufficient enough for a cause-and-
effect relationship to be drawn in this case. Tinelication is that the information

used for decision making will most likely be foretpurposes of budget monitoring

rather than as a result of rigorous evaluatiorseofice delivery options.

7.2.2.3 Extent of Adoption of CM-1

An analysis of AGENCY cost reports identifies thypds of costing information
used by AGENCY and by its work units, BUNIT and CHRAL. Cost information
reported by CENTRAL to the executive managememGENCY is largely on the
basis of output performance. CENTRAL includes iesth reports cost measures

classified as efficiency and effectiveness.

Cost effectiveness measures include those suchheagdrcentage of programs
completed across all funding sources; and costhenumber of participants who
successfully completed programs. It is arguablettiese so-called measures of cost
effectiveness, as reported by CENTRAL, are outpignted rather than outcome-

oriented as defined in Chapter 3. Furthermore,ethmesasures are reported at the

223



aggregated level of output only. Cost measurescagsd with the activities

undertaken by AGENCY are not reported.

BUNIT reports regularly against performance andt casgets to CENTRAL.
Effectiveness measures against which BUNIT musbrntegoncentrates on the total
cost per the number of successful clients; andsfaation rate. Once again this
information is best described as output-oriented Bnreported at the aggregate
level only. There is no evidence to suggest thatNBUis required to collect or
report on costs associated with key activitiesidertakes in order to deliver outputs

or products and services to its clients.

In addition to the report it submits to CENTRAL oosting information, BUNIT
also compiles its own internal cost report. Thi®inal cost report is produced for
each directorate or business unit of BUNIT. A eswiof BUNIT'’s internal cost
report indicates that cost information is limitedthe output level. Once again, it is

evident that costing information is not collectedeaels of activity or process.

The principles proposed by this research arguettigaability of AGENCY to report
on costs associated with activities or projectdapendent on the processes it uses
for gathering costing information. The processdubg AGENCY should include
the identification of cost objects for which coate attributed. The researcher would
expect that if theoretical principle, CM-1 is adegptAGENCY would have different
views of costs that it wants to measure (Geige®94a9. Such views would include
costs of outputs, costs of activities, costs ofgmts, and the like. An examination of
AGENCY'’s cost accounting system reveals that AGEN&Yects costs only for a

functional or departmental perspective.

The accounting system provides no other means &asoring different dimensions
of costs. Further there is no evidence to sugdest AGENCY has developed
various cost pools for the purpose of attributindiriect or corporate costs. With
AGENCY producing only one output, AGENCY is capald¢ satisfying its

legislative requirement to measure and reportakted tosts of output. It is apparent
that there is no imperative for AGENCY to determaosts at a lower level of detail.

This finding is confirmed through the interviewshdoicted: AGENCY collects cost

224



information only at the level of output. AGENCY’'gsdems do not permit collection

at any other view.

Costs are determined by simplysing the operating budget results"Costs are
determined at the aggregate level that comes fimenfinancial system. AGENCY
does not attribute indirect or corporate costs tdNBT — BUNIT is charged for
direct costs only. The indirect costs incurred BYyN\BT are generally distributed to

teams by the use of a pre-determined percentageadion.”

It is apparent that the primary focus of AGENCY atsdvork units is on the budget
allocation until and unless further investigatiare warranted. The implication of
this is that costing is likely to be based on AGERKCheeds to secure sufficient

resource allocations through budgeting processdsdbovernment

7224 Extent of Adoption of CM-2

AGENCY includes in its cost reports cost measulasstied as cost efficiency and
effectiveness. Cost efficiency measures are regodie aggregate levels. It is
arguable that the measures of effectiveness, astegppby CENTRAL, are output-

oriented rather than outcome-oriented. The limigglection of measures of
effectiveness is unlikely to enable AGENCY to chemasnongst alternative courses
of actions in terms of their costs and their effastess in the attainment of

government outcomes.

AGENCY claims to employ an ABC system to collecstsoat aggregate levels of
activities. Service delivery involves quite compiateractions with its clients with
each type of interaction likely to have differenstimplications. Determining costs
at aggregate levels ignores these complexitiesrdi®@w responses suggest that the
accuracy of the costing information entered inte thBC system by BUNIT is
guestionable. Consequently, it is doubtful thas tmformation produced would
prove useful to AGENCY. As such, it is not surprgsithat some doubt exists as to

the level of commitment by BUNIT to developing tisisstem.

In general, interviewees of BUNIT indicated thatgouracies in costing information
were common. Interviewees from CENTRAL did not appdo give much

consideration to the accuracy or otherwise of tbhstiog information since they
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“simply look at the total While both BUNIT and CENTRAL interviewees
considered that the information was accessibleheant BUNIT commented that

although the information was available, the meafuilngss of it is questionable.

In suggesting the view that AGENCY’s concentratisn mainly on managing
expenditure items within the budget, CENTRAL comiedrthat despite the fact that
the agency has tried to develop better costing mpttee fact is that AGENCY gets
resources from the Government. AGENCY gets the mdran the Government

and they have to decide how it will use it.

The results suggest that it is unlikely that thestiog information collected by
AGENCY’s work units will reflect the full range ofnformation needs of
management operating within the OBPM environmenteunthe Queensland

Government’'s MFO policy.

7.3 Recommendations

The key ingredients of the MFO policy are knowledgke what government
programs are achieving as well as knowledge ofctis of service delivery. The
framework developed in this research provides guiddo Queensland Government
agencies in adopting appropriate MAP, that is perémce measurement and cost
accounting, which contribute toward achieving thigeotives of the Government’s
MFO policy.

The findings of this research suggest that, in ¢hse of AGENCY, MFO is

“essentially undertaken out of a sense of compéarather than a belief in its
virtues” (Moynihan, 2005: p 219). This is despitemmments from interviewees
indicating their need for more detailed and logicaleasurement of their
performance achievements. Further to this, thereeviglence to suggest that
AGENCY does not currently determine the cost oWiser delivery in a way that

enables it to assess appropriately the most cbsieet or cost effective means of
delivery. This is despite the comments by intendew; particularly those from
BUNIT, that such detalil is required if they are koow the cost at which their

programs are delivered.
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While the current MAP employed by AGENCY has certadvantages, AGENCY
may experience several adverse effects that itldHmai aware of before it tries to
enhance these practices. To guide the Queenslangri@oent in meeting the
objectives of its MFO policy and in adopting apprafe MAP to assist it to meet

these objectives, this research provides the fatigwecommendations:

1. Prior to proceeding with the task of improvingperformance measurement and
cost management, AGENCY should clearly identify phepose for measuring
performance (Behn, 2003). This may, in the firsstamce, reduce apparent
frustrations of public sector managers, and segongistify the costs for
possible extensions to the agency’'s MAP. When @lisaments exist about
what constitutes a proper approach” to performame@magement, the simple
availability of information is “not likely to effdcan improvement” (Halachmi,
2005: p 258).

2. Where the need for extensive use of MAP is confd#GENCY should focus
on better tying its resources and activities to gowernment outcomes. By
building these linkages and developing measuresé&wh step in this chain,
AGENCY will provide a richer “performance story” @aughlin & Jordan,
1999). This linkage will be more meaningful if AGEN adopts, as Hatry
(1999) suggests, appropriate documentation ofutsomes and importantly how
these outcomes change over time and how the ageocyputs and activities
contribute to these changes. This “performancey’stdicLaughlin & Jordan,
1999) should be consistent throughout AGENCY'’s gegtegic documents.

3. On developing this chain of results, AGENCY shodé&Velop and implement a
more strategic selection of performance measuregoiffnance measurement
processes “most likely to facilitate strategic iy and enhanced performance
may not be consistent with basic notions of accahihty” (Halachmi, 2005: p
264). Hence, AGENY should develop and implementreatgr balance of
measures that include measures of productivitycgs® and activity as well as
measures of effectiveness. A broader range of pedoce measures can
become an important tool in AGENCY'’s dialogue with work units. Such
dialogue can take account of local circumstanceSBfdijn, 2004: p 591).

4. To provide more meaningful costing information, ABEY should extend its

selection of cost objects for which costs are messuo include a greater
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variety, including activities. Types of activitiés which costs are collected and
measured should cater for the high levels of corifglen how programs are
delivered by SDCs. In this way, the relevance dtiog information will be
improved, and permit AGENCY to better analyse th#iciency and
effectiveness of its service delivery and chooseragat various options.

5. AGENCY should foster an organisational culture tletables the critical
assessment of how much its service costs and thetigéness of its programs
(Behn, 2003). AGENCY and its work units are unableeport on the cost of a
particular service or activity simply because tlaeg apparently not required to
(Gianakis, 2002). AGENCY should focus on identifyiand examining those
factors, which will enhance the application of MARcessary to support the
MFO policy.

7.4 Limitations of the Research

A number of limitations to this research are re¢sgm by the researcher. These
limitations range from risks associated with theicha of methodology; the process
for analysing data, including risks associated vimisider research and researcher

bias; and finally practical aspects of undertakimg study.

The first limitation of this research regards tlif@i@llties inherent in relying on data
collected from only one agency. There appears todogefined criteria to determine
the number of necessary cases to include in qtieditaesearch. For example,
Mintzberg (1979: p 585) states that it does nottenatow small the number is;
while Yin (1981) suggests that the number of cased vary from one to eight and
that while there may be no ideal number, Eisen{i&#89) considers that between
four and eight cases is appropriate. In the fitat@ the number of cases selected
for this research was driven by the scarcity ofetiand other available resources.

Second, it is explained by the researcher’s désirdepth in the study.

With this being said, however, a limitation of timsestigation is that the results that
are reported are a snapshot of time. Without doulti-agency longitudinal case
studies provide the opportunity to achieve depththe study. Such case studies
allow the researcher to examine MAP across multgptgnisational contexts and

across several time periods (Frank & D’Souza, 206#wever, given the time
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constraints of this research, a cross-sectionahodetiogy rather than a longitudinal
method was adopted. With this being said, a lodgital method may have been
more appropriate in this public sector environmehere agencies largely remain in
the implementation phase of MFO policy.

The second limitation recognised by the researdkéates to the process of
conducting qualitative studies and in analysing taga. It is often argued that
qualitative research suffers from a lack of trustwmess (Chua, 1996). “The
analysis of qualitative data are less structuretiiais too easy to use less than all
the relevant data or to extract data that suitsrésearchers established frame of
reference” (Lillis, 1999: p 97). To limit the risk simply “illustrating” (Humphries
& Scapens, 1996: p 88) the use of MAP in AGENCY tlesearcher adopted a
structured and auditable approach to data anglRew/ley, 2002). Transcripts were
coded using the qualitative analysis package Ettaptyg v5.08 with the display
design parameters being determined by the reseprestions and the theoretical
propositions developed for this study (Miles & Huban, 1994).

The process of analysing data faces a limitatiat thlates to the amount of data
that makes it into the final thesis. The taped rinésvs were voluminous and
required a significant amount of time to transcrthbem, code them and prepare
them for analysis (Lillis, 1999). A lot of the datmains in the Ethnograph database
with much of it redundant. However, interviewee p@sses produced different
interpretations of elements of the semi-structuiaterview. The researcher
considers that these would not have been evideahsheveys been conducted. The
use of surveys may have limited the potential fiatical dialogue (Humphries &
Scapens, 1996).

In addition to employing a structured approach atadanalysis, the mixed method
design (Jick, 1979) of the research methodology Hrel use of triangulation
attempts to resolve this problem. The design oftéwes prospect of enhancing
confidence in the findings in which richer datapi®vided. This enabled a more
complete and deeper understanding of the researektigns and the theoretical

principles investigated.
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A limitation of this research relates to the falhtt researcher is an insider: an
employee of the Queensland public sector and isvkrto various employees within
AGENCY. As such it was necessary to control for teactive effects of the
researcher’'s presence or activities on the phenanbeimng observed (McCall &
Simmons, 1969: p 78). This risk was minimised tigtoemploying the services of
an independent person to conduct the interviewsileAthis strategy reduced the
risk of researcher bias, there is also the risk tha behaviour of the independent
interviewer could become intrusive. This can afféwt credibility of the research
findings (Lillis, 1999). To limit this risk the rearcher designed an interview guide
to ensure complete and consistent coverage in mdehview of the theoretical
principles under investigation. The use of pre-gf@et questions and probes
minimised the potential influence of the interviewduring the interviews and
“reduced the tendency to resort to unplanned adneortral probes” (Lillis, 1999: p
87).

Other limitations to this research include those gdfractical nature. Such practical

limitations include the following:

= Machinery of government changes resulted in theleegleployment of senior
staff from one agency to another. During the tireeiqu in which this research
was conducted, AGENCY was headed by three diffei@htef Executive
Officers. Turnover in senior management may podigtresult in a change in
focus and/or purpose within the agency for MAP £Riella, 2004).

= Gaining access to the various AGENCY sites prov#fctdlt at times. The time
limitations of participants resulted in interviewheduling problems where too
many interviews were scheduled too close to ealbrofhere were occasions
where the location in which interviews were conddctvas too noisy thereby
causing difficulties in hearing the tape recordings

While this research suffers from these limitatioth® researcher contends that the
credibility of the findings reported will be detemad “through scrutiny of further
research” (Lillis, 1999: p 97).
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7.5 Implications for Practice

Research that follows a positivist approach dodsgeaerally have a concern for
consequent practical implementation of the reseautbome. Consequent practical
implementation after the research is completeddstam better chance where the
research approach takes an insider positivist agprdnsider researchers need to be
aware of the political implications of their resgarWhile insider research typically
is seen as problematic in terms of academic rigblarse, 1998), it is because the
insider researcher has a personal stake and stibstamotional investment in the
setting (Alvesson, 2003) that she may be motivébekieep up the endeavour even
when the research is completed. The insider relsearhaving a stake in the
research outcomes, may be in a position to negatiatommitment to self-learning

from the Queensland public sector.

A significant implication of this research is it®otpntial to be practical in its
guidance for AGENCY as it works towards developrigarer ties between its
resources, activities, outputs, ultimately to tley lgovernment outcomes. While it
appears that AGENCY is yet to engage in this kihdialogue with its employees
and stakeholders, the researcher has experiencedssuin building change maps
and logic models as part of a Queensland Governmapptoach to community
renewal. The researcher’'s ongoing dialogue with k&keholders, community
groups, residents and cross-government agencidsdeenshe description of the
pathways of change that clients would experienar timme from the receipt of the
Government’s intervention strategies associatech viis Community Renewal
Program. Key progress markers along the pathway wkntified, and permitted
the agency to develop appropriate indicators andsomes that would be used to
report and monitor progress. Opportunities maytewois AGENCY to tap into the

learnings gained from this Community Renewal Progra

As a by-product of this research, the researchdroaed a set of guidelines that
were published through OESR. These guidelines itbesar methodology by which
Queensland Government agencies may better meetgioirements of an OBPM
under the Government’'s MFO policy. It describesotigh examples, the framework
which logically links outputs, performance measusesl activities with achieving
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agency objectives, which contribute towards govemim outcomes using
performance indicators. Having broad applicationaioQueensland Government
departments and agencies who want to manage tleformance better, the
guidelines encourage agencies to adopt this framewa® appropriate to describe

their programs and to document program successes.
7.6 Implications for Theory and Future Research

In the first place, within the continuing considevas of the nature of and
approaches to research, the subject of insidereatiadresearch has received
relatively little consideration (Coghlan & Brannjck005), and when it does, it is an
argument against “going native” (Morse, 1998: 649cording to Morse the dual
roles of investigator and employee are incompatildled they may place the
researcher in an untenable position. There existepportunity to conduct future
research to examine the academic value that th@emesesearcher provides within

the positivist research tradition.

Secondly, it is apparent from this research thagodpinities exist to research the
broader social, cultural and political contextshivitwhich Queensland government
agencies operate. The findings of this study sughes the technical merits of the
proposed MAP that should be adopted by the Questhglavernment agencies are
not sufficient to motivate agencies to adopt th€oture research that gains a fuller

understanding of this aspect seems to be a logiogression.

Thirdly, the findings of this research suggest thatadoption and application of the
proposed MAP within AGENCY is limited. This is détgpthe finding that suggests
support for the theoretical principles developedhis research. Future research is
recommended to determine those attributes that tneightribute to effective MAP
within a government agency. Once determined, a einddat measures the
effectiveness of MAP-in-use may be developed. Tisy permit a means of

tracking trends and comparing MAP-in-use within aedbss agencies.

Fourthly there are a number of performance managefdnameworks in use by
Queensland Government agencies. For example, tlee&hService Initiative

involving the implementation of shared serviceoasrthe Queensland Government
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uses the Balanced Scorecard (B$8)s its performance management system. The
Department of Emergency Services uses the AustraBasiness Excellence
Framework (ABEF) ' to measure performance and implement business
improvementsBoth BSC and ABEF are designed to identify perfarogameasures
that jointly inform the agencies about its perfonoe Future research should enable
an examination of the utility of these tools asatglgic performance management

systems.

The researcher’s insights into the nature of fittgsearch are provided in the

following sub-sections.

7.6.1 Future Research — Insider Academic Researchevithin the Positivist
Research Tradition

By insider academic research, Brannick and Cog(2807: 59) refers to research

conducted by complete members of organisationaesys in and on their own

organisations. This is contrasted with researchdro wemporarily joins an

organisation for the purposes of conducting rese@kdler & Adler, 1987). Future

research should consider whether insider acadessiarch provides the academic

value that the researcher provides within the pasitresearch tradition.

Insider academic researchers are perceived todme po charges of being too close,
and thereby, not attaining the distance and objégtdeemed to be necessary for
valid research. However, the insider researcheraipderstanding of such things as
“people’s knowledge, insights and experience befbiesy engage in a research
programme” (Gummesson, 2000: 57) applies not ordy the theoretical

understanding of organisational dynamics of thelipugervice but also to the lived

experience of the researcher's own agency. Conaslguesider researchers may
be in a better position to “elucidate meaningsvangs with which they are already

10 The balanced scorecard is a performance managesystem that provides feedback around
internal business processes and external outcomesrder to continuously improve strategic
performance and results. The balanced scorecaygests that the organisation develops metrics,
collects data and analyses it relative to four #guamportant perspectives (source:
http://www.sharedservices.qld.gov.au/FAQs/indexrd#it What_is_a_balanced%?20scorecard?)

11 The Australian Business Excellence Frameworla iperformance management system that

describes the essential elements of organisateysiéms in seven categories and based on twelve
quality principles (sourceavww.decs.sa.gov.au/quality/files/links/Australiarudhess Excell.doc.)
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familiar” (Brannick & Coghlan, 2007: 69). Furtheone, the insider researcher
knows the legitimate and the taboo phenomena ot wiey be talked about and
what cannot. They know what occupies colleaguesdsiiihey know the critical
events in the organisation and what they mean. s€nrently the line of inquiry is
uses internal jargon, draws on their own experignogose questions and are more
able to follow up with replies. The benefit is rechdata. It is apparent from this
research that opportunities exist to readdresvithes about the insider researcher
positivist approach to research.

7.6.2 Future Research - Broader Social, Cultural ash Political Contexts

The framework developed in this research providedance, which is theory based
(Andrews, 2002 irFrank & D’'Souza 2004), to Queensland governmenheigs in

the adoption of MAP that enables it to meet thesctoyes of its MFO policy. While

Humphrey & Scapens (1996) notes that a theorefreamhework is an essential
starting-point for any case study, equally as irtgaras this is drawing out the
issues that have emerged from the interpretatiaihege findings (Keating, 1995).
As Keating notes, using the predetermined thealepanciples developed in this
research as a lens through which the findings aterpreted ignores the
organisational dynamics and tensions which mayagxplhy the theory may not fit
well. Given the apparent imbalance between theuress being expended by
AGENCY on the development of MAP and the obvioumited practical

appreciation of their technical capabilities by AGBEY, there is clearly a need to
research and debate the understanding of, ancetttefar, MAP-in-use in the public

sector (Humphrey & Scapens, 1996: p 100).

“Research is always an exploratory and continusasgss” (Humphrey & Scapens,
1996: p 96) and as such the application of MAP ureéhsland government agencies
should involve further study of the broader socalltural and political contexts
within which Queensland government agencies opergées will enhance the
understanding of or explanation for the workingsv&P-in-use (Hopwood, 1983).
It is apparent from this research that the techmeits of the MAP that should be
adopted by the Queensland government agencies arsufficient to motivate
agencies to adopt them. Indeed it is apparenttbeaturrently-adopted MAP may
potentially lead to a compliance-based attitude ragabagencies (Poole, et al: 2000;
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Moynihan, 2005) resulting in a strong rhetoricau{@ie, 1998; Carlin, 2004) and
ceremonial aspect (Lapsley & Wright, 2004) to thelf sector.

Further to this, further research should inveséighbse contingent factors (Otley,
1980) critical for the Queensland government torestl so as to successfully meet
the objectives of the MFO policy. Previous studiese identified factors relating
to

= Strategy (Shank & Govindarajan, 1993);

=  Top management support (Green & Amenkhienan, 188&ter & Ward, 1994,
Poole, et al, 2001);

= Central agency influence (Lapsley & Wright, 2004);

= Internal capacity and ability (Halachmi & Bouckadr®96);

= Desire for survival (Gurd, 2002); and

= Government funding mechanisms (Wholey, Hatry & Nemer, 1994).

Since causal relationships between these factaisttaz take-up of MAP in the
Queensland government are of importance, futurgitedinal studies may observe
the interaction of variables over time (Otley, 1p8uch studies will illuminate the
processes by which MAP within the Queensland gawent develops and changes

in response to these factors.

Such future research may require a close contdotela the case study agencies
and the researcher. In this way, the validity dtife findings will be enhanced as
findings are fed back to research participants ageéncy participants. When
feedback occurs the agency may refine its own otlyréeld theories and modify its
practices (Argyris, 1976). The closeness of theassher permits monitoring of
these changes. Such modifications may potentiatjyire refinement to the original
theoretical principles developed in future resesstiidies. Furthermore, this will
provide for a richer and more informed basis by cwhiagencies design and
implement effective change management programse sihcpermits a better
understanding of the ways in which MAP is embeddedhe processes of the

Queensland government (Hopwood, 1990).
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7.6.3 Future Research to Assess the Effectivene$dAP-in-use

The findings of this research indicate that theliappon of MAP is critical for

achieving an outcomes-focus for the Queensland Bowent. The proposed MAP
permits government agencies to track the causeeffiedt between an agency’s
outputs and its ultimate impact on the Queenslamtncunity and its residents.
Where agencies are encouraged to adopt such msctin what basis would their

application be effective?

Much of the research on assessing effectivenessdraentrated on determining
factors that affect the level of effectiveness eatthan on assessing the overall
effectiveness of the practice itself. For examplester & Swenson (1997: p 110-
111) reviews a body of success measurement reltitige implementation of ABC

each of which uses a single-question or a compositgiestions to develop success

measures. Their review includes the following:

= Measures based on the use of information in deeisiaking (Innes & Mitchell,
1995);

= Measures based on decision actions taken withrirdton (Innes & Mitchell,
1995);

= Measures based on dollar improvements resulting frese (Krumwiede, 1998);

= Measures based on management evaluation as toénallsuccess (Shields &
Young, 1989).

Within the discipline of management accounting tfueus for determining
effectiveness varies greatly. For example, a body  research focuses on
implementation success of activity-based costinge(@all & Langfield-Smith,
1999); on the perceived benefits associated wihude of information (Cavalluzzo
& Ittner, 2004); on the extent to which systemsvme information (Mia &
Chenhall, 1994); and on the process for determirting level of success of
management accounting systems (Cinquini & Mitchdl®98). In relation to
performance measurement much focus has been omnmaptation success and
failure of balance scorecards (Neely & Bourne, 20@tablishing criteria for
successful performance measurement systems (Mcldagavong, 2005); and
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assessments as to which performance measuremdatnsysare utilised (Byrne,
Gordon & Jeffers, 2002).

The need to evaluate effectiveness and the difficih operationalising the
evaluation process requires future research ingigdeg a construct that enables
measurement of effectiveness. Future research dghewplore the critical
dimensions and attributes of MAP in order to depela model of MAP
effectiveness. What are the dimensions of MAP &ifeness? How can these
dimensions be operationalised? The Cinquini & M#th(1998) approach to
determining effectiveness recognises three aspettsnanagement accounting
practices, indicating a variety of evidence may bsed to measure their
effectiveness. These aspects are based on thddgsssn the process, namely the
production of management accounting informationg thsefulness of this
information, and finally the impact that MAP has thie organisation. In this sense,
management accounting information flows througheaes of stages from its

production through its use and to its impact olugfice on the organisation.

The development of such a model will enable the é@akand Government to
benchmark agencies and to improve MAP, therebylaateng the rate of change in

agencies’ MAP and ensuring the successful impleatiemt of MFO.

7.6.4 Future Research to Reconcile the Use of Contipgy Performance
Management Frameworks

Contingency theory holds that organisational effectess is the result of

strategically fitting the characteristics of theyanisation, such as components of a

performance management system, to contingenciégsdfiact the situation of the

organisation, such as a quality strategy (Burnst&lk®8r, 1961; Donaldson, 2001;

Pennings, 1992).

There are many performance management tools frorohwdny organisation can
chose. A common theme in the ‘newer’ performanceagament models has been a
determined attempt to tie performance metrics nabosely to an organisation’s
strategy and long-term vision (Wongrassamee, Gardéh Simmons, 2003). Two
models the Balanced Scorecard and the AustralianBss Excellence Framework

have recently been adopted by some Queensland @oeat agencies. The
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Balanced Scorecard approach systematically align®rganisations mission and
strategies into a comprehensive set of performameasures. The Australian
Business Excellence Framework has been developedcmgnise and develop
learning opportunities to share best national (gyapractices. This model can
facilitate organisations to assess themselves sigthia criteria of the model, first to
understand their current position and then to uUse benchmark to pursue
continuous improvement. Queensland public secteneigs have been using one or

both of these tools to facilitate rapid improvensantthin their agency.

Is there a linkage between these models? How dacege actually apply these
models in practice? How are they integrated in® @BPM process? In practice,
few attempts have been made to apply the Balancede&rd to the Excellence
Model (Wongrassamee, Gardiner & Simmons, 2003). reM@cently, however,
Shulver & Lawrie (2007) suggests that significaiffedences exist in the ideas
surrounding performance that underpin these two aisodwith the “Business
Excellence Model lacking explicit strategic relegarto the organisation using it”
(Shulver & Lawrie, 2007: p 8).

Future studies should investigate the existencaighments, if any, between these
models. Future research should also investigate thgnment with the OBPM
process. Such models should be examined fromieatnierspective with regard to
the key elements of the OBPM process. Such elemelate to strategic planning;
establishing strategies for delivering servicesasueing, monitoring, reporting and
evaluating performance, and providing for feedbdokps. Lawrie, Kalff &
Andersen (2005) compare the Balanced Scorecard witat they refer to as
Results-Based Management. These authors arguebdiiatof these models are
converging with both concerned with understanding telationship between an

organisation’s activities and its outcomes.

7.7 Conclusion

This chapter summarised earlier chapters of thesishand drew conclusions to the
research problem and associated research quesliuss.esearch firstly determined
the contemporary MAP that should be considered &etnthe Government’s
objectives for achieving public sector OBPM in Qu&and under its MFO policy.
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Secondly, this research determined the extent tohithese MAP are applied by the
Queensland public sector. These aims were reflaéatestiatements of the research

problem and research questions.

The key ingredients of the MFO policy are knowledgke what government
programs are achieving as well as knowledge of dbst of service delivery.
Research problem, RP-1, investigated the conngctbetween the nature of the
Queensland Government's MFO policy and the MAP ireguto support the
objectives of the policy. Investigation of RP-1 maouthat a number of key
theoretical principles should be applied by AGENG@Y adopting and applying
MAP required that support the objectives of the Mp@icy. The principles that
AGENCY should apply are:

1. Queensland public sector agencies should use chaags and logic models
that links resources, activities, and outputs thain of outcomes so they may
demonstrate that they contribute to the achievern&i@overnment outcomes.
This will enable them to meet the objectives of Mi€O policy.

2. Queensland public sector agencies should measummitan and report
performance by developing measures suitable foesagsy the success of
outputs and activities in achieving government ootes and which fit into
different categories of quantity, quality, effeatlacost.

3. Queensland public sector agencies are able tondieiethe cost of service
delivery when they apply the following techniques:

= translation of general ledger accounts into caghehts;

= identification of cost pools and cost drivers fae tallocation of
costs to different cost objects;

» use of methods to distribute direct costs

= use of sophisticated cost allocation methods; and

= employment of contemporary costing methodologieh sis ABC

4. Queensland public sector agencies are able to ehaosongst alternative
courses of action in terms of their costs when #raploy techniques associated
with measuring cost efficiency and cost effectivsme

239



These principles guided the collection and analgéidata for the investigation of
research problem RP-2 and the extent to which M&Rdopted and applied by

Queensland public sector agencies. Findings frosrésearch are summarised as:

1. AGENCY describes, although very briefly, how itdi@ties and outputs lead
towards the achievement of long term governmertasués. There is, however,
an apparent gap in describing the links between KRGEs output and
government outcomes. It is not clear how outputhativities contribute to the
identified outcomes because the link appears fachiag. AGENCY does not
measure progressive changes that might be expémtedients as a result of
receiving products or services. The focus of AGENE&Mains on measuring the
delivery of outputs and on budget performances klear that there is no depth
of understanding amongst interviewees as to howirtight achieve this.

2. In each of AGENCY'’s key documents a different deindicators and measures
are used to explain performance. Using differetg sé performance indicators
and measures can lead to different meanings obqpeaince amongst the work
units. The most common categories include measofraaputs and outputs.
Input measures focus on funding levels provided@ENCY. Cost measures
are also utilised, although these are at aggrdga&ds. Output measures focus
mainly on quantity and quality measures. Measufesctvity are not used and
measures of effect appear to measure results teavwtside the control of
AGENCY. Opportunities exist for AGENCY to integrabetter the managers’
understanding of their operating performance amdstinategic direction of the
agency.

3. Costing information is largely gathered from gehéeger accounts with costs
determined by using the operating results of AGENGYie dimensions for
which costs are measured are the output level lmdbaisiness unit level. Cost
objects are only measured for product or servipe.tyAGENCY is unable to
measure costs according to any other dimension.M@Ecalculates the cost of
products and services at an aggregate level onithdit doubt AGENCY will
experience difficulty in reporting costs at thedbwf detail required to make
assessments of the most cost efficient ways obekatig its products or services
or its activities. While AGENCY does allocate co#tat are easily and directly

traceable to its products or services, researchngs show that AGENCY does

240



not apply a methodology for allocating indirect tsoat any level below the
output level of the agency. CENTRAL reported thHa¢ process of allocating
indirect costs was not important to them, since #re only concerned with total
costs of the AGENCY. AGENCY does, however, employ ABC costing
system. BUNIT is required to manually enter dataaatordance with a pre-
determined set of definitions for the varying typésosts. This data, however,
Is entered at aggregate levels only. Determinirgiscat such high levels ignores
the complexities in activities.

4. It is the difference in the process of servicedgly that must be considered so
that informed judgements may be made about efiigieand effectiveness.
While AGENCY has indicated that it does not meascost effectiveness,
efforts are made to determine cost efficiency. Hovein the absence of costing
information at a sufficiently detailed level, ituslikely that these measures will
adequately support decisions as to alternativacgedelivery strategies adopted
by AGENCY and its work units. The data providedthg ABC model should
inform AGENCY on the resources used by the variactsvities undertaken to
deliver outputs. Numerous past attempts have bestlento develop costing
models. However, the conflict for AGENCY is thatréceives funds from the
government and this forces management to focustetteof how they are going
to use these funds. This implies that the primagu$ of AGENCY is on the

budget allocation until and unless further invesiigns are warranted.

A number of previous studies report apparent faguby the public sector to
implement OBPM effectively. Factors such as thenag culture and the support
from management (Green & Amenkhienan, 1992; F&sWfard, 1994; Poole et al.,
2001); a lack of organisational commitment (Chekysl1994; Reisman, 1994;
Greiner, 1996); the lack of internal capacity t@lgghe new techniques (Halachmi
& Bouckaert, 1996); and the belief that an orientatowards results will not alter
the method of funding for their programs (Wholewtiy & Newcomer, 1994) all
have significant impacts on the adoption and appbo of MAP. This research
contributes to this literature by indicating thia¢ t'institutionalisation” of AGENCY
iIs important in offering an explanation as to whyAM is not applied as
recommended by the theoretical principles develapeP-1. Concerns are raised

about the degree to which MAP in the QueenslandeBowuent can change given
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that the reporting for government decision-makiegpains unaltered and focused on
traditional budgeting processes (Wildavsky, 1992rli@, 2004).
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Appendix A-1 Letters of Invitation to Participate

<Insert Date>

<Insert CEO Name>
[AGENCY]
<Insert Address of Agency>

Dear <Insert CEO Name>

PhD Research Project

Effective application of management accounting foachieving outcomes-based
performance management reforms in Queensland

This project is being conducted as part of my Phidiss at Queensland
University of Technology.

The aim of this research is to examine the exteathtich Queensland Government agencies
apply contemporary management accounting practimesachieve outcomes-based
performance management reforms in Queensland. Thderlying performance
measurement and cost management principles anémsnthat necessarily underpin the
intent of these reforms and how these are impleadenithin agencies will be examined.

In this regard this research will examine the fwiltg:

*» The extent to which strategic performance measurera@d cost management is
practiced by Queensland public sector agencies;

* The extent to which strategic performance measumenad cost management
principles have guided the implementation strategié agencies outcomes-based
performance management framework;

e The responsiveness of the performance measuremdntost management systems in
meeting the internal management needs of the atpedeygision-makers.

| would like to invite [AGENCY] to participate irhts research. The research will seek the
opinions of relevant personnel from the agencyamtdirs relating to the outcomes- based
performance management initiatives and the coredider of contemporary performance
measurement and cost management principles. Fdediman [AGENCY] will provide
valuable information in determining the future difen of the agency’s implementation
strategies.

Participation in this project by personnel in [AGEN] is entirely voluntary. To ensure the
highest level of confidentiality the identity of piigipants will not be able to be determined
from any documentation. On completion of the studyill provide a report to [CEO]. This
report will be based on the aggregated results matindividual responses reported.

This research has been cleared by the UniversitmatuResearch Ethics Committee in
accordance with thBlational Statement on the Ethical Conduct of Redeémvolving the
Participation of HumansYou are of course free to discuss the participatid personnel
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from the Secretary, University Human Research Et@ieommittee by telephoning (07) 3864
2902.

If you have any questions regarding the researdfoafindings, please feel free to contact
myself, Veronica Hampson on xxxxxxx, or Associatef@ssor Peter Best on XXXxxxx.

Completing and returning the attached Consent Howlitates that you understand the
contents of this letter and that you agree to faetin this study.

Thanking you for your consideration,

Veronica Hampson,

School of Accountancy,

Queensland University of Technology,
Gardens Point Campus,

Brisbane QLD 4001
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<|nsert Date>

Dear Staff Member,

PhD Research Project

Effective application of management accounting foachieving outcomes-based
performance management reforms in Queensland

On behalf of the School of Accountancy, Queensldndersity of Technology, | would
like to invite you to participate in a researchjpob. This project is being conducted as part
of my PhD studies at Queensland University of Tebbgyy.

The aim of this research is to examine the extematitich Queensland Government agencies
apply contemporary management accounting practitiesachieve outcomes-based
performance management reforms in Queensland. Thderlying performance
measurement and cost management principles ancmsnthat necessarily underpin the
intent of these reforms and how these are impleadenithin agencies will be examined.

In this regard this research will examine the foilg:

e The extent to which strategic performance measumera@d cost management is
practiced by Queensland public sector agencies;

e The extent to which strategic performance measunmenad cost management
principles have guided the implementation strategié agencies outcomes-based
performance management framework;

e The responsiveness of the performance measuremdntost management systems in
meeting the internal management needs of the atpedeygision-makers.

The research will seek the opinions of relevantsgenel from the Agency on factors
relating to the outcomes- based performance marageimtiatives and the consideration
of contemporary performance measurement and cosagement principles. Feedback
from [AGENCY] will provide valuable information inletermining the future direction of
the agency’s implementation strategies.

Please note that your participation in this projecéntirely voluntary. Your involvement

will entail participating in an interview. To ensuthe highest level of confidentiality, the
documentation from the interview(s) will be storatl the Queensland University of
Technology and [AGENCY].staff will not have accdssthis material. On completion of

the study, | will provide a report to [CEO] Thispat will only be based on aggregated
results with no individual responses reported.

This study has been cleared by the University HurRasearch Ethics Committee in
accordance with thBlational Statement on the Ethical Conduct of Redeémvolving the
Participation of HumansYou are of course free to discuss your particgrativith the
Secretary, University Human Research Ethics Coramitly telephoning (07) 3864 2639.

If you have any questions regarding the researdfoafindings, please feel free to contact
myself, Veronica Hampson on telephone number xxxxxxor Associate Professor Peter
Best on XXXXXXXXX.

Completing and returning the attached Consent Howlitates that you understand the
contents of this letter and that you agree to faetin this study.
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Thanking you for your time,

Veronica Hampson,

School of Accountancy,

Queensland University of Technology,
Gardens Point Campus,

Brisbane QLD 4001
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Appendix A-2 Statement of Consent

<|nsert Date>

Dear <Staff Member>,
PhD Research Project

Effective application of management accounting foachieving outcomes-based
performance management reforms in Queensland

Contact Details

Ms Veronica Hampson,

School of Accountancy,

Queensland University of Technology,
Email: aaaa@aaaa.zz.au
Telephone: XXXXXXXXXXXXXXXX

Statement of Consent:

By signing below, you are indicating that you:

+ Have read and understood the covering letter ah@iproject;

« Have had any questions answered to your satisfgctio

+ Understand that if you have any additional questywu can contact the researcher;

+ Understand that you are free to withdraw at an tirar comment;

« Understand that you can contact the research tegouihave any questions about the

project, or the Research Ethics Officer on 38640284 ethicscontact@qut.edu.&u
they have concerns about the ethical conduct gbtbgect; and

- Agree to participate in the project.

Name:

Work Unit;

Signature:

Date: / /

Where you consent to participate in the projeeagé tick the box if you do not wish
have your interview recorded. O
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Appendix B-1

Thematic Conceptual Design

D

GENERAL- PM-TECHNIQUES PM- CM-TECHNIQUES
EXPERIENCES PM-Confidence EFFECTIVENESS CM-AccessToCosts
MAP-Experiences PM-Link-to-Goals IMPACT-PM CM-
MAP- PM-Reports PM- Otherinformation
NegativeExper Role-of- Accountability Line-ltems
MAP- Reporting PM- Timeliness-of-
NoExperience PM-Types Benchmarking Cost
MAP- Chain-of-Results PM- CM-Link-to-Goals
PositiveExper DecisionEffect Cost-Allocations
MFO-Experiences | ChoiceOfMeasures PM-Evaluation CM-Allocation-
MFO- PM-OrgLearning| Method
NegativeExper ImportantMeasures PM- Indirect-Costs
MFO- Report&Monitor Cost-Objects
NoExperience PreferredMeasures PRODUCTION-PM Cost-Dimension
MFO- PM-Use-of- PM-DataQuality CostObject-
PositiveExper Information PM- Types
PM-Believability| DataAccess Important-
PM-Conciseness$ PM- CostObject
PM-Integrity DataAccuracy
PM-Purpose PM-
PM-Relevance | DataCurrency CONFIDENCE-IN-
PM-Scope PM- COSTS
PM- DataTimeliness Cost-Accuracy
TargetSetting PM-Innovation Cost-Reliability
PM- PM-Integration Reliance-on-Cost
Understandable USEFULLNESS- Timeliness-of-Cost
PM-Reliance PM
OPINION- PM-InfoQuality
ALLOCATIONS PM-
NegativeOpinior] Believability
PositiveOpinon PM-
Conciseness
PM-Integrity
PM-Purpose
PM-Relevance
PM-Scope
PM-
Understandable
OVERALL- MAP-IMPACTS
CM-IMPACTS EFFECTIVENESS MAP-
CM-Accountability Overall-CM-Effect | Accountabil
Costing- Overall-PM-Effect MAP-
Improvements Benchmarking
Cost-Monitoring MAP-
Cost-Reporting DecisionEffect
CM-Levels-of- MAP-
Mgt Evaluations
Role-of- MAP-
CostReport OrgLearning

MAP-Reporting
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Appendix B-2 Interview Guide

Interview Date: Start Time of Interview:

Agency: Finished Time of Interview:

Name of Interviewer:

Name of Interviewee;:

Interviewee’s Position:
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Interviewer Observations

Describe the venue for the interview:

Were there any interruptions during the intervidd@ anyone else enter the interview venue?

Intonations:

Degree of certainty or doubt:
Apparent value orientation:
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Interviewer Observations

Irony, Humour, etc:
Length of pauses in response:
Attitudes of surprise or expectability:
Digression or focus?:
Other observations:

How often did the interviewee need to refer to@tessary of Key Terms?
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Introduction

General introduction of researcher

"Good morning. | am (introduce self). | assisting the research by conducting interviewnss hterview is being conducted to get your
input about the implementation of the performaneasarement and/or cost management practices thehgee been involved in. | am especially
interested in any problems you have faced or ar@rawf and recommendations you have."

Technical introduction

This study focuses on the application of MAP t@stipobjectives of MFO. More specifically questiovili probe:

- The way performance measures are established ad us

- The outcomes from using performance measurememtdatyour reliance on this information
- The way costing methods are developed and used;

- Your reliance on costing information and

- The way your agency’s responsibility accountindesysworks
To assist you in this interview, | can provide yath a Glossary of Key Terms that will be discussedng this interview.

Would you have any objections to the interview dpéaped? This would allow me to listen carefullg @ain the greatest benefit from the interview
also ensures that the data collected from thisringsv is accurate. As explained in my letter, tieisearch ensures confidentiality: no data will be
associated with any individual or agency. My ingtrie in the patterns across the agencies, andmpérticular cases.
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Background

To begin the survey I'd like to ask you some quesths specifically about your role in the agency angour background. This will help us better
understand the data.

SECTION A:
1. Select (tick) an option from the following that bdsscribes the division or area of your agenchiwitvhich you work:
Executive Corporate/Support Service Delivery

2. Select (tick) an option from the following that bdsscribes the role you undertake within your Agyen

Executive Leadership Management

Team Management Project Management
Administration Support Finance Support
Corporate and Performance Reporting Budget Support
Project Work Other (please specify)

3. Select (tick) an option from the following that bdsscribes the classification level of the posityou hold in your Agency.
SES SO2 -Ss01 A07 — AO8 A05 — A06

A03 — AO4 A0l — A02 Other (please specify)
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4. Select (tick) an option from the following that beescribes the length of time that you have beepl@yed in the Queensland Public Service

0-1year 1-3years 3 -5years
5-10 years 10 - 15 years More than 15 years
5. Select (tick) an option from the following that bdsscribes the length of time that you have beepl@yed_in this Agency
0-1year 1-3years 3 -5years
5-10 years 10 - 15 years More than 15 years

6. Select (tick) an option from the following that bdsscribes the length of time that you have paréal your current role this Agency.

0-1year 1-3years 3 -5years
5-10 years 10 - 15 years More than 15 years

7. Select (tick) an option from the following that bdsscribes your level of educational attainment

Secondary Schooling Senior Certificate (or equivalent)
TAFE accredited Certificate TAFE Diploma/Advanced Diploma
University undergraduate Degree Post Graduate Certificate/Diploma
Masters Degree or higher Other (please specify)

8. Do you possess formal accounting qualifications?

Yes No
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(go to Question 9) (go to Question 10)

9. Please answer this Question if you answered “YesQuestion 8 above.

Select (tick) an option from the following that biedescribes your level of educational attainmenttire vocational area of accounting

TAFE accredited Certificate TAFE Diploma/Advanced Diploma
University undergraduate Degree Post Graduate Certificate/Diploma
Masters Degree or higher Other (please specify)

10. Have you undertaken professional development tp@tiphe role you currently perform in your Agency?

Yes No
(go to Question 11) (go to the end of the syirve

11. Please answer this Question if you answered “fteQuestion 10 above
Select (tick) an option from the following that bdsscribes the source of the professional devedopthat you have undertaken.
Seminars offered by other Government Agencies
Training offered by other Government Agencies
Seminars offered internally by your Agency
Training offered internally by your Agency
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Seminars offered by external organisations
Training offered by external organisations
12. Please answer this Question if you answered “fteQuestion 10 above

Select (tick) an option from the following that bdsscribes the frequency with which you underatkkdessional development to support the role that
you currently perform within your Agency.

less than 1 per year 1 per year

1 - 3 times per year more than 3 timers per year

13. Please answer this Question if you answered “YteQuestion 10 above
Have you recently (i.e. within the previous yeamlertaken professional development in the are@idbpnance measurement?
Yes No
14. Please answer this Question if you answered “YteQuestion 10 above
Have you recently (i.e. within the previous yeamlertaken professional development in the areastfrnanagement?

Yes No
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General Questions

I'd like to ask you some general questions in fefato your experiences about MFO and about yopeernces with management accounting

Q1 What are your experiences from the implememaifdMFO in your agency?

Q2 What are your experiences from the implememaifdVIAP practices in your agency?”

Part 1 - Performance Measurement

I'd now like to ask you some questions about yapedences and opinions about the performance meagnt practices in your agency

Q3 Do you use performance data to evaluate the peafocenof your agency?

Q3.1 Do you have a copy of a performance repottltbauld look at to help focus the interview? Mageep a copy of this report for referring to as |
transcribe this tape?

(Ask for explanation of the report given, if recd)
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The following set of questions relate to your omisi on the usefulness of performance measureraent d

What types of performance measures do you use toauate the performance of your Institute?

[Code=PM-Scope
Code=PM-Techniques]

Q4.1  How would you define the major outcontes your Institute is contributing toward?

Q4.1.1 What steps do you think your Institute néedake to work towards achieving these outconkés? would you tell when/if you have been
successful?

Probing questions:

How do you know if particular clients are “bettdf’@s a result of receiving your products or seed? Explain what you think would best describetdoe

off”.

Q4.1.2 Does your Institute collect informatioattimight help inform it about whether or not ieishieving these outcomes? If it did, what measdoes
you think would be useful? Do you think the currer@asures that are reported help do this?

Q4.2 Has the Institute established clear siratebjectives through planning processes thatlgiescribe how it will contribute to these major
outcomes and what outputs (products or services)ttvill deliver to achieve the desired perforroarevels?

Q4.3  Some people think it is important to develdphain of results” for developing performance meas. What do you think about that?

Q4.4 Do you collect performance information atibe following:
Outputs (i. e., products or services) to be dedige

Activities undertaken to deliver these outputs

Resources required to undertake these activities

Target groups or client groups to who outputs ateered?
Q4.5 How do you go about deciding on which measto use? Is there a particular method for degidn and developing performance measures that
you would prefer to use? Why?

Q4.6  Does your Institute use some other farmerarchy of measures that somehow are logidialked? If so, How do you go about categorising
these?
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[Code=Understandability
Code=PM-Techniques]

Q4.7 With respects to the reports that wdaoking at, what sort of meaning do you get fréranh? Briefly explain what these measures tell yah w
respects to the performance of your area? Whatelotell you about the performance of your Insgitut

[Code=PM-Relevance]

Q4.8 What are the most important and relevant nreagbat you use?

Q4.8.1 Why are these important to you? Whytlaese relevant to your Institute? What would hagpgou didn't use them?
[Code=Purpose]

Q4.9 Explain how these performance measuresimfioe Institute on whether it is meeting its besi objectives.

Q4.9.1 Briefly explain why you use these parfance measures.

Q4.9.2 Given the measures that you now use, wbele be different measures that you would likede now given your experience?
[Code=Conciseness]

Q 4.10 Are there times when you need to sdarchdditional information or drill down further &xplain the information provided to you througk th
reporting of these measures?

Q4.10.1 How well do you rely on the formation?Here anything you need to do to add to the leveguality of information?

[Code=Integrity]

Q4.11 Do you believe that the information yeoeive from these measures is sufficiently cotesatisfy inform you on progress of your area’s
performance?

[Code=Believability]

Q4.12 How confident are you that the performancasuees reported in this report reflects the truéopmance of your area? Explain what would
improve their credibility. Are there times when yoeed to examine these measures more closely én twréccept them as a true indicator of the
performance of your area? Are you able to tellrobecasion when you needed to do this? What waregxperiences?
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The following set of questions relate to your omirsion how performance measurement data is pralduce
Q5 Is the data easily available to you on a reguldrasis?

[Code=Access]

Q5.1 How do you access these reports? Whaatsaccess them? Do you make these reports deditastaff in your area? Briefly explain the prese
that you use to discuss the contents of theseteepiih your staff?

Q5.2 How are these developed? Does “perfocmaeporting”, “finance” or “planning” employee®ik them up? Or are they developed together in an
integrated way? Describe how this is done?

[Code=Timeliness]

Q5.3 Do you get performance measurementrimdtion on a timely basis? Is it received withinfisignt time to allow you to respond quickly?
[Code=Currency]

Q5.4 How often is the data in this report updated

Q5.4.1 Do you receive the information often erotar your needs? How regular would you like toeige the report?

[Code=Accuracy]

Q5.5 How confident are you that the performameasurement information contained in this remcdoirrect and accurate? Have you had experiences
when it hasn’t been correct? Explain your expemgsfic
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[Code=Innovation]
How confident are you that the performance measenésrtechniques that your agency uses are “besiqge’d Explain why you think this?

Q5.6.1 What processes does your agency undedaeourage an exchange of ideas between businigsgbout the development of or use of new or
different performance measures?

Q5.6.2 What happens in your agency in the tsdmavhen a new performance measure is conceivgghaia the process for sharing these ideas? If ypu
come up with a new performance measure how wouldggoabout exploring it further and perhaps haitingplemented?

[Code=Integration]

Q5.7 How is the data assembled? Is it collectenlifin a computerized system?

Q5.7.1 With respects to the performance measupesteal in your report, are they integrated withryagency’s costing system?
Q5.7.2 Explain how the data is collated?
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The following set of questions relate to your opirsion how performance measurement informationrhpacted on your role in this Institute:
Q6 Just focusing for a moment on this report, how dogu develop targets for these measures?

[Code=Benchmarking]

Q6.1 Are targets generated from looking at pasiis@

Q6.2 Describe for me how this is done

Q6.3 Do you access external information (such lsrdnstitutes) to help set targets? Do you usgethe set targets?

[Code=Reporting]
Q6.6 What is the lowest management level that pmdoce measures are reported?

Q6.1 Can you describe the performance reportingvb#iat level of management, for example, teamlfeve

[Code=0OrgLearning]

Q6.8 Explain how well the performance measuremgstem that your agency uses contributes to undetistgs of how practices inform the
achievement of goals and objectives of the agendyita contribution towards achieving Governmertcomes and priorities?

Q6.8.1 What other roles do these performance repente for you, other than to take corrective a@iw/hat do you consider the major role that these
reports play?

[Code=DecisionEffect]
Q6.11 Briefly describe the types of decisitra you are required to make for in your currete?
Q6.11.1  Explain how you think the use of thesdgormance measures improves the quality of managedecisions that you need to make?

Thank you very much. I'd like to now ask you soostipns relating to the cost management practiég®ur agency.
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Part 2 — Cost Management

Q9 Do you use costing data to evaluate the performahgeur agency?

Q9.1 Do you have a copy of a cost report that Idtnok at to help focus the interview? May | kesepopy of this report for referring to when
transcribing this interview?

(Ask for explanation of the report given, if reaqad)

Q1C What kind of objects does your agency cosl(Ensure the Interviewee understands the meaniwgsifobject — refer to the Glossary of
Terms)

[Code=CostObjects]

Q10.1 Does your agency systematically report otscatsributed to outputs? Activities? Client groip@ographic region? Other?

Q10.2 What do you consider the most important obgct for your purposes? Why?

Q10.3 What do you consider the least importast object for your purposes? Why?

Q10.4  What do you consider more important? &gémg your budget allocation or monitoring the sastyour deliverables? Line item
expenditure items or costs of objects? Which doyssimore often? Why?

Q10.5 Explain how you get costing information oedh different dimensions of costs? Q10.4a Howtis dallected on these different
dimensions?

Q10.6 Some people think it is not important to datee costs below the output level. What do youakhibout that?

Q10.7  Some people think that it is not impotrta determine costs at the output or outcome keve that determining the costs of activities is
more important. What do you think about that?
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Part 2 — Cost Management

Q11 How does your agency distribute costs to the prodtgservices or outputs that you are interested in? Expin the proces.
[Code=CostAllocation]
Q11.1 Can you identify particular strengths inway your agency allocates indirect costs? What alveaknesses?

Q11.2 Some people think it is sufficient to usemartechniques such as percentage allocationseeysof-time-spent techniques to decide on the
allocation formulas. What do you think about that?

Q11.3 How confident are you that the costs repatech reflection of the true costs? Why?
Q11.4 What would you do to improve the accuracsebability of cost information?

Q11.5 Have you identified any aspects of the cgsdystem, which needs to be changed or improveda ¥énts of improvements would you be
looking for? What would you like to see includedtie cost reports?

Q11.6 Are you aware of potential adverse conseaseotthe way your agency measures costs? Howfisamti are they? How would you suggest
managing these consequences?

Q12  With respects to the reports that we are lookig at, what sort of meaning do you get from them?

[Code=Access]

Q12.1 Is the costing data easily available to yoa oegular basis? Are line expenditure items yasihilable to you on a regular basis?
Q12.2 How well do you rely on the cost informatida?here anything you need to do to add to thellefsquality of information?

Q12.3 Are there occasions where you need to actiessinformation to support what is reported iesh reports? Explain the circumstances
behind these occasions
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Part 2 — Cost Management

[Code=Reporting]
Q13 What is the lowest management level that arstseported?
Q13.1 Can you describe the cost reporting belowléval of management?

Q13.2 How are managers held accountable for pedioce against cost targets?
Q13.3

What happens when you become aware thapedstmance is not on target? Do you have an exatofllustrate what happens?
Q134

Explain how well the costing system that yagency uses contributes to understandings of mauetipes inform the achievement of goals
and objectives of the agency and its contributtwatrds achieving Government outcomes and priofities

Thank you very much for this. I'd now like to aeki a few questions about the general impact of mament accounting practices within your
agency
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Part 3 Impact of MAP

Q14

[Code=

Q14.1

Q14.1 Are there occasions when you experienceicbh#itween trying to improve the effectivenessvbat you deliver and the costs of delivering

Q14.2
Q14.2

What do you consider to be the major impacts dhese techniques on your role within this agency?
Evaluation]

Explain how you might evaluate théceghcy and effectiveness of service delivery imiyarea, including the extent, quality and benefi

of services delivered as well as the cost of dgjive

that product or service?
Can you use an example to help me underb@mmg/ou deal with this conflict?

Explain how you might go about reviegwmour activities to ensure that you are achieyiogr performance targets? What are your
experiences in trying to redesign processes faebathievement of performance?

t

Q14.3 Can you identify particular strengths of the=chniques in helping you monitor and controfgrenance and costs? What parts of the system

[Code=

gives you the best impact?

Benchmarking]

Q14.4 Some people think that performance and cositoring and controlling is useful for benchmaxkipurposes? What do you think about that?

Q14.5

Q14.6

Do you compare the performance of ywea/Institute with other organisations, such asranstitutes? Explain how you use this
information.

Are there occasions where you need tesaaather information to support what is reportethése reports? Explain the circumstances
behind these occasions.
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Part 3 Impact of MAP

[Code=DecisionEffect]

Q14.7 How has the use of performance and costiiognvation aided your decision-making effectivendss®hat areas do you think you make
better decisions?

Probe for costing information

Q14.7.1Do you consider that your agency has imgadts performance in terms of the cost of deli?éiyhat do you think the big improvements
have been? Where do you think further improvemeatg be gainedProbe further for- Cost reduction? Process cost information? Ciéesttéve
and efficient ways to deliver on client needs? @penal Control?

Q14.7.2Some people think that too much focus et ioformation at levels lower than output and maictivity level is too expensive. What do yi
think about that? Are there some situations whetetiiink that performance and cost informationdsessential?

[Code=Accountability]

Q14.8 How are managers held accountable for pedioca against non-financial targets and cost?

Q14.8.1 Explain what might be the consequenaegdio should you not meet targets establisheddar grea? Explain how you might address this

problem?
Q14.8.2 Are you held more accountable for blowson budget or blow-out in costs of service delwaeWhy do you think this is the case?

These last 2 questions seek to summarise youroogiaibout the MAP in your Institute:

Q15 Overall, how effective would you say yperformance measurement system is in improving gleaision-making abilities, in monitoring
and evaluating the performance of your area amigiarmining how the performance of your area cbuates toward the Institute’s
objectives?

Q16 Overall, how effective would you say yeost management practices are in improving yollityato monitor and evaluate the
effectiveness and efficiency of the services/prosltitat your area delivers and how those prodeeststes contribute toward the
Institute’s objectives?

We've reached the end of the interview. I'd like tloank you very much for your time and cooperation.
Should I need to, may | get back to you to clarifsues that we discussed today?
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Appendix B-3 Demographical Data

Demographical Field

Demographical Value

Division

Executive
Corporate Services
Service Delivery

Role

Executive Leadership
Management

Team Management

Project Management
Administration Support

Finance Support
Corporate/Performance Reporting
Budget Support

Project Work

Other

Level

SES

S0O2 -S01
AO07 — AO8
AO05 — AO6
AO03 — A04
AO01 — AO2
Other

QPS-Length

0 -1 year

1 -3 years

3 -5 years

5-10 years

10 — 15 years

More than 15 years

Agency-Length

0 -1 year

1 -3 years

3 -b5years

5-10 years

10 — 15 years

More than 15 years

Role-Length

0—1year

1 -3 years

3 -5 years

5-10 years

10 — 15 years

More than 15 years

Education

Secondary Schooling

Senior Certificate (or equivalent)

TAFE accredited Certificate

TAFE accredited Diploma/Advanced Diploma
University Undergraduate Degree

Post Graduate Certificate/Diploma

Masters Degree or higher

Other

Accounting Qualification

Yes
No

Account-Education

OO0 0000000000000 O0OD|0D0ODO0DO0DO0OO0|I0OOO0DODO0OOD|I0ODO0OO0DO0ODO0OOD0ODO0ODODO0ODODO0OOD|IODO0OODODODOODOOO0O|O OO

TAFE accredited Certificate

TAFE accredited Diploma/Advanced Diploma
University Undergraduate Degree

Post Graduate Certificate/Diploma

Masters Degree or higher

Other
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Demographical Field Demographical Value

Yes
No

Professional Development

Professional Development Type Seminars offered by other Government Agencies
Training offered by other Government Agencies
Seminars offered internally by your Agency
Training offered internally by your Agency

Seminars offered by external organisations

Training offered by external organisations

Professional Development Frequen Less than 1 per year
1 per year
1 — 3 times per year

More than 3 times per year

Yes
No

Professional Development
Performance Measurement

Yes
No

Professional Development Cost
Management

3]
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Appendix B-4 Glossary of Terms

Acronyms
MAP Management Accounting Practices

MFO Managing for Outcomes

Managing for Outcomes
The Queensland Government has adopted a stratedarmpance management framework

that includes a range of management improvemertieciively labelled“Managing for
Outcomes’these initiatives aim to improve the managemergavernment assets and the
basis on which resource allocation decisions aréetamade. Thus, it will enable the
Government to increase the quality and efficientgeyvice delivery. The MFO initiative
involves funding agencies for outputs (services antputs) rather than inputs (resources
consumed in their production); and improving thealdy of performance information
available.

Performance MeasurementThe development of a matrix which describes thechdly
connects activities undertaken within departmemid agencies to the final long-term
outcomes desired by Government. It involves thegmisation of measures through a
hierarchy that collects data about resources ugedt§), activities undertaken (processes),

services and products delivered (outputs), andirdmesformation of outputs into societal
impacts (outcomes).

Performance Measures measures of how well programs and agencies arkimgp In
simple terms, they describe “how much” came ouamfoutput or “how well” the output
was delivered. They are usually measured in terivtkeovolume of work accomplished,
such as the numbers of classes taught, etc

Government_Outcomes the end result that the Government wants to &ehfer the
Queensland community as a whole such as “skilleckanwledgeable Queenslanders”

Activities in simple termsare the key things that staff “do” or are engagedumder
program or initiative. They include all steps neszgyg to produce the program outputs

Chain of Results- Logical linkages established between Outcomefpuds, Activities and
resources.

Outputsare the direct products of activities and in sinelens, describe “what” came out
of an activity. Outputs usually represent the kewpdpcts or services delivered by a
Government Department.

Contemporary Cost Management:

All costs incurred through the consumption of reses in the delivery of an output or
activity. It involves the distribution of direct sts and the rational allocation of indirect
costs to outputs, activities, outputs or other adgects in proportion to the amount of
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service or benefit received. Cost management pemmitassessment of both cost efficiency
and cost effectiveness, which requires all costurmed through the consumption of
resources in the production and delivery of an aiugp activity to be assessed in terms of a
non-financial metric of output or activity.

True cost— all costs incurred in delivering a product orvge and includes all direct and
indirect costs

Cost Report- a management report detailing costs incurredeliveting a program, an
activity and the like

Cost Object cost objects represent different views thatdiganisations wants to collect
costs about such as costs by output, costs byiteegj\costs by project, and the like.

Dimensions of Cost the different views that management may wishalk@ ton costs and
include such things as costs per client group sqast geographical region, and the like

Indirect Costs— Costs that are not directly traceable to thedyecb or service being
delivered to a client. They include overhead costs.
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PARTICIPANT  DIVISION ROLE

W O N O U1 B W N -

[EEGN N
N = o

SERV DELIV MANAGEMENT
SERV DELIV MANAGEMENT
SERV DELIV MANAGEMENT
SERV DELIV MANAGEMENT
CORP SUPP  TEAMMGT

SERV DELIV MANAGEMENT
EXECUTIVE EXEC LEADE
CORP SUPP MANAGEMENT
SERV DELIV MANAGEMENT
EXECUTIVE PERF REPRT
CORP SUPP  PERF REPRT
CORP SUPP  MANAGEMENT

Appendix C-1 Demographic Data of Participants

LEVEL
AQ7-A08
AQ7-A08
AQ7-A08
AQ7-A08
AQ7-A08
AQ7-A08
S02-S01
A07-AO8
AQ7-A08
AQ7-A08
S02-S01
S02-S01

QPS-LENGTH

>15 YRS
10-15 YR
>15 YRS
>15 YRS
>15 YRS
1-3 YRS
5-10 YRS
10-15 YR
1-3 YRS
>15 YRS
10-15 YR
10-15 YR

AGENCY-
LGT
0-1YR
1-3 YRS
>15 YRS
1-3 YRS
10-15 YRS
1-3 YRS
0-1YR
10-15 YRS
1-3 YRS
>15 YRS
10-15 YR
10-15 YR

0-1YR
1-3YRS
1-3YRS
1-3YRS
1-3YRS
0-1YR
0-1YR
3-5YRS
0-1YR
3-5YRS
13YR
1-3YRS

UIDEGREE
UIDEGREE
MASTERS
POST GRAD
UIDEGREE
TAFE CERT
UIDEGREE
TAFE DIP
UIDEGREE
TAFE DIP
MASTERS
UIDEGREE

ROLE-LENGT EDUCATION QUALS ACCT-EDUC DEVEL

ACCT- PROF-
No Yes
No Yes
No Yes
No Yes
No Yes
No Yes
Yes  TAFEDIP  Yes
No Yes
No Yes
No Yes
No Yes
Yes  UIDEGREE  Yes

PD-TYPE
INT - TRN
SEM - EXT
INT SEM
ALL
SEM - EXT
SEM-INT
SEM - EXT
SEM- INT
SEM- INT
ALL
ALL
INT - TRN

PD-
FREQ
1-3TIMES
>3 TIMES
>3 TIMES
1TIME
1TIME
<ITIME
1-3TIMES
1-3TIMES
1-3TIMES
>3 TIMES
1-3TIMES
1TIME

PD-PM

No
No
No
No
No
No
No
No
No
Yes
Yes
No

PD-CM

No
No
No
No
No
No
No
No
No
Yes
Yes
No

UNIT
BUNIT
BUNIT
BUNIT
BUNIT

BNIT

BNIT

BNIT

BNIT

BNIT

POSITION
F/ DIRECTO
MANAGER
OPS MGR
F/ DIRECTO
F/ DIRECTO
OPS MGR
DIRECTOR
MGR FIN
OPS MGR

CENTRAL MANAGER
CENTRAL DIRECTOR
CENTRAL DIRECTOR
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Demographical Data of Participants

Management Roles Number of Number of Years
Position Participants Employed
With QPS With
Work Unit
Directors Corporate 2 10-15 yeary 1-3 years
Support
Director Executive 1 5-10 years | <1 year
Unit Director Service Delivery 3 >15 years | <1 year
1-3 years
>10 years
Unit Director Corporate 1 >10 years | >10 years
Support
Operations Service Delivery 2 >10 years | 1-3 years
Managers >10 years
Manager Executive 1 >10 years | >10 years
Manager Corporate 1 >10 years | >10 years
Support
Manager Service Delivery 1 1-3years | 1-3 years
Roles and Years of Employment of Participants
Education Attainment Number of Number of Number of
Level Participants Times Participants
Masters degree of higher 2 Once per year 4
Graduate Diploma 1 1-3 times per 5
Undergraduate Degree 6 year
TAFE Diploma 2 > 3 times per 3
TAFE Certificate 1 year

Education Attainment Levels of Participants

Frequency of Professional
Development Undertaken
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